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shall continue and may be relied upon
until the earliest of—

(A) The expiration or material
modification of the plan or agreement;

(B) The issuance of all employer stock
and other compensation that has been
allocated under the plan; or

(C) The first meeting of shareholders
at which directors are to be elected that
occurs after December 31, 1996.

(iii) Stock-based compensation. This
paragraph (h)(3) will apply to any
compensation received pursuant to the
exercise of a stock option or stock
appreciation right, or the substantial
vesting of restricted property, granted
under a plan or agreement described in
paragraph (h)(3)(i) of this section if the
grant occurs on or before the earliest of
the events specified in paragraph
(h)(3)(ii) of this section.

(iv) Example. The following example
illustrates the application of this
paragraph (h)(3):

Example. Corporation Z adopted a stock
option plan in 1991. Pursuant to Rule 16b—
3 under the Exchange Act, the stock option
plan has been administered by disinterested
directors and was approved by Corporation Z
shareholders. Under the terms of the plan,
shareholder approval is not required again
until 2001. In addition, the terms of the stock
option plan include an aggregate limit on the
number of shares available under the plan.
Option grants under the Corporation Z plan
are made with an exercise price equal to or
greater than the fair market value of
Corporation Z stock. Compensation
attributable to the exercise of options that are
granted under the plan before the earliest of
the dates specified in paragraph (h)(3)(ii) of
this section will be treated as satisfying the
requirements of paragraph (e) of this section
for qualified performance-based
compensation, regardless of when the
options are exercised.

(i) (Reserved)

(j) Effective date—(1) In general.
Section 162(m) and this section apply to
compensation that is otherwise
deductible by the corporation in a
taxable year beginning on or after
January 1, 1994.

(2) Delayed effective date for certain
provisions—(i) Date on which
remuneration is considered paid.
Notwithstanding paragraph (j)(1) of this
section, the rules in the second sentence
of each of paragraphs (e)(3)(ii)(A),
(e)(3)(ii)(B), and (e)(3)(ii)(C) of this
section for determining the date or dates
on which remuneration is considered
paid to a director are effective for
taxable years beginning on or after
January 1, 1995. Prior to those taxable
years, taxpayers must follow the rules in
paragraphs (e)(3)(ii)(A), (e)(3)(ii)(B), and
(e)(3)(ii)(C) of this section or another
reasonable, good faith interpretation of
section 162(m) with respect to the date

or dates on which remuneration is
considered paid to a director.

(ii) Separate treatment of publicly
held subsidiaries. Notwithstanding
paragraph (j)(1) of this section, the rule
in paragraph (c)(1)(ii) of this section that
treats publicly held subsidiaries as
separately subject to section 162(m) is
effective as of the first regularly
scheduled meeting of the shareholders
of the publicly held subsidiary that
occurs more than 12 months after
December 2, 1994. The rule for stock-
based compensation set forth in
paragraph (f)(3) of this section will
apply for this purpose, except that the
grant must occur before the shareholder
meeting specified in this paragraph
(§)(2)(ii). Taxpayers may choose to rely
on the rule referred to in the first
sentence of this paragraph (j)(2)(ii) for
the period prior to the effective date of
the rule.

(iii) Subsidiaries that become separate
publicly held corporations.
Notwithstanding paragraph (j)(1) of this
section, if a subsidiary of a publicly
held corporation becomes a separate
publicly held corporation as described
in paragraph (f)(4)(i) of this section,
then, for the duration of the reliance
period described in paragraph (f)(2) of
this section, the rules of paragraph (f)(1)
of this section are treated as applying
(and the rules of paragraph (f)(4) of this
section do not apply) to remuneration
paid to covered employees of that new
publicly held corporation pursuant to a
plan or agreement that existed prior to
December 2, 1994, provided that the
treatment of that remuneration as
performance-based is in accordance
with a reasonable, good faith
interpretation of section 162(m).
However, if remuneration is paid to
covered employees of that new publicly
held corporation pursuant to a plan or
agreement that existed prior to
December 2, 1994, but that
remuneration is not performance-based
under a reasonable, good faith
interpretation of section 162(m), the
rules of paragraph (f)(1) of this section
will be treated as applying only until
the first regularly scheduled meeting of
shareholders that occurs more than 12
months after December 2, 1994. The
rules of paragraph (f)(4) of this section
will apply as of that first regularly
scheduled meeting. The rule for stock-
based compensation set forth in
paragraph (f)(3) of this section will
apply for purposes of this paragraph
(§)(2)(iii), except that the grant must
occur before the shareholder meeting
specified in the preceding sentence if
the remuneration is not performance-
based under a reasonable, good faith
interpretation of section 162(m).

Taxpayers may choose to rely on the
rules of paragraph (f)(4) of this section
for the period prior to the applicable
effective date referred to in the first or
second sentence of this paragraph

() ()(iii).

(iv) Bonus pools. Notwithstanding
paragraph (j)(1) of this section, the rules
in paragraph (e)(2)(iii)(A) that limit the
sum of individual percentages of a
bonus pool to 100 percent will not
apply to remuneration paid before
January 1, 2001, based on performance
in any performance period that began
prior to December 20, 1995.

(v) Compensation based on a
percentage of salary or base pay.
Notwithstanding paragraph (j)(1) of this
section, the requirement in paragraph
(e)(4)(i) of this section that, in the case
of certain formulas based on a
percentage of salary or base pay, a
corporation disclose to shareholders the
maximum dollar amount of
compensation that could be paid to the
employee, will apply only to plans
approved by shareholders after April 30,
1995.

PART 602—OMB CONTROL NUMBERS
UNDER THE PAPERWORK
REDUCTION ACT

Par. 3. The authority citation for part
602 continues to read as follows:

Authority: 26 U.S.C. 7805.

§602.101 [Amended]

Par. 4. In §602.101, paragraph (c) is
amended by adding the entry “1.162—
27.. . .1545-1466" in numerical order
to the table.

Margaret Milner Richardson,

Commissioner of Internal Revenue.
Approved: December 12, 1995.

Leslie Samuels,

Assistant Secretary of the Treasury.
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