
February 5, 2001 516 2001–6  I.R.B.

General criteria: 

(1)  Application by April 30, 2001
(unless a sufficient number of
applicants have been accepted to
conduct the pilot sooner);

(2)  Taxpayer under Coordinated
Examination by LMSB and also in
Appeals; 

(3)  LMSB examination years are sub-
stantially complete; and 

(4)  The Appeals years will not be set-
tled before the first issue resolution
conference is held. 

Additional pilot program criteria: 

(1)  Having a cross-section of taxpay-
ers of varying sizes, representing
different industry lines, a geo-
graphical dispersion of cases, and a
variety of issues; 

(2)  IRS resource availability in LMSB,
Appeals and Chief Counsel; 

(3)  The likelihood of the case being
resolved through this process; and 

(4)  In the case of a docketed year, the
ability to comply with the Tax
Court’s procedures and deadlines. 

Communication with taxpayer. The
CCR Pilot Executive will advise taxpay-
ers in writing whether they will be includ-
ed in the pilot program.  A taxpayer may
not appeal the decision that it not be
included in the pilot program. 

6. CONDUCTING THE
COMPREHENSIVE CASE
RESOLUTION PROCESS 

Initial 60 days. Once a case is accepted
into the pilot program, the IRS will form a
resolution team composed of members
from LMSB and Appeals (and Chief
Counsel, if there is a docketed case).
Within the first 30 days, the CCR team
will contact the taxpayer to schedule an
initial planning meeting. At the planning
meeting, the parties will confirm the
issues to be resolved, identify who will be
involved in the process and their respec-
tive authorities, answer any questions
about the process, and establish a timeline
for resolution of all issues. Additionally,
the team and the taxpayer will schedule
the first issue resolution conference no
later that 60 days after the case is accept-
ed into the pilot program.

Resolution process. Comprehensive Case
Resolution constitutes the taxpayer’s for-

mal exercise of its appeal rights for the
years under examination by LMSB.
Therefore, conferences between the tax-
payer and the IRS CCR team will follow
existing Appeals procedures. If the IRS
and taxpayer reach agreement, years will
be closed using Appeals processes and
closing documents. If the parties are
unable to reach agreement on any issue(s),
Appeals will issue a statutory notice of
deficiency on the unagreed issue(s).
Should any case be subject to review by
U.S. Competent Authority or the Joint
Committee on Taxation, the case will be
closed after those approvals are obtained.

7. WITHDRAWAL FROM THE
COMPREHENSIVE CASE
RESOLUTION PROCESS 

Taxpayers may withdraw from the pilot
program by submitting a written request,
but only within 30 days after acceptance
into the program or 20 days after the ini-
tial planning meeting, whichever is later.
Thereafter, with respect to the years under
LMSB jurisdiction at the time of applica-
tion for the pilot program, the process will
be completed with a total or partial agree-
ment or issuance of a statutory notice of
deficiency. 

A taxpayer’s withdrawal from the pilot
program returns each open year to the juris-
diction of the IRS function it was under
prior to acceptance into the pilot program. 

Taxpayers will be afforded administra-
tive appeal on the years under LMSB
jurisdiction as if the taxpayer had not
applied for the pilot program. 

8. MISCELLANEOUS 

Record keeping requirements. No
aspect of the CCR process will affect the
record keeping requirements imposed by
any section of the Internal Revenue Code. 
No user fee. There is no user fee for par-
ticipating in the pilot program. 

9. COMMENTS 

The IRS invites interested persons to
comment on this program. Send submis-
sions to:

Internal Revenue Service
Attn: Cary Russ
Large and Mid-Size Business
Division LM:PFTG
Mint Building, 3rd Floor, M-3-
312

1111 Constitution Avenue, NW
Washington, DC 20224 

Submissions also may be hand deliv-
ered Monday through Friday between
the hours of 8 a.m. and 5 p.m. to the
Courier’s Desk, Internal Revenue
Service, 1111 Constitution Avenue, NW,
Washington, DC. Such submissions
should be marked: Attn: Cary Russ,
Large and Mid-Size Business Division
LM:PFTG, Mint Building, 3rd Floor,
M-3-312. 

Alternatively, interested persons may
submit comments via e-mail to: 

PFTG1@irs.gov 
These addresses are for comments on

the pilot program. Requests by eligible 
taxpayers to participate in the pilot pro-
gram should be submitted as described in
section 4 above. 

10. FURTHER INFORMATION 

For further information regarding this
Notice, contact Cary Russ, the CCR Pilot
Coordinator, at (202) 283-8330 (not a toll-
free number), or the Team Manager for
your current examination.

Application of Employment
Taxes to Statutory Options

Notice 2001-14

I.  Purpose and Overview

This notice is intended to clarify the
application of FICA, FUTA and income
tax withholding to statutory stock options.
With respect to incentive stock options
(ISOs) described in section 422(b) and
options granted under an employee stock
purchase plan (ESPP) described in section
423(b) (collectively, “statutory options”),
the notice 

•  provides that, in the case of any statu-
tory option exercised before January
1, 2003, the Service will not assess
FICA tax or FUTA tax upon the exer-
cise of the option and will not treat
the disposition of stock acquired by
an employee pursuant to the exercise
of the option as subject to income tax
withholding;

•  concludes that Rev. Rul. 71-52 is
obsolete and that the holding of Rev.
Rul. 71-52 does not apply to the exer-
cise of statutory options or to the dis-



position of stock acquired pursuant to
the exercise of statutory options; and

•  announces the intent to issue further
administrative guidance to clarify
current law with respect to FICA tax
and FUTA tax on statutory options
and to address the issue of whether
the disposition of stock acquired by
an employee pursuant to the exercise
of a statutory option will be subject
to income tax withholding.  This
notice invites public comment on this
anticipated guidance.

II.  Background

A.  Income Tax Withholding and
Reporting on Options 

Income tax withholding is imposed
under section 3402(a) of the Internal
Revenue Code of 1986 (Code), which
requires employers paying wages to
deduct and withhold income tax on those
wages.  For income tax withholding pur-
poses, section 3401(a) provides that the
term “wages,” with certain exceptions,
means all remuneration for services per-
formed by an employee for his employer,
including the cash value of all remunera-
tion (including benefits) paid in any medi-
um other than cash.

The legislative history of sections 3401
through 3404 indicates that a purpose of
income tax withholding is to enable indi-
viduals to pay income tax in the year in
which the income is earned.  H.R. Conf.
Rep. No. 510, 78th Cong., 1st Sess., at 1
(1943); H.R. Rep. No. 401, 78th Cong., 1st

Sess., at 1 (1943); S. Rep. No. 221, 78th

Cong., 1st Sess., at 1 (1943).  Income tax
withholding generally is imposed upon
remuneration paid by an employer only to
the extent that an employee has income.  

Under section 421, no compensation
income results when a statutory option is
exercised.  Section 421(a) provides that, if
a share of stock is transferred to an indi-
vidual in a transfer that meets the require-
ments of section 422(a) or 423(a), no
income results at the time of the transfer.
Instead, compensation income is deferred
until the sale or other disposition of the
stock acquired pursuant to the exercise of
a statutory option.  

Employers making wage payments to
an employee (or former employee) that
are subject to income tax withholding
generally must report such wage pay-

ments on Form W-2, as provided in sec-
tion 31.6051-1(a)(1) of the Employment
Tax Regulations.  Under certain circum-
stances, a payment made by an employer
to an employee (or former employee)
must be reported on Form W-2 even if the
payment is not subject to income tax with-
holding.  Specifically, section 1.6041-
2(a)(1) of the Income Tax Regulations
generally requires reporting if the total
amount of the payment and any other pay-
ments of remuneration (including wages,
if any) made to the employee (or former
employee) that are required to be reported
on Form W-2 aggregate at least $600 in a
calendar year.

B. FICA and FUTA Tax

Under sections 3111 and 3301, Federal
Insurance Contributions Act (FICA) tax
and Federal Unemployment Tax Act
(FUTA) tax, respectively, are imposed on
the employer in an amount equal to a per-
centage of the wages paid by that employ-
er.  Under section 3101, FICA tax also is
imposed on the employee.  Under sections
3121(a) and 3306(b), the term “wages”
for FICA tax purposes and FUTA tax pur-
poses, respectively, means, with certain
exceptions, all remuneration for employ-
ment, including the cash value of all
remuneration (including benefits) paid in
any medium other than cash.  Neither the
Code nor the relevant regulations contain
any provision excluding the value of stock
transferred pursuant to the exercise of a
statutory option from wages for FICA tax
and FUTA tax purposes.

In 1981, the Supreme Court in Rowan
Companies, Inc. v. U.S., 452 U.S. 247,
held essentially that the definition of
“wages” for FICA tax and income tax
withholding purposes was the same.  As
part of the Social Security Amendments
of 1983, Pub. L. No. 98-21, 97 Stat. 65,
Congress reversed this holding.  Sections
3121(a) and 3306(b)1 were amended to
provide that “[n]othing in the regulations
prescribed for purposes of chapter 24
(relating to income tax withholding)
which provides an exclusion from
‘wages’ as used in such chapter shall be
construed to require a  similar exclusion
from ‘wages’ in the regulations prescribed
for purposes of this chapter.” This sen-
tence makes clear that the definition of
wages for income tax withholding purpos-
es is not always the same as the definition

of wages for FICA tax and FUTA tax pur-
poses, and that an item of income can be
wages for FICA tax purposes even if it is
not wages for income tax withholding
purposes.  

The legislative history of the 1983 pro-
vision explains that Congress intended to
reverse the holding in Rowan, and the
Senate Report states: “Since the [social]
security system has objectives which are
significantly different from the objective
underlying the income tax withholding
rules, the committee believes that
amounts exempt from income tax with-
holding should not be exempt from FICA
unless Congress provides an explicit
FICA tax exclusion.”  S. Rep. No. 23, 98th

Cong., 1st Sess., at 42 (1983).

C. Administrative Guidance 

Revenue Ruling 71-52 (1971-1 C.B.
278) addressed the FICA tax, FUTA tax
and income tax withholding consequences
applicable to the exercise of qualified
stock options under former section 4222.
The ruling holds that a taxpayer does not
make a payment of wages for FICA tax ,
FUTA tax and income tax withholding
purposes at the time of the exercise of a
qualified stock option under former sec-
tion 422, and that income realized by
employees and former employees from a
disqualifying disposition of stock
acquired by the exercise of a qualified
stock option is also not wages for FICA
tax, FUTA tax and income tax withhold-
ing purposes.  

Rev. Rul. 71-52 was published before
the 1983 statutory changes to sections
3121(a) and 3306(b) described above.  In
addition, in 1971, the Old-Age, Survivors,
and Disability Insurance (OASDI) contri-
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1Sections 3121(a) and 3306(b) were amended by
section 327(b)(1) and (c)(4), respectively, of the
Social Security Amendments of 1983.
2Section 603 of the Tax Reform Act of 1976, Pub. L.
No. 94-355, 90 Stat. 1520, amended former section
422 to provide, generally, that qualified stock
options could not be granted after May 20, 1976.
Current section 422 (Incentive Stock Options) was
added to the Internal Revenue Code of 1954, as sec-
tion 422A, by section 251(a) of the Economic
Recovery Tax Act of 1981, Pub. L. No. 97-34, 95
Stat. 172.  Subsequently, section 11801(c)(9)(A)(i)
of the Omnibus Budget Reconciliation Act of 1990,
Pub. L. No. 101-508, 104 Stat. 1388, repealed for-
mer section 422 (Qualified Stock Options) and re-
designated former Code section 422A as section 422
of the Internal Revenue Code of 1986.



bution and benefit base was only $4,800,
as compared to the current OASDI wage
base of $80,400.  Further, in 1971, the
$4,800 limit applied to the Hospital
Insurance (HI) portion of the FICA tax as
well as to the OASDI portion; by contrast,
under current law, there is no limit on the
amount of wages for purposes of the HI
portion.  Accordingly, in 1971, since most
optionees had other wages that equaled or
exceeded the FICA wage base, inclusion
of option-related income in FICA wages
would have had no effect on the FICA tax
liability or Social Security benefits of
most optionees (and no appreciable effect
on FICA receipts).  Given the increased
wage base for purposes of the OASDI
portion of the FICA tax and removal of
the limit on the wage base for purposes of
the HI portion, that is no longer the case. 

Notice 87-49 (1987-2 C.B. 355)
addresses potential inconsistencies
among, and coordination of, the proposed
regulations under section 83, former sec-
tion 422A (current section 422), and Rev.
Rul. 71-52.  Notice 87-49 provides that
Rev. Rul. 71-52 is being reconsidered, but
until the results of such reconsideration
are announced, the principles of Rev. Rul.
71-52 will apply to the disposition of
stock acquired by an individual pursuant
to the exercise of an ISO, which does not
meet the requirements of former section
422A(a) (current section 422(a)).  

III. Reconsideration of Rev. Rul. 71-52
and Interim Guidance

A.  Reconsideration of Rev. Rul. 71-52 

Treasury and the Service have conclud-
ed that the holding and principles of Rev.
Rul. 71-52 do not apply to the exercise of
ISOs or options granted under an ESPP, or
to the disposition of stock acquired pur-
suant to such statutory options, and have
therefore determined that Rev. Rul. 71-52
is obsolete. Accordingly, the provisions of
Notice 87-49 described above no longer
apply.   

B.  Interim Guidance

In view of the lack of clear administra-
tive guidance regarding the application of
FICA, FUTA, and income tax withhold-
ing to statutory options, the Service, with
respect to statutory options exercised
before January 1, 2003, will not treat the

disposition of stock acquired by an
employee pursuant to the exercise of a
statutory option as subject to income tax
withholding and will not assess FICA tax
or FUTA tax upon the exercise of a statu-
tory option.

This Part III.B applies to an exercise of a
statutory option and the disposition of stock
acquired by an individual pursuant to the
exercise of a statutory option, if the exercise
occurs on or after publication of this notice
and before January 1, 2003.  However,
employers may, at their option, choose to
apply this Part III.B with respect to any
exercise of statutory options, or dispositions
of stock acquired by individuals pursuant to
any exercise of statutory options, that
occurred before the publication of this
notice.  Thus, with respect to exercises of
statutory options covered by this Part III.B,
the Service will not require payment of
FICA tax or FUTA tax, will not assert
penalties or interest, and will honor other-
wise allowable adjustments and claims for
refund of any FICA tax or FUTA tax paid.
Furthermore, with respect to dispositions of
stock acquired pursuant to the exercise of
statutory options covered by this Part III.B,
the Service will not require income tax
withholding and will not assert penalties or
interest. This Part III.B does not relieve
individual taxpayers of the obligation to
include any compensation in income upon a
disposition of stock acquired pursuant to
the exercise of a statutory option, and does
not relieve employers of any of their report-
ing obligations.

IV.  Request for Comments on
Anticipated Administrative Guidance      

A.  Anticipated Guidance 

Treasury and the Service anticipate
issuing administrative guidance that will
clarify current law with respect to FICA
tax, FUTA tax, and income tax withhold-
ing on statutory options.  It is anticipated
that the administrative guidance would
reflect the view that the statute defines
“wages” for FICA tax and FUTA tax pur-
poses broadly, without any statutory
exclusion for exercises of statutory
options.  With respect to the disposition of
stock acquired pursuant to such an exer-
cise, however, it is the view of Treasury
and the Service that there may be authori-
ty for future administrative guidance to

treat amounts realized upon such disposi-
tion of stock as not being subject to
income tax withholding.  

Comments are requested regarding the
anticipated administrative guidance.  In
particular, comments are requested on
whether it is appropriate, in light of the
issues of administrative feasibility associ-
ated with a requirement of income tax
withholding upon disposition of stock
acquired pursuant to the exercise of a
statutory option (when the optionee may
no longer be employed by the grantor), to
treat amounts realized upon the disposi-
tion as not being subject to income tax
withholding. All comments will be avail-
able for public inspection and copying. 

B.  Prospective Effective Date

It is anticipated that the administrative
guidance described in this Part IV will be
effective only prospectively.  However, it
is anticipated that employers will be per-
mitted to apply the guidance to exercises
of statutory options that occurred on an
earlier date and to a disposition of stock
acquired pursuant to such exercises.  

V.  Effect on Other Documents

This notice constitutes the result of the
reconsideration of Rev. Rul. 71-52,
referred to in Notice 87-49.  This notice
concludes that the holding and principles
of Rev. Rul. 71-52 do not apply to the
exercise of ISOs described in section
422(b) or options granted under an ESPP
described in section 423(b), or to the dis-
position of stock acquired pursuant to the
exercise of such statutory options and,
thus, Rev. Rul. 71-52 is determined to be
obsolete.  Notice 87-49 is modified to the
extent it is inconsistent with this notice.

VI.  Submission of Comments

Comments must be submitted by May
7, 2001.  Comments should reference
Notice 2001-14, and be addressed to:

Associate Chief Counsel
(Tax Exempt and Government Entities)
CC:TEGE
ATTN: Employment Taxes and
Statutory Options
Room 5214
Internal Revenue Service
1111 Constitution Ave., N.W.
Washington, D.C. 20224
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VII.  Drafting Information

The principal author of this notice is
Stephen Tackney of the Office of Associate
Chief Counsel (Tax Exempt and
Government Entities).  For further informa-
tion regarding this notice contact Stephen
Tackney at (202) 622-6040 (not a toll-free
call).
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