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SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

SEP 2 9 1982 

Lawrence C. Bickford ,  Esq. 
Frederic W. Cook & Co., Inc .  
90 P a r k  Avenue 
New York, New York 10016 

Dear M r .  B ickford :  

r a i s i n g  two i s s u e s  w i t h  r e s p e c t  t o  the  a p p l i c a t i o n  of  Rule 
16b-3 t o  s t o c k  a p p r e c i a t i o n  r i g h t s  ("SARs") under  t he  
S e c u r i t i e s  Exchange Act o f  1934. I n  t h e  cour se  of  ou r  
a n a l y s i s ,  we.have re-examined t h e  staff  i n t e r p r e t i v e  r e sponses  
which you c i t e ,  as w e l l  as a number of  r e l a t ed  l e t t e r s  bear- 
i n g  on these q u e s t i o n s .  

The s taff  has  c a r e f u l l y  cons idered  your r e c e n t  l e t t e r s  

For  purposes  of  t h i s  d i s c u s s i o n ,  w e  adopt  t h e  d e f i n i -  
t i o n s  of  t h e  v a r i o u s  types  of  S A R s  used i n  your  l e t t e r .  A 
" t y p i c a l "  SAR c o n f e r s  upon a p l a n  p a r t i c i p a n t  the r i g h t  t o  
r e c e i v e  the e x i s t i n g  o p t i o n  sp read  i n  cash  and/or  s t o c k  i n  
l i e u  of t h e  e x e r c i s e  of  a s t o c k  op t ion .  Exe rc i se  of  a t y p i c a l  
SAR u s u a l l y  c a n c e l s  t h e  re la ted s t o c k  op t ion .  A " t a x  o f f s e t "  
SAR i s  a r i g h t  which e n t i t l e s  the op t ionee  upon e x e r c i s e  of 
a s t o c k  o p t i o n  t o  r e a l i z e ,  i n  a d d i t i o n  t o  t h e  o p t i o n  shares, 
a cash  payment e q u a l  t o  the  op t ion  spread. 1/ A " l imi ted"  SAR 
c o n f e r s  the  r i g h t  t o  t h e  cash  payment of an-option spread, 
g e n e r a l l y  i n  s i t u a t i o n s  invo lv ing  a t e n d e r  o f f e r ,  t akeove r ,  o r  
o t h e r  change i n  c o n t r o l .  
n o t  r e q u i r e  e x e r c i s e  of the  re la ted  o p t i o n ,  n o r  i s  such o p t i o n  
c a n c e l l e d  upon e x e r c i s e  of  t he  l i m i t e d  r i g h t .  

Your f irst  q u e s t i o n  i s  whether t h e  a d d i t i o n  of  l i m i t e d  - 
SARs c o n s t i t u t e s  a material i n c r e a s e  i n  t h e  b e n e f i t s  acc ru ing  
t o  p a r t i c i p a n t s  i n  a s t o c k  o p t i o n  p l a n  under which on ly  t a x  
o f f s e t  SARs are already a t t a c h e d  t o  t h e  o p t i o n s .  The staff  
i s  o f  t h e  view t h a t  t h e  a d d i t i o n  of l imi t ed  S A R s ,  t o  a s t o c k  
o p t i o n  p l a n  t h a t  p rov ides  f o r  on ly  t a x  o f f s e t  S A R s ,  c o n s t i t u t e s  
a material i n c r e a s e  i n  b e n e f i t s  t o  p a r t i c i p a n t s ,  and t h u s  
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The e x e r c i s e  of  a l i m i t e d  SAR does  

1/ The staff  would i n c l u d e  i n  t h i s  d e f i n i t i o n  any r i g h t  
which e n t i t l e s  the op t ionee  t o  r ea l i ze ,  upon e x e r c i s e  
of an  o p t i o n ,  a cash  payment e q u a l  t o  t h e  federal  
income t a x  i n c u r r e d .  Other v a r i a t i o n s ,  of cour se ,  are 

. p o s s i b l e .  - See, e.g., l e t t e r  r e  Cone Mills Corpora t ion  
( a v a i l a b l e  May 8 ,  1981) .  
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would r e q u i r e  s h a r e h o l d e r  approva l  pu r suan t  t o  Rule 16b-3(a) .  2/ 
To t h e  e x t e n t  t h a t  t he  views expressed  i n  o u r  l e t t e r  t o  
Southland Royal ty  Company_ ( a v a i l a b l e  November 27, 1981) are 
t n c o n s i s t e n t  w i t h  t h i s  p o s i t i o n ,  t hey  should not  b e  re l ied  upon 
tn the  f u t u r e .  

- 

Your second q u e s t i o n  i s  whether t h e  e x e r c i s e  of a s t o c k  
o p t i o n ,  which t r i g g e r s  a cash  payment pu r suan t  t o  a r e l a t e d  
t a x  o f f s e t  SAR, must take p l a c e  d u r i n g  a window p e r i o d  as 
d e f i n e d  by paragraph ( e ) ( . 3 ) ( i i i )  of Rule 16b-3, i n  o r d e r  t o  
q u a l i f y  f o r  t h e  safe harbor  a f f o r d e d  by t he  Rule. The staff  i s  
of  t h e  view that  cash  payments i n  such s i t u a t i o n s  invo lve  an 
e x e r c i s e  of  v o l i t i o n  on t h e  p a r t  of the  p l a n  p a r t i c i p a n t  t h a t  
p r o p e r l y  should  occur  d u r i n g  a window p e r i o d  f o r  purposes  of  
Rule 16b-3. Accordingly,  t h e  e x e r c i s e  of t h e  related o p t i o n s  
should  take p l a c e  w i t h i n  a window p e r i o d .  To t h e  e x t e n t  t h a t  
the views expressed  i n  ou r  l e t t e r  t o  Mar t in  Marietta Corpora t ion  
Cavaflable  January  7 ,  1 9 8 2 )  are i n c o n s i s t e n t  w i t h  t h i s  p o s i t i o n ,  
t h e y  should n o t  b e  r e l i e d  upon i n  t h e  f u t u r e .  

S i n c e r e l y ,  

Peter  J. Romeo 
Chief Counsel 

' 2k . See, e.g,, l e t t e r  r e  Champion I n t e r n a t i o n a l  Corpora t ion  
c 

(available August 13,  1979); Release 34-18114 
(September 22 ,  1981) .  


