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Dear Mr Hoogervorst 

Comment letter on ED/2014/5 Classification and Measurement of Share-based Payment 
Transactions 

We appreciate the opportunity to comment on the International Accounting Standards Board’s 
Exposure Draft (ED) Classification and Measurement of Share-based Payment Transactions – 
Proposed amendments to IFRS 2. We have consulted with, and this letter represents the views of, 
the KPMG network. 

We support the Board’s proposed amendments to clarify the accounting for the effects of vesting 
and non-vesting conditions on the measurement of a cash-settled share-based payment, share-
based payments transactions with net settlement features settled in equity net of withholding 
taxes, and modifications from cash-settled to equity-settled share-based payments. The Appendix 
to this letter contains our responses to the specific questions raised in the ED, including some 
drafting suggestions. 

Please contact Mark Vaessen or Kim Heng, at +44 (0)20 7694 8871 if you wish to discuss any of 
the issues raised in this letter. 

Yours sincerely 
 
 
 
KPMG IFRG Limited 
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Appendix: Responses to specific questions 

Question 1—Measurement of a cash-settled share-based payment  

The IASB proposes to clarify that accounting for the effects of vesting and non-vesting conditions 
on the measurement of a cash-settled share-based payment should follow the approach used for 
measuring equity-settled share-based payments in paragraphs 19–21A of IFRS 2. Do you agree? 
Why or why not? 

We agree with the proposed amendment, as IFRS 2 does not specifically address the impact of 
vesting and non-vesting conditions on the measurement of the fair value of the liability incurred 
in a cash-settled share-based payment transaction, and the proposal is consistent with the 
measurement approach applied to equity-settled share-based payments.  

However, we believe it would be useful to include illustrative examples highlighting how non-
vesting, market and other vesting conditions affect the overall measurement of the liability under 
the proposed amendment. Examples could be added to illustrate that even if a non-vesting or 
market condition is not probable of being met, then the measurement of the liability would reflect 
this small probability and would not be zero simply because it is not probable that the conditions 
will be met. However, if it is a non-market vesting condition that is not probable of being met, 
then the resultant liability would be zero, since no instruments are expected to vest.  

We are concerned that the proposed wording in paragraph 33 raises unintended questions. This is 
because the last sentence in that paragraph requires (all) “vesting conditions” to be taken into 
account by adjusting the number of awards (instead of when measuring grant-date fair value). 
However, IFRS 2.BC3 to BC5 of the amendment explain that the IASB’s intention was to align 
the requirements with those for equity-settled share-based payments and hence, “non-market 
vesting conditions”, i.e. service conditions and non-market performance conditions shall be taken 
into account by adjusting the number of awards expected to vest (instead of when measuring 
grant-date fair value). Hence we propose to insert a “such” after “instead” as illustrated below. 

We further would like to encourage the IASB to take the opportunity to amend current paragraph 
19 for the same issue.  

New text proposed by us is underlined, deleted text proposed by us is strikethrough. 

Proposed paragraph 33 

… Vesting conditions, other than market conditions, shall not be taken into account when 
estimating the fair value of the cash-settled share-based payment at the measurement date. 
Instead, such vesting conditions shall be taken into account by …  
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Current paragraph 19 

…. Vesting conditions, other than market conditions, shall not be taken into account when 
estimating the fair value of the shares or share options at the measurement date. Instead, such 
vesting conditions shall be taken into account by adjusting the number of equity instruments … 
that eventually vest satisfy these conditions. Hence, on a cumulative basis, no amount is 
recognised for goods or services received if the equity instruments granted do not vest because 
of failure to satisfy such a vesting condition, e.g. the counterparty fails to complete a specified 
service period, or a non-market performance condition is not satisfied….  

Question 2—Share-based payments transactions with net settlement features 

The IASB proposes to specify that a share-based payment transaction in which the entity settles 
the share-based payment arrangement net by withholding a specified portion of the equity 
instruments to meet the statutory tax withholding obligation should be classified as equity-settled 
in its entirety. This is required if the entire share-based payment transaction would otherwise 
have been classified as an equity-settled share-based payment transaction if it had not included 
the net settlement feature. Do you agree? Why or why not? 

Yes, we agree with the proposal. We believe that it is a pragmatic solution that reduces operational 
complexity because the proposal does not require the entity to actually issue the equity 
instruments withheld in order to raise the cash for purposes of settling the tax liability. Instead, 
the entity uses its own cash or other assets. However, we can support this approach in the limited 
circumstances specified. 

It is noted that in BC16 it states that “this approach is similar to that taken in US GAAP” 
(emphasis added). There is a concern that reference to similar means that the IASB’s proposal is 
the same as the treatment in US GAAP. The concern stems from the fact that currently effective 
US GAAP permits this treatment only if the minimum statutory tax is withheld. It is understood 
that there is a proposal to change this to the maximum statutory withholding tax. Given the 
reference to US GAAP in BC16 there is confusion as to whether the intention is that the IASB’s 
proposal should be applied in exactly the same way as the requirement under US GAAP or 
whether judgement should be applied in determining whether the amount withheld represents 
statutory withholding tax, regardless of whether it is the minimum or maximum. We suggest that 
clarity be provided in this regard. 

Question 3—Modifications from cash-settled to equity-settled share-based payments 

The IASB proposes to specify the accounting for modifications to the terms and conditions of a 
cash-settled share-based payment transaction that results in a change in its classification from 
cash-settled to equity-settled. The IASB proposes that these transactions should be accounted for 
in the following manner:  
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a. the share-based payment transaction is measured by reference to the modification-date fair 
value of the equity instruments granted as a result of the modification; 
 

b. the liability recognised in respect of the original cash-settled share-based payment is 
derecognised upon the modification, and the equity-settled share-based payment is 
recognised to the extent that the services have been rendered up to the modification date; and 
 

c. the difference between the carrying amount of the liability as at the modification date and the 
amount recognised in equity at the same date is recorded in profit or loss immediately.  

Do you agree? Why or why not? 

We agree with the proposed amendment, as it is consistent with viewing the modification as the 
cash-settled award being settled and replaced with a new equity settled award.  

However, we believe it would be useful to add some examples illustrating the application of the 
proposals to both a scenario in which an entity recognises a loss at the modification date and a 
scenario in which an entity recognises a gain at the modification date.  

Question 4—Transition  

The IASB proposes prospective application of these amendments, but also proposes to permit the 
entity to apply the amendments retrospectively if it has the information needed to do so and this 
information is available without the use of hindsight. Do you agree? Why or why not? 

While we welcome prospective application because prior periods are not required to be restated, 
it is unclear to us what is meant by prospective application for awards outstanding at the effective 
date.   For example, assume that a share-based payment with a net settlement feature was granted 
in 2014 and that the proposed amendment needs to be applied from 1 January 2017. Assume that 
the share-based payment was accounted for previously as cash-settled because of the net 
settlement feature. Does prospective application mean that the share-based payment is recognised 
as equity-settled on 1 January 2017 (but still using the original grant date value) and that any 
resultant adjustments (i.e. to remove any remeasurements since grant date and to derecognise the 
cash-settled liability) are recognised in profit or loss at that date? Or are they recognised against 
opening retained earnings at that date? Or are no adjustments made to outstanding awards, i.e. the 
proposed amendments are applied only to new awards made after the effective date? The same 
uncertainties exist for outstanding awards which were modified from cash-settled to equity-settled 
prior to the effective date. We encourage the Board to clarify the approach to be followed. For 
outstanding awards, we understand that prospective application of the proposed amendments on 
measuring cash settled share based payments means that any resulting adjustment as of the 
effective date would be recognised in profit or loss at that date. We encourage the Board to clarify 
this as well. 
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We also encourage the Board to clarify whether it is possible to, for example, apply only one of 
the proposed amendments retrospectively (if the necessary information is available) and the other 
two prospectively. The language in paragraph 63D is not that clear, while the wording in BC23 
appears, to some, to imply that the same approach needs to be applied to all three proposed 
amendments. Although clarification is welcomed, our view is that unless more than one 
amendment applies to the same award, an entity should not be required to apply the same 
transition method to each amendment. Information may be available only for one amendment in 
order to be able to use retrospective application, but then such retrospective application would not 
be permitted for that amendment if there are other amendments for which prospective application 
must be used. If the amendments are not inter-related we do not believe such a restriction is 
warranted.  

Question 5—Other comments 

Do you have any other comments on the proposals? 
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