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SHARE-BASED PAYMENTS

This work programme should be used when an entity has share-based payment transactions that fall within the scope of NFRS 2.  Typically share-based payments are offered to employees as an incentive to remain with the entity, but they can be offered to third parties in return for the provision of goods and services.  The corresponding disclosure requirements of NFRS 2 are set out in a Supplementary Checklist to the full Corporate Disclosure Checklist, see Appendix 3.15.3.

NB: The valuation of share-based payments cannot be undertaken by the auditor. It is unlikely that most audit firms could demonstrate competency in this area and unless the fair value was immaterial it would also be a breach of the ICAN’s Code of Ethics. 


	Audit tests – Background information

	
	Extent
	Reference
	Initials / Date

	1. Confirm the nature of the share-based payment plan in place:
· [bookmark: _GoBack]Equity-settled;
· Cash-settled; or 
· Compound agreement where there is a choice of settlement (these are treated as either cash-settled or equity-settled depending on specific conditions).

Update the PAF as appropriate.

	
	
	PAF

	

	2. Obtain the details of the share-based payment plan to ascertain its major terms, including:
· The grant date and vesting date of the options;
· The number of share options awarded to each recipient;
· The vesting conditions attached to the options;
· The fair value of the share options at the grant date;
· The exercise price of the share options.

Typically there should be a share options award document issued to the recipients confirming the terms attached to the options which have been granted.

	
	
	
	

	3. Ascertain the process used to estimate the fair value of the share options:
· Which option pricing model has been used?
· How were the inputs into the pricing model determined?
· Was an expert involved in performing the estimate of the fair value of the options?
· For a non-listed entity, how has the value been estimated?

	
	
	
	




	Audit tests – Fieldwork

	
	Extent
	Reference
	Initials / Date

	4. Obtain schedules from the client: 
· Agree comparative figures to the previous period’s statutory financial statements; 
· Cast the movements;
· Check balances disclosed in the financial statements agree to supporting schedules.

5. Obtain supporting documentation to gain assurance over the movements for the period:
· Agree grants in the period to grant offer letters;
· Agree exercises to share certificates;
· Agree forfeits / cancellations to leavers documentation or other supporting information;
· Confirm any other movements to relevant documentation.
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	6. 
	
	
	
	

	
MEASUREMENT
Equity-settled share-based payments

7. Review the calculations of the fair value of the equity instruments granted (i.e. review the valuation method used): 
	
	
	
	

	· Have the following key inputs been reviewed for their reasonableness:
· Weighted average share price;
· Exercise price;
· Dividend yield;
· Volatility rates;
· Expected life of the options;
· Interest rate.
· Has the appropriateness of the option pricing model itself been considered?
· Have the inputs to the model been assessed against those of similar entities? Has a benchmarking study been undertaken?
· Where an expert has been engaged to calculate the value of the options on behalf of the client, have they been assessed as being competent and holding the necessary qualifications and expertise to perform the calculations? The appropriate tests on the N Audit Programme should be completed.

NB: If the transaction relates to the provision of goods or services for which the fair value is estimated, then review the fair value calculation of those goods and services received.

	
	





















	





















	

























	
	
	Extent
	Reference
	Initials / Date

	8. Scrutinise the option plan document to determine whether there are vesting conditions and / or market conditions or non-market conditions attached to the options.

· For Market conditions, ensure that these are taken into account when estimating the fair value of the options at the date of grant ONLY, with no subsequent adjustments made at each reporting date; 
· For non-market conditions and / or vesting conditions, ensure that these are taken into account at each reporting date such that the fair value of the options granted is updated at each reporting date to reflect the estimated number of options expected to vest 

	
	
	
	

	9. If there are modifications to the terms of the option plan:
· If the modification is beneficial to the employee (e.g. a reduction in the exercise price) and therefore increases the fair value of the options granted, ensure that the incremental fair value is recognised over the remaining vesting period;
· If the modification is not beneficial to the employee, or the fair value is reduced, ensure that there is no change to the original estimate.

	
	
	
	

	10. If options are cancelled or settled early, these should be treated as an acceleration of vesting.  Ensure the expenses that would have been recognised over the remaining vesting period have been recognised immediately.

	
	
	
	

	Cash-settled share-based payments

The goods and services received under cash-settled share-based payment plans should be recognised at the fair value of the liability.  The liability should be remeasured at each reporting date until it is discharged with any changes in measurement passing through the profit or loss section of the Statement of Comprehensive Income for the period.

11. Review the fair value calculation of the liability for reasonableness.

	
	
	
	




	
	
	Extent
	Reference
	Initials / Date

	Group plans
If a share-based payment award is granted by an entity to employees of another member of the group, there is an option for the expense of the share-based payment recognised to be based on a reasonable allocation of the expense for the group.

12. In the event that this option has been taken, review the reasonableness of the allocation of the expense and document that the basis for the allocation. 

	
	
	
	

	RECOGNITION

	
	
	
	

	The goods or services received under a share-based payment transaction should be recognised as they are received.  A corresponding increase in equity (if an equity-settled share-based payment) or liabilities (if a cash-settled share-based payment transaction) should also be recognised.

13. If the share options granted vest immediately, there is no requirement for the completion of a specified service period before becoming entitled to the share-based payments.    Therefore ensure that the expense (or asset) has been recognised in full at the date of grant, with a corresponding increase in equity or liabilities (depending on the nature of the plan).

	
	
	
	

	14. If the share options granted vest over a service period, then the services received are deemed to be received over that service period.  Therefore ensure that the expense is being allocated over the service period.

	
	
	
	

	ACCOUNTING TREATMENT

Equity-settled share-based payments

15. Profit or loss – the charge through the profit or loss section of the Statement of Comprehensive Income for the period should be calculated as the fair value of the options granted spread over the vesting period.

(e.g. 1,000 options granted in the year with a fair value per option of CU3 each. The options have a 4 year vesting period therefore the charge for the year is (1,000 x CU3)/4 =CU750).

	
	
	
	

	16. Reserves - there should be a corresponding increase in equity, passing straight through to the Retained Earnings Reserve or a Share-Based Payment Reserve.

	
	
	
	




	
	
	Extent
	Reference
	Initials / Date

	Cash-settled share-based payments

17. Profit or loss – the charge through the profit or loss section of the Statement of Comprehensive Income for the period should be calculated as the change in the fair value of the liability that is due to be settled.

NB: the corresponding entry goes to liabilities. 

	
	
	
	

	Disclosure requirements

18. Ensure that adequate disclosures are presented in the financial statements by reference to the Supplementary Disclosure checklist.
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	19. List and perform any additional tests considered necessary.
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