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FASB likely to make changes to 
share-based payment accounting   

October 16, 2014 

In brief 

At the October 8, 2014 FASB Board Meeting, the FASB added a project to simplify and improve 

accounting for share-based payments. The FASB's tentative positions, if finalized, will have a major 

impact on some of the more complex areas of stock compensation accounting. 

 

In detail 

Background 

At the October 8, 2014 FASB 
Board Meeting, the FASB added 
a project to improve accounting 
for share-based payments in the 
following areas: 

 minimum statutory 

withholding requirements 

and cash flow presentation 

 accounting for forfeitures 

 accounting for income taxes 

upon vesting or settlement of 

awards and related 

presentation of excess tax 

benefits on the statement of 

cash flows 

The Board directed the staff to 
further research: 

 practical expedients for 

private companies with 

respect to intrinsic value, 

expected term and formula 

value plans 

 impact of certain features 

such as repurchase features 

on the classification of 

awards as liability or equity 

The Board added a separate 
project to its agenda to address 
potential improvements to 
accounting for share-based 
payments to nonemployees 
including: 

 the scope of the 

nonemployee guidance 

 accounting for awards with 

unresolved performance 

conditions 

The impetus for the 
consideration of these topics 
was follow-up on the Financial 
Accounting Foundation’s (FAF) 
recently concluded post-
implementation review of FASB 
Statement No. 123(R), Share-
Based Payment, and 
stakeholders’ ideas 
communicated in response to 
the Board’s Simplification 
Initiative.  

Key observations 

Minimum statutory 
withholding requirements – 
Current guidance requires 
liability classification when 
more than the statutory 
minimum is withheld. Applying 
this requirement can be 
complex. FASB staff identified 
three alternative exceptions 
which would not result, by itself, 
in an award being classified as a 
liability: 

 Alternative A: An award 

partially or fully cash settled 

for tax withholding purposes. 

 Alternative B: An award 

partially cash settled for tax 

withholding purposes in 

which the amount withheld 

is reasonably consistent with 

the minimum tax 

withholding requirements. 
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 Alternative C: An award partially 

cash settled for tax withholding 

purposes in which the amount 

withheld is the maximum marginal 

tax rate or less in a given 

jurisdiction. 

The Board decided to add a project to 
allow equity classification for an 
award in which there is partial cash 
settlement for tax withholding 
purposes as long as the amount 
withheld is the maximum marginal 
tax rate or less in a given jurisdiction 
(Alternative C).  

The Board also decided that the cash 
paid when withholding shares to meet 
the withholding requirements should 
be presented as a financing activity on 
the cash flow statement. 

Accounting for forfeitures – The staff 
noted that estimating forfeitures can 
be complex and costly. The staff 
identified the following alternatives to 
improve GAAP in this area: 

 Alternative A: Entities are required 

to account for forfeitures as they 

occur. 

 Alternative B: Entities make an 

accounting policy election to either 

estimate forfeitures or account for 

forfeitures as they occur. 

Although the Board considered 
allowing a policy election on a grant 
by grant basis, they decided to allow 
an entity-level accounting policy 
election to either estimate forfeitures 
or account for forfeitures as they occur 
(Alternative B). 

Accounting for income taxes upon 
vesting or settlement of awards – The 
Board agreed to replace the current 
guidance which allocates tax effects 
between equity and income tax 
expense. The FASB staff presented the 
following two alternatives to the 
board: 

 Alternative A: Recognize all excess 

tax benefits and all tax deficiencies 

within the income statement, and 

remove the requirement to not 

recognize an excess tax benefit 

until it is realized.  

 Alternative B: Recognize all excess 

tax benefits and all tax deficiencies 

within additional paid-in capital, 

and remove the requirement to not 

recognize an excess tax benefit 

until it is realized.  

The FASB staff noted that either 
alternative would eliminate the 
necessity of maintaining a ‘windfall 
pool’ and the potential asymmetry in 
the classification of tax effects. The 
staff also considered the IFRS 
accounting models and indicated that 
neither of the alternatives would 
achieve convergence.  

The Board decided to propose that all 
excess tax benefits and tax 
deficiencies be recognized within the 
income statement and remove the 
requirement to not recognize an 
excess tax benefit until it is realized 
(Alternative A).  

As previously discussed it was noted 
that the windfall presentation is in 
fact not an actual cash flow and 
represents the only exception from 
single-line measurement of taxes 
within operating cash flows. The 
Board decided to remove the 
requirement that employers present 
excess tax benefits as a cash inflow 
from financing activities and a cash 
outflow from operating activities.     

Next Steps 

The Board will deliberate the 
improvements project added to the 
agenda and then issue an exposure 
draft to solicit broad stakeholder 
input. 

The staff will also perform further 
research and come back to the Board 

to consider ways to reduce complexity 
for private companies.  

The Board will consider in a separate 
project whether the scope of ASC 718 
should be expanded to include share-
based payments to nonemployees 
when it is for similar services as an 
employee provides.  

The current guidance requires a 
different model when accounting for 
nonemployee share-based awards. 
The Board will also consider the 
accounting for awards with 
unresolved performance conditions.   

The takeaway  

The simplification of stock 
compensation accounting may be 
coming soon. While the changes may 
make the accounting easier, there may 
be some significant changes and 
transition needed. Companies that 
maintain share based payment 
compensation programs for their 
employees should consider reviewing 
the FASB accounting improvement 
alternatives and monitoring FASB 
guidance for additional changes and 
proposals. We’ll publish additional 
Insights as further updates become 
available. Our HR Accounting 
Advisory team is also available to 
assist companies evaluate current 
alternatives and proposals for 
adjustments that may be needed to 
their share based accounting and plan 
strategy.   
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