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INFORMATION FOR OBSERVERS 
 

IFRIC meeting: May 2006, London 
 
Project: Review of published tentative agenda decisions (Agenda Paper 9) 

 

Background information  

1. At an IFRIC meeting held in March 2006, the IFRIC reviewed the following matters, 

which the Agenda Committee had recommended not be taken onto the IFRIC agenda:  

a) IFRS 2 Share-based Payment – Scope of IFRS 2: Share plans with cash 

alternatives at the discretion of the entity;  

b) IFRS 2 Share-based Payment – Share plans with cash alternatives at the 

discretion of employees: grant date and vesting periods; and  

c) IFRS 2 Share-based Payment – Fair value measurement of a post-vesting 

transfer restriction 

2. The deadline for constituents who disagree with the proposed agenda decisions 

published in March-2006 IFRIC Update was 24 April 2006. Two comment letters 

have been received in connection with the third tentative agenda decision - Fair value 

measurement of a post-vesting transfer restriction. The comment letters are set out in 

Appendices I and II to this agenda paper. Further comments received by 10 May 2006 

(if any) will be reported to the IFRIC.  



  Page 2 

Tentative agenda decision published in March 2006 IFRIC Update 

(a) IFRS 2 Share-based Payment – Scope of IFRS 2: Share plans with cash alternatives at 

the discretion of the entity 

The IFRIC considered whether an employee share plan in which the employer had the choice 

of settlement in cash or in shares, and the amount of the settlement did not vary with changes 

in the share price of the entity should be treated as a share-based payment transaction within 

the scope of IFRS 2 Share-based Payment.  

The IFRIC noted that IFRS 2 defines a share-based payment transaction as a transaction in 

which the entity receives goods or services as consideration for equity instruments of the 

entity or amounts that are based on the price of equity instruments of the entity.  

The IFRIC further noted that the definition of a share-based payment transaction does not 

require the exposure of the entity to be linked to movements in the share price of the entity.  

Moreover, it is clear that IFRS 2 contemplates share-based payment transactions in which the 

terms of the arrangement provide the entity with a choice of settlement, since they are 

specifically addressed in paragraphs 41 – 43 of IFRS 2.  The IFRIC, therefore, believed that, 

although the amount of the settlement did not vary with changes in the share price of the 

entity, such share plans are share-based payment transactions in accordance with IFRS 2 

since the consideration may be equity instruments of the entity.  

The IFRIC also believed that, even in the extreme circumstances in which the entity was 

given a choice of settlement and the value of the shares that would be delivered was a fixed 

monetary amount, those share plans were still within the scope of IFRS 2. 

The IFRIC believed that, since the requirements of IFRS 2 are clear, the issue is not expected 

to create significant divergence in practice. The IFRIC, therefore, decided not to take the 

issue onto the agenda.   

(b) IFRS 2 Share-based Payment – Share plans with cash alternatives at the discretion of 

employees: grant date and vesting periods 

The IFRIC considered an employee share plan in which employees were provided a choice to 

have cash at one date or shares at a later date.  At the date the transactions were entered into, 

the parties involved understood the terms and conditions of the plans including the formula 

that would be used to determine the amount of cash to be paid to each individual employee 

(or the number of shares to be delivered to each individual employee) but the exact amount of 
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cash or number of shares would only be known at a future date.  The IFRIC was asked to 

confirm the grant date and vesting period for such share plans.  

The IFRIC noted that IFRS 2 defines grant date as the date when there is a shared 

understanding of the terms and conditions.  Moreover, IFRS 2 does not require grant date to 

be the date when the exact amount of cash to be paid (or the exact number of shares to be 

delivered) is known to the parties involved.  

The IFRIC further noted that share-based payment transactions with cash alternatives at the 

discretion of the counterparty are addressed in paragraphs 34 - 40 of IFRS 2.  Paragraph 35 of 

IFRS 2 states that, if an entity has granted the counterparty the right to choose whether a 

share-based payment transaction is settled in cash or by issuing equity instruments, the entity 

has granted a compound financial instrument, which includes a debt component (i.e. the 

counterparty’s right to demand cash payment) and an equity component (i.e. the 

counterparty’s right to demand settlement in equity instruments).  Paragraph 38 of IFRS 2 

states that the entity shall account separately for goods or services received or acquired in 

respect of each component of the compound financial instrument.  The IFRIC, therefore, 

believed that the vesting period of the equity component and that of the debt component 

should be determined separately and the vesting period of each component may be different.  

The IFRIC believed that, since “grant date” is defined in IFRS 2 and the requirements set out 

in paragraphs 34 - 40 of IFRS 2 are clear, the issues are not expected to create significant 

divergence in practice.  The IFRIC, therefore, decided that the issues should not be taken onto 

the agenda. 

(c) IFRS 2 Share-based Payment – Fair value measurement of a post-vesting transfer 

restriction 

The IFRIC received a request in connection with employee share purchase plans in which 

employees can buy shares of the employing entity at a discount to the market price but are 

not permitted to sell those shares for a certain period beyond vesting date.  The issue was 

whether the value of such post-vesting restrictions could be based on the “opportunity cost” 

borne by employees, determined based on a two-stage approach which assumed that 

employees would (1) sell forward the shares that cannot be disposed of within the restriction 

period and (2) buy the same number of freely traded shares with a personal unsecured loan. 

The value of the forward sale (step 1) would reflect a market participant’s perspective, while 

the cost of the loan (step 2) would reflect an employee specific rate.  The IFRIC was asked 
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whether this approach is consistent with the requirements under  

IFRS 2.  

The IFRIC noted the requirements in paragraph B3 of Appendix B to IFRS 2, which states 

that, “if the shares are subject to restrictions on transfer after vesting date, that factor shall be 

taken into account, but only to the extent that the post-vesting restrictions affect the price that 

a knowledgeable, willing market participant would pay for that share.  For example, 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 that a knowledgeable, willing market participant would 

pay for those shares.”  Entity-specific and employee-specific assumptions are not relevant in 

determining the value of such post-vesting transfer restrictions.  Therefore, the IFRIC did not 

believe that the approach mentioned in the request was consistent with the requirements 

under IFRS 2.   

The IFRIC believed that, since the requirements of IFRS 2 are clear, the issue was not 

expected to create significant divergence in practice. The IFRIC, therefore, decided not to 

take the issue onto the agenda. 
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