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Awards with market conditions are 

often referred to as “performance 

awards”, but it is important to draw the 

distinction between performance 

conditions (based on the operations of 

a company or an employee) and market 

conditions (based on stock price of 

company). Make sure you know which 

type of condition(s) the performance 

awards contain. 
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The requisite service period almost always starts on the grant date. In rare cases, the requisite service 

period (and therefore expense accrual) can start before the grant date. The requisite service period can 

start before the grant date if the following three criteria are met: 

1. The award is authorized 

2. The award recipient begins providing service before there is a mutual understanding of the key 

provisions of the award (e.g., some of the vesting criteria or the exercise price of an option haven’t 

yet been established) 

3. Either i) the award does not contain a substantive service period after grant (i.e., the award is 

vested at grant) or ii) the award contains a market or performance condition that can result in 

forfeiture of the award prior to the grant date. 

It is also possible for the service inception date to be after the grant date.  This can occur when all of the 

criteria needed to have a grant date under Topic 718 are satisfied, but the performance measurement 

period begins at a future date.  For example, Company X grants an award with three tranches that will be 

earned over three years, but performance is measured separately for each year during the performance 

period.  One-third of the award will be earned if EPS during Year 1 equals or exceeds $1.00 per share; one-

third will be earned if EPS during Year 2 equals or exceeds $1.10 per share; one-third will be earned if EPS 

during Year 3 equals or exceeds $1.21 per share.  In this example the requisite service period for the first 

tranche is Year 1; the service inception date for the second tranche is the first day of Year 2 and the 

requisite service period is all of Year 2; the service inception date for the third tranche is the first day of 

Year 3 and the requisite service period is all of Year 3.  Because the vesting criteria for each tranche are 

established on the date of grant, each tranche is expensed separately over the individual performance 

periods.  Even though each of the three tranches is effectively a separate grant, front loaded expense 

attribution (discussed below) is not required. 
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1 90 awards = 100 awards x (100% – 10% annual forfeiture rate) ^ (1.00 year until vest)  



 

 

 

 

 

If the implied service period of an award changes, expense accrual for that change is adjusted on a 

prospective basis, instead of cumulatively in the period of change. For example, if the implied service 

period was originally estimated to be two years following the grant date, 50% of expense would be 

recognized by the end of year one (assuming 0% forfeiture rate). At the end of year one, the implied 

service period is re-estimated to extend to the end of year three due to slower than expected progress 

towards the performance goals. The remaining 50% of the expense will be spread over years two and 

three (25% in year two and 25% in year three). This contrasts with the cumulative adjustment, which 

would result in adjusting the year one expense to 33% of total expense and then accruing 33% in year 2 

and 33% in year 3.  



 

 

 

 



 

 

 

 

 



 

 

 

 



 

 

 

 

 

 

 

2 81 awards = 100 awards x (100% – 10% annual forfeiture rate) ^ (2.00 years until vest) 
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