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Under new filing requirements, employers are required to furnish information returns to the Internal
Revenue Service (IRS) regarding the exercise of incentive stock options (ISOs) and the transfer of
shares acquired under an Employee Stock Purchase Plan (ESPP) that occur on or after January 1, 2007.

The IRS has not yet provided guidance as to the exact information required, the format in which the
required information is to be provided, or the due date of the information returns. Unless the IRS
decides to postpone the effective date, we anticipate that the deadline for filing the returns will be
February 28, 2008.

We anticipate that the information required to be reported will be the same as, or substantially similar
to, the information already required to be furnished to employees who exercise an ISO or acquire shares
under an ESPP. Companies that have ISOs or an ESPP should make sure that their systems will gather
the following information in early 2008:

. With respect to each ISO that was exercised in 2007:

o Name, address, and tax identification number of the employer and the corporation of the
stock subject to the option

Name, address, and tax identification number of the optionee

Date upon which the option was granted

Date upon which the option was exercised

Number of shares acquired upon exercise

Type of option exercised

Total cost of the shares (aggregate exercise price paid for the shares)

Fair market value of the shares at the time of exercise
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. With respect to each transfer of stock acquired pursuant to an ESPP in 2007:

Name and address of the corporation whose stock is transferred

Name, address, and tax identification number of employee transferring shares
Date upon which the stock was purchased

Number of shares transferred

Type of option under which the shares were acquired

O O O O O



Even if the filing deadline is postponed, employers are still required to provide the foregoing

information to employees who exercise an ISO or acquire shares under an ESPP. This information must

be provided to employees by January 31 after the calendar year-end.

The IRS imposes a penalty of $50 for each employee information statement that is not provided, up to a

total amount of $100,000. However, if the failure to furnish a statement is due to the company’s
“intentional disregard” of the requirement, then the per-statement penalty for a failure is the greater of
$100 or 10% of the aggregate amount of the items to be required to be reported, and there is no

$100,000 limit.
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Morgan Lewis is a global law firm with more than 1,300 lawyers in 22 offices located in Beijing,
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IRS Circular 230 Disclosure

To ensure compliance with requirements imposed by the IRS, we inform you that any U.S. federal tax
advice contained in this communication (including any attachments) is not intended or written to be
used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue Code or
(i1) promoting, marketing or recommending to another party any transaction or matter addressed herein.
For information about why we are required to include this legend in emails, please see
http://www.morganlewis.com/circular230.

This LawFlash is provided as a general informational service to clients and friends of Morgan, Lewis & Bockius LLP. It should not be construed as, and does not constitute, legal advice on any
specific matter, nor does this message create an attorney-client relationship. These materials may be considered Attorney Advertising in some states.
Please note that the prior results discussed in the material do not guarantee similar outcomes.
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