Share-based payments

The granting of share options represents an equity-settled share-based payment transaction. Entitlement to the award is based upon a qualifying period of employment service in this instance. The vesting period is 3 years. 

An expense should be recognised over the vesting period based on the expected overall cost and charged as the qualifying period of service increases. The expected cost is based upon the fair value of the option at the grant date.

The reported expense of £150,000 is correctly calculated.
The basis of calculation is 5,000 x (20-3-2) x £6 x 1/3 = £150,000.

However, the corresponding credit is incorrect in that the credit should be to equity.
If this adjustment were made, it would increase capital employed and in turn reduce the return on capital employed, which may mean any target level of ROCE, for example, to achieve bonuses is not achieved.

The accounting requirements in respect of equity-settled share-based based payment transactions can be contrasted with cash-settled transactions where the fair value is restated at each period end and the corresponding credit is to liabilities. 

