The granting of share options is an equity-settled share – based payment transaction. As the share options form part of the employees' remuneration, IFRS 2 requires an entity to recognise an expense equivalent to the fair value of the employees' service and a corresponding increase in equity. Fair value of the employees' service is usually measured in these instances by reference to the fair value of the share options at the grant date. The expense should be recognised over the period until the share options vest, which in this case is 3 years.

Athena has used the fair value of the options at 30 November 2018 to calculate the expense for the year, which is incorrect. 

The expense recorded at present amounts to 1,500 x (1,000x90%) x £7 x 1/3 = £3.15m. 

Substituting the fair value of the option at the grant date of £6 gives a corrected expense of £2.7m – a reduction of £0.45m. 

Athena has incorrectly credited liabilities when it should have credited equity. Equity (and therefore capital employed) will be increased by £2.7m.

Athena has confused the accounting for equity-settled share-based payment transactions with cash-settled transactions.

Operating profit will be increased by £0.45m.

