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Common U. e Stock Awards




Types of Employee Stock Awards

(7))

ock Options

-| Non-Qualified St i Os)
- Rstricted Stock
- Rpstricted Sto
- Sjock Appreciation Rights
-| Stock-Settled
-| Cash-Settled

- Employee Stock Purchase Rights

Stock Options - ISOs

Featurgs
- Rggulated under IRC §422
eed 10 years,

R
- Option term may
Miist hold shares for
repeive preferential tax tre

Exercide Price
- Ejercise price must
Vestingd

—

pically time-based vesting
Tax

- If polding period met, tax upon sale of shares at long-term c:

t and one year fron|

han FMV of sharg

exercise to

s on grant date

pital gain rates

- Subject to Alternative Minimum Tax (“AMT”")

Accounting
« Under APB 25 — non-compensatory plan

+ Under FAS 123(r) — fixed accounting amortized over vesting period

Stock Options - ISOs

ComerabIe to:
France —

« Restriction on sale of shares (e.g., trust account]
UK - Approved Company Share Option PIg

=)

—F MV exercise price
+ Three-year restriction on exercise
- £ 30,000 cap on total awards




Stock Options - NQSOs

Featufes

Standard stock
« N¢ restrictions on
Exerc|se Price

+ Mpy grant at discounte, t subject to IRC §409A deferred
cgmpensation rules, ounting
Vesting
« Either time-based or performance-based
Tax

- Siibject to income tax at time of exercise
Accouniing
+ Under APB 25 — non-compensatory

+ Under FAS 123(r) — fixed accounting amortized over the vesting
period

Restricted Stock

Featufes
- Ayvard of stock subject to vesting restrictions
« Shareholder an idend rights included

Purchpse Price
- Typically no or minimal
Vesting
- Eifher time-bas performance-b:
Tax
« Siibject to income tax on full value of shares, less purghase price, at
vesting
Accounting

« Under APB 25 and FAS 123(r) — fixed accounting amortized over
vesting period

price (par-value of shares)

Restricted Stock

Comparable to:

- Pfeferential tax tr
« Fpur-year restricti
rgquirement)
UK —{Enterprise Management Incentives (EMI)
- Pfeferential tax treatment
- Shivrcortorostgarrer st — o s o

includes two-yegar vesting




Restricted Stock Units

Feature)
- Ripht to receive shares upon satisfaction of vesting requirenjents
- N¢ shareholder ri
Exercis¢ Price
« Typically no or minimal p!
Vesting
« Eifher time-based ol
Tax
- Sybject to income tax on the full value of shares, less purchise price, at
vesting
Accounfng
- Under APB 25 and FAS 123(r) — fixed accounting amortized over vesting
period

Stock Appreciation Rights — Stock-Settled

Featufes

- Rlight to receivg the appreciation ig.the value of ynderlying
sfock in actual

Exercise Price

- Tppically FMV of un tock on grant date
Vesting
+ Tpically time: rformance-based
Tax
- Subject to income tax on full value of shares deliyered at
ekercise
Accounting

- Under APB 25 — “variable” accounting
- FAS 123(r) — fixed accounting amortized over vesting period

Stock Appreciation Rights — Cash-Settled

Featurgs

« Right to receive the appreciation in the value of the unflerlying stock
infcash

Exercide Price
«+ Typically FMV of underl
Vesting
- Typically time-b
Tax
- Stiibject to Income tax on the gain paid out in cash at gxercise
Accourfting
+ Under APB 25 — variable accounting based on mark to market of
“intrinsic” value

+ Under FAS 123(r) — variable accounting based on “fair value”
valuation




Employee Stock Purchase Rights

Feature)

+ Brpad-based plan tl

significant discount

- Erpployee contribution: - deductions

+ Urjder IRC §423, limited to rchases with value of $26,000

« Typically shares purchased eve
Purchage Price

+ Urlder IRC §423, the | ) of shares on either fhe first day of the

offering period or th

allows employees to purchase shares of confpany at

- Urjder FAS 123(r) limitations on discount purch: price may reducg employee
behefit and participation
Tax
« Urder IRS §423, subject to income tax when shares are sold. Tax fates depend on
wi ing periods met.
Accounting

« Under APB 25 — non-Compensatory plan
+ Under FAS 123(r) — non-compensatory plan, so long as shares purchased at no more
than 5% discount on the purchase date

Employee Stock Purchase Rights

Comparable to:

- Employer contri annually

- Flve-year res
UK —{Approved Savings Share Plans (SAYE)

- Pprchase shares at discounted price

- Tax-free monthly contributions

« Three-, five-, or seven-year purchase terms

Trends

- Sjock options still primary award

estricted stock
ock-settled SAR:

R coming more chmmon
S

options with ca,

P

L

d

red as alternativg to stock

erformance-Dased vesting sloWty being implemented

Imitations placed on purchase rights discoumted pricing
e to FAS 123(r) expensing T

- Greater shareholder activism in award design




U.S| Regulatory derations anfd New
Development

Major U.S. Securities Laws

- Spcurities Act of 1933 regulates offerings andl sales
regulates trading

arkets
her federal laws: ts regulate investment
cpmpanies an:
- Sprbanes-Ox[€Y legislation

- Slate securities laws

Foreign Private Issuers

- Preferential treatment for non-US companies

DEfinition ba

- Two broad catego n-
rdporting companie;
Eligible to regi P
fihancials

+ Npn-reporting companies can utilize Rule 70
orting companies frequently maintain AD
programs




Exemptions From Registration

» Notsale doctrine for bonus plans
* Ru
* Ru
nor|

Rule 701 Practical Implications

New Registration Issues

» Regptricted Stock Units (Deferred Shares|

- “Nlo-sale” doci

-| No individual barga
employees required

[9))
=
(V)
[e]
o
[
0
5]
(0]

Iding may require
bparate registration or exemption

prformance criteria can affect no-sale analyfi

T o

S




New Registration Issues

» SARs and Phantom Stock

{sales

- Cpmparatively little legal authority
any states have specific exemptions

Federal Securities Laws
(SEC Reporting Companie

1934 Act Registration




Rule 12g3-2(b) Compliance

* Within 120 da
300 U.S. holders

¢ Ongoing periodj
¢ Infgrmation n
purposes

¢ Furnish home-country information to SEC
g $10 million or

Impact of Sarbanes-Oxley Legislation

¢ Forfeiture of CEO and CFO bonuses and
aftg¢r an accolMling resta t (304)

¢ Regulation BTR--
(306)

¢ Prghibition o

dirgctors (402)

profits

Trading Restiictions

e officerg and

U.S|Tax Consid s and New
Development:




IRC 409A - Basic Principles

* Intefnal Revenue Code (“IRC”) Section 409A wps created
by the America

* IRC1409A broadly rangements that qualify as
“nomqualified deferred nsation” and provjdes rigid

n
confitions to avoi

+ Deferred comp t comply wjth the

reqliirements of IRC 409A subjects the participant to the
fou[IvﬂS%mmm
-

- Interest at the federal underpayment rate plus 1% from the date of
the deferral
+ 20% penalty on all amounts included in income

o

IRC 409A - Basic Principles

December
er 3, 2004,

prior to the

e made —
separation of service (for key employees six jnonths
after), disability, death, change in control, unfr)reseeable
elnergency

- Changes to payment elections — 12 months before
effective and 5 year minimum deferral

© - No early distributions

IRC 409A - IRS Guidance

* On|December 20, 2005, the Internal Revenue $ervice
ton IRC

btitutes
her
Change in

t clear
le subject to

- SARs settled in stock, and
« Restricted Stock

10



IRC 409A - IRS Guidance

cpmpanies that are only settled in stock

stricted Stock — that is subject to IRC Se¢tion 83

- Sfock Appreciation Rights — granted by public

IRC 409A - IRS Guidance

Notige 2005-1 clarifies that the following eguity-

base

prformance Shares/Restricted Stock Uni

FAS 123(r) — Effective Dates

* On December 16, 2004, FASB unanimo
approved an i | Accounti
Stagndard 123 (re

* FAS 123(r) bec ive June 15,

fisqal years
» The effective date for non-listed compar
December 15, 2005 (i.e., fiscal years bg

usly
ng

2005, for

ies is
ginning

théreafter)

11



equi

FAS 123(r) — Basic Principles

Fair{value measurement and recogni

y-based

tion of all

n the
b period

Liability-classified awards (cash awards, e}g., Stock
Fognized

Apprgciation Rights settled in cash) are re
based on an “updated” fair-value measurement at

the e

nd of each financial period

tHat will vest
pmpensation cost may be reversed if the ayards are
fgrfeited because the performance conditiong are not
et, unless the performance condition is clagsified as a

- G

3

FAS 123(r) — Basic Principles

Perfgrmance-based awards

kample: 3-y:
bar revenue exc
Fcrue compensati

riod, optiond vest three-

sed on estimatg of awards

“market condition” (e.g., stock price)

* EY
un
* Col
wit]

- FA
reg

opfi

PPs will also result in a charge to ean

IS 123(r) provides a “Safe Harbor” PI
ults in no compensation expense

FAS 123(r) - Employee Stock Purchase Plans

nings

SPPs

iped using

nt date
an that

- 5% discount on the date of purchase (no “look back”)

12
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APPENDIX

Equity Compensation Survey*
‘What s your company's Technolc 48.1%
9.3%
Professional Services. 0.0%
ok & P Tor
1.9%
3.7%
-
How rjany employees does your company have? 1.5%
7
ao
1syoufcompany pubicy radea? oaa
p
Wt oes of by StockOpions
‘your cbmpany? (Check all that apply) Stock appreciation rights settied. 7.5%
Stook appreciation ighs seted i cash %
Roicod 500 Er
P
iran
s 55
Is your company aming o make sgifcantchanges . -
e e Sty 3o, e
oonce FAS 123(r
Manatt, Phelps & Phillips’ Survey, April 2005.
Equity CompensationSuwrvey
uien v ctowing cquy comoensatonprogans wi oo Stock opons sn2%
offered fy your company afer July 1, 2005, once FAS 123(r) tock 15.1%
become} effective? (Check all that apply) Stock appreciation ights settled in cash. 94%
e 5n.5%
isiparomance svare] 4%
To1o
ovee oo prchase o Tee%
Which of the following statements apply ‘gra":::,”  stock options per partfipant 84.8%
L eeleying saiemey
We ployee participation in 20C
and sa3%
We will replace some or all stock options ith
Teticed ook avatds of RSUS I 2005 2%
We will incorporate performance vesting ifto
some or all of its equity compensation
programs in 2005. 34.8%
Vihat vesting schedulos will apply forstock awards granted by Performance vesting at executive level only and »
hatvestingschoduies i ol for stock awardsgrnte e vesingbelow e s vl 189
effective? (Check all that apply) erformance vesting at management | ar
above and e vesing batow management vl ... 15.1%
Perormance vesing (Noughaut he cmpany %
Time vesing rosghout e compary. s
Equity-CompensationSwrvey —
9. Which of the following statements app\{tu your Company's We will continue to use stock options.
equity cfmpensation programs? (Check all that apply) as the primary means of equity
Componeaten i 2008 e
o o s stk opions
ans o squy conpansator
e consioaing oo
ilon decigns for 2000 and e, s
y o wilconinge 1 s e bac
vosing, bt consgering parimance
Vesingfor 2000 an er 2e%
i reovalvte other sy swards
1 dedan once e provaing
Cices e knoun s2on
we nmaking oy changes
Feapenio o FAS 1330 1
10. sz‘:h lh? V:JDWWE srale:nem's‘ ZDJD\ I?Ygolgsmmpa" ASS We will discontinue the ESPP. 7.7%
S B e Wit o  once We will offer an ESPP, but the discount wjl
550 bfcomes fectve? (check al that apply) e o o e oty e
b0 mitad 10 6% on he purchase doe 208%
Wo wilfer an ESPP, but he ckchack
pored wi b0 shoroned o

We will offer an ESPP, but the look-back period

number of shares that may be purchased 7.7%
We will not be making any changes to our ESPP. 43.6%
We do not offer an ESPP. 17.9%




Features]
Exercise|price
+ Typically based on the F

Vesting §chedule
- Tirpe-based

Accountifig Treatment

Dilution

Taxation

APPENDIX
Stock Options

Right to purchase shares of the issuing company once vesting criteria are mef.

he date of grant.

+ | Typically vest over a four-year peri
anniversary of the grant date wj

Pefformance-based

| Criteria for vesting set

n each anniversary of the grant daf: or 25% on the first
ing monthly thereafter in equal irftallments.

Unfler APB 25 - no eamings charge if award granted at FMV and with time-bdsed vesting.
Unfter FAS123(r) - fixed charge based on FMV at grant, amortized over the vdsting period.

Hidh dilution because typically larger awards.

For ISOs, preferential federal income tax treatment. (No income tax due on spread upon option
exercise, but could create alternative minimum taxes.) Entire gain upon sale of shares is taxed at
long-term capital gains rates.

For NQSOs, income tax at exercise based on the spread (i.e., the difference between the FMV of
shares at exercise and, the exercise price.)

APPENDIX
Stock Options

ISO Requirements - must satisfy all of the following or else treated as NQSO:
« Stpckholder approv:

+ Option exercise pri fair market value ¢n grant date;
+ M3ximum amount that i i lendar year is $100,0p0 measured at
grfnt date;
+ Sgle of shares cannot occur un St two years after grant date pnd at least one
yepr after option exercise d: “disqualifying disposition”| and
+ Vdrious other requireme
Early Exercise — option res subject to rgpurchase.

IRE Sec. 83(b) — Elect within 30 days to pay in e tax now with the subsequent
gajn taxed as capital gains; minimize AMT or NQSO tax on spread $t exercise.

- Rdgpurchase — Company can repurchase unvested shares at exercige price; this right

lagses as shares vest. Note that, separately, a private company wil| retain a right to
repurchase vested company shares upon termination of employment at fair market
=S Tt WitHapse OsTaty Wit 90 tays after-termimatiorror upon company

aloe
being publicly traded.

APP

Stock Options

Typigal Plan Terms

ENDIX

1 post-
el
P shares,
c
N family
m
Shares not issued until tax withholding satisﬁ[ad.
Hati orel hacle if + inatad for

Company right of repurchase of shares (at FMV on date
of termination) (private company.)

Company right of first refusal (private company.)




APP

Restricted-Stock

Featurgs
- D
- D
Exercide Price
- Typically no cost or par va

Vesti

« Tife-based and/

Acco

- Under APB 25 and FAS 123(r) — fixed charge based on FM

Taxal

ENDIX

livery of stock requirements.

iidend and votin

ject to satisfying vesti

ding on plan terms.
nd Schedule
lormance-based™
urfting Treatment

[

rhortized over the vesting period.
tick

at grant and

- Subject to income tax at vesting based on the full value of the shares, less

Diluti

exercise price, if any.
on

« Less dilutive than stock options because awards are for fewer shares.

APP

ENDIX

Restricted Stock Units (RSUs)

Featurgs
- Ripht to receive sl

« N¢ stock issued at gr:

Exer

Vestind schedule
« Tifne based and/
Accourfting Treatment

Taxatidn

s at a future date subject to satisfying

refluirements.

cige price

Typically no cost or par v. ing on plan terms.

lormance-based:

[

der APB 25 and FAS 123(r) — fixed charge based on FM'
amortized over the vesting period.

esting

at grant and

- Subject to income tax at vesting based on the full value of the shares, less

exercise price, if any.

Dilution
- Less dilutive than stock options because awards are for fewer shares.

APP

ENDIX

Stock Appreciation Rights (Stock-Settled or Cash-

Vesti

Acco

« Urlder FAS 123(r) — variable accounting, based on “fair value” valug

Taxa

Settled)

Feature)
- Right to receive the

Exercis¢ Price

reciation in stock value ra set award ter|

vesting requirem

caph, subject to sati:

-

pically based on the FM Ing stock on the date of g
ng
Typically time-based vesti
anhiversary of the gran;
with the remainder 4
unfing Treatment

der APB 25 — variable accounting, based on mark to market of “i

r period, either (i) 25%
first anniversary of
ch subsequent n}

c

tio

, either stock or

ant.

n each
e granl date,
onth.

itrinsic” value.
ion.

Ubfecttomtome-tacatexercise basetomhespreatHedifforer

FMV of shares at exercise and exercise price.)

Diluti

on

e between the

« Less dilutive than stock options because fewer shares issued with stock-settled SARs

and no shares issued with cash-settled SARs.

16



APPENDIX
StockPurchase Rights (ESPP)
St 4 A 7

Features]
« Fof Public companies only.
-+ Right to purchase sharé
- Enfployee contribution is
- Typically ESPP is structured
Purchasg Price
« Fof IRC §423 ESPP, up to 15% di
or fhe purchase date, whicheve
Accountifig Treatment
. Ulnder APB 25, general
).

jodically (e.g., every sj ths) at a discounted|price.

tax treatment under IRC [§423.

e share FMV on the first day offthe offering period
eriod may be as long as 27 nonths).

pense if IRC §423 ients are met (e.g., Jnon compensatory

- Unfler FAS 123(r), considered non-compensatory plan with no expense if disdount limited to 5% of
shfre FMV on date of purchase. If non-compensatory plan limits not imposed, expense based on
es§mated contribution levels and recorded over the offering period.

Taxation'
Rt5423-21 sital " plyio-procesds-atsaloritsharashou for two years from
the purchase date. If shares sold before the holding period ends, spread is taxed as
compensation.

- For non-IRC §423 Plan — spread is taxed on purchase date as compensation.

APPENDIX
Stock Purchase Rights (ESPP)

IRC §423 Plan Requirements

-equal rightsjand
ptivileges.
- Sjockholder appro
- Ifrequiremen ied, tax resultjis same as
fgr NSOs and may not qualify for favorable agcounting

treatment.

- UB$25.000 annual share purchase limit.

APPENDIX
Performance-Based-Awards

IRC §[162(m) Requirements
« Limits annual c: rate tax deduction,
cdmpensation p:
- Applies to U.S. SEC i anies.
- Fgreign private issuers 20-F are not subject fo 162(m).

non performance-based

- Sgenarios that col ompanies or the|r affiliates to
162(m):
+| Publicly-traded U.S. subsidiaries and their officers are separately subject
to the rule;

-| Reincorporations/redomestications in which foreign comgany becomes a
U-S-Teporting company, and

- Mergers in which executives of the foreign entity become named

executive officers of the resulting U.S. reporting company.




APPENDIX
Listing-of Frequently Used Statutes/Regulations

- FEDERAL SECURITIES - CALIFORNIA BLLUE SKY
LAWS (1933 and 1934 Acts) RULES (Corpotations Code)
«|Rule 701

Sections 25110, 25120,
- |Form 20-F, F-4 25130
- |Form S-8
- | Sections 4(2), 3(b)
« |Regulation D (Rule
- | Section 12(g)
+ | Schedule TO

- Section 25104(o)
- Regs. 260.14(.41-46
- Section 25104(f
- Section 25113 (Permit)
DERAL INCOME TAXES

- |Reg. S-K (Internal Revenpie Code)
- FINANCIAL ACCOUNTING - Section 409(A
(FRSB) -_Sections 421 } 424 (ISO,
- APB Opinion No. 25 ESPP)
- FAS 123(r) - Sections 55-58 (AMT)
. FIN 44 - Section 83(b)

- Section 162(m)

APPENDIX
Federal Securities Laws (Non-SEC Reporting
Companie )

Rule 701

Written Plan br Agreement

Compensatofy Purposes Only - Cannot be for Capj

Rule 701 pra

Canrely on

Grant Value pf Securities must not e; any 12-month period g
+ 15%of Issuer Assets
+ 15%of Issuer Securities of that Class
- $1,0p0,000

Section 4(2)|

Rule 506 - Sfphisticated offerees (up to 35 non-accredited). Disclosure of company information.

Definition of accredited nvestor

Section 3(b)/Regulation D

Rule 504 - Offering <= $1m (12 months)

ule 505 - Offering <=$5m (12 months). Sophisticated offerees (<=35 non-accredited).

jo-sale doctrine

s $5 million in any 12 months

American Depositary Receipts

Level | ADR Programs (Pink Sheets)
- Rylle 12g3-2(b) i
- Deposit Agreeme
« F¢rm F-6 Registration

Level [l ADR Program Nasdaq Nation@l Market)
- Registration und

Level Il ADR Programs (U.S. Public Offering)
- Registration under the 1933 Act
- Offering Prospectus

- Liabilities and Due Diligence
“Restricted” ADR Programs (Qualified Institutional Buyers)
- Rule 144A

18



Forfeiture of Bonuses and Profits

¢ Applies when there has been

- Pue to material n nce with
eporting require,
- f\s aresult
¢ Refmedies are
« Return of equity and incentive compensatiof
- Retarn of profits realized

Regulation BTR

¢ Applies to a US domestic issuer when

“blackout loyee tradgs for 3
onsecutive bus!

ore than 50% of loyees are affectgd
e Applies to a “f issuer” whep,
in @ddition

he number of participants in the US affected exceeds

5% of all employees of the issuer, or

¢ Change of plan trustee is most common
blackout event

Regulation BTR

¢ Prghibits transactions by directors and ekecutive

officers, whe
* Prdfits realized ar
* Notice and filin

pla|ntiff firms
e Separate Labor Law provisions overlap $EC
not|ce requirements

rable by the ispuer
ts inform SEC and

19



Prohibition on loans

e |tig

- d
-

¢ Vio|
* Olg

- Bxtend or mal

« Tjo any direc

unlawful to

r “arrange” for th on of credit
the form of a p;

ation is a criminal offense
loans grandfathered

e Lim

ited exemption for foreign banks

Prohi

bition on loans

¢ No|

¢ Principal impacts

impact on loans to rank-and-file

« Qther lending restrictions may apply

- SEC margin rules
« Truth-in-Lending Act

Califo

California St

APPENDIX

ction 25102(o) Section 25102(f)

- Exefption for compensatory optiol
plan and sales of stock

- Mus| file 25102(0) notice and p:
with Pepartment of Corpora

- Mus| be compliant with

- Optipns vest at least 20% per year

- Exelfise price at least 85% of FMV.

- Planmust be approved by
sharpholders

- For sophisticated individugls

- Upto 35 individuals (every 6
months?)

t file 25102(f) notice ahd pay fees

partment of Corpofations

California Permit (Section 25113}b))
- Use f do not qualify for 24102(0)

- Permit Application reviewdd by DoC

-+ Need>=. Vote 1T option
pool exceeds 30% of outstanding
shares

+ Optionees receive company financial
information at least annually

- Other ive rules

~ Request deviations from 25102(0)

rules

Blue Chip and other Exemptions
(Section 25100 et al.)
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Questions?

Thank yo

y

articipatig

N
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