
 

 

 

 

 

 

 

 

 

Alerte de votre conseiller – IFRS  

Aperçu d’IFRS 2 Paiement fondé sur des actions 

Décembre 2024 

Résumé 

L’équipe IFRS de Grant Thornton International a publié les troisième et quatrième bulletins de la 
série Insights into IFRS 2 (en anglais seulement) :  

 Basic principles of share-based payment arrangements with employees; 

 Equity-settled share-based payment arrangements with employees. 

La norme IFRS 2 Paiement fondé sur des actions a été publiée en 2004, et les principes comptables 
sont restés essentiellement les mêmes depuis. Les paiements fondés sur des actions sont devenus 
de plus en plus populaires au fil des ans, de nombreuses entités utilisant des instruments de 
capitaux propres ou de la trésorerie et d’autres actifs fondés sur la valeur des instruments de 
capitaux propres comme forme de paiement aux administrateurs, aux hauts dirigeants, aux salariés 
et à d’autres fournisseurs de biens et de services. 

La comptabilisation des paiements fondés sur des actions est une question qui reste mal comprise, 
comme en témoigne le grand nombre d’interprétations et de décisions publiées par l’IFRS 
Interpretations Committee (IFRIC). Il convient de faire preuve d’une grande prudence lors de 
l’évaluation des exigences énoncées dans IFRS 2 et dans d’autres indications faisant autorité en ce 
qui concerne les accords de paiement fondés sur des actions de plus en plus complexes et 
novateurs. 

La série Insights into IFRS 2 vise à démystifier la norme en expliquant les principes fondamentaux de 
la comptabilisation des paiements fondés sur des actions dans un langage relativement simple et en 
fournissant des indications pour aider les entités à surmonter certaines des complexités associées à 
la comptabilisation de ces types d’accords. Les troisième et quatrième bulletins sont les suivants : 

 Basic principles of share-based payment arrangements with employees; 

 Equity-settled share-based payment arrangements with employees. 

Ressources 

Les bulletins mentionnés ci-dessus sont joints à la présente Alerte de votre conseiller – IFRS. 
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Raymond Chabot Grant Thornton S.E.N.C.R.L. est un cabinet comptable et de consultation de premier plan qui fournit aux sociétés 
fermées et ouvertes des services de certification et de fiscalité et des services-conseils. Ensemble, Raymond Chabot Grant 
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sont offerts de façon indépendante par les cabinets membres.  

Nous avons fait tous les efforts afin de nous assurer que l’information comprise dans la présente publication était exacte au 
moment de sa diffusion. Néanmoins, les informations fournies ou les opinions exprimées ne constituent pas une prise de position 
officielle et ne devraient pas être considérées comme un conseil technique pour vous ou votre organisation sans l’avis d’un 
conseiller d’affaires professionnel. Pour de plus amples renseignements au sujet de la présente publication, veuillez contacter 
votre conseiller Raymond Chabot Grant Thornton. 

 



Basic principles of share-based  
payment arrangements with employees

Insights into 
IFRS 2 

While the general accounting principles have remained 
largely unchanged since the introduction of IFRS 2 ‘Share-
based Payment’ in 2004, the accounting of share-based 
payments is an area that is not well understood in practice 
and entities often have difficulty in applying the requirements 
to increasingly complex and innovative share-based payment 
arrangements.

Our ‘Insights into IFRS 2’ series is aimed at demystifying  
IFRS 2 by explaining the fundamentals of accounting for 
share-based payments using relatively simple language and 
providing insights to help entities cut through some of the 
complexities associated with accounting for these types of 
arrangements. 

As explained in our article ‘Insights into IFRS 2 – What is  
IFRS 2?’, an entity recognises goods or services received 
or acquired in a share-based payment arrangement when 
it obtains the goods or as the services are received. Share-
based payment transactions can be settled either via shares 
or cash. This article discusses the basic principles that 
apply to both equity-settled and cash-settled share-based 
payment transactions with employees or others providing 
similar services. A more detailed explanation of the differences 
between the accounting treatment for equity-settled and  
cash-settled share-based payment transactions is discussed in 
our articles ‘Insights into IFRS 2 – Equity-settled share-based 
payment arrangements’ and ‘Insights into IFRS 2 – Cash-
settled share-based payment arrangements with employees’.

Share-based payments have become increasingly popular over the years, with many 
entities using equity instruments or cash and other assets based on the value of equity 
instruments as a form of payment to directors, senior management, employees and 
other suppliers of goods and services. 

“This article discusses the 
basic principles that apply to 
both equity-settled and cash-
settled share-based payment 
transactions with employees 
or others providing similar 
services.”

Fundamental principles

When an entity enters into a share-based payment 
arrangement with ‘employees or others providing similar 
services’, it needs to determine the following:
•	 whether the transaction is classified as an equity-settled 

transaction or a cash-settled transaction or a combination 
of both (as discussed in our article ‘Insights into  
IFRS 2 – Classification of share-based payment 
transactions and vesting conditions’)

•	 whether there are vesting conditions and how they are 
classified (as discussed in our article ‘Insights into IFRS 2 – 
Classification of share-based payment transactions and 
vesting conditions’) 

•	 the grant date
•	 the vesting period, and
•	 the fair value of the award.
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Who are ‘employees or others providing similar services’?

‘Employees’ encompasses all management personnel, ie those persons having authority and responsibility for planning, directing 
and controlling the activities of the entity, including non-executive directors. This definition captures transactions with individuals 
who are not employees for legal or tax purposes but who provide services under the entity’s direction, similar to those services 
provided by its employees.

For the remainder of this article and in our other IFRS 2 articles, we use the term ‘employees’ to refer to ‘employees and others 
providing similar services’.

Determining the grant date 

Determining the ‘grant date’ is important when a share-based payment transaction is between an entity and employees as it is 
the date at which the transaction is measured. 

Definition of ‘grant date’

Employees or others providing similar services:

Individuals who render personal services to the entity and either:
•	 are regarded as employees for legal and tax purposes
•	� work for the entity under its direction in the same way as individuals who are regarded as employees for legal or tax purposes, or
•	 render similar services to those rendered by employees.

For share-based payment transactions with employees, the grant date is:

Cash-settled share-based payments

The date on which the fair value of the liability is initially measuredThe date on which the fair value of equity instruments granted is 
measured

Equity-settled share-based payments

Grant date:

The date at which the entity and another party (including an employee) agree to a share-based payment arrangement, being when the entity 
and the counterparty have a shared understanding of the terms and conditions of the arrangement. At grant date, the entity confers on the 
counterparty the right to cash, other assets, or equity instruments of the entity, provided the specified vesting conditions, if any, are met. If 
that agreement is subject to an approval process (for example, by shareholders), the grant date is the date when approval is obtained. 
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There are two key components in this definition:

When have an employee and employer ‘agreed’ to the share-based payment arrangement?
The word ‘agree’ is used in its usual sense, meaning there needs to be both an offer and an acceptance of that offer. For example, 
if an entity makes an offer of a share-based payment award to an employee on 1 April 20X0 and the employee accepts the offer 
on 20 April 20X0, the grant date of the award would be 20 April 20X0. 

The acceptance by the employee can be explicit or implicit. For example, an employee may explicitly agree to the offer by 
formally signing a letter of offer and returning it to the employer. In other cases, the agreement might be implicit, such as when 
employee acceptance is evidenced by starting to provide their services to the entity, thereby confirming the employee has agreed 
to the share-based payment arrangement.

When do the parties have ‘a shared understanding of the terms and conditions’
In order for both parties to have agreed to a share-based payment arrangement, all relevant terms and conditions must be 
understood by both parties. In some cases, certain terms and conditions could be agreed upon at one date, with the remaining 
terms and conditions agreed upon at a later date. In these situations, the grant date will be the later date when both parties have 
agreed to all of the terms and conditions.

In some cases, each instalment or tranche of a share-based payment award may have different terms and conditions. When those 
conditions are not finalised until a later date, each tranche may have a different grant date as a result of both parties not having 
a shared understanding until that later date. 

1. 	 Both the entity and the employee are required to:

•	 ‘agree’ to the share-based payment arrangement, and
•	 have a ‘shared understanding of the terms and conditions’ of the arrangement.

2	 Necessary approvals should have been obtained, if applicable

Example 1 – Grant date 
Entity A issues share options to an employee on 1 January 20X1, but the exercise price of the options will be determined by the 
entity’s Board of Directors on 25 March 20X1.

Example 2 – Grant date
On 1 May 20X0, Entity B advises its employees of the terms of an award of options with a vesting date of 30 June 20X2. The 
award is subject to Board approval which is given on 1 June 20X0. However, in giving such approval, the Board makes some 
changes to the performance conditions as originally communicated to employees on 1 May 20X0. The revised terms of the 
award are communicated to the employees on 30 June 20X0.

Analysis
The grant date is 25 March 20X1, the date on which all terms have been agreed to by Entity A and the employee.

Analysis
In this case, the grant date is 30 June 20X0 as this is the date on which the revised terms are communicated to the 
employees and there is a shared understanding of the revised terms between Entity B and its employees.
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In certain situations, not all terms and conditions must be finalised in order for both parties to have a shared understanding. For 
example, a share option agreement may include a formula that determines how the exercise price will be established at some 
future date, rather than specifying the actual exercise price. If the formula contains only objective factors (eg market price of the 
shares) and can be calculated consistently by both parties to the agreement, then there is a shared understanding when the 
parties understand the specific formula or mechanism for determining the exercise price, even though the actual exercise price 
may not be known until the later date. If the formula contains subjective factors (eg the number of shares to be issued is at the 
discretion of an entity’s board of directors), then a shared understanding cannot happen at the agreement date, but instead 
would be at that later date when the subjective factor is resolved. Another example would be when a share-based payment award 
is approved in principle by an entity’s board of directors, however, the specific allocation of the award to individual employees has 
not yet been finalised. In this instance, a shared understanding cannot be achieved. 

Determining the vesting period in IFRS 2

As explained in our article, ‘Insights into IFRS 2 – Classification of share-based payment transactions and vesting conditions’, 
share-based payment agreements often contain vesting conditions, which are conditions that determine whether the entity 
receives the services that entitle the counterparty to receive cash, other assets or equity instruments of the entity. Vesting 
conditions may be either service conditions or performance conditions (which by definition, includes a service condition). 

Vesting period:

The period during which all the specified vesting conditions of a share-based payment arrangement are to be satisfied.

Normally, the vesting period is the period between the grant date and the vesting date. 

https://www.grantthornton.global/en/insights/articles/ifrs-2-insights/classification-of-share-based-payment-transactions-and-vesting-conditions/
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Example 3 – Services provided before the grant date
On 1 June 20X0, Entity C advises its employees of the terms of a share option award with a vesting date of 30 June 20X2. The 
award is subject to shareholder approval which is given at the Annual General Meeting on 31 October 20X0. The grant date in 
this case is 31 October 20X0 as this is when the necessary shareholder approval takes place.

Example 4 – Services provided before the grant date
Entity D has a long-standing practice of granting share-based payment awards to its key management personnel on an 
annual basis at the end of the first quarter, upon approval by its Board of Directors. The awards are granted in return for 
services provided during the full fiscal year (ie commencing January 1). 

Immediate vesting
If the employee is not required to complete a specified period of service before becoming unconditionally entitled to the share-
based payment, the share-based payment award vests immediately (ie there is no vesting period). In the absence of evidence to 
the contrary, there is a presumption that services rendered by the employee as consideration for the award have been received 
and, on the grant date, the entity recognises the services received in full.

Vesting after completion of specified period of service
If the share-based payment award does not vest until the employee completes a specified period of service, the entity should 
presume that services will be received during the vesting period and so the entity should account for those services as they are 
rendered by the employee during the vesting period. 

Employees begin providing services prior to the grant date
In some cases, the grant date may be after the employees have begun rendering services (eg the grant must be formally 
approved by the appropriate committee, such as a remuneration committee, or board of directors within the organisation or 
shareholders at a later date). As mentioned in our article ‘Insights into IFRS 2 – What is IFRS 2?’, IFRS 2 requires an entity to 
recognise the services acquired in a share-based transaction as the services are rendered. In this case, the vesting period starts 
when the employees begin to provide services (ie the ‘service commencement date’).

When the grant date is after service has already begun, an entity needs to ‘estimate’ the grant date fair value of the award for the 
purpose of recognising the services received during the period between the service commencement date and the grant date. There 
is no specific guidance on how to determine this estimate, but a common method is to use the fair value at the reporting date. The 
earlier estimate is subsequently revised once the grant date has been established so that the amounts recognised for services 
received in respect of the awards are ultimately based on the grant date fair value of the award. In our view, this revision of the fair 
value should be treated as a change in estimate.

Analysis
Entity C estimates the fair value of the award on 1 June 20X0 and begins recognising the cost of the services received from 
that date. On 31 October 20X0, Entity C revises the grant date fair value and treats this revision as a change in estimate.

Analysis
The grant date in this case is the end of the first quarter when the Board approval occurs. Given Entity D’s history of 
granting these awards, key management personnel have an expectation they will receive an award, and they began 
providing services as of the beginning of the fiscal year. In this situation, Entity D estimates the fair value of the award at 
the beginning of the year on 1 January 20X0 and begins recognising the cost of the services received from that date. On 31 
March 20X0, Entity D determines the grant date fair value and treats this revision as a change in estimate.

https://www.grantthornton.global/en/insights/articles/ifrs-2-insights/what-is-ifrs-2/
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Vesting after achievement of a performance condition and variable service period
If the share-based payment award does not vest until a performance condition is achieved, and the employee must continue to be 
employed until that time, the vesting period varies as it depends on when the performance condition is satisfied. In this case, the 
vesting period must be estimated at the grant date based on the most likely outcome of the performance condition. 

If the condition is a market condition (eg achievement of a particular share price), the estimate of the vesting period is not 
subsequently revised. If the condition is a non-market condition (eg achievement of a particular earnings threshold, the 
occurrence of an initial public offering (IPO) or another exit event), the estimate is revised if subsequent information indicates that 
the vesting period differs from original estimates. 

Example 6 – Variable vesting period with market performance condition 
Entity F grants an employee share options that are conditional upon the share price reaching a certain target at any point 
during the next three years. The employee must still be employed at the time the target is met. Entity F estimates that the share 
price target will be met at the end of the second year and, therefore, the fair value of the award at the grant date is recognised 
over a two-year vesting period. If during the second year Entity F determines the share price target will not be met by the end 
of the year, it does not revise the vesting period as the performance condition is a market condition.

Despite the above, when a market performance condition is met earlier than the original estimated vesting period, some entities 
take the view that the recognition of the expense should be accelerated to the date at which the market performance condition is 
met. This view is intended to reflect the fact that the entity has received all of the services which it is entitled to in exchange for the 
awards.

Example 7 – Variable vesting period with non-market performance condition
At the beginning of year one, Entity G grants 100 share options to its CEO, conditional upon the CEO remaining in the entity’s 
employ during the vesting period. The shares options will vest:
•	 at the end of year one if Entity G’s earnings increase by more than 15%
•	 at the end of year two if Entity G’s earnings increase by more than an average of 12% per year over the two-year period, or
•	� at the end of year three if Entity G’s earnings increase by more than an average of 10% per year over the three-year period.

Analysis
The share options have a fair value of CU15 per unit at the grant date. At that date, Entity G expects the most likely 
outcome is that it will achieve the earnings target by the end of year two. However, mid-way through year two, it becomes 
clear the target will not be met by the end of year two, but instead will be met by the end of year three. The target is 
ultimately achieved by the end of year three.

Year Calculation Remuneration expense  
for the period CU

Cumulative  
expense CU

 1 100 share options X 15 X 1/2 750 750

 2 100 share options X 15 X 2/3 250 1,000

 3 100 share options X 15 X 3/3 500 1,500

Example 5 – Vesting after specified period of service 
Entity E grants an employee share options that are conditional upon completing three years of service. Entity E is required to 
presume that the services to be rendered by the employee will be received in the future, over that three-year vesting period.

Analysis
Accordingly, the fair value of the award at the grant date is recognised over the three-year period.
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In practice, the calculations required by IFRS 2 may be more complex than this example. In particular:
•	 The final number of instruments that vest will not be known until the vesting date (because employees may leave before the 

vesting date or other relevant performance conditions may not be met), and/or
•	 The length of the vesting period may be variable (where vesting depends on satisfying a performance condition with a variable 

or no time limit).

Graded vesting
In some cases, share-based payment awards may vest in instalments over the vesting period (referred to as ‘graded vesting’). For 
example, an entity might grant an employee 100 share options, which will vest in instalments of 25 share options at the end of 
each year over the next four years (ie 25 share options vest at the end of year one, another 25 share options vest at the end of 
year two, etc). IFRS 2 requires the entity to treat each instalment as a separate share option grant (or ‘tranche’), because each 
instalment has a different vesting period and therefore the fair value of each instalment will differ.

Applying the graded vesting method results in a greater proportion of the total cost of the award being recognised in the earlier periods.

Example 8 – Graded vesting
At the beginning of year one, Entity H grants 100 share options to an employee, with only a service condition. 25 share options vest 
at the end of each year over the next four years. Entity H expects that the employee will remain employed for the full four years. 

The fair values of each tranche differ due to their different expected lives (refer to “Determining the fair value” below for an 
explanation) and are estimated as:

Tranche Vesting date Vesting period Fair value of share option  
on grant date CU

Fair value of tranche  
on grant date1 CU

 1 End of year 1 1 year 8 200

 2 End of year 2 2 years 14 350

 3 End of year 3 3 years 18 450

 4 End of year 4 4 years 20 500
1 Year 1 = 25 options X 8 = 200; year 2 = 25 options X 14 = 350; year 3 = 25 share options X 18 = 450; year 4 = 25 options X 20 = 500

Analysis
Assuming the employee remains employed until the end of the vesting period, the cost recognised for each tranche in each 
reporting period is:

Tranche Year 1 CU Year 2 CU Year 3 CU Year 4 CU Total CU

 1 200 – – – 200

 2 175 175 – – 350

 3 150 150 150 – 450

 4 125 125 125 125 500

 Total 650 450 275 125 1,500

Attribution to periods 
The cost of the award should be recognised over the vesting period on a straight-line basis. This is also true when the share-based 
payment award contains both performance and service conditions that have different reference periods. For example, when 
the award contains a performance condition that applies for a shorter period (eg two years) than the service condition (eg four 
years), the vesting period is the full service period (eg four years). Based on the general principles of IFRS 2, there is nothing to 
suggest that any specific emphasis should be placed on the performance condition versus the service condition. In addition, it 
would be difficult to conclude more services were provided in one period versus another, and therefore we believe the cost of the 
award should be recognised over the vesting period on a straight-line basis. However, if the shorter condition is not met, the award 
does not vest and no additional expense is recognised for the remainder of the period of the longer condition. So in the example 
above, if the performance condition is not met at the end of year two, the award does not vest and no expense is recognised for 
the remaining service period, even though the employee is still employed. 



8  Insights into IFRS 2 – Basic principles of share-based payment arrangements with employees

Determining the fair value 

IFRS 2 requires that an entity measure share-based payment transactions at the fair value of the goods or services received, 
unless that fair value cannot be measured reliably. If an entity cannot measure the fair value reliably, it measures the goods or 
services by reference to the fair value of the equity instruments granted. In the case of transactions with employees, IFRS 2 notes 
it is usually not possible to measure the services received for specific components of an employee’s remuneration package (ie 
an employee may receive a base salary, bonus, other benefits, and share-based compensation), making it difficult to attribute 
service to a particular component). Therefore, an entity should measure the fair value of employee services by reference to the fair 
value of the equity instruments granted as of the grant date.

For share-based payment transactions with parties other than employees, there is a rebuttable presumption the fair value of the 
goods or services can be estimated reliably. The fair value should be determined at the date the good is obtained or the service is 
rendered. In the rare circumstances where the entity determines it cannot reliably estimate the fair value of the goods or services, 
it should measure using the fair value of the equity instruments granted. 

Fair value:

The amount for which an asset could be exchanged, a liability settled, or an equity instrument granted could be exchanged, between 
knowledgeable, willing parties in an arm’s length transaction.

Transaction with employee or those  
providing similar services?

Measure goods or services by reference to  
fair value of equity instruments granted

Yes
No

Can the fair value of goods or services  
be estimated reliably?No

The fair value of equity instruments granted is determined as follows:

Market prices are not available for equity instruments

Estimate of fair value is determined using a valuation technique.Estimate of fair value is based on market prices.

Market prices are available for equity instruments

Note that IFRS 2 has its own requirements for determining the fair value of share-based payments that differ from those in  
IFRS 13 ‘Fair Value Measurement’ (which specifically excludes share-based payment transactions within the scope of IFRS 2 from 
its measurement and disclosure requirements).

Valuation of shares
For shares granted to employees, the fair value is measured at the market price of the entity’s shares (or an estimate of market 
price if the shares are not traded), adjusted for any terms or conditions associated with the grant. For example, if the employee is 
not entitled to dividends during the vesting period or if the shares are subject to restrictions on transfer for a certain period after 
the vesting date, these factors should be taken into account to the extent it would affect the price a knowledgeable, willing market 
participant would pay for that share. It is important to note that, if the shares are actively traded in a deep and liquid market, post 
vesting transfer restrictions may have little, if any, effect on the price a knowledgeable, willing market participant would pay for 
those shares.

Vesting conditions, or restrictions during the vesting period, are excluded from the measurement of fair value.
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Valuation of share options
Share options granted by an entity generally cannot be valued by reference to market prices because it is rare that there are 
actively traded options over the entity’s equity instruments that have the same terms and conditions as share options granted to 
employees. Therefore, IFRS 2 requires the fair value of options granted to be estimated by using an option pricing model. 

Option pricing models reflect that the fair value of an option should take into consideration both its intrinsic value and time value. 
Intrinsic value is the greater of (i) the share’s market (or spot) price less the exercise price of the option (ie the price at which the 
beneficiary of the option can acquire or sell the shares) and (ii) zero. Time value reflects the potential for the option to increase in 
value given the expected life of the option and possible changes in the share price during this expected life. 

Options are often referred to as ‘European’, ‘American’, or ‘Bermudan’ options. These option categories are defined by their 
exercisability features: 
•	 European options: exercisable only at the end of its contractual life
•	 American options: exercisable at any point over its contractual life 
•	 Bermudan options: exercisable at specified periods over its life; employee options are generally Bermudan options because 

they are usually exercisable at any time after the vesting period has passed until their expiry date.

Entities should consider factors that a knowledgeable, willing market participant would consider in selecting the option pricing 
model to apply. There are three primary models used to value options: 
•	 Closed-form models (eg Black-Scholes-Merton model)
•	 Lattice models, and
•	 Simulation models (eg Monte Carlo models).

The fair value determined by these models will be very similar if the same assumptions are used. However, an entity should 
consider the likelihood of early exercise and complexity of any market conditions or pay-offs when selecting which model to use. 
For example, closed-form models cannot be used to estimate the fair value of an option with a market condition, and lattice or 
simulation models are better able to incorporate more complex early exercise behaviour. 
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All option pricing models take into account, at a minimum, the following factors:
•	 exercise price of the option
•	 current price of the underlying share at grant date
•	 expected term of the option
•	 expected future volatility of the underlying share price
•	 expected dividends to be paid on the shares during the life of the option 
•	 risk-free interest rate for the expected term of the option.

These factors have the following impact on an option’s value:

Any other factors that a knowledgeable, willing market participant would consider in setting the price should also be taken into 
account when determining the value of a share option. 

Determining the inputs to option pricing models
Of the six minimum inputs used in an option pricing model listed above, only the exercise price of the option and current price 
of the underlying share can generally be determined objectively. Determining the expected term of the option and expected 
future volatility can involve significant subjectivity and selecting the appropriate assumption can have a significant effect on the 
resulting valuation. The objective when estimating the assumptions to be used, is to approximate the expectations that would be 
reflected in the current market, or that an outside party with access to detailed information would develop. Expectations about 
the future are generally based on historical experience but should be modified if the future is expected to differ from the past. 
For example, if an entity disposes of a line of business that was significantly riskier than its other line of business, then historical 
volatility may not be the best basis for future expectations. When there are a range of reasonable expectations, an expected value 
should be calculated by weighting each amount by its probability of occurrence.

Higher exercise price

Higher share price

Longer expected term

Higher volatility

Higher dividends not receivable

Higher risk-free rate

Lower value of the option

Higher value of the option

Higher value of the option

Higher value of the option

Lower value of the option

Higher value of the option
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Appendix A – Determining the inputs to option pricing models 

The application guidance of IFRS 2 provides the following additional detail for determining each of the inputs to an option pricing 
model.

As discussed in the body of this article, all option pricing models take into account, at a minimum, the following factors:
•	 exercise price of the option
•	 current price of the underlying share at grant date
•	 expected term of the option
•	 expected future volatility of the underlying share price
•	 expected dividends to be paid on the shares during the life of the option 
•	 risk-free interest rate for the expected term of the option

Exercise price of the option
The exercise price (or strike price) is the price at which the option holder is entitled to acquire the underlying share, subject to 
satisfying the vesting conditions. In most cases, the exercise price will be a known value defined in the option agreement.

Some entities issue options with a zero exercise price. For zero strike price options, where the holder is entitled to dividends, the 
fair value will generally equal to the share price and not require the use of an option pricing model. For zero exercise price options 
where the holder is not entitled to dividends during the life of the option, the fair value of the option will be less than the price of 
the underlying share because the fair value of a share includes expected future dividends. 

Current price of the underlying share at grant date
For a listed entity, the share price used to value an option at the grant date is generally the closing share price on that date. For 
an entity whose shares are not traded publicly, valuation techniques need to be used to estimate the fair value of the underlying 
shares by applying IFRS 13.

Expected term of the option
The fair value of an employee share option is based on its expected term (or life) rather than its maximum contractual term. 
Expected term represents the length of time during which the option is expected to be unexercised and reflects expectations about 
an option holder’s early exercise decisions. Generally, the value of an option is maximised by not exercising until very close to 
expiry, and therefore employees will not exercise the option until close to the end of the contractual term. However, in some cases, 
an employee may exercise earlier to take advantage of dividend-paying shares where the dividend payments may be large, 
or in the case of options for shares with a more volatile share price, the employee may exercise earlier to take advantage of a 
favourable share price.

In practice, it is common for employees to exercise options early for a variety of reasons, such as the desire to liquidate their 
position, ceasing employment, risk aversion or wealth diversification. The minimum term of an option is to the end of the vesting 
period and the maximum term is to the end of the contractual life of the option. 

Factors to consider in estimating the expected term include:
•	 Past history of employee exercise for similar grants
•	 The period of time between the vesting date and the end of the contractual life of the option
•	 Expected employee turnover – holders of vested options who cease employment with the entity are generally required to 

exercise options within a short period thereafter
•	 The option holder’s level within the entity – in general, senior executives can be expected to exercise options later than other 

employees for several reasons
•	 The price of the underlying shares – experience may indicate that employees have tended to exercise options when the share 

price reaches a certain level above the exercise price
•	 Expected volatility of the underlying shares – options on shares with higher volatility may tend to be exercised earlier than 

those with lower volatility.

Separating options by groups of recipients with relatively homogeneous exercise behaviour will result in a more accurate estimate 
of the total fair value of the share options granted.
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Expected future volatility of the underlying share price
Expected volatility is a measure of the possible fluctuations in the share price for a given period and has a significant impact on 
the estimated fair value of an option. It represents the range of possible future returns on a given investment. Zero volatility means 
that the actual return on an investment will equal its expected return (eg risk-free investments). The higher the volatility, the higher 
the option value will be as the chances of an option providing a return (ie being in-the-money) increases.

The measure of volatility used in option pricing models is the annualised standard deviation of the continuously compounded 
rates of return on the share over a period of time. Volatility is typically expressed in annualised terms that are comparable 
regardless of the time period used in the calculation, for example, daily, weekly or monthly price observations.

The expected annualised volatility of a share is the range within which the continuously compounded annual rate of return is 
expected to fall approximately two-thirds of the time. For example, to say that a share with an expected continuously compounded 
rate of return of 12% has a volatility of 30% means that the probability that the rate of return on the share for one year will be 
between -18% (12% – 30%) and 42% (12% + 30%) is approximately two-thirds. If the share price is CU100 at the beginning of 
the year and no dividends are paid, the year-end share price would be expected to be between CU83.53 (CU100 × e–0.18) and 
CU152.20 (CU100 × e0.42) approximately two-thirds of the time.

The factors to consider in estimating expected volatility may include:
•	 The implied volatility from traded share options on the entity’s shares, or other traded instruments of the entity that include 

option features (such as convertible debt), if any
•	 The historical volatility of the share price over the most recent period that is generally commensurate with the expected term of 

the option (taking into account the remaining contractual life of the option and the effects of expected early exercise)
•	 The length of time an entity’s shares have been publicly traded. A newly listed entity might have a high historical volatility, 

compared with similar entities that have been listed longer. Further guidance for newly listed entities is provided below
•	 The tendency of volatility to revert to its mean, ie its long-term average level, and other factors indicating that expected future 

volatility might differ from past volatility. For example, if an entity’s share price was extraordinarily volatile for some identifiable 
period of time because of a failed takeover bid or a major restructuring, that period could be disregarded in computing 
historical average annual volatility, and

•	 Appropriate and regular intervals for price observations. The price observations should be consistent from period to period. 
For example, an entity might use the closing price for each week or the highest price for the week, but it should not use the 
closing price for some weeks and the highest price for other weeks. Also, the price observations should be expressed in the same 
currency as the exercise price.



Insights into IFRS 2 – Basic principles of share-based payment arrangements with employees  13 

Expected future volatility for a newly listed entity
As noted above, an entity should consider the historical volatility of its share price over the most recent period that is generally 
commensurate with the expected option term. If a newly listed entity does not have sufficient information on its historical volatility, 
it should nevertheless compute historical volatility for the longest period for which trading activity is available. It could also 
consider the historical volatility of similar entities following a comparable period in the comparable entity’s life cycle. For example, 
an entity that has been listed for only one year and grants options with an average expected life of five years might consider the 
pattern and level of historical volatility of entities in the same industry (and in the same life stage, such as development) for the 
first six years in which the shares of those entities were publicly traded.

Expected future volatility for an unlisted entity
An unlisted entity will not have historical information to consider when estimating expected volatility. IFRS 2 states in some cases, 
an unlisted entity that regularly issues options or shares to employees (or other parties) might have created an internal market for 
its shares, in which case the volatility of those share prices could be considered when estimating expected volatility. Alternatively, 
the entity could consider the historical or implied volatility of similar listed entities to use when estimating expected volatility. This 
would be appropriate if the entity has based the value of its shares on the share prices of similar listed entities. 

If the entity has instead used another valuation methodology to value its shares, the entity could derive an estimate of expected 
volatility consistent with that valuation methodology. For example, the entity might value its shares on a net asset or earnings 
basis. It could consider the expected volatility of those net asset values or earnings.

Expected dividends to be paid on the shares during the life of the option
The treatment of expected dividends when measuring the fair value of shares or options granted depends on whether the option 
holder is entitled to dividends or dividend equivalents. An example of a dividend equivalent is a reduction of an option’s exercise 
price by the amount of a dividend, or the issuance of an incremental number of options equivalent to the value of the dividend. 

If employees have options where they are entitled to dividends or dividend equivalents on the underlying shares between the 
grant date and exercise date, the options granted should be valued as if no dividends will be paid on the underlying shares, ie the 
input for expected dividends should be zero. This is because these options have a dividend protection feature that protects the 
option holder from the decline in the share price, and therefore the decline in the value of the option, that occurs when a dividend 
is paid.

Conversely, where employees are not entitled to dividends or dividend equivalents during the vesting period for shares, or between 
grant date and exercise date for options, the grant date valuation should take expected dividends into account. In this case, the 
option holder is worse off by the payment of the dividend because the share price will have fallen, therefore affecting their ability 
to participate in higher returns on the option due to share appreciation. As a result, the fair value of the share-based payment 
award should be reduced by the present value of dividends expected to be paid during the vesting period.

Option pricing models generally use an expected dividend yield but may be modified to use an expected dividend amount 
instead. If an entity uses an expected dividend amount, it should consider its historical pattern of increases in dividends. For 
example, if an entity’s policy has generally been to increase dividends by approximately 3% per year, its estimated option value 
should not assume a fixed dividend amount throughout the option’s life unless there is evidence that supports that assumption.

Assumptions about the dividend yield should be based on publicly available information. An entity that does not pay dividends 
and has no plans to do so should assume an expected dividend of zero. However, a new entity that has no history of paying 
dividends but plans to start during the life of their employees’ options could use an average of their past dividend yield (zero) and 
the mean dividend yield of a comparable peer group.

Risk-free interest rate for the expected term of the option
The risk-free interest rate used in an option pricing model is usually the implied yield currently available on zero-coupon 
government issues of the country in whose currency the exercise price is expressed, with a maturity equal to the expected term of 
the option being valued (based on the option’s remaining contractual life and taking into account the effects of expected early 
exercise). 

If no such government issues exist or circumstances indicate that the implied yield on zero-coupon government issues is not 
representative of the risk-free interest rate (for example, in high inflation economies), it may be necessary to use an appropriate 
substitute. For example, an entity could use the yield of government issues of another risk-free country, after adjusting for inflation 
differentials between that country and the country in whose currency the exercise price is stated. 
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Equity-settled share-based payment 
arrangements with employees

Insights into 
IFRS 2 

While the general accounting principles have remained largely 
unchanged since the introduction of IFRS 2 ‘Share-based 
Payment’ in 2004, share-based payments is an area that is not 
well understood in practice and entities often have difficulty 
in applying the requirements to increasingly complex and 
innovative share-based payment arrangements.

Our ‘Insights into IFRS 2’ series is aimed at demystifying IFRS 2 
by explaining the fundamentals of accounting for share-based 
payments using relatively simple language and providing 
insights to help entities cut through some of the complexities 
associated with accounting for these types of arrangements. 

As explained in our article ‘Insights into IFRS 2 – Classification 
of share-based payment transactions and vesting conditions’, 
share-based payment arrangements are classified as either 
an equity-settled transaction or a cash-settled transaction. 
This article discusses the accounting for equity-settled share-
based payment transactions with employees. The accounting 
for cash-settled transactions with employees is discussed in 
our article ‘Insights into IFRS 2 – Cash-settled share-based 
payment arrangements with employees’.

Share-based payments have become increasingly popular over the years, with many 
entities using equity instruments or cash and other assets based on the value of equity 
instruments as a form of payment to directors, senior management, employees and 
other suppliers of goods and services. 

“This article discusses the 
accounting for equity-settled 
share-based payment 
transactions with employees.”

Equity-settled share-based 
payment arrangements

As discussed in our article ‘Insights into IFRS 2 – Classification 
of share-based payment transactions and vesting conditions’, 
share-based payment transactions that are within the scope of 
IFRS 2 are classified based on whether the entity’s obligation is 
to deliver:
•	 its own equity instruments (equity-settled), or 
•	 cash or other assets (cash-settled). 
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The most common equity-settled share-based payment transactions are grants of shares and share options. Share options are 
awards where employees are granted a right (but not an obligation) to subscribe to an entity’s shares at a fixed or determinable 
price, for a specified period of time.

Transactions where either the entity or the counterparty has the choice to settle in equity instruments or in cash or other assets 
are discussed in our article, ‘Insights into IFRS 2 – Employee share-based payment agreements with settlement alternatives’.

Accounting for equity-settled share-based payment 
arrangements with employees 

General principles
As discussed in our article, ‘Insights into IFRS 2 – Basic principles of share-based payment arrangements’, for equity-settled 
share-based payment transactions with employees, the services received are measured on the grant date at fair value. The value 
of the services provided by employees is measured indirectly by reference to the fair value of the equity instruments granted, 
rather than at the fair value of the services received, as there is a presumption that the employee services received for particular 
components of an employee’s remuneration package cannot be measured reliably. IFRS 2 therefore assumes that the fair value 
of the employee services is equal to the fair value of the equity instruments on the grant date. For equity-settled share-based 
payments, although the services may be provided over a period of time, the fair value is measured only once at the grant date 
(unless the share-based payment arrangement is subsequently modified). 

The entity recognises the services received (ie the share-based payment cost) as the employee provides the service (starting from 
when the employee commences providing the service), with a corresponding increase in equity. When the employee is required 
to complete a specified period of service before the equity instruments vest, the services are recognised over the vesting period. 
However, if the award vests immediately, it is assumed that the employee has already provided the service and the expense 
is recognised immediately. These and other recognition concepts were discussed in our article ‘Insights into IFRS 2 – Basic 
principles of share-based payment arrangements with employees’.

Equity-settled share-based payment transaction:

A share-based payment transaction in which the entity: 
•	 receives goods or services as consideration for its own equity instruments (including shares or share options), or
•	 receives goods or services but has no obligation to settle the transaction with the supplier.

The modified grant-date method

The modified grant-date method is a method whereby vesting conditions are taken into account by adjusting the number of equity 
instruments included in the measurement of the transaction amount so that, ultimately, the amount recognised for goods or services received 
as consideration for the equity instruments granted is based on the number of equity instruments that eventually vest.
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As discussed in our article ‘Insights into IFRS 2 – Classification of share-based payment transactions and vesting conditions’, 
share-based payment awards may include conditions that determine whether an employee is entitled to receive the payment (ie 
vesting and non-vesting conditions). The modified grant-date method considers these conditions as follows:
•	 Non-vesting conditions and market performance conditions are taken into account when estimating the grant-date fair value of 

the equity-settled share-based payment. There is no subsequent true-up for a failure to meet these conditions. The share-based 
payment cost is recognised regardless, assuming that any service conditions and non-market performance vesting conditions 
are met, even though the employee will never receive the share-based payment. 

•	 Conversely, service conditions and non-market performance vesting conditions are not taken into account when estimating the 
grant-date fair value of the equity-settled share-based payment. Instead, non-market vesting conditions are taken into account 
by adjusting the number of equity instruments (ie awards) that are expected to vest. The entity does not recognise amounts 
relating to awards that are not expected to and ultimately do not vest because of a failure to satisfy a non-market vesting 
condition.

This accounting method is called the modified grant-date method, because the number of equity instruments used to calculate 
the transaction amount is adjusted to reflect the outcome of service and non-market performance vesting conditions, but no 
change is made to the grant-date fair value. In summary:

Type of Condition Impact on fair value and expense

•	� Reflected in grant-date fair value
•	� No true-up for failure to meet condition

•	� Reflected in grant-date fair value
•	� No true-up for failure to meet condition

•	� Not reflected in grant-date fair value
•	� Reflected in number of awards expected to vest
•	� True-up for failure to meet condition

•	� Not reflected in grant-date fair value
•	� Reflected in number of awards expected to vest
•	� True-up for failure to meet condition

Non-vesting condition
(eg non-compete restriction, requirement to hold shares for a 
specified period)

Market performance condition
(eg achieving a specified share price)

Non-market performance condition
(eg achieving a specified earnings before interest, taxes, 
depreciation, and amortization (EBITDA) level)

Service condition
(eg vesting after 3-year service period)

Reflecting conditions in the grant-date fair value
Determining the grant-date fair value is discussed in the article, ‘Insights into IFRS 2 – Basic principles of share-based payment 
arrangements’. Reflecting the probability of meeting market performance conditions (eg achieving a specified share price) in the 
grant-date fair value is accomplished by using one of the valuation models discussed in that article. Reflecting the probability of 
meeting a non-vesting condition that does not relate to future share prices is generally not incorporated into the valuation model 
as these conditions can often be difficult to quantify, unless they are based on some form of market-based data. Instead, an 
entity needs to determine an appropriate method for incorporating the non-vesting condition into the grant-date fair value.

Reflecting conditions in the awards expected to vest
Estimating the impact of service and non-market performance conditions is achieved by estimating the number of equity 
instruments for which the conditions are expected to be satisfied. Initially, an entity makes its best estimate of the number of 
awards for which the conditions are expected to be satisfied, which may be any number between zero (ie conditions will not be 
satisfied) and the total number of instruments granted (ie conditions will be completely satisfied). At each subsequent reporting 
date, the entity revises, or trues-up, this estimate based on new information (eg some employees have left and therefore will not 
satisfy the service condition). On the vesting date, the entity revises the estimate to equal the number of equity instruments that 
ultimately vests.
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At the end of the vesting period, this results in the cumulative share-based payment cost recognised by the entity being:
•	 The number of equity instruments for which service and non-market performance conditions have been satisfied, multiplied by
•	 The grant-date fair value of those equity instruments, which incorporated the impact of non-vesting and market performance 

conditions.

As noted in the summary table on page three, market conditions are reflected in the grant-date fair value and are not 
subsequently adjusted if the market condition is not met. Therefore, an entity recognises the services received from employees 
that meet all other vesting conditions, even if the market condition is not met. For example, if an employee receives a share option 
award and meets the required service condition, but the entity does not meet the share price target associated with the award, 
the entity still recognises the services received from the employee at the grant-date fair value.

A change in estimate for the likelihood of satisfying service or non-market vesting conditions is not adjusted consistently 
with typical changes in estimates (ie prospective application). Instead, the charge (or credit) in profit or loss for the period is 
the cumulative amount determined if that revised estimate had been used from the beginning of the vesting period, less the 
cumulative amount charged in the previous period. 

Once an equity-settled share-based payment award has vested, no further accounting adjustments can be made to the cost of 
the award. For example, where options vest but are never exercised by the option holder, IFRS 2 requires that the cost of those 
options still be recognised. However, this does not preclude the entity from making a transfer between components of equity upon 
expiry of the award. Refer to ‘Insights into IFRS 2 – Cash-settled share-based payment arrangements with employees’ for detail 
on similar circumstances for cash-settled awards.

The following examples illustrate the above concepts.

Example 1 – Equity-settled share-based payment transaction with a service condition
On 1 January 20X1, Entity A grants five share options to each of its 100 employees. Each grant is conditional upon the employee 
working for the entity over the next three years. Entity A estimates that the grant-date fair value of each option is CU10. 

On the basis of a weighted average probability, Entity A estimates that 10% of its employees will leave during the three-year 
period (and therefore forfeit their rights to the options). Entity A revises its estimate of departures over the three-year period as 
employees actually leave. For example, although Entity A initially estimated departures of 10% (10 employees), five employees 
leave during year one alone and therefore Entity A changed its estimate to 15% (15 employees). 

During the three-year period, Entity A’s changing estimates of the number of employees that will meet the service condition 
were as follows:

Period Number of employees expected to  
meet service conditions

Number of employees that have left (cumulative) 

  1 January 20X1 90 –

  End of 20X1 85 5

  End of 20X2 70 17

  End of 20X3 62 38

Analysis
Entity A accounts for the transaction as follows:

Year Calculation Expense 
Dr CU

Equity 
Cr CU

  End of 20X1 5 options X 85 employees X CU10 X 1/3 1,417 1,417

  End of 20X2 (5 options X 70 employees X CU10 X 2/3) – CU1,417 917 917

  End of 20X3 (5 options X 62 employees X CU10 X 3/3) – CU1,417 – CU917 766 766

  Cumulative Impact 3,100 3,100

https://www.grantthornton.global/en/insights/articles/ifrs-2-insights/insights-into-ifrs-2/


Insights into IFRS 2 – Equity-settled share-based payment arrangements with employees  5  

Example 2 – Equity-settled share-based payment transaction with a non-market performance condition
On 1 January 20X1, Entity B grants five share options to each of its 100 employees. Each grant is conditional upon the 
employee working for the entity over the next three years and cumulative net earnings reaching CU25 million by the end of the 
third year. Entity B estimates that the grant-date fair value is CU10. 

During the three-year period, Entity B’s changing estimates of (a) the number of employees that will meet the service condition 
and (b) whether the cumulative earnings target will be met were as follows:

Period Number of employees expected to  
meet service conditions

Expectation of whether cumulative  
earnings target will be met

  1 January 20X1 90 Yes

  End of 20X1 85 Yes

  End of 20X2 70 Yes

  End of 20X3 62 No

Analysis
Entity B accounts for the transaction as follows:

In this example, because the non-market performance condition was not met in 20X3, the expense recorded in the previous 
two years was reversed. This accounting outcome reflects the fact that ultimately, the amount recognised for goods or 
services received is based on the number of equity instruments that vest. As a result, on a cumulative basis, no amount 
is recognised as the share options do not vest because of failure to satisfy a vesting condition (that is not a market 
condition).

Year Calculation Expense 
Dr CU

Equity 
CR CU

  End of 20X1 5 options X 85 employees X CU10 X 1/3 1,417 1,417

  End of 20X2 (5 options X 70 employees X CU10 X 2/3) – CU1,417 917 917

  End of 20X3 (0 options1 X 62 employees X CU10 X 3/3) – CU1,417 – CU917 (2,334) (2,334)

  Cumulative Impact – –
1 Non-market performance condition (cumulative earnings) was not met.
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Example 3 – Equity-settled share-based payment transaction with a market performance condition
On 1 January 20X1, Entity C grants five share options to each of its 100 employees. Each grant is conditional upon the 
employee working for the entity over the next three years and the share price reaching CU20 by the end of the third year. 
Entity C estimates that the grant-date fair value is CU8 by using a valuation technique, taking into account the probability of 
whether the market performance condition will be met. 
During the three-year period, Entity C’s changing estimates of the number of employees that will meet the service condition 
were as follows:

At the end of 20X3, the share price is CU18 and therefore the market performance condition is not met.

Period Number of employees expected to meet service conditions

  1 January 20X1 90

  End of 20X1 85

  End of 20X2 70

  End of 20X3 62

Analysis
Entity C accounts for the transaction as follows:

As discussed above, the fact that the market performance condition (ie share price target) was not met does not impact 
the recognition of the share-based payment expense. The possibility that the target would not be met was already 
factored into the grant-date fair value of the option.

Year Calculation Expense 
Dr CU

Equity 
Cr CU

  End of 20X1 5 options X 85 employees X CU8 X 1/3 1,133 1,133

  End of 20X2 (5 options X 70 employees X CU8 X 2/3) – CU1,133 734 734

  End of 20X3 (5 options X 62 employees X CU8 X 3/3) – CU1,133 – CU734 613 613

  Cumulative Impact 2,480 2,480
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As discussed above, like market performance conditions, non-vesting conditions are reflected in the grant-date fair value of the 
equity instruments. There is no true-up for the failure to meet these conditions, and therefore the full share-based payment will be 
recognised regardless. However, if a non-vesting condition is not met because the counterparty chooses not to meet the condition 
during the vesting period, then an entity applies cancellation accounting. In this case, the vesting is accelerated, and any 
remaining expense is recognised immediately.

Example 5 – Equity-settled share-based payment transaction with a non-vesting condition that the counterparty 
can choose not to meet
On 1 January 20X1, Entity D grants five share options to each of its 100 employees. Each grant is conditional upon the 
employee working for the entity over the next three years (a service condition) and contributing to a savings plan that will be 
used by the employee at the end of three years to exercise the options (a non-vesting condition). Entity D estimates that the 
grant-date fair value, which incorporates the probability that the employees will contribute to the savings plan, is CU9. 

Entity D expects that all employees will meet the service condition. However, employees may take a refund of their 
contributions at any point during the three-year period. During the second year, eight employees stop making contributions  
to the savings plan (ie they have chosen not to meet the non-vesting condition).

Example 4 – Graded vesting on an equity-settled shared-based payment transaction
On 1 January 20X1, Entity A grants 10 share awards to each of its 120 employees. To receive the awards, the employee must 
remain in the continued employment of Entity A. Each year, two of the shares shall vest on the anniversary of the grant date. 
The employee must remain in employment of Entity A for five years to receive all 10 shares. If an employee left after two years’ 
service, they would keep the four shares vested to date but would forfeit their right to the remaining six awards.

As such, it is expected that 200 awards will fully vest by the end of each year. The grant date fair value of the awards is 
determined to be CU1. The vesting schedule, therefore, that Entity A will recognise is as follows:

Awards vesting in the 
year

                                   Charge recognised in profit or loss during the annual reporting period ending

20X1 CU 20X2 CU 20X3 CU 20X4 CU 20X5 CU

  20X1 240 – – – –

  20X2 120 120 – – –

  20X3 80 80 80 – –

  20X4 60 60 60 60 –

  20X5 48 48 48 48 48

  �Total share-based payment 
charge for the year 548 308 188 108 48

Analysis
Entity D accounts for the transaction as follows:

As discussed above, the fact that the non-vesting condition (ie savings plan contribution) was not met does not impact 
the overall expense recognised. Instead, the expense is accelerated in the second year for the eight employees that stop 
contributing to the savings plan. That is, the expense in 20X2 for those eight employees includes the expense that would 
otherwise have been recognised in the third year (20X1: 5 options X 8 employees X CU9 X 1/3 = CU120; 20X2: 5 options X 8 
employees X CU9 X 3/3 = CU360 less expense recognised in 20X1 of CU120 = CU240).

Year Calculation Expense 
Dr CU

Equity 
Cr CU

  End of 20X1 5 options X 100 employees X CU9 X 1/3 1,500 1,500

  End of 20X2 (5 options X 92 employees X CU9 X 2/3) + (5 options X  
8 employees X CU9) – CU1,500 1,620 1,620

  End of 20X3 (5 options X 100 employees X CU9 X 3/3) – CU1,500 – CU1,620  1,380 1,380

  Cumulative Impact 4,500 4,500
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What happens if the fair value of equity instruments cannot be measured reliably?
As mentioned earlier, IFRS 2 assumes that the fair value of equity instruments in equity-settled share-based transactions with 
employees can be measured reliably. However, the standard does acknowledge that there may be rare cases where the fair value 
cannot be measured reliably. In these instances, the entity should use the intrinsic value method to value the instruments  
(1) initially, on the grant date, (2) subsequently, at the end of each reporting period, and (3) finally, at the settlement date  
(ie the options are exercised, forfeited or expire). Changes in the intrinsic value are recognised in profit or loss. The intrinsic value 
method is generally preferable because the alternative approach is much more burdensome for preparers and requires the use of 
the market value of the equity instrument not only at inception but also at each reporting date. 

IFRS 2 defines ‘intrinsic value’ as:

Intrinsic value:

The difference between the fair value of the shares to which the counterparty has the (conditional or unconditional) right to subscribe or to 
which it has the right to receive, and the price (if any) the counterparty is (or will be) required to pay for those shares.

For example, for a share option, if the grant-date share price is CU20 and the exercise price is CU15, then the intrinsic value at the 
grant date is CU5.

How do ‘good leaver’ clauses impact the accounting for share-based payment transactions?
Share-based payment arrangements usually contain clauses that indicate that the award is forfeited if an employee leaves 
before the service condition is met. These arrangements may also contain ‘good leaver’ clauses, which describe the circumstances 
under which some or all of the share-based payment award granted to an employee is not forfeited for leaving the entity prior to 
completing the service condition. This is often the case when an employee leaves due to circumstances beyond their control, such 
as retirement, death, or disability. An employee that leaves under these circumstances may be treated like an employee that has 
fulfilled the service condition, either in full or on a pro rata basis (ie up to the date they leave the entity). As a result, their service 
period ends on the date that they are entitled to receive the share-based payment, thereby impacting the vesting period and 
potentially the grant-date fair value (ie if the expected exercise date differs as a result of the shorter vesting period). 
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Example 6 – Good leaver clauses
On 1 March 20X1, Entity E grants 100,000 share options to each of the six members of its senior executive team, subject to a 
three-year service condition. The options expire after five years and can therefore be exercised at any time after vesting, up to  
1 May 20X6. 

The share option agreement contains a clause that if the executive leaves prior to the award vesting as a result of retirement, 
death or disability, a pro-rata portion of the share options will vest and can be exercised up to the original expiry date.

On the grant date, Entity E estimates the following:
•	 five executives will remain employed until the end of the third year
•	 one executive (the CFO) will leave effective 31 December 20X2 as they have indicated they plan to retire on that date

The grant-date fair value of the options is CU20. The grant-date fair value of the CFO’s options is CU12, as Entity E expects  
that the CFO will exercise their options earlier due to the earlier vesting date.

Ultimately, the five executives remain employed during the three-year service period, and the CFO retires as expected.

How we can help
We hope you find the information in this article helpful in giving you some insight into aspects of IFRS 2. If you would like to 
discuss any of the points raised, please speak to your usual Grant Thornton contact or visit www.grantthornton.global/locations 
to find your local member firm.

Analysis
Entity E accounts for the five executives that remain employed as usual by recognising the grant-date fair value (CU20) 
over the three-year vesting period. The entity recognises the grant-date fair value of the CFO’s options (CU12) over the 
shorter service period and adjusts the number of options expected to vest on a pro-rata basis (100,000 share options x 20 
months / 36 months = 55,556 share options expected to vest).

http://www.grantthornton.global/locations
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