
Probable of Vesting Improbable of Vesting

Probable of
Vesting

Probable-to-Probable
Original expense: Continue to amortize (but

if the original vesting conditions nor the
modified vesting conditions are satisfied,

expense is reversed)
Modified expense: Amortize incremental

expense

Type II: Probable-to-Improbable
Original expense: Continue to amortize

based on original vesting criteria (but if the
original vesting conditions nor the modified
vesting conditions are satisfied, expense is

reversed)
Modified expense: Amortize incremental

expense (typically none)

Improbable
of Vesting

Type III: Improbable-to-Probable
Original expense: Original award is treated
as forfeited – reverse expense for unvested

awards
Modified expense: Estimate new fair value

Type IV: Improbable-to-
Improbable

Original expense: Reverse for unvested 
Modified expense: Estimate new fair valueCommon

 Examples
 of Changes to Vesting Criteria

ASC 718 Modification
Framework
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This tip sheet is your quick-reference guide to the most important frameworks, examples, and pitfalls we
discussed in our masterclass. Use it to:

Reinforce your understanding of modification types
Apply key concepts to real-world scenarios
Avoid common missteps during audits, M&A, or re-
designs

Markets may appear stable long-term, but volatility
and rapid change dominate the short term. Equity
accounting must evolve to meet this constant flux—
especially when dealing with modifications under
ASC 718.
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IMPACT ON
VESTING
CRITERIA

Probable to Probable

Extension of post-termination
exercise period for options
Repricing of vested option
Modification of a market condition
(e.g., removal of a value cap)

What Is a Modification?
ASC 718-10-20: A change in the terms or
conditions of a share-based payment award.

What is NOT a Modification?
Changes already built into grant or
agreement
 Changes triggered automatically by pre-
existing terms (e.g., retirement, CIC
provisions)

Probable to Improbable

Change to a performance goal to
reflect a change in corporate tax rate
or change in accounting principle
Exchange of a vested award for one
with additional service vesting

Improbable to Probable

Acceleration of vesting at
termination
Lowering a performance goal that
results in more shares expected to
vest

Improbable to Improbable

Extending the performance period
for a goal that is still not considered
to be probable (e.g., Drug Approval)

MODIFICATION
TYPES DEPEND ON
PROBABILITY OF
VESTING BEFORE
AND AFTER.

Type I Type II Type III Type IV
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Common Scenarios

Awards often replaced using an exchange ratio
Post-combination expense depends on trigger
type:

Single Trigger: Recognize 100% at
acquisition
Double Trigger: Depends on post-deal
service

Accelerated Vesting
& Exercise
Extensions

May involve both
Type I and III
treatments

Black-Scholes
model often used

Old Award: 100 shares at $14
 New Award: 50 shares at $30
 → Value matched, vesting schedule retained =
minimal incremental impact

Underwater
Stock Option

Exchanges

Often aim for zero
incremental expense

Performance-
Based Awards

(PSUs)
Modified performance

conditions →
remeasure & reassess

vesting

Market
Conditions

No “probable” test;
always remeasure fair

value

Employee Stock
Purchase Plans

(ESPPs)
Rollover or reset triggers

new grants and
incremental expense

FASB Clarification (ASU 2017-09):

No new accounting required if:
Fair value remains unchanged
Vesting conditions are unchanged
Award classification remains unchanged

Acquisitions  Spin-Offs
Two key transition approaches:

Shareholder Approach: Employees get both RemainCo and
SpinCo awards
Concentration Approach: Awards assigned to either
RemainCo or SpinCo with conversion factors

Discretionary vs. Non-Discretionary
Discretionary = potential incremental expense
Non-discretionary = often exempt from remeasurement

Special Situations in Equity Modifications

Example
Example
If board issues additional RSUs to offset price drop post-spin, it's discretionar
and must be remeasured

Always assess: probability, fair value, vesting, and classification
Proper planning avoids unintended accounting consequences—especially
during M&A or spin-offs
Incremental expense = core of modification analysis
Documentation, timing, and assumptions matter

KEY TAKEAWAYS
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