The Xxxxxx Employee Share Purchase Plan

(ESPP)

and

The Xxxxxx Share Match Plan (SMP)

Questions

and

Answers

The Xxxxxx Employee Share Purchase Plan (ESPP)

What is the Xxxxxx Employee Share Purchase Plan? 

The Plan provides eligible employees with the opportunity to acquire shares (American Depositary Shares – ADSs) in Xxxxxx at a price lower than the market price of the shares, through convenient bi-weekly payroll deductions.  These deductions are used by the Plan at the end of the year to purchase ADSs on behalf of employees.

What are the advantages of buying shares through the ESPP?

The Plan is your opportunity to become a shareholder in Xxxxxx at a significant discount.  You are getting the benefit of at least a XX% discount on the shares, and you become eligible for share grants under the Xxxxxx Share Match Plan (SMP).  By participating in the ESPP you share in the success of the Company. 

What happens if I change my mind and want to stop or withdraw my money before the end of the first Plan Year?

You have the right to stop paying contributions and withdraw your money from the Plan at any point.  Your contributions will be refunded to you through the payroll.  However, you will lose the right to purchase shares through the Plan at the end of that year.

How and when are my shares bought? 

Shares will be bought for you at the end of the Plan Year using the contributions you have made during the year.  These shares are the American Depositary Shares (ADSs) of Xxxxxx quoted under symbol SRA on the New York Stock Exchange (NYSE).

How is the price of the shares decided?

The share price used to allocate the shares is the lower of:

a. the average price in the 10 business days prior to January 1 of the Plan year, or

b. the average price in the 10 business days prior to December 31 of the Plan year

Once the lower price has been determined, a XX% discount is applied.

Example if the price increases  

	Average share price in 10 business days prior to January 1 
	$24

	Average share price in 10 business days prior to December 31
	$27 

	Lower of the two prices is
	$24

	So the discount is given on 24$ :
	$24 x 85% = $20.40

	The purchase price for your shares is 
	$20.40 each


Once purchased, you can sell the shares immediately or keep them for at least a year to become eligible for favorable tax treatment and to participate in the SMP. 

Example if the price decreases

	Average share price in 10 business days prior to January 1 
	$24

	Average share price in 10 business days prior to December 31
	$21.60

	Lower of the two prices is
	$21.60

	So the discount is given on $21.60
	$21.60 x 85% = $18.36

	The purchase price for your shares i
	$18.36 each


Once purchased you can sell the shares immediately or keep them for at least a year to become eligible for favorable tax treatment and to participate in the SMP.
What happens to dividends?

During the time that shares are held on your behalf, any dividends paid by Xxxxxx on these shares will be reinvested to purchase additional shares. 


Eligibility for the ESPP
Who is eligible to join the ESPP?

All employees who are employed as of January 1 of the plan year and who are regularly scheduled to work at least 20 hours per week are eligible to participate in the ESPP.

If I don’t join the ESPP this time, will I be given a future opportunity?

Normally there is one opportunity per year to join the Plan, which becomes effective on January 1st of that Plan year.  In subsequent years there will be an annual opportunity to join the Plan with effect on January 1st.

Can employees on a medical leave of absence or other approved leave 
participate?
Employees who are on a medical leave of absence or another approved leave will normally be allowed to enroll in the Plan and make Plan contributions from their salary.

Contributions to the ESPP

How much can I contribute each year?


You may save between 1% and XX% of your gross base salary in effect on January 1, 2001, up to an annual maximum of $21,250.  The amount you select will be withheld on an after-tax basis from each paycheck.

What happens to my contributions throughout the year?


Your contributions will be held by the Company until the end of the year, when they will be used to purchase shares.

Xxxxxx pays for purchase-related transaction costs and all administrative expenses of the Plan; the full amount of your deductions will be used to purchase Xxxxxx shares.

Can I change the rate at which I contribute during the year?

You cannot change the rate at which you contribute during the plan year.  However, you may change your contribution rate effective for the next plan year by filling out a new Enrollment Form in which you may raise or lower your contribution percentage.

If I sign up for the ESPP, what happens if I elect to stop making contributions part way through the year?

You will receive a full refund of the contributions you have made up to that time via the payroll.  You will not be eligible to participate in the plan for the remainder of the year.

Can I contribute a lump sum to the Plan using savings I have already set side? May I use my annual bonus to purchase shares?

You can only contribute to the Plan through deductions from your salary at an amount you have elected at the beginning of the Plan Year. 

Taxation under the ESPP

The tax information provided here is intended to be general in nature.  Individual circumstances may vary.  You should consult your personal tax advisor for specific advice related to your situation. 
Definitions for terms used in these questions and answers:

Fair Market Value (FMV)– the market price for the share

Offering period – the period of time during which you contribute under the ESPP in the Plan year prior to purchasing shares – here it is January 1st through December 31st.

Plan year – January 1st through December 31st

Date of grant – the first day of the Plan year - January 1st 

Option price  – the price at which you actually purchase your shares (here, the lower of the average price 10 business days prior to January 1st or the average price 10 business days prior to December 31st of the Plan year, less the XX% disount.
Tax basis in the shares – the acquisition cost assigned to the share for tax purposes.  Normally, for shares acquired through purchase, the basis is cost actually paid for the share.  However, if the holding period is met for shares acquired through the ESPP, a favorable tax basis is establishes (described below)

How are my contributions taxed?

Your contributions are deducted on an after-tax basis so they are fully taxed prior to accumulating in the Plan account.  They are not subject to any further taxation.

Will I have to pay employment taxes (Social Security – OASDI and Medicare) at the time I purchase shares?


Yes, employment taxes are due at the time the shares are purchased through the ESPP.  The tax is based upon the difference between the FMV at the date of grant and the purchase price:

Calculating income which will be subject to FICA and Medicaid taxes:

FMV of the shares you purchase

minus

the lower the lower of:

the average price in the 10 business days prior to January 1 of the Plan year, or

the average price in the 10 business days prior to December 31 of the Plan

discounted by XX%.

Suppose I have difficulty paying the employment taxes when the shares are purchased?


Because you are limited in the number of shares you may purchase under the Plan, you are not likely to have a large employment tax liability.  To the extent that your regular pay is not sufficient to cover the additional employment tax liability, you may need to make a payment to the company.  

Will I have to pay income tax on any of the benefits I receive as a participant in the ESPP?

Yes, you will be liable for income tax on the benefits you receive in connection with the ESPP.  Exactly how you are taxed (ordinary income, short-term capital gains, or long-term capital gains) depends on how long you hold the shares after you have purchased them.  There are two types of sales: qualifying dispositions and disqualifying dispositions.

Qualifying disposition

A qualifying disposition occurs if you sell your shares after you have them for two years following the date of grant (the first day of the Plan year) and for one year following the date of purchase (the last day of the Plan year).  If you have a qualifying disposition, you will be liable for a maximum income tax liability at ordinary rates on the difference between the FMV at the date of grant and the price you actually paid for the shares. However, if the FMV of the shares when you sell them is less than the FMV at the date of grant, you are taxed only at ordinary income rates on the difference between the FMV at the date you sell and the price you actually paid for the shares. 

Your basis in the shares is increased by the amount of ordinary income you recognized. Thus, if you sell the shares after satisfying the holding period requirements, the difference between the FMV at the date you sell and your new basis in the shares (the option price plus the ordinary income) is taxed as long-term capital gain.  

Disqualifying disposition

If you do not meet the holding period requirements described above, you will be liable for ordinary income tax on the difference between the FMV of the shares on the date of purchase and the amount you actually paid for the shares.

Examples

Following are some examples that illustrate the above rules.  Each example assumes the following:

· The ESPP satisfies the requirements of IRC section 423.

· The offering period starts on January 1, 2001, and ends on December 31, 2001.  

· The purchase price of the stock is the lesser of 

1. 85% of the average share price in 10 business days prior to January 1

2. 85% of the average share price in 10 business days prior to December 31

· The FMV of the stock at the beginning of the period is $24 and the fair market value at the end of the period is $30. 

· Thus, the purchase price of the share on December 31, 2001 is $20.40.

Example 1:
Qualifying Disposition: Employee sells shares on March 31, 2004 for $40.

· The employee has met the holding period since he/she held the stock for two years from the date of grant and one year from the date he/she acquired the stock.

· The employee has a $19.60 gain on the sale of the share.

· The employee recognizes ordinary income of $3.60, which is the difference between the FMV on the date of grant ($24) and the option price ($20.40).

· The employee’s basis in the share becomes $24.

· The employee recognizes long-term capital gain of $16 on the difference between the FMV on the date of sale ($40) and the employee’s basis in the share ($24).

Example 2:
Disqualifying Disposition: Employee sells shares on March 31, 2002 for $40.

· The employee has not met the holding period since he/she has not held the stock for two years from the date of grant and one year from the date he/she acquired the stock. – DISQUALIFYING DISPOSITION

· The employee has a $19.60 gain on the sale of the share.

· The employee recognizes ordinary income of $9.60, which is the difference between the FMV on the date of purchase ($30) and the option price ($20.40).

· The employee’s basis in the share is $30

· The employee recognizes short-term capital gain of $10 on the difference between the fair market value on the date of sale ($40) and the basis in the share ($30).

· The employer must report the $9.60 as ordinary income on the employee’s W-2 in the year that he/she sold the stock.

· The employee must report the $10 capital gains on their personal income tax filing for that year.

Example 3:
Qualifying Disposition: Employee sells shares on March 31, 2004 for $23.

· The employee has met the holding period since he/she held the stock for two years from the date of grant and one year from the date he/she acquired the stock.

· The employee has a $2.60 gain on the sale of the share. 

· The employee recognizes ordinary income of $2.60, which is the difference between the FMV on the date of sale ($23) and the option price ($20.40).

Example 4:
Qualifying Disposition: Employee sells shares on March 31, 2004 for $15.

· The employee has met the holding period since he/she held the stock for two years from the date of grant and one year from the date he/she acquired the stock.

· The employee has a $5.40 loss on the sale of the share. 

· The employee recognizes long-term capital loss of $5.40, which is the difference between the FMV on the date of sale ($15) and the option price ($20.40).

What will be the rate of tax?

Your rate of income tax will be based on your individual circumstances and income levels and is also dependent on whether the income is treated as ordinary income, short-term capital gain, or long-term capital gain.

When do I pay income tax?

We believe that no income tax is due until you dispose of the shares. The tax is due at the time you file your federal income tax return for the year of sale

The Xxxxxx Share Match Plan (SMP)

What is the Xxxxxx Supplemental Share Match Plan (SMP)?

The SMP applies only if you complete one year of service with Xxxxxx after you have purchased shares through the ESPP and you have retained any portion of those shares for one year.  Through the SMP, you can receive free shares in an amount determined annually by the Xxxxxx Board.  For the first Plan year, the Board has decided to provide a share match grant of 1 share for every xx shares that you have purchased and held through the end of the second Plan year (12/31/2002).  The share match for future years will be decided by the Board from time to time.

How do I become eligible for this Plan?

If you hold your shares in the ESPP for one year from purchase and you are an 

employee of Xxxxxx on December 31, 2002, you will become eligible to participate in the Plan.

How many shares will I receive? 

Each year the Board of Xxxxxx will determine how many shares will be granted.  For the 2001 Plan year, there will be a 1 for 3 share match.

You will only receive matching shares on the shares you have purchased at the start of the year.  This match will only occur once; matching shares are not “matched” again. 

What is the tax treatment for shares received through the SMP?

The fair market value of the shares granted under the SMP is considered compensation and is subject to ordinary income tax withholding, including FICA and Medicaid.  At the time of grant, you will receive a payroll notification showing the value of the shares received (value equals the fair market price on the day your shares are granted) and the amount of taxes you owe.  You will be given the choice of writing a check to cover the taxes due, having the taxes withheld from a subsequent paycheck (or several subsequent paychecks), or selling some shares to fund the tax payment.
Being a shareholder

What are my rights as a shareholder?

As a member of the ESPP, you become a shareholder after you have purchased shares.  At that point, you have the same rights as any shareholder.

Do I have the right to vote my shares?

As a regular shareholder, you will be entitled to vote your shares.

What information can I expect as a shareholder?

As a regular shareholder, you will receive any materials normally provided to shareholders, including the Annual Report.

How will I know how many shares I have?

The Plan Custodian will issue you with statements of your account on a quarterly basis. These statements will show details of shares purchased and sold, and of dividends received during the previous Plan Year, together with a summary of your total shareholding.  You will also have 24-hour Web and voice response system access to your account.

Can Xxxxxx take my shares away from me for any reason?

No. The Plan Custodian will hold your shares for you and only you can give instructions relating to them.

Sale of shares 

I have never bought or sold shares before – will Xxxxxx help?

Your shares will be held by the Plan Custodian and you may sell shares at any time once you have acquired them.  The Plan Custodian will supply you with all the necessary documentation and forms to complete the sale.

When can I sell my shares?

Once you have purchased your shares you may sell them or transfer them to a bank or broker immediately.  Xxxxxx will pay the costs associated with one sale transaction per year.  You must pay the costs for any subsequent sales in that year.  The fee for such a subsequent sale is $10 plus .$.05 per share.

Why should I hold onto my shares?

Holding your shares offers a number of advantages.  First, by holding your shares you begin the one-year holding period required to receive favorable tax treatment on your shares.  In addition, you also begin the one-year holding period required for eligibility for the SMP.  Finally, by remaining a shareholder you participate in the ownership and long-term success of the company.

Who pays the commission and expenses for buying and selling the shares?

Xxxxxx pays all the administrative expenses of the Plan, and the full amount you have saved will be used to buy Xxxxxx shares. Xxxxxx also pays the commission on the purchase of shares and for one sale of shares per Plan Year. You must bear this cost in subsequent sales in the same year. 

General

How will the ESPP and the SMP affect my pay? 

Participation in the plans is totally unrelated to any bonus or to any other element of your compensation.

Will the plans continue after this year?

At present it is intended that the plans will be offered every year.  However, Xxxxxx reserves the right to change, amend or discontinue the plans with appropriate notice at any time at its discretion.

What happens if I am no longer employed by Xxxxxx?

If you terminate employment with Xxxxxx and you hold shares in the ESPP or in the SMP you will be given 90 days to either sell or transfer the shares to a bank or broker.  (Transferring the shares may allow you to continue the holding period required for favorable tax treatment.)  If you terminate employment while you are contributing to the Plan but before shares are bought you will be refunded all your contributions through payroll.

What happens if I die?

If you die while contributing to the Plan your estate may elect to receive a refund of your contributions immediately or your accumulated contributions may be held until the end of the Plan year to enable your beneficiaries to receive the benefit of the share purchase discount.  Your estate will then have 90 days to either sell or transfer your shares to a bank or broker.  (Transferring the shares may allow your estate to continue the holding period required for favorable tax treatment.)  With respect to any shares already purchased through the Plan, the Plan Custodian will write to your estate advising of the 90 day period to either sell or transfer shares to a bank or broker.

What happens if I retire as a participant in the plans?

If you retire during while participating in the ESPP or the SMP you can either elect to take a refund of your contributions for the year or you can leave your contributions with the Company for the remainder of the year.  If you decide to leave your contributions with the Company, the Plan Administrator will use them to buy shares at the end of the year at a discount, as for other employees. Following the share purchase the Plan Administrator will let you know in writing and you then have 90 days to either sell or transfer your shares to a bank or broker. (Transferring the shares may allow you to continue the holding period required for favorable tax treatment.)  With respect to any shares already purchased through the Plan, the Plan Custodian will write to you letting you know that you have 90 days to either sell or transfer your shares to your bank or broker.

You will not be eligible to receive matching shares under the SMP for the year during which you retire.

Who pays for the plans?

Xxxxxx pays the account maintenance costs of the ESPP and the SMP.  The company also funds the discount and pays the transaction costs associated with all share purchases.
Can shares be held jointly? Can I buy shares in my partner’s name?

Shares within the plans may only be purchased in the employee's name.  As long as the shares are held in the plans they must be held in the employee’s name. 

How many companies run similar schemes?

The plans have been designed specifically for Xxxxxx.  However, in the US, stock purchase plans are widely available.  

What happens if Xxxxxx is taken over by another company?

If Xxxxxx is taken over by another company participants who are shareholders will have the right to give instructions in relation to their shares in the same way as other shareholders.  If Xxxxxx is taken over while you are saving, you will have the right to use your accumulated savings to the date of the takeover to purchase discounted shares.

How will I know how Xxxxxx is doing?

You can track the Xxxxxx share price in the newspapers such as the Wall Street Journal (NYSE: SRA).  You can also check the share price on the Xxxxxx Internet site (www.Xxxxxx.com).

What if the share price goes down during the offering year?

If the price goes down during the year when you are making contributions you will be able to purchase shares more cheaply.  However, the maximum number of shares that you can purchase will be 150% of the number that you could have purchased at the higher price at the start of the offering, with the XX% discount.  Any of your contributions in excess of the amount required because of the 150% limit will be returned to you via payroll.

What if the share price goes down after shares have been purchased for me?

Stock prices do fluctuate daily – it is possible that the price may fall.  No investment in the stock exchange is entirely risk free but with a discount of XX% on the lower of two prices and the provision of the SMP, Xxxxxx employees are cushioned against the effects of possible share price falls.

Do insider-trading regulations apply when I sell my shares?

Generally, unless you are an officer or director or are in possession of unpublished price-sensitive information, insider-trading regulations are not applicable; however, for a fuller discussion of this matter you should consult Xxxxxx’s Insider Trading Policy (available through the Legal Department). 

Where will employees send their Enrollment Form?

You should return your Enrollment Form to Human Resources.

How will I know my Enrollment Form has been received?

You will receive an acknowledgement from Human Resources once your form has been received.


Custodian of the plans – xxxx Bank 

What is the role of the Plan Custodian?

The Plan Custodian is an agent who is responsible for keeping records of your plan account and administering all matters relating to your shares after their purchase.  The custodian maintains a database of all participants, record-keeps each participant’s ADS allocation, distributes all shareholder communications (e.g., annual reports) to participants, acts on instruction of the participant to sell or transfer shares, and issues reports to each participant on his/her account transactions and shareholdings.  The xxxxx  Bank has been selected as the custodian for the ESPP and the SMP.  
How do I access my account?

You will receive a communication from the Bank of New York after the initial crediting of shares to your account.  You will be able to access your account via a voice response system (IVR) using a toll-free number and via the Bank’s Web site.  Your account will be updated daily.  In addition, you will have the ability to speak with a customer service representative who can answer questions or initiate a transaction request.
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