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An employee stock purchase plan (ESPP) is a company-run program that allows certain
employees to purchase shares of their employer’s stock, often at a discounted price. It's a
benefit designed to encourage employees to become shareholders and share in the company’s
success they contributed toward.

Employees choose whether to participate in the plan and how much of their paycheck they
want to contribute (subject to certain limitations). That amount is deducted from their paycheck
over a set period, called the offering period. At the end of the offering period, the accumulated
funds are used to buy company stock at a discount of up to 15% off the market price. Some
plans even use a lookback provision, under which the discount is applied to the stock price at
the beginning or end of the offering period—whichever is lower. Once purchased, the shares
belong to the employee. They can hold, sell, or transfer their shares, depending on the plan
rules.

Generally, employees are taxed on any stock purchased through an ESPP in the year in which
the stock is sold. Sales are treated as either qualifying or disqualifying dispositions, depending
on how long the stock was held, and are taxed as follows:

Qualifying dispositions

If shares are held for at least one year from the date of purchase and two years from the
offering/grant date (the date on which the employer allows ESPP payroll contributions to start),
the sale is considered a qualifying disposition and taxed as follows:

« Ordinary income, at the lessor of one of the following:
a) the discount offered on the stock’s grant date (discount percent multiplied by the grant
date fair market value)
b) the actual gain (sale price - purchase price)

» Long-term capital gains for additional gains
Disqualifying dispositions

If shares are sold before the qualifying disposition holding period requirements are met, the sale
is considered a disqualifying disposition and taxed as follows:

« The discount based on the stock’s value at purchase is taxed as ordinary income.



e The difference between the sale price and the stock’s value at purchase is treated as
capital gains/losses.

Given the potential double benefit of discounted shares and preferential tax treatment, ESPPs
can be a considerable benefit for eligible employees.

Allspring Global Investments does not provide accounting, legal, or tax advice or investment
recommendations. Any tax or legal information on this page is merely a summary of our
understanding and interpretations of some of the current income tax regulations and is not
exhaustive. Investors should consult their tax advisor or legal counsel for advice and
information concerning their particular situation.

This material is provided for informational purposes only and is intended for retail distribution in
the United States.
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This content and the information within do not constitute an offer or solicitation in any
jurisdiction where or to any person to whom it would be unauthorized or unlawful to do so. It
should not be considered investment advice, an investment recommendation, or investment
research in any jurisdiction.

INVESTMENT RISKS: All investments contain risk. Your capital may be at risk. The value, price,
or income of investments or financial instruments can fall as well as rise and is not
guaranteed. You may not get back the amount originally invested. Past performance is not a
guarantee or reliable indicator of future results. Returns may increase or decrease as a result
of currency fluctuations.
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