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Form Summary 
Use this form as an explanatory memorandum outlining the mechanics of a rollover of outstanding equity awards 
held by your employees in connection with a corporate transaction. This form contains drafting notes and 
alternate clauses.

This form assumes that (1) the parties have agreed to rollover all vested and unvested awards, (2) the rollover is 
provided for in the purchase agreement and permissible under the terms of the applicable equity plan documents, 
and (3) the consideration paid to equity holders is not subject to an escrow arrangement. 

For a memorandum outlining the mechanics of a cash-out of equity awards in a corporate transaction, see 
Employee Memorandum: Explanation of Equity Award Cash-out in Corporate Transaction. For information on the 
treatment of equity awards in a corporate transaction, see Equity Award Treatment in Corporate Transactions. For 
information on equity awards generally, see Equity Compensation Types and Tax Treatment.

https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=74335f7f-1df6-4326-ad42-69d8853b3bdb&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PDX-TPC1-JBDT-B271-00000-00&pddocid=urn%3AcontentItem%3A5PDX-TPC1-JBDT-B271-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=729298b6-bcd5-4824-96fc-8276740e154e
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=2933ae42-cf73-45bb-b27d-d6f24fffc097&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pddocid=urn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=b3cd0c37-0f82-4689-af46-2ed0b036c481
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=2de60ea4-0eab-4800-9576-3e515a09dbef&pddocfullpath=%2Fshared%2Fdocument%2Fforms%2Furn%3AcontentItem%3A5T7D-RTF1-JXNB-642X-00000-00&pddocid=urn%3AcontentItem%3A5T7D-RTF1-JXNB-642X-00000-00&pdcontentcomponentid=231526&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=fd9006bb-b6f2-46db-aa5e-0fd8b7ad34cc
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CONFIDENTIAL 
ATTORNEY CLIENT-PRIVILEGE 
ATTORNEY WORK PRODUCT 

TO: [employee’s name] 

FROM: [attorney’s name, law firm name] 

DATE: [date] 

SUBJECT: Rollover of Equity Awards in Connection with Corporate Transaction

As you may know, [company name] (the “Company”) has entered into a Stock Purchase Agreement, dated 
as of [date] (the “Agreement”), with [purchaser name] (the “Purchaser”), pursuant to which the Purchaser is 
expected to acquire all of the outstanding shares of common stock of the Company (the “Company Stock”) on or 
about [date] (the “Closing Date”). In connection with this transaction (the “Proposed Transaction”), each equity 
award you hold under the [incentive plan(s) name(s)] (the “Incentive Plan(s)”) will convert into equity awards 
of the Purchaser and remain subject to terms and conditions identical or substantially similar to those terms 
and conditions provided under the Incentive Plan(s). The conversion will be based on a ratio (the “Exchange 
Ratio”) that equals the per share acquisition price paid by the Purchaser in the transaction (the “Per Share 
Consideration”) divided by the average closing price of a share of common stock of the Purchaser (“Purchaser 
Stock”) on the [name of stock exchange] for each of the [number] consecutive trading dates immediately before 
the Closing Date. If the Proposed Transaction is not consummated, your equity awards will continue to remain 
subject to the terms and conditions of the Incentive Plan(s) and the related award agreement(s).

Drafting Note to First Paragraph: This first paragraph describes a stock purchase agreement as the type of 
acquisition agreement the parties entered into that triggers a change in control. The first and second alternate 
first paragraph herein, describe a merger agreement and asset purchase agreement, respectively.

First Alternate First Paragraph: As you may know, [company name] (the “Company”) has entered into 
a Merger Agreement, dated as of [date] (the “Agreement”), with [purchaser name] (the “Purchaser”), and 
[name of merger subsidiary], a wholly owned subsidiary of the Purchaser (“Merger Sub”), pursuant to which 
Merger Sub will be merged with and into the Company on or about [date] (the “Closing Date”). In connection 
with this transaction (the “Proposed Transaction”), each equity award you hold under the [incentive plan(s) 
name(s)] (the “Incentive Plan(s)”) will convert into equity awards of the Purchaser and remain subject to 
terms and conditions identical or substantially similar to those terms and conditions provided under the 
Incentive Plan(s). The conversion will be based on a ratio (the “Exchange Ratio”) that equals the per share 
acquisition price paid by the Purchaser in the transaction (the “Per Share Consideration”) divided by the 
average closing price of a share of common stock of the Purchaser (“Purchaser Stock”) on the [name of 
stock exchange] for each of the [number] consecutive trading dates immediately before the Closing Date. If 
the Proposed Transaction is not consummated, your equity awards will continue to remain subject to the terms 
and conditions of the Incentive Plan(s) and the related award agreement(s).
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Second Alternate First Paragraph: As you may know, [company name] (the “Company”) has entered into an 
Asset Purchase Agreement, dated as of [date] (the “Agreement”), with [purchaser name] (the “Purchaser”), 
pursuant to which the Purchaser is expected to acquire [all of OR a portion of] the Company’s assets on or 
about [date] (the “Closing Date”). In connection with this transaction (the “Proposed Transaction”), each 
equity award you hold under the [incentive plan(s) name(s)] (the “Incentive Plan(s)”) will convert into equity 
awards of the Purchaser and remain subject to terms and conditions identical or substantially similar to 
those terms and conditions provided under the Incentive Plan(s). The conversion will be based on a ratio 
(the “Exchange Ratio”) that equals the per share acquisition price paid by the Purchaser in the transaction 
(the “Per Share Consideration”) divided by the average closing price of a share of common stock of the 
Purchaser (“Purchaser Stock”) on the [name of stock exchange] for each of the [number] consecutive trading 
dates immediately before the Closing Date. If the Proposed Transaction is not consummated, your equity 
awards will continue to remain subject to the terms and conditions of the Incentive Plan(s) and the related 
award agreement(s). 

As set out in Exhibit A to this letter, as of [date], you hold [number] outstanding stock options (the “Options”) 
to purchase shares of Company Stock, [number] stock appreciation rights representing the right to receive a 
payment in cash or shares of Company Stock (the “SARs”), [number] awards of restricted Company Stock 
subject to future vesting conditions (the “Restricted Stock Awards”), and [number] restricted stock unit awards 
subject to vesting conditions (the “RSU Awards”). The number of equity awards you will be expected to receive in 
connection with the Proposed Transaction is also set forth in Exhibit A.

A. Treatment of Option Awards

As of the Closing Date, each of your then outstanding Options, whether vested or unvested, will be 
assumed by the Purchaser and will convert into an option (each, a “Purchaser Option”) to purchase the 
number of shares of Purchaser Stock equal to the number of shares of Company Stock underlying the 
Option immediately prior to the Closing Date multiplied by the Exchange Ratio and rounded down to the 
nearest whole number of shares. The per share exercise price of each Purchaser Option will be equal to 
the per share exercise price of the applicable Option immediately before the Closing Date divided by the 
Exchange Ratio and rounded up to the nearest whole cent.
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Drafting Note to Section A: In a rollover, the company will adjust the exercise price and number of shares 
underlying an executive’s existing options to a new exercise price and number of shares of the buyer based 
on a ratio that maintains the same economics from immediately prior to the corporate transaction. Most 
commonly, assuming the purchaser is a public company, the parties will use the average of the closing price 
of the purchaser’s common stock on a series of consecutive days before the closing date of the transaction. 

Note that if the options that will be converted were initially intended to qualify as incentive stock options 
(ISOs) and the parties desire to preserve the qualified status of the ISOs, the conversion of the ISOs must 
be done in compliance with I.R.C. § 424. If the terms of an ISO are modified, extended, or renewed, such 
modification, renewal, or extension is treated as the grant of a new option. I.R.C. § 424(h)(1). Modification 
generally means any change in the terms of an option which gives the grantee additional benefits under the 
option. I.R.C. § 424(h)(3). Exceptions to this definition include a change in the terms of an option attributable 
to a substitution or an assumption. I.R.C. § 424(h)(3)(A). Eligible corporations may, by reason of a corporation 
transaction, substitute a new ISO for an outstanding ISO or assume an old ISO without the substitution or 
assumption being considered a modification of the old ISO. 26 C.F.R. § 1.424-1(a)(1). For more information on 
ISOs in a transaction, see Equity Award Treatment in Corporate Transactions. For more information on ISOs 
and nonqualified stock options generally, see Equity Compensation Types and Tax Treatment. 

Any adjustments to rolled-over nonqualified stock options should be structured to comply with the adjustment 
rules under I.R.C. § 409A, which are generally based on the adjustment rules for ISOs. See 26 C.F.R. § 
1.409A-1(b)(5)(ii). Any changes that would result in a modification under Section 409A (where the terms of the 
award are changed in such a way as to provide a direct or indirect reduction in the purchase price) should also 
be avoided.  For more information on Section 409A, see Section 409A Fundamentals. 

Make sure that the relevant plan and award agreements permit the cancellation of underwater options for 
no consideration. If not, an option holder may have a claim against the company for cancelling the options 
without his or her consent. This is true despite the fact that the options are underwater since a court may 
determine that the possibility of their regaining in-the-money status, however unlikely, is still worth something. 
The company may seek to obtain written consents from the company’s equity holders. However, such a 
process can be extremely difficult and time consuming, especially where there are a large number of equity 
holders.

B. Treatment of Stock Appreciation Right Awards

As of the Closing Date, each of your outstanding SARs, whether vested or unvested, will be assumed 
by the Purchaser and converted into a stock appreciation right (each, a “Purchaser SAR”) with respect 
to the number of shares of Purchaser Stock equal to the number of shares of Company Stock that were 
underlying your SAR immediately before the Closing Date multiplied by the Exchange Ratio and rounded 
down to the nearest whole number of shares. The per share exercise price for each Purchaser SAR 
will be equal to the per share exercise price of the underlying SAR immediately before the Closing Date 
divided by the Exchange Ratio and rounded up to the nearest whole cent.

https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=e908d40d-ca23-4d50-a2de-cdb9ac9c32fe&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PDX-TPC1-JBDT-B271-00000-00&pddocid=urn%3AcontentItem%3A5PDX-TPC1-JBDT-B271-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=99765675-e0ed-4de1-af2c-3629176532e7
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=888b0734-97ee-4434-93cf-31531af411ae&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pddocid=urn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=7ca2c626-6f26-4802-9df8-212bbb27ee52
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=2342b82c-c383-4d6b-b1d7-856bcb535331&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PC6-JBC1-JW09-M1DW-00000-00&pddocid=urn%3AcontentItem%3A5PC6-JBC1-JW09-M1DW-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=7bb93edc-adfb-493a-acf9-ccc6810ec898
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Drafting Note to Section B: A SAR gives the holder the right to receive the excess of the fair market value 
of the underlying share of stock over the exercise price of the SAR. Conceptually, SARs are very similar to 
options, except that no actual purchase of shares occurs in the exercise of a SAR and the company may 
pay out the value of a SAR in cash as well as stock. However, the value gained by the holder of a SAR 
upon exercise is the same value that the holder gains when exercising an option—the spread. As with stock 
options, make sure that the relevant plan and award agreements permit the cancellation of underwater SARs 
for no consideration. As noted above with respect to options, any adjustments to rolled-over SAR should also 
be structured to comply with the adjustment rules under Section 409A, and any changes that would result 
in a modification under Section 409A should also be avoided.  For more information on SARs, see Equity 
Compensation Types and Tax Treatment. 

C. Treatment of Restricted Stock Awards

As of the Closing Date, each Restricted Stock Award shall be converted into an award of restricted stock 
covering the number of shares of Purchaser Stock equal to the number of shares of Company Stock 
underlying your Restricted Stock Award multiplied by the Exchange Ratio.

Drafting Note to Section C: Shares of restricted stock are actual shares of the company’s common stock that 
carry restrictions on transfer and sale that lapse (usually, but not necessarily, in installments) over a specified 
vesting period or upon the achievement of specified vesting conditions. 

Restricted stock is generally not taxed on grant. Instead, the holder will recognize taxable income if and 
when the shares no longer face a substantial risk of forfeiture (i.e., on vesting). In a rollover, the converted 
restricted stock will continue to remain subject to a substantial risk of forfeiture and the holder will therefore 
not recognize taxable income upon conversion. However, an award holder may elect to recognize taxable 
income in the year of grant in an amount equal to the fair market value of the shares at the time of grant, by 
filing an election under I.R.C. § 83(b) (a Section 83(b) Election) with the Internal Revenue Service and the 
company within thirty days of the grant date. If the holder properly and timely files this election, the holder 
will immediately recognize income equal to the difference, if any, between the fair market value of the shares 
upon grant and the price paid for the shares. Making a Section 83(b) Election benefits the award holder in that 
the subsequent vesting of the stock will not result in a taxable event, because the holder has already paid the 
required tax. Further, if the holder later sells the vested shares in a taxable transaction, any appreciation in 
the value of the shares since the grant date will be taxed at capital gains rates, rather than the typically higher 
rates applicable to ordinary income. Since restricted stock is considered “property” subject to I.R.C. § 83, the 
requirements of I.R.C. § 409A do not apply.

For more information on restricted stock, see Equity Compensation Types and Tax Treatment. For a sample 
Section 83(b) election form, see Section 83(b) Election Form (Restricted Stock).

https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=4bd0bcd3-4264-4108-97b3-78e5c09c6d36&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pddocid=urn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=5766d3bd-f1b5-4804-87ca-6b10881ac564
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=4bd0bcd3-4264-4108-97b3-78e5c09c6d36&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pddocid=urn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=5766d3bd-f1b5-4804-87ca-6b10881ac564
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=63ac2348-8549-406e-a9f8-c78ff232e841&pddocfullpath=%2Fshared%2Fdocument%2Fanalytical-materials%2Furn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pddocid=urn%3AcontentItem%3A5PC6-JBC1-JW09-M1CW-00000-00&pdcontentcomponentid=231516&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=a0ad853b-81d4-4d88-84bb-0e53e948a98f
https://advance.lexis.com/open/document/lpadocument/?pdmfid=1000522&crid=d497880b-f9f4-4564-b098-4ee468f744a5&pddocfullpath=%2Fshared%2Fdocument%2Fforms%2Furn%3AcontentItem%3A5PG0-52P1-F7G6-60WH-00000-00&pddocid=urn%3AcontentItem%3A5PG0-52P1-F7G6-60WH-00000-00&pdcontentcomponentid=231526&pdteaserkey=sr0&pditab=allpods&ecomp=k8_g&earg=sr0&prid=5dfdbef4-946f-4964-bafe-e68446571330
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D. Treatment of Restricted Stock Unit Awards

As of the Closing Date, each outstanding RSU Award, whether vested or unvested, shall be converted 
into a restricted stock award covering the number of shares of Purchaser Stock equal to the number of 
shares of Company Stock underlying your RSU Award multiplied by the Exchange Ratio.

Drafting Note to Section D: An RSU represents the right to receive an amount equivalent in value to a single 
share of stock (which can be paid in cash, actual shares, or a combination thereof) on a future date, subject to 
vesting over a specified time period or upon the achievement of specified performance conditions. Holders of 
RSUs are not treated as shareholders unless and until a share of stock is distributed in payment of a vested 
RSU (they will not be treated as shareholders at all if the RSU only pays out in cash). In a rollover, vesting 
conditions continue to apply so the holder will therefore not receive any distributions.

Like restricted stock, RSUs are generally not taxed on grant. Instead, the holder will recognize taxable income 
when he or she receives the cash or underlying shares upon settlement. In the case of stock-settled RSUs, 
any gain or loss realized upon the holder’s subsequent transfer of received shares will be treated as long-term 
or short-term capital gain or loss. The holder of an RSU cannot file a Section 83(b) election because I.R.C. § 
83 applies to “property” and an RSU is not considered property (because it is not actually a share).

This memorandum is for explanatory purposes only and does not create or modify any legally binding right 
with respect to your equity awards under the Incentive Plan(s); nor does it create a contract of employment or 
otherwise alter your at-will status with the Company.  

If you have any questions, please contact [name of contact person] at [contact details].
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EXHIBIT A: Outstanding Awards

The Purchaser is currently expected to pay a Per Share Consideration of $[number]. Based on that price, your 
equity awards will be converted as set forth below.

Nonqualified Stock Option Awards

Grant Date Vesting Date Original Number 
of Options 

Estimated Adj. 
Number of 
Options

Original Exercise 
Price

Estimated Adj. 
Exercise Price

Incentive Stock Option Awards

Grant Date Vesting Date Original Number 
of Options 

Estimated Adj. 
Number of 
Options

Original Exercise 
Price

Estimated Adj. 
Exercise Price

Stock Appreciation Right Awards

Grant Date Vesting Date Original Number 
of SARs 

Estimated Adj. 
Number of 
SARs

Original Exercise 
Price

Estimated Adj. 
Exercise Price

Restricted Stock Awards

Grant Date Vesting Date Original Number of Restricted 
Stock 

Estimated Adj. Number of 
Restricted Stock
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Restricted Stock Unit Awards

Grant Date Vesting Date Original Number of RSUs Estimated Adj. Number of 
RSUs
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