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Current reporting issue 

Expense recognition of nonemployee awards with graded vesting 

Entities often grant share-based payment awards to nonemployees, such as suppliers, service providers, 

and independent contractors. The guidance in ASC 505-50, Equity: Equity-Based Payments to Non-

Employees, generally applies to these awards (excluding those related to financings or business 

combinations), but it does not address all aspects of accounting for these awards. Therefore, entities that 

grant awards to nonemployees must refer to other ASC topics, such as ASC 718, Compensation – Stock 

Compensation, for guidance not provided in ASC 505-50. 

Share-based payment accounting often is challenging to apply. One aspect of any award is determining a 

measurement date for the cost of the award, and ASC 505-50 presents different measurement-date 

guidance than ASC 718. The measurement date for nonemployee awards most often is when the 

counterparty’s performance is complete, for example, at the end of a contract, in contrast to most 

employee awards, whose measurement date is when the award is granted. The fair value of a 

nonemployee award must be recognized in the same period(s) and in the same manner as though the 

entity had paid cash for the goods or services. Therefore, an entity typically recognizes a portion of the 

fair value of a nonemployee award as the counterparty performs and before there is a measurement date. 

In periods prior to the measurement date, the entity updates the cost of the award to reflect the current 

fair value, sometimes referred to as variable accounting. Changes in fair value impact the cumulative 

amount recognized for the nonemployee awards.  

Similar to employee awards, nonemployee awards may include a graded vesting schedule. The guidance 

in ASC 505-50 does not address graded vesting; however, for nonemployee awards that are earned as 
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service is provided according to graded vesting, we believe that the grantor can make an accounting 

policy election to either use a straight-line or an accelerated-recognition method. This is the same election 

that is available for graded vesting employee awards containing only service conditions in ASC 718-10-

35-8. Regardless of which method is selected, the amount of expense recognized at any date must at 

least equal the portion of the currently measured value of the award that is earned as of that date. This 

election is limited to awards with service conditions and is not available for nonemployee awards with 

performance or market conditions.  

For example, a real estate investment trust (REIT) grants an award of 10,000 restricted stock units (RSU) 

to an employee of its external management company on January 1, 20X1 that vests in four tranches, 

25 percent a year, over a four-year period. This example is graded vesting because a certain number of 

RSUs fully vest at the end of each year. The company estimates that there will be no forfeiture of the 

awards. The fair value of each RSU at the end of 20X1, 20X2, 20X3, and 20X4 is $100, $110, $120, and 

$130, respectively.  

The REIT can make an accounting policy decision about the expense recognition pattern for this award 

as follows: 

 Straight-line attribution method: The expense is recognized on a straight-line basis over the service 

period for the entire award. However, the expense each year will differ because of changes in the fair 

value of the RSUs as time passes. Although the award is viewed as a single unit of accounting for 

recognition purposes, for measurement purposes the expense associated with each tranche is fixed 

on its respective measurement date. That is, each tranche is remeasured until it vests under the 

graded schedule, as shown below.  

 

FY Expense Tranche 11 Tranche 22 Tranche 33 Tranche 44 

20X1 $   250,000 $  62,500 $  62,500 $  62,500 $  62,500 

20X2 $   287,500 $  62,500 $  75,000 $  75,000 $  75,000 

20X3 $   306,250 $  62,500 $  68,750 $  87,500 $  87,500 

20X4 $   306,250 $  62,500 $  68,750 $  75,000 $100,000 

Total $1,150,000 $250,000 $275,000 $300,000 $325,000 

  

                                                      
1 The measurement date of tranche 1 is December 31, 20X1. The total fair value of tranche 1 is recognized on a 
straight-line basis over the four year period. 
2 The measurement date of tranche 2 is December 31, 20X2. The amount of expense recognized in 20X2 represents 
the portion of the fair value that is attributable to fiscal year 20X2 on a straight-line basis and a catch-up of the 
expense for 20X1. 
3 The measurement date of tranche 3 is December 31, 20X3. The amount of expense recognized in 20X3 represents 
the portion of the fair value that is attributable to fiscal year 20X3 on a straight-line basis and a catch-up of the 
expense for 20X1 and 20X2. 
4 The measurement date of tranche 4 is December 31, 20X4. The amount of expense recognized in 20X4 represents 
the portion of the fair value that is attributable to fiscal year 20X4 on a straight-line basis and a catch-up of the 
expense for 20X1, 20X2, and 20X3. 



On the Horizon 3 

 Accelerated-attribution (graded) method: Expense is recognized on a straight-line basis over the 

service period for each tranche as if the grant consisted of multiple awards. This method accelerates 

expense recognition. In computing the expense, the entity has to determine the number of awards 

expected to vest separately for each tranche. In addition, in the period a tranche becomes 

100 percent vested, cumulative recognized compensation cost for that tranche has to be adjusted to 

reflect the number of awards that vested. 

 

FY Expense Tranche 1 Tranche 2 Tranche 3 Tranche 4 

20X1 $   520,833 $250,000 $125,000 $  83,333 $  62,500 

20X2 $   310,417  $150,000 $  91,667 $  68,750 

20X3 $   200,000   $125,000 $  75,000 

20X4 $   118,750    $118,750 

Total $1,150,000 $250,000 $275,000 $300,000 $325,000 

 

FASB 

ASU 2017-05 clarifies nonfinancial asset derecognition guidance  

The Board issued ASU 2017-05, Clarifying the Scope of Asset Derecognition Guidance and Accounting 

for Partial Sales of Nonfinancial Assets, which clarifies the guidance in ASC 610-20, Other Income – 

Gains and Losses from the Derecognition of Nonfinancial Assets. The ASU clarifications are summarized 

below. 

Clarified scope of ASC 610-20 

Under the amendments in ASU 2017-05, an entity would apply the nonfinancial asset derecognition 

guidance in ASC 610-20 both to nonfinancial assets and to “in substance nonfinancial assets.” The new 

guidance defines an “in substance nonfinancial asset” as a financial asset that is included in a contract 

with a counterparty if substantially all of the fair value of the promised assets in the contract consists of 

nonfinancial assets. If substantially all of the fair value of the promised assets in the contract consists of 

nonfinancial assets, then all of the assets in the contract are considered in substance nonfinancial assets.  

The amendments also clarify that transfers of nonfinancial assets within a legal entity are within the scope 

of ASC 610-20. For example, a consolidated subsidiary in which substantially all of the fair value of its 

assets consists of nonfinancial assets would be considered an in substance nonfinancial asset within the 

scope of ASC 610-20. 

Transfers of equity method investments are accounted for under the guidance in ASC 860, Transfers and 

Servicing, regardless of whether the underlying assets are in substance nonfinancial assets. The 

derecognition of businesses and nonprofit activities (except those related to conveyances of oil and gas 

http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168837607
http://www.fasb.org/cs/ContentServer?c=Document_C&pagename=FASB%2FDocument_C%2FDocumentPage&cid=1176168837607
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mineral rights or contracts with customers) would not be accounted for under ASC 610-20, and should 

instead be accounted for under ASC 810-10, Consolidation – Overall.  

Unit of account for applying ASC 610-20 

The unit of account for applying the nonfinancial asset derecognition guidance in ASC 610-20 is the 

distinct nonfinancial asset. At contract inception, an entity should first identify the nonfinancial assets and 

in substance nonfinancial assets promised in the contract under ASC 610-20, and then determine 

whether the contract contains distinct nonfinancial assets by applying the guidance in ASC 606, Revenue 

from Contracts with Customers. Contract consideration should then be allocated to each identified distinct 

nonfinancial asset based on the guidance in ASC 606.  

Partial sales of nonfinancial assets 

A decrease in an entity’s ownership interest in a subsidiary in which the entity retains a controlling interest 

should be accounted for as an equity transaction, with no gain or loss recognized. However, if a parent 

transfers its ownership interests in a consolidated subsidiary that contains a nonfinancial asset and 

retains a noncontrolling interest in the subsidiary, it should derecognize a distinct nonfinancial asset or 

distinct in substance nonfinancial asset if both of the following conditions exist: 

 The entity does not have (or ceases to have) a controlling financial interest in the legal entity that 

holds the asset in accordance with ASC 810. 

 Control of the nonfinancial asset has been transferred in accordance with ASC 606.  

Any retained noncontrolling interest in that former subsidiary should be measured at fair value. 

The guidance in ASC 845-10, Nonmonetary Transactions: Exchanges of a Nonfinancial Asset for a 

Noncontrolling Ownership Interest, is superseded by the amendments in the ASU. The guidance in 

ASC 610-20 on partial sale transactions also applies to contributions of nonfinancial assets in exchange 

for a noncontrolling interest in a joint venture or other investee. In addition, a full gain or loss should be 

recognized on the partial sale of nonfinancial assets to equity method investees. In other words, there will 

be no intra-entity profit elimination for assets remaining on the investee’s books. 

Effective date and transition 

The effective date for the amendments are the same as those for the new revenue guidance in ASC 606: 

 For public entities: Annual periods, including interim periods therein, beginning after December 15, 

2017 

 For all other entities: Annual periods beginning after December 15, 2018 and interim periods in 

annual periods beginning after December 15, 2019  

Early adoption is permitted in annual reporting periods beginning after December 15, 2016. 

ASC 606 and ASC 610-20 should be adopted at the same time. Entities are required to adopt the new 

guidance either (1) retrospectively by restating all prior periods presented, or (2) retrospectively with a 

cumulative-effect adjustment to retained earnings as of the beginning of the fiscal year of adoption. 

Under both transition methods, an entity adopting the guidance will be required to apply to contracts with 

noncustomers the revised definition of a “business” in ASU 2017-01, Clarifying the Definition of a 

Business. 
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An entity does not need to apply the same transition method for ASC 606 and ASC 610-20. If an entity 

applies a different transition approach to ASC 610-20 than to ASC 606, it must comply with the disclosure 

requirements for the transition approach selected, including disclosure of which method of transition is 

applied for both ASC 610-20 and ASC 606.  

Highlights from February 22 meeting posted 

All decisions reached at Board meetings are tentative and may be changed at future meetings.  

The FASB met on February 22 to discuss comments received on the proposed ASU, Scope of 

Modification Accounting, and to consider ways to clarify how a not-for-profit (NFP) should distinguish 

between conditional and unconditional contributions. The Board’s actions are summarized below. 

Scope of modification accounting in ASC 718 

The Board tentatively decided that an entity should apply the existing modification accounting guidance in 

ASC 718, Compensation – Stock Compensation, if the change to a share-based payment award affects 

its fair value (or calculated value or intrinsic value, as applicable), vesting requirements, or classification. 

The Board tentatively decided not to explicitly state whether judgment may be used in evaluating when a 

change to the fair value of an award is insignificant. The Board also tentatively decided to clarify that the 

unit of account for the fair value test should be consistent with the current guidance in ASC 718.  

The amendments in the forthcoming ASU will be effective for all entities for fiscal years beginning after 

December 15, 2017 and for interim periods within those annual periods. Early adoption will be permitted. 

The amendments should be applied prospectively to awards modified on or after the date of adoption.  

The Board directed the staff to draft a final ASU. 

Revenue recognition of grants and contracts by not-for-profit entities 

The Board tentatively decided to clarify and refine existing NFP guidance for distinguishing between 

conditional and unconditional contributions by including the following stipulations within the definition of 

donor-imposed conditions:  

 A right of return in the form of either a return of assets or a release from an obligation to transfer 

assets 

 A barrier that must be overcome for a recipient to be entitled to the assets. Indicators and illustrative 

examples will be provided to describe what constitutes a barrier.  

AICPA issues standard on going concern 

The Auditing Standards Board (ASB) of the AICPA issued Statement on Auditing Standards (SAS) 132, 

The Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern. The new standard 

addresses the auditor’s responsibilities in the audit of financial statements relating to an entity’s ability to 

continue as a going concern and the implications for the auditor’s report.  

SAS 132 applies to all audits of a complete set of financial statements, regardless of whether the financial 

statements are prepared in accordance with a general purpose or a special purpose framework. When 

the going concern basis of accounting is not relevant for special purpose financial statements, the 

requirements of SAS 132 to obtain sufficient appropriate audit evidence regarding, and to conclude on, 

http://www.fasb.org/cs/ContentServer?c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FActionAlertPage&cid=1176168833099
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the appropriateness of management’s use of the going concern basis do not apply. However, the 

auditor’s responsibility to perform the following are still applicable: 

 Conclude, based on the audit evidence obtained, whether substantial doubt exists about an entity’s 

ability to continue as a going concern for a reasonable period of time.  

 Evaluate the possible financial statement effects, including the adequacy of disclosure regarding the 

entity’s ability to continue as a going concern for a reasonable period of time.  

SAS 132 supersedes SAS 126, the prior going concern standard, and amends AU-C Section 800, Special 

Considerations – Audits of Financial Statements Prepared in Accordance With Special Purpose 

Frameworks (as amended), and AU-C Section 930, Interim Financial Information.  

SAS 132 is effective for audits of financial statements for periods ending on or after December 15, 2017 

and for reviews of interim financial information for interim periods beginning after fiscal years ending on or 

after December 15, 2017.  
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