ther being under any compulsion to bu
or to sell and both having reasonabl

S knowledge of relevant facts.
cit Section 2031(a) provides that the valu
od- of the gross estate is determined hy i
De- cluding the value at the time of the dece
15 dents death of all propeyt real or per-
sonal, tangible or intangible, whereve
he situated.
- Section 20.2031-1(b) of the E&tdiax
act Regulations provides that the value o
n- every item of property includible in a
decedenris gross estate is its fair marke
 the value at the time of the decedardeath.
red Section 2032(a) provides that the ex
ken ecutor may elect to use an alternate valu

tion date. Under this election, the valu
of all property included in the gross estat
generally is determined as of 6 month

26 CFR 601.105: Examination kdturns and

claims forrefund, cedit or abatement; after the decederst death. Howewe
|- determination of caect tax liabiliy. property distributed, sold, exchanged, ¢
R (Also Part |, Section 2512; Section 25.2512-1.) otherwise disposed of within 6 months
9Rev. Proc. 98-34 after death must be valued as of the da
o- of sale, exchange, or other disposition.
- SECTION 1. PURPOSE Section 2624(a) provides that, excer

) as otherwise provided in Chapter 13
- This revenue procedure sets forth 8roperty is valued at the time of the ger
methodology to value for gift, estate, angs ation- skipping transfe
eneration-skipping transfer tax (“transfer pas 123 establishes financial account
dtgx”) purposes certain compensatoryng and reporting standards for stock
_mittpck options described in Section 3 ohased employee compensation plan
in this revenue proceduraxpayers relying ynderFAS 123, the fair value of a stock
s Of this revenue procedure may use an Ogption granted by a public entity is iest
ropﬁ n pricing model that takes into accouniated using an option pricing model (fo
on the valuation date specific factors thaéxample, the Black-Scholes model or
“Sre similar to those established by the Fisinomial model) that takes into account a
nancid Accounting Standards Board ingf the option grant date: (1) the exercis
Accounting for Stock-Based Compens price of the option; (2) the expected life o
tion, Statement of Finandidccounting the option; (3) the current price of the un
 f@tandards No. 123, (Firkccounting  gerlying stock; (4) the expected volatility
1d Standards Bd. 1995)AS 123) The In-  of the underlying stock; (5) the expectex
0 ternal Revenue Service will treat thejiidends on the underlying stock; and (6
\lvalue of a compensatory stock option age risk-free interest rate for the expecte
0 properly determined for transfer tax purterm of the option.
|. Irpqses, provided that the requirements of pag 123 generally requires a public en
tilct)yth|s revenue procedure are met. tity to disclose in its financial statement:
) for each year beginning after Decembe
onSECTION 2. BACKGROUND 15, 1994, a description of the method an
Section 2512(a) of the Internal Re significant assumptions used during th
enue Code provides that, if a gift is madgear to estimate the fair value of stock or
in propery, the value of the property attions granted during the yeé&ncluding
5@the date of the gift is the amount of théhe following weighted-average informa-
Itigift. tion: (1) expected life of the options; (2)
1 Section 25.2512-1 of the Gifax Reg- expected volatility; (3) expected divi-
" inulations provides that for gift tax purposeslends; and (4) risk-free interest rate. (TF
L athe value of property is the price at whictoregoing is not a complete list of the dis
cetise property would change hands betweetosures required biyAS 123. For exam-
- isa willing buyer and a willing seltenei- ple, FAS 123 also requires financial state

for



ment disclosure of the weighted-averagmodel (for example, no discount can bé&om the date of grant or the date 90 days
exercise prices of options granted durintpken due to lack of transferability or duefter the termination oA's employment
the year.) to the termination of the option within awith Company. The option becomes fully
specified number of days following termi-exercisable 3 years from the date of grant.
nation of employment). For the fiscal year that includes Septem-
This revenue procedure applies only to .03 Except as provided ip section.4:04ber 1, 2(')01,. Company discloses .in a foot-
the valuation for transfer tax purposes off this revenue procedure, in determiningote to its flnanmal statements, in accor-
nonpublicly traded compensatory stocﬁhe factor for the expected I|f_e of the opdance with FAS 123, _that the
options (that is, stock options that ardion, taxpayers must use either (1) theveighted-average expected life of stock
maximum remaining term of the optionoptions granted by the Company during

granted in connection with the perfor- X , X i X
on the valuation date (Maximum Remainthe fiscal year is 6 years. On September

mance of services, including stock op: . ) i
tions that are subject to the provisions dpg.Term), or (2) thg expected life of thgl, 2091, wherA’s optlor? becomes' fully
§ 421), on stock that, on the valuatiorPPtion on the yaluat_lon daf[e computed nexerusgbleA makes a gift of a portion of
date, is publicly traded on an establisheaccordance_ with this secpon (Compu_teme_ opuon._ _On September 1, 200s
securities market. The options to WhicleExpected.Ufe). The Maximum Remam-optpn qualifies as a Compensatory Stock
this revenue procedure applies are rdng Term is the number of years rounded)p_tlon. For purposes of sFep_ one, the
ferred to herein as “Compensatory Stoc own to the nearest 1(10th of a yc?ar fro.melglhted-average expected life is 6 years,
Options.” t e valuation date ur_ltll the optlon.s. expi-as dlscllosed by Company for purposes of
ration date (assuming no condition ocomplying with FAS 123 for the fiscal
SECTION 4. APPLICATION event occurs that would shorten the life ofear that includes the valuation date. For
) the option). purposes of step two, the weighted-aver-
.01 Taxpayers may determine the value The Computed Expected Life is deterage expected life of 6 years is divided by
of Compensatory Stock Options for transmined in the following manner: 10 years, the maximum term A% option
fer tax purposes by using a generally rec- step one: Obtain the weighted-averagen the date the option was granted by
ognized option pricing model (for exam-expected life of options granted by theCompany. The resulting quotient is 0.6 (6
ple, the Black-Scholes model or amyplicly traded company that, for pur-years divided by 10 years equals 0.6). For
accepted version of the binomial modelposes of complying with FAS 123, is dispurposes of step three, the quotient in step
that takes into account as of the valuatiogiosed in its financial statements for théwo is multiplied by the Maximum Re-
date the following factors: (1) the exerfiscal year that includes the valuation datenaining Term to determine the Computed
cise price of the option; (2) the expecteglf, instead of disclosing a weighted-averExpected Life. The result is 4.2 years
life of the option; (3) the current tradingage expected life for options granted dur0.6 times 7 years equals 4.2 years).
price of the underlying stock; (4) the exing the fiscal year, the company disclosed .04 Taxpayers must use the Maximum
pected volatility of the underlying stock;a method for computing the expected lif®Remaining Term (and may not use the
(5) the expected dividends on the underlyof the options granted during the fiscaComputed Expected Life) as the expected
ing stock; and (6) the risk-free interesyear, the taxpayer must compute théfe of the option on the valuation date if
rate over the remaining option term. weighted-average expected life for the@ne (or more) of the following conditions
.02 In order to rely on this revenueaxpayer’s option using the method disis present:
procedure: (1) the taxpayer must use thgosed by the company.) (1) the transferor of the option (or the
factors determined in section 4.03 Step two: Divide the weighted-averagalecedent, in the case of a transfer at death)
through 4.07 of this revenue proceduresxpected life determined in step one bis not the person to whom the option being
(2) each of the factors used in applyinghe number of years, rounded up to thealued was granted by the company:
the option pricing model must be reasomearest 1/10th of a year, from the date the (2) except in the case of a transfer at
able (for this purpose, the use of the fawmption was granted (without regard to theleath, the transferor is not an employee or
tors in section 4.03 through 4.07 of thispplication of § 424(h)(1)) until the op-director of the company on the valuation
revenue procedure will be deemed reaion’s expiration date (assuming no condieate;
sonable); (3) the option pricing modekion or event occurs that would shorten (3) except in the case of the death or
must be properly applied; (4) the comihe life of the option). disability (within the meaning of
pany that granted the option must be sub- Step three: Multiply the quotient ob-§ 22(e)(3)) of the transferor, the option
ject to FAS 123 in preparing its financialtained in step two by the Maximum Re-being valued does not terminate within 6
statements for the fiscal year of the commaining Term. The resulting numbemonths of termination of employment (or
pany that includes the valuation date; (5ounded down to the nearest 1/10th is theervice as a director) of the transferor
the underlying stock must be commorComputed Expected Life expressed imith the company;
stock and must be the same stock forears. (4) the terms of the option being valued
which the expected volatility and ex- This calculation can be demonstrategermit the option to be transferred to, or
pected dividends were estimated by thby the following example. Assume thafor the benefit of, one or more persons
company for purposes of FAS 123; andn September 1, 1998 is granted a other than either persons who are the nat-
(6) no discount can be applied to the valustock option from Company that will ter-ural objects of the transferor’s bounty or a
ation produced by the option pricingminate on the earlier of the date 10 yearharitable organization;

SECTION 3. SCOPE
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(5) except in the case of the death of the (7) the company is not required by FASf zero-coupon U.S. Treasury Bonds with
transferor, the option being valued has ah23 to disclose an expected life of the opa remaining term (as of the valuation
exercise price that is not fixed on the valtions granted in the fiscal year of the comdate) nearest to the expected life of the
uation date. The option does not have pany that includes the valuation date.  option on the valuation date as deter-
fixed exercise price if, for example, the .05 In determining the factor for themined in section 4.03 of this revenue pro-
exercise price is determined by a formulaxpected volatility of the underlyingcedure.
the results of which might change aftestock, taxpayers must use the expected.08 Taxpayers utilizing this revenue
the valuation date. In addition, an optiorvolatility of the underlying stock that, for procedure to value a Compensatory Stock
will be deemed not to have a fixed exerpurposes of complying with FAS 123, isOption for transfer tax purposes should
cise price if the company issuing the opdisclosed in the financial statements oiihdicate on the applicable gift, estate, or
tion has repriced options (that is, directithe publicly traded company for the fiscageneration-skipping transfer tax return:
or indirectly lowered the exercise price ofyear of the company that includes the valFILED PURSUANT TO REV. PROC.
outstanding compensatory stock optiong)ation date. 98-34."
within the 3-year period ending on the .06 In determining the factor for the
valuation date; expected dividends on the underlyingPRAFTING INFORMATION

(6) except in the case of the death of thetock, taxpayers must use the expected o principal author of this revenue
transferor, the option being valued hadividends on the underlying stock thatprocedure is Robert B. Hanson of the Of-
terms and conditions such that if all thdor purposes of complying with FAS 123 5t Assistant Chief Counsel
options granted in the fiscal year of thés disclosed in the financial statements CEPassthroughs and Special Industries).
company that includes the valuation datthe publicly traded company for the fiscalq, t,rther information regarding this
had the same terms and conditions, theear of the company that includes the vala,enue procedure, contact Mr. Hanson
weighted-average expected life for theiation date. on (202) 622-3050 or Melissa C. Liquer-
year would have been more than 120% of .07 In determining the factor for the,,,4 on (202) 622-3120 (not toll-free
the weighted-average expected life actuisk-free interest rate, taxpayers must Usgis).
ally reported for the year; or the yield to maturity on the valuation date



