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SUBJECT 

FASB ISSUES ASU ON CERTAIN SHARE-BASED 
PAYMENT AWARDS WITH PERFORMANCE 
TARGETS 

SUMMARY 
On June 19, 2014, the FASB issued ASU 2014-12

1
 to clarify that a performance 

target in a share-based compensation award that could be achieved after an 

employee completes the requisite service period should be treated as a 

performance condition that affects the vesting of the award. As such, the 

performance target should not be reflected in estimating the grant-date fair 

value of the award. The ASU is available here. 

SCOPE:  
ASU 2014-12 applies to all reporting entities that grant their employees share-

based payments in which the terms of the award provide that a performance 

target that affects vesting could be achieved after the requisite service period. 

For example, an employee may be able to retire or terminate employment after 

completing the requisite service period but before an IPO occurs and still vest in 

the award. 

MAIN PROVISIONS: 
ASU 2014-12 requires that a performance target included in a share-based 

payment award that affects vesting and that could be achieved after the 

requisite service period be treated as a performance condition. Therefore, 

under the existing stock compensation guidance for in Topic 718, the 

performance target should not be reflected in estimating the grant-date fair 

value of the award.  

                                                 
1 Accounting for Share-Based Payments When the Terms of an Award Provide That a Performance 
Target Could Be Achieved after the Requisite Service Period (a consensus of the FASB Emerging 
Issues Task Force)  
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Compensation cost should be recognized in the period in which it becomes probable that the performance target will be 

achieved and should represent the compensation cost attributable to the period(s) for which the requisite service has 

already been rendered. In current practice, two common performance targets—a change of control event and an IPO—are 

considered probable when they occur. Consequently, the award would be recognized in earnings at that time. 

If the performance target becomes probable of being achieved before the end of the requisite service period, the 

remaining unrecognized compensation cost should be recognized prospectively over the remaining requisite service period. 

The total amount of compensation cost recognized during and after the requisite service period should reflect the number 

of awards that are expected to vest and should be adjusted to reflect those awards that ultimately vest. The requisite 

service period ends when the employee can cease rendering service and still be eligible to vest in the award if the 

performance target is achieved. 

EFFECTIVE DATE AND TRANSITION:  
For all entities, the amendments are effective for annual periods and interim periods within those annual periods beginning 

after December 15, 2015. Earlier adoption is permitted. The effective date is the same for both public business entities 

and all other entities. 

Entities may apply the amendments in this Update either (a) prospectively to all awards granted or modified after the 

effective date or (b) retrospectively to all awards with performance targets that are outstanding as of the beginning of the 

earliest annual period presented in the financial statements and to all new or modified awards thereafter. If retrospective 

transition is adopted, the cumulative effect of applying this Update as of the beginning of the earliest annual period 

presented in the financial statements should be recognized as an adjustment to the opening retained earnings balance at 

that date. Additionally, if retrospective transition is adopted, an entity may use hindsight in measuring and recognizing the 

compensation cost. 

 

Material discussed in this report is meant to provide general information and should not be acted on without professional advice tailored to your 
firm's individual needs. 
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