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§1.423-1

2005. Reliance on LR-279-81, REG-
122917-02, or this section must be in its
entirety, and all statutory options
granted during the reliance period
must be treated consistently.

[T.D. 9144, 69 FR 46417, Aug. 3, 2004; 69 FR
61310, Oct. 18, 2004; 69 FR 70551, Dec. 7, 2004;
T.D. 9471, 74 FR 59078, Nov. 17, 2009]

§1.423-1 Applicability of section

421(a).

(a) General rule. Subject to the provi-
sions of section 423(c) and §1.423-2(k),
the special rules of income tax treat-
ment provided in section 421(a) apply
with respect to the transfer of a share
of stock to an individual pursuant to
the individual’s exercise of an option
granted under an employee stock pur-
chase plan, as defined in §1.423-2, if the
following conditions are satisfied—

(1) The individual makes no disposi-
tion of such share before the later of
the expiration of the two-year period
from the date of the grant of the option
pursuant to which such share was
transferred or the expiration of the
one-year period from the date of trans-
fer of such share to the individual; and

(2) At all times during the period be-
ginning on the date of the grant of the
option and ending on the day three
months before the date of exercise, the
individual was an employee of the cor-
poration granting the option, a related
corporation, or a corporation (or a re-
lated corporation) substituting or as-
suming the stock option in a trans-
action to which section 424(a) applies.

(b) Cross-references. For rules relating
to the requisite employment relation-
ship, see §1.421-1(h). For rules relating
to the effect of a disqualifying disposi-
tion, see section 421(b) and §1.421-2(b).
For the definition of the term ‘‘dis-
position,” see section 424(c) and §1.424—
1(c). For the definition of the term
“‘related corporation,” see §1.421-1(i).

(c) Effective/applicability date. The
regulations under this section are ef-
fective on November 17, 2009. The regu-
lations under this section apply to op-
tions granted under an employee stock
purchase plan on or after January 1,
2010.

[T.D. 9471, 74 FR 59078, Nov. 17, 2009]
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§1.423-2 Employee stock purchase
plan defined.

(a) In general—(1) The term ‘‘em-
ployee stock purchase plan’ means a
plan that meets the requirements of
paragraphs (a)(2) and (a)(3) of this sec-
tion. If the terms of the plan do not
satisfy the requirements of paragraph
(a)(3) of this section, then such require-
ments may be satisfied by the terms of
an offering made under the plan. How-
ever, where the requirements of para-
graph (a)(3) of this section are satisfied
by the terms of an offering, such re-
quirements will be treated as satisfied
only with respect to options exercised
under that offering. One or more offer-
ings may be made under an employee
stock purchase plan. Offerings may be
consecutive or overlapping, and the
terms of each offering need not be iden-
tical provided the terms of the plan
and the offering together satisfy the
requirements of paragraphs (a)(2) and
(a)(3) of this section. The plan and the
terms of an offering must be in writing
or electronic form, provided that such
writing or electronic form is adequate
to establish the terms of the plan or of-
fering, as applicable.

(2) To satisfy the requirements of
this paragraph (a)(2) and §1.423-1, the
plan must meet both of the following
requirements—

(i) The plan must provide that op-
tions can be granted only to employees
of the employer corporation or of a re-
lated corporation (as defined in para-
graph (i) of §1.421-1) to purchase stock
in any such corporation (see paragraph
(b) of this section); and

(ii) The plan must be approved by the
stockholders of the granting corpora-
tion within 12 months before or after
the date the plan is adopted (see para-
graph (c) of this section).

(3) To satisfy the requirements of
this paragraph (a)(3) and §1.423-1, the
terms of the plan or offering must meet
all of the following requirements—

(i) An employee cannot be granted an
option if, immediately after the option
is granted, the employee 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 a related corporation
(see paragraph (d) of this section);
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