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The objective of employees stock option is to provide work security and ownership
sharing to employees in order to stimulate them to work more efficiently.

The study found that according to the thai tax law the tax liability of the employees arises
when company stocks are distributed to them. In effect, to be able to pay tax, some employees are
obliged to sell the stocks. This is contradictory to the objective of employees stock option.

Therefore, the study suggests that the tax liability should be deferred and employees should be

Tax Problems on Employee Stock Option
Oranit Petthong

Dr.Paul Thirakhupt

Chinawat Assavapokee

Law

2004

ABSTRACT

taxed later when they do have profits from the stock.
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! Sec.422(a)(1) no disposition of such share is made by him within 2 years from the date of the

granting of the option nor within 1 year after the transfer of such share to him,and
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" sec.422(a)(2) at all the times during the period beginning on the date of the granting of the option

and ending on the day 3 month before the date of such exercise,such individual was an employee of either the
corporation granting such option, a parent or subsidiary corporation of such corporation, or a corporation or a
parent or subsidiary corporation of such corporation issuing or assuming a stock option in a transaction to which
section 424(a) applies.

" Sec.422(b)(1) the option is granted pursuat to plan which includes the aggregate number of
shares which may be issued under options and the employee(or class of employees) eligible to receive
options,and which is approved by the stockholders of the granting corporations within 12 month before or after

the date such plan is adopted,
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? Sec.422(b)(2) such option is granted within 10 year from the date such plan is adopted, or the
date such plan is approved by the stockholders, whichever is earlier ;

“ Sec.422(b)(3) such option by its terms is not exercisable after the expiration of 10 years from the
date such option is granted ;

2 Sec.422(b)(4) the option price is not less than the fair market value of the stock at the time such

option is granted ;
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% Corey Rosen .The different Kinds of Options: 1ISOs and NSOs.THE EMPLOYEE'S GUIDE TO
STOCK OPTIONS. The National Center for Employee Ownership Oskland,CA .p.35.

# Sec.422(b)(5) such option by its terms is not transferable by such individual otherwise than by will
or the laws of descent and distribution ,and is exercisable , during his lifetime,only by him;and

% Sec.422(b)(6) such individual , at the time the option is granted, does not own stock possessing
more than 10 percent of the total combined voting power of all class of stock of the employer corporation or of its
parent or subsidiary corporation. Such term Shall not include any option if (as of the time the option is granted)
the terms of such option provide that it will not be treated as an incentive stock option.

?*Sec 422(d) $100,000 per year limitation

(1) In general
To the extent that the aggregate fair market value of stock with respect to which incentive

stock options (determined without regard to this subsection) are exercisable for the 1st time by any individual
during any calendar year (under all plans of the individual’'s employer corporation and its parent and subsidiary

corporations) exceeds $100,000 ,such options shall be treated as options which are not incentive stock options.
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2 Sec.423(a)(1) no disposition of such share is made by him within 2 years after the date of the

granting of the option nor within 1 year after the transfer of such share to him: and
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% Sec.423(a)(2) at all times during the period beginning with the date of the granting of the option
and ending on the day 3 month before the date of such exercise, he is an employee of the corporation granting
such option, a parent or subsidiary corporation of such corporation, or a corporation or a parent or subsidiary
corporation of such corporation issuing or assuming a stock option in a transaction to which section 424 (a)
applies.

* Sec.423(b)(1) the plan provides that options are to be granted only to employees of the employer
corporation or of its parent or subsidiary corporation to purchase stock in any such corporation:

% Sec.423(b)(2) such plan is approved by the stockholders of the granting corporation within 12

months before or after the date such plan is adopted:
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' Sec.423(b)(3) under the terms of the plan, no employee can be granted an option if such
employee, immediately after the option is granted, owns stock possessing 5 percent or more of the total
combined voting power or value of all classes of stock of the employer corporation or of its parent or subsidiary
corporation. For purposes of this paragraph, the rules of section 424(d) shall apply in determining the stock
ownership of an individual, and stock which the employee may purchase under outstanding options shall be
treated as stock owned by the employee;

%2 Sec.423(b)(4) under the terms of the plan, options are to be granted to all employees of any
corporation whose employees are granted any of such options by reason of their employment by such
corporation , except that there may be excluded —

(A) employees who have been employed less than 2 years,

(B) employees whose customary employment is 20 hours or less per week,

(C) employees whose customary employment is for not more than 5 months in any calendar
years, and

(D) highly compensated employees (within the meaning of action 414(g));
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® Sec.423(5) under the terms of the plan, all employees granted such options shall have the same
rights and privileges, except that the amount of stock which may be purchased by any employee under such
option may bear a uniform relationship to the total compensation, or the basic or regular rate of compensation, of
employee, and the plan may provide that on employee may purchase more than a maximum amount of stock
fixed under the plan;

# Sec.423(6) under the terms of the plan, the option price is not less than the lesser of-

(A) an amount equal to 85 percent of the fair market value of the stock at the time such option is
granted, or

(B) an amount which under the terms of the option may not be less than 85 percent of the fair
market value of the stock at the time such option is exercised;

% Sec.423(7) under the terms of the plan, such option cannot be exercised after the expiration of-

(A) 5 years from the date such option is granted if, under the terms of such plan, the option price
is to be not less than 85 percent of the fair market value of such stock at the time of the
exercise of the option, or

(B) 27 months from the date such option is granted, if the option price is not determinable in the

manner described in subparagraph (A)
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% Sec.423(8)under the terms of the plan, no employee may be granted an option which permits his
rights to purchase stock under all such plans of his employer corporation and its parent and subsidiary
corporations to accrue at a rate which exceeds $25,000 of fair market value of such stock (determined at the time
such option is granted) for each calendar year in which such option is outstanding at any time. For purposes of
this paragraph-

(A) the right to purchase stock under an option accrues when the option (or any portion thereof )
first becomes exercisable during the calendar year;

(B) the right to purchase stock under an option accrues at the rate provided in the option , but in
no case may such rate exceed $25,000 of fair market value of such stock (determined at the
time such option is granted) for any one calendar year; and

(C) a right to purchase stock which has accrued under one option granted pursuant to the plan

may not be carried over to any other option; and
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¥ Sec.423(9) under the terms of the plan, such option is not transferable by such individual
otherwise than by will or the laws of descent and distribution , and is exercisable, during his lifetime ,only by him.

For purposes of paragraphs (3)to (9) ,inclusive,where additional terms are contained in an offering
made under a plan,such additional terms shall, with respect to options exercised under such offering, be treated
as a part of the terms of such plan,

Special rule where option price is between 85 percent and 100 percent of value of stock. If the
option price of a share of stock acquired by an individual pursuant to a transfer to which subsection (a) applies
was less than 100 percent of the fair market value of such share at the time such option was granted, then, in the
event of any disposition of such share by him which meets the holding period requirements of subsection (a) , or
in the event of his death (when ever occurring) while owning such share, there shall be included as compensation
(not as gain upon the sale or exchange of a capital asset) in his gross income, for the taxable year in which falls
the date of such disposition or for the taxable year closing with his death , whichever applies, an amount equal to
the lesser of-

(1) the excess of the fair market value of the share at the time of such disposition or death over
the amount paid for the share under the options, or

(2) the excess of the fair market value of the share at the time the option was granted over the
option price.

If the option price is not fixed or determinable at the time the option is granted, then for purposes
of this subsection, the option price shall be determined as if the option were exercised at such time.In the case of
the disposition of such share by the individual, the basis of the share in his hands at the time of such disposition

shall be increased by an amount equal to the amount so includible in his gross income.
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* Sec.421(a)(1) no income shall result at the time of the transfer of such share to the individual upon
his exercise of the option with respect to such share

» Sec.421(a)(2) no deduction under section 162 (relating to trade or business expenses) shall be
allowable at any time to the employer corporation,a parent or subsidiary corporation of such corporation, or a
corporation issuing or assuming a stock option in transaction to which section 424(a) applies, with respect to the
share so transferred; and

0 Sec.421(a)(3) no amount other than the price paid under the option shall be considered as

received by any of such corporations for the share so transferred.
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! Sec.421(b) Effect of disqualifying dispositon
If the transfer of a share of stock to an individual pursuant to his exercise of an option would
otherwise meet the requirements of section 422(a) or 423(a) except that there is a failure to meet any of the
holding period requirements of section 422(a)(1) or 423(a)(1), then any increase in the income of such individual
or deduction from the income of his employer corporation for the taxable year in which such exercise occurred
attributable to such disposition, shall be treated as an increase in come or a deduction from income in the

taxable year of such individual or of such employer corporation in which such disposition accurred.
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" Henry C.Simons. Personal Income Taxation .Chicago: University of Chicago Press, 1921, p.5.
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Section 4210f the Internal Revenue Code 1986

General rules (Stock options)

(a) Effect of qualifying transfer. If a share of stock is transferred to an individual in a

transfer in respect of which the requirements of section 422(a) or 423(a) are met-

(1)

()

(3)

no income shall result at the time of the transfer of such share to the
individual upon his exercise of the option with respect to such share;

no deduction under section 162 (relating to trade or business expenses)
shall be allowable at any time to the employer corporation, a parent or
subsidiary corporation of such corporation, or a corporation issuing or
assuming a stock option in a transaction to which section 424(a) applies,
with respect to the share so transferred; and

no amount other than the price paid under the option shall be considered as

received by any of such corporations for the share so transferred.

Effect of disqualifying disposition. If the transfer of a share of stock to an

individual pursuant to his exercise of an option would otherwise meet the

requirements of section 422(a) or 423(a) except that there is a failure to meet

any of the holding period requirements of section 422(a)(1) or 423(a)(1), then

any increase in the income of such individual or deduction from the income of

his employer corporation for the taxable year in which such exercise occurred

attributable to such disposition, shall be treated as an increase in income or a

deduction from income in the taxable year of such individual or of such employer

corporation in which such disposition occurred.

(c) Exercise by estate

(1) In general. If an option to which this part applies is exercised after the death

of the employee by the estate of the decedent, or by a person who acquired
the right to exercise such option by bequest or inheritance or by reason of
the death of the decedent, the provisions of subsection (a) shall apply to the
same extent as if the option had been exercised by the decedent, except

that —
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(A) the holding period and employment requirements of sections 422(a) and
423(a) shall not apply, and

(B) any transfer by the estate of stock acquired shall be considered a
disposition of such stock for purposes of section 423(c).

Deduction for estate tax. If an amount is required to be included under section
423(c) in gross income of the estate of the deceased employee or of a person
described in paragraph (1), there shall be allowed to the estate or such person a
deduction with respect to the estate tax attributable to the inclusion in the
taxable estate of the deceased employee of the net value for estate tax
purposes of the option. For this purpose, the deduction shall be determined
under section 691(c) as if the option acquired from the deceased employee
were an item of gross income in respect of the decedent under section 691 and
as if the amount includible in gross income under section 423(c) were an amount
included in gross income under section 691 in respect of such item of gross
income.

Basis of shares acquired. In the case of a share of stock acquired by the

exercise of an option to which paragraph (1) applies -

(A) the basis of such share shall include so much of the basis of the option as
is attributable to such share; except that the basis of such share shall be
reduced by the excess (if any) of (i) the amount which would have been
includible in gross income under section 423(c) if the employee had
exercised the option on the date of his death and had held the share
acquired pursuant to such exercise at the time of his death, over (ii) the
amount which is includible in gross income under such section; and

(B) the last sentence of section 423(c) shall apply only to the extent that the
amount includible in gross income under such section exceeds so much of

the basis of the option as is attributable to such share.
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Section 422 of the Internal Revenue Code

Incentive stock options

(a) In general. Section 421(a) shall apply with respect to the transfer of a share of

stock to an individual pursuant to his exercise of an incentive stock option if -

(1)

no disposition of such share is made by him within 2 years from the date of
the granting of the option nor within 1 year after the transfer of such share
to him, and

at all times during the period beginning on the date of the granting of the
option and ending on the day 3 months before the date of such exercise,
such individual was an employee of either the corporation granting such
option, a parent or subsidiary corporation of such corporation, or a
corporation or a parent or subsidiary corporation of such corporation
issuing or assuming a - stock option in a transaction to which section

424(a) applies.

(b) Incentive stock option. For purposes of this part, the term "incentive stock

option" means an option granted to an individual for any reason connected with

his employment by a corporation, if granted by the employer corporation or its

parent or subsidiary corporation, to purchase stock of any of such corporations,

but only if -

(1)

the option is granted pursuant to a plan which includes the aggregate
number of shares which may be issued under options and the employees
(or class of employees) eligible to receive options, and which is approved
by the stockholders of the granting corporation within 12 months before or
after the date such plan is adopted,;

such option is granted within 10 years from the date such plan is adopted,
or the date such plan is approved by the stockholders, whichever is
earlier,;

such option by its terms is not exercisable after the expiration of 10 years

from the date such option is granted;
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the option price is not less than the fair market value of the stock at the
time such option is granted,;

such option by its terms is not transferable by such individual otherwise
than by will or the laws of descent and distribution, and is exercisable,
during his lifetime, only by him; and

such individual, at the time the option is granted, does not own stock
possessing more than 10 percent of the total combined voting power of all
classes of stock of the employer corporation or of its parent or subsidiary
corporation. Such term shall not include any option if (as of the time the
option is granted) the terms of such option provide that it will not be treated

as an incentive stock option.

(c) Special rules.

(1)

Good faith efforts to value of stock. If a share of stock is transferred
pursuant to the exercise by an individual of an option which would fail to
qualify as an incentive stock option under subsection (b) because there
was a failure in an attempt, made in good faith, to meet the requirement of
subsection (b)(4), the requirement of subsection (b)(4) shall be considered
to have been met. To the extent provided in regulations by the Secretary,

a similar rule shall apply for purposes of subsection (d).

Certain disqualifying dispositions where amount realized is less than value

at exercise If -

(A) an individual who has acquired a share of stock by the exercise of an
incentive stock option makes a disposition of such share within either
of the periods described in subsection (a)(1), and

(B) such disposition is a sale or exchange with respect to which a loss (if
sustained) would be recognized to such individual,then the amount
which is includible in the gross income of such individual, and the
amount which is deductible from the income of his employer

corporation, as compensation attributable to the exercise of such
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option shall not exceed the excess (if any) of the amount realized on
such sale or exchange over the adjusted basis of such share.

Certain transfers by insolvent individuals. If an insolvent individual holds a

share of stock acquired pursuant to his exercise of an incentive stock

option, and if such share is transferred to a trustee, receiver, or other

similar fiduciary in any proceeding under title 11 or any other similar

insolvency proceeding, neither such transfer, nor any other transfer of

such share for the benefit of his creditors in such proceeding, shall

constitute a disposition of such share for purposes of subsection (a)(1).

Permissible provisions. An option which meets the requirements of

subsection (b) shall be treated as an incentive stock option even if -

(A) the employee may pay for the stock with stock of the corporation
granting the option,

(B) the employee has a right to receive property at the time of exercise of
the option, or

(C) the option is subject to any condition not inconsistent with the
provisions of subsection (b).Subparagraph (B) shall apply to a transfer
of property (other than cash) only if section 83 applies to the property
so transferred.

10-percent shareholder rule. Subsection (b)(6) shall not apply if at the time

such option is granted the option price is at least 110 percent of the fair

market value of the stock subject to the option and such option by its

terms is not exercisable after the expiration of 5 years from the date such

option is granted.

Special rule when disabled. For purposes of subsection (a)(2), in the case

of an employee who is disabled (within the meaning of section 22(e)(3)),

the 3-month period of subsection (a)(2) shall be 1 year.
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Fair market value. For purposes of this section, the fair market value of
stock shall be determined without regard to any restriction other than a

restriction which, by its terms, will never lapse.

(d) $100,000 per year limitation.

(1)

In general. To the extent that the aggregate fair market value of stock with
respect to which incentive stock options (determined without regard to this
subsection) are exercisable for the 1st time by any individual during any
calendar year (under all plans of the individual's employer corporation and
its parent and subsidiary corporations) exceeds $100,000, such options
shall be treated as options which are not incentive stock options.

Ordering rule. Paragraph (1) shall be applied by taking options into
account in the order in which they were granted.

Determination of fair market value. For purposes of paragraph (1), the fair
market value of any stock shall be determined as of the time the option

with respect to such stock is granted.

Section 423.0f the Internal Revenue Code

Employee stock purchase plans

(a) General rule. Section 421(a) shall apply with respect to the transfer of a share of

stock to an individual pursuant to his exercise of an option granted after

December 31, 1963, under an employee stock purchase plan (as defined in

subsection (b)) if -

(1)

no disposition of such share is made by him within 2 years after the date of
the granting of the option nor within 1 year after the transfer of such share
to him; and

at all times during the period beginning with the date of the granting of the
option and ending on the day 3 months before the date of such exercise,
he is an employee of the corporation granting such option, a parent or

subsidiary corporation of such corporation, or a corporation or a parent or
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subsidiary corporation of such corporation issuing or assuming a stock

option in a transaction to which section 424(a) applies.

(b) Employee stock purchase plan. For purposes of this part, the term "employee

stock purchase plan" means a plan which meets the following requirements:

(1)

the plan provides that options are to be granted only to employees of the

employer corporation or of its parent or subsidiary corporation to purchase

stock in any such corporation;

such plan is approved by the stockholders of the granting corporation

within 12 months before or after the date such plan is adopted;

under the terms of the plan, no employee can be granted an option if such

employee, immediately after the option is granted, owns stock possessing

5 percent or more of the total combined voting power or value of all

classes of stock of the employer corporation or of its parent or subsidiary

corporation. For purposes of this paragraph, the rules of section 424(d)

shall apply in determining the stock ownership of an individual, and stock

which the employee may purchase under outstanding options shall be

treated as stock owned by the employee;

under the terms of the plan, options are to be granted to all employees of

any corporation whose employees are granted any of such options by

reason of their employment by such corporation, except that there may be

excluded -

(A) employees who have been employed less than 2 years,

(B) employees whose customary employment is 20 hours or less per
week,

(C) employees whose customary employment is for not more than 5
months in any calendar year, and

(D) highly compensated employees (within the meaning of section

414(q));
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under the terms of the plan, all employees granted such options shall have
the same rights and privileges, except that the amount of stock which may
be purchased by any employee under such option may bear a uniform
relationship to the total compensation, or the basic or regular rate of
compensation, of employees, and the plan may provide that no employee
may purchase more than a maximum amount of stock fixed under the plan;
under the terms of the plan, the option price is not less than the lesser of -

(A) an amount equal to 85 percent of the fair market value of the stock at
the time such option is granted, or

(B) an amount which under the terms of the option may not be less than
85 percent of the fair market value of the stock at the time such
option is exercised;

under the terms of the plan, such option cannot be exercised after the

expiration of -

(A) 5 years from the date such option is granted if, under the terms of
such plan, the option price is to be not less than 85 percent of the
fair market value of such stock at the time of the exercise of the
option, or

(B) 27 months from the date such option is granted, if the option price is
not determinable in the manner described in subparagraph (A)

under the terms of the plan, no employee may be granted an option which
permits his rights to purchase stock under all such plans of his employer
corporation and its parent and subsidiary corporations to accrue at a rate
which exceeds $25,000 of fair market value of such stock (determined at
the time such option is granted) for each calendar year in which such
option is outstanding at any time. For purposes of this paragraph -

(A) the right to purchase stock under an option accrues when the option
(or any portion thereof) first becomes exercisable during the

calendar year;
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(B) the right to purchase stock under an option accrues at the rate
provided in the option, but in no case may such rate exceed $25,000
of fair market value of such stock (determined at the time such
option is granted) for any one calendar year; and

(C) a right to purchase stock which has accrued under one option
granted pursuant to the plan may not be carried over to any other
option; and

(9) under the terms of the plan, such option is not transferable by such
individual otherwise than by will or the laws of descent and distribution,
and is exercisable, during his lifetime, only by him. For purposes of
paragraphs (3) to (9), inclusive, where additional terms are contained in an
offering made under a plan, such additional terms shall, with respect to
options exercised under such offering, be treated as a part of the terms of

such plan.

(c) Special rule where option price is between 85 percent and 100 percent of value

of stock. If the option price of a share of stock acquired by an individual
pursuant to a transfer to which subsection (a) applies was less than 100 percent
of the fair market value of such share at the time such option was granted, then,
in the event of any disposition of such share by him which meets the holding
period requirements of subsection (a), or in the event of his death (whenever
occurring) while owning such share, there shall be included as compensation
(and not as gain upon the sale or exchange of a capital asset) in  his gross
income, for the taxable year in which falls the date of such disposition or for the
taxable year closing with his death, whichever applies, an amount equal to the
lesser of -
(1) the excess of the fair market value of the share at the time of such
disposition or death over the amount paid for the share under the option, or
(2) the excess of the fair market value of the share at the time the option was

granted over the option price. If the option price is not fixed or



38

determinable at the time the option is granted, then for purposes of this
subsection, the option price shall be determined as if the option were
exercised at such time. In the case of the disposition of such share by the
individual, the basis of the share in his hands at the time of such
disposition shall be increased by an amount equal to the amount so

includible in his gross income.

Section 424 of the Internal Revenue Code

Definitions and special rules (stock options)

(a) Corporate reorganizations, liquidations, etc. For purposes of this part, the term

"issuing or assuming a stock option in a transaction to which section 424(a)

applies" means a substitution of a new option for the old option, or an

assumption of the old option, by an employer corporation, or a parent or

subsidiary of such corporation, by reason of a corporate merger, consolidation,

acquisition of property or stock, separation, reorganization, or liquidation, if -

(1)

the excess of the aggregate fair market value of the shares subject to the
option immediately after the substitution or assumption over the aggregate
option price of such shares is not more than the excess of the aggregate
fair market value of all shares subject to the option immediately before
such substitution or assumption over the aggregate option price of such
shares, and

the new option or the assumption of the old option does not give the
employee additional benefits which he did not have under the old option.
For purposes of this subsection, the parent-subsidiary relationship shall be

determined at the time of any such transaction under this subsection.

(b) Acquisition of new stock. For purposes of this part, if stock is received by an

individual in a distribution to which section 305, 354, 355, 356, or 1036 (orso

much of section 1031 as relates to section 1036) applies, and such distribution

was made with respect to stock transferred to him upon his exercise of the

option, such stock shall be considered as having been transferred to him on his
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exercise of such option. A similar rule shall be applied in the case of a series of

such distributions.

(c) Disposition.

(1) In general. Except as provided in paragraphs (2), (3), and (4), for purposes

of this part, the term "disposition" includes a sale, exchange, gift, or a

transfer of legal title, but does not include -

(A)

(B)

(©)

a transfer from a decedent to an estate or a transfer by request or
inheritance;

an exchange to which section 354, 355, 356, or 1036 (or so much of
section 1031 as relates to section 1036) applies; or

a mere pledge or hypothecation.

(2) Joint tenancy. The acquisition of a share of stock in the name of the

employee and another jointly with the right of survivorship or a subsequent

transfer of a share of stock into such joint ownership shall not be deemed a

disposition, but a termination of such joint tenancy (except to the extent such

employee acquires ownership of such stock) shall be treated as a

disposition by him occurring at the time such joint tenancy is terminated.

(3) Special rule where incentive stock is acquired through use of other

statutory option stock.

(A)

Nonrecognition sections not to apply If -

(i) there is a transfer of statutory option stock in connection with the
exercise of any incentive stock option, and

(i) the applicable holding period requirements (under section
422(a)(1) or 423(a)(1)) are not met before such transfer, then no
section referred to in subparagraph (B) of paragraph (1) shall
apply to such transfer.

Statutory option stock. For purpose of subparagraph (A), the term

"statutory option stock" means any stock acquired through the

exercise of an incentive stock option or an option granted under an

employee stock purchase plan.
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(4) Transfers between spouses or incident to divorce. In the case of any transfer
described in subsection (a) of section 1041 -
(A) such transfer shall not be treated as a disposition for purposes of this
part, and
(B) the same tax treatment under this part with respect to the transferred
property shall apply to the transferee as would have applied to the

transferor.

(d) Attribution of stock ownership. For purposes of this part, in applying the

percentage limitations of sections 422(b)(6) and 423(b)(3) -

(1) the individual with respect to whom such limitation is being determined shall
be considered as owning the stock owned, directly or indirectly, by or for his
brothers and sisters (whether by the whole or half blood), spouse, ancestors,
and lineal descendants; and

(2) stock owned, directly or indirectly, by or for a corporation, partnership,
estate, or trust, shall be considered as being owned proportionately by or for
its shareholders, partners, or beneficiaries.

Parent corporation. For purposes of this part, the term "parent corporation"
means any corporation (other than the employer corporation) in an unbroken
chain of corporations ending with the employer corporation if, at the time of the
granting of the option, each of the corporations other than the employer
corporation owns stock possessing 50 percent or more of the total combined
voting power of all classes of stock in one of the other corporations in such
chain.

Subsidiary corporation. For purposes of this part, the term "subsidiary

corporation" means any corporation (other than the employer corporation) in an

unbroken chain of corporations beginning with the employer corporation if, at the
time of the granting of the option, each of the corporations other than the last

corporation in the unbroken chain owns stock possessing 50 percent or more of
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the total combined voting power of all classes of stock in one of the other

corporations in such chain.

Special rule for applying subsections (e) and (f). In applying subsections (e) and

(f) for purposes of section (FOOTNOTE 1) 422(a)(2) and 423(a)(2), there shall be

substituted for the term "employer corporation" wherever it appears in

subsection (e) and (f) the term "grantor corporation" or the term "corporation

issuing or assuming a stock option in a transaction to which section 424(a)

applies" as the case may be. (FOOTNOTE 1) So in original. Probably should be

"sections".

Modification, extension, or renewal of option

(1) In general. For purposes of this part, if the terms of any option to purchase
stock are modified, extended, or renewed, such modification, extension, or
renewal shall be considered as the granting of a new option.

(2) Special rule for section 423 options. In the case of the transfer of stock
pursuant to the exercise of an option to which section 423 applies and which
has been so modified, extended, or renewed, the fair market value of such
stock at the time of the granting of the option shall be considered as
whichever of the following is the highest -

(A) the fair market value of such stock on the date of the original granting
of the option,

(B) the fair market value of such stock on the date of the making of such
modification, extension, or renewal, or

(C) the fair market value of such stock at the time of the making of any
intervening modification, extension, or renewal.

(3) Definition of modification. The term "modification" means any change in the
terms of the option which gives the employee additional benefits under the
option, but such term shall not include a change in the terms of the option -
(A) attributable to the issuance or assumption of an option under

subsection (a);
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(B) to permit the option to qualify under section 423(b)(9); or
(C) in the case of an option not immediately exercisable in full, to
accelerate the time at which the option may be exercised.
Stockholder approval. For purposes of this part, if the grant of an option is
subject to approval by stockholders, the date of grant of the option shall be
determined as if the option had not been subject to suchapproval.
Cross references. For provisions requiring the reporting of certain acts
withrespect to a qualified stock option, an incentive stock option, options
granted under employer stock purchase plans, or a restricted stock option, see

section 6039.
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