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March 25, 2015 
 
 
Submitted electronically via www.ifrs.org 
 
International Accounting Standards Board 
30 Cannon Street, 1st Floor 
London EC4M 6XH 
United Kingdom 
 
Dear Sirs: 
 

Re:  Classification and Measurement of Share-based Payment Transactions 
 (Proposed amendments to IFRS 2) (ED/2014/5) 

 
This letter is the response of the Canadian Accounting Standards Board (AcSB) to the International Accounting 
Standards Board’s (IASB) Exposure Draft, “Classification and Measurement of Share-based Payment 
Transactions (Proposed amendments to IFRS 2),” issued in November 2014. 
 
The AcSB is Canada’s national accounting standard setting body, which has adopted a strategy of importing 
IFRSs into Canada for publicly accountable enterprises.  The AcSB consists of members from a variety of 
backgrounds, including financial statement users, preparers, auditors and academics.  Additional information 
about the AcSB can be found at www.frascanada.ca. 
 
The views expressed in this letter take into account comments from our limited outreach, consisting of 
discussions with several practitioners, members of the AcSB’s IFRS Discussion Group, individual members of 
the AcSB and its staff.  However, the views expressed in this letter do not necessarily represent a common 
view of the members of the AcSB, its committees or staff.  Formal positions of the AcSB are developed only 
through due process. 
 
We continue to strongly support the IASB in its efforts to identify and address standards implementation 
issues. 
 
Effects of vesting conditions on the measurement of a cash-settled share-based payment 
 
We agree that the effect of vesting and non-vesting conditions on the measurement of cash-settled share-
based payments should follow the approach used for measuring equity-settled share-based payments.  We 
think that the proposed amendment would result in less diversity, would be easier to apply in practice and 
that it is consistent with the fair value principles of IFRS 2. 
 

http://www.frascanada.ca/
http://www.ifrs.org/
http://www.frascanada.ca/accounting-standards-board/index.aspx
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Classification of share-based payment transactions with net settlement features 
 
We agree that share-based payment arrangements settled net by an entity for employee withholding taxes 
should be classified as equity-settled in its entirety based on the assumption that an entity is acting as an 
agent of the employee in a tax withholding transaction.  We think that the proposed amendment would also 
result in less diversity and be easier to apply in practice.  
 
However, we think that the IASB should provide additional clarification regarding the determination of the 
statutory tax withholding obligation, particularly which tax rate is to be used in determining the classification 
of the arrangement.  We also recommend that the IASB consider whether the scope of the proposed net 
settlement exception is consistent with the general assumption found in paragraph BC12 of the Exposure 
Draft. 
 
Accounting for a modification to the terms and conditions of a share-based payment that changes the 
classification of the transaction from cash-settled to equity-settled 
 
Although we agree that the liability associated with the cash-settled award is settled at the date of the 
modification with the issuance of the equity instrument, we disagree with the immediate recognition of the 
incremental gain or loss in profit or loss.  We think that the incremental change in the fair value of the liability 
may relate to a future period when there are further vesting conditions and should be recognized as 
employee services are received, from the modification date until the modified instrument ultimately vests.   
Accordingly, we recommend treating all modifications consistently in line with paragraph 27 of IFRS 2. 
 
Responses to the questions posed in the Exposure Draft are provided in the Appendix to this letter. 
 
We would be pleased to elaborate on our comments in more detail if you require. If so, please contact me or, 
alternatively, Rebecca Villmann, Director, Accounting Standards (+1 416 204-3464 or email 
rvillmann@cpacanada.ca) or Andrew White, Principal, Accounting Standards (+1 416 204-3487 or email 
awhite@cpacanada.ca). 

 
Yours truly, 

 
Linda F. Mezon, FCPA, FCA 
CPA (MI) 
Chair, Canadian Accounting Standards Board 
lmezon@cpacanada.ca 
+1 416 204-3490 

mailto:rvillmann@cpacanada.ca
mailto:awhite@cpacanada.ca
mailto:lmezon@cpacanada.ca
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APPENDIX 
 

Question 1— Accounting for vesting and non-vesting conditions of cash-settled share-based 
payments 

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 to clarify the effect that vesting and/or non-vesting conditions have 
on the measurement of cash-settled share-based payments, for the reasons identified in paragraphs BC3 and 
BC4 of the Exposure Draft.   
 

Question 2— Classification of share-based payment 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? 

 
We think that a share-based payment arrangement settled net by an entity for employee withholding taxes 
should be classified as equity-settled in its entirety, for the reasons identified in paragraphs BC12 and BC15 of 
this Exposure Draft.   
 
However, we think that the IASB should provide additional clarification regarding the determination of the 
statutory tax withholding obligation, particularly which tax rate is to be used in determining the classification 
of the arrangement.  It appears, based on paragraph BC16 of the Exposure Draft, that the IASB is interested in 
developing an approach similar to US GAAP.  We recommend that the IASB consider the guidance found in 
ASC 718-10-25-18 to 25-19 in addition to the FASB’s recent October 8th, 2014 tentative decision1 to clarify the 
statutory tax rate to be used for the purposes of classifying an arrangement.  We also recommend that the 
IASB continue to monitor the results of FASB’s share-based payment accounting improvements project and 
consider working with the FASB to reach a converged solution with regard to share-based arrangements with 
net tax settlement features. 
 
Paragraph 33D of the Exposure Draft appears to limit the scope of the exception to situations when an entity 
is obligated by tax laws or regulations to withhold amounts for an employee’s tax obligation. We think that 
the current scope of paragraph 33D may exclude arrangements in jurisdictions when an entity is obligated 
other than by tax law or regulation (for example: obligated by a contract with an employee) to withhold 

                                                 
1  http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176164487488 
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amounts for employee’s tax obligation.  We recommend that the IASB consider whether the scope of the 
proposed exception is consistent with the general assumption found in paragraph BC12 of the Exposure Draft. 
 

Question 3— Accounting for a modification to the terms and conditions of a share-based payment 
that changes the classification of the transaction from cash-settled to equity-settled 

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: 
 
a) The share-based payment transaction is measured by reference to the modification-date fair 

value of the equity instruments granted as the 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 that the modification of a cash-settled share-based payment transaction that changes the 
classification of the award from cash to equity-settled is a settlement of the original liability and grant of a 
new equity instrument.  However, we think that these modifications should be treated consistently with 
equity instrument modifications as required by paragraph 27 of IFRS 2, for the reasons identified in paragraph 
BC4 of the Exposure Draft. 
 
We disagree that the incremental change in the fair value of the liability should always be recognized 
immediately in profit or loss.  We think that the incremental change in fair value may relate to future 
employee service when there are further vesting conditions and therefore that the incremental change in the 
fair value of the liability should be recognized as employee services are received, from the modification date 
until the modified instruments ultimately vest.  
 
We also think that the IASB should provide additional clarification on how share-based payment 
compensation costs, previously capitalized under IAS 16 Property, Plant and Equipment and IAS 38 Intangible 
Assets should be accounted for when an entity has a change in accounting policy as a result of the 
amendment.  
 
We strongly support the IASB’s proposed amendments to IFRS 2 to clarify the accounting for modifications 
that change the classification of a share-based payment transaction from cash-settled to equity-settled.  
However, we think that there are several other modifications to share-based payment transactions that are 
being accounted for differently in practice and therefore warrant additional IASB consideration.  These 
transactions may include, but are not limited to, modifications to the terms and conditions of: 
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• share-based payments that change the classification of the transaction from equity-settled to cash-
settled; 

• an IAS 19 arrangement that changes the award to be in the scope of IFRS 2; and 
• an IFRS 2 arrangement that changes the award to be in the scope of IAS 19. 
 
 

Question 4— Transitional provisions 

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? 

 
We agree that the amendments should be applied prospectively and that an entity should have the option to 
apply the amendments retrospectively if it has the information to do so and this information is available 
without the use of hindsight, for the reasons identified in paragraphs BC22 and BC23 of the Exposure Draft.  
However, we think that the IASB’s conclusion regarding the effective date of the amendments should be 
reconsidered and that the retrospective application guidance for the amendments should be clarified. 
 
The IASB’s proposal requires an entity to apply the amendments for “annual periods beginning on or after 
[date]”.  We think that the transition guidance for these amendments should be consistent with the transition 
guidance found in Paragraph 63B of IFRS 2 (Annual Improvements to IFRSs 2010-2012 Cycle) and that these 
amendments should be applied prospectively “to share-based payment transactions for which the grant or 
modification date is on or after [date].”   
 
We also think that the IASB should amend the wording in paragraph 63D of the Exposure Draft to clarify 
whether retrospective application (if applicable) must be consistently applied for all amendments in the 
Exposure Draft or whether it may be applied on an amendment by amendment basis.  We are unsure, based 
on the following wording found in paragraph BC23 of the Exposure Draft, whether it was the IASB’s intent to 
require the same transition method for all amendments: 
 

“… Although the IASB noted that retrospective application of these two amendments is 
achievable, it noted that it would be preferable for an entity to apply the same transition method 
for all the amendments in this Exposure Draft and that this would give better information for 
users.  The IASB also proposes to permit an entity to apply all of the amendments retrospectively 
if the necessary information to do so is available without the use of hindsight.” 

 
Question 5—Other comments 

Do you have any other comments on the proposals? 
 
We continue to strongly support the IASB in its efforts to identify and address standards implementation 
issues, and recommend that future revisions reduce differences with US GAAP when the underlying or 
associated accounting principle is consistent with IFRS and the change is appropriate. 


