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As the saying goes, theres no such thing as a free lunch. This holds true for a popular employee incentive: restricted stock units (RSUs).While RSUs can be a boost to your portfolio (and your net worth), there are strings attached. First, you likely have to stay with your company for at least a few years to unrestrict all of shares. Second, you need to be
wary of taxes.In this article, well cover what RSUs are, how they work, when theyre taxed, and the steps you can take to minimize the tax consequences and make the most of your stock compensation.What Are Restricted Stock Units (RSUs)?RSUs are a common type of equity compensation through which an employer promises to give you shares of
company stock, assuming certain conditions are met (known as vesting requirements). They do this through a Grant, this grant document outlines all of the details of the vesting requirements. It is key to note, you have no ownership of the shares upon this grant, only upon vesting.Until they vest, RSUs hold no immediate financial value and cannot be
sold or transferred. Fortunately though, unlike stock options, RSUs dont require any upfront purchase you simply need to meet your vesting requirements to receive your shares.Vesting is the process of gradually earning ownership, often by staying with the company or meeting performance milestones. The vesting schedule for your RSUs will be
explicitly outlined in your grant documents, but you can expect one of the following methods:Cliff vesting: All shares vest at once, after a fixed vesting period (e.g., four years with the company).Graded vesting: Shares vest in increments such as 25% annually for four years.Hybrid vesting: This is a blend of cliff and graded vesting. For example, 25% of
your RSUs could vest after one year, while the remaining shares vest in equal, monthly lots over the subsequent three years.That said, if you work for a private company that intends to go public, your RSUs might require a double trigger to fully vest. In other words, you may have to meet a time-based requirement and wait for a liquidity event (such
as an IPO) to receive your shares.This could lead to a materially longer holding period. This double trigger is helpful to non-public company employees, as it delays a taxation event to a point where shares could be sold to pay for the tax burden of the vesting.Once vested, RSUs turn into actual shares that you own outright, but they also become
subject to tax considerations.How Restricted Stock Units Are Taxed at VestingRSUs are taxed as ordinary income when they vest. So, if your shares vest in four installments over four years, that means youll owe taxes on your RSUs each year.The taxable amount is based on the fair market value (FMV) of the stock on the vesting date. For instance, if
1,000 of your RSUs vest today, and the FMV is $30 per share, then $30,000 is added to your income for the year. For tax purposes, this is essentially like receiving a $30,000 bonus in cash, except its in company stock.Thats fairly straightforward, but theres another wrinkle to consider: the process to actually pay the tax!RSU Tax WithholdingRSUs are
a form of supplemental income. The IRS mandates a 22% withholding rate for supplemental income up to $1 million.There are several ways to manage this liability:Sell-to-Cover: This is the default method for handling taxes on vested RSUs. In this approach, your employer automatically sells a portion of the vested shares, usually assuming a 22%
withholding rate. For instance, if you have 100 shares vesting, your employer might sell 22 of these shares to cover your tax obligation. This typically covers federal, state, and payroll taxes.Withhold-to-Cover: Rather than selling shares, your employer could choose to retain shares and pay the exact tax liability with cash on hand. This can help avoid
overselling or underselling shares that can happen with Sell-to-Cover, as many brokerages dont allow fractional sales. For example, if you need to withhold $100 for taxes and the current share price is $90, then 2 shares may need to be sold.Same-Day Sale: Upon vesting, you could elect to sell all vested shares immediately. This method not only
covers the tax liability but also converts all your shares to cash, which could be particularly useful if you need the cash or are already overconcentrated in you employer stock.Cash Payment: If you believe in the companys long-term strategies and prefer to hold your vested shares, your employer may allow you to pay the withholding tax with cash. This
requires you to have sufficient liquidity on hand to cover the tax bill, which can be significant depending on the number of shares and their market value.Each of these strategies has its benefits and trade-offs, and the best choice depends on your financial situation, market conditions, investment strategy, and overall portfolio allocation.Its important
to note that the default withholding may not fully cover your tax obligation. You could owe more (potentially a lot more) beyond whats initially withheld. If you know this applies to you, consider setting aside funds or selling additional shares as they vest.How Restricted Stock Units Are Taxed at SaleOnce your RSUs have vested and you decide to sell
them, any profit you make from the sale is subject to capital gains tax. This tax rate depends on how long you've held the shares after they've vested.Short-term capital gains: If you sell your RSUs within a year of vesting, any profit is taxed at the same rate as your ordinary income.Long-term capital gains: If you hold your shares for more than one
year after they vest and then sell, your profit is taxed at the long-term capital gains rate, which is lower than the ordinary income tax rate for most taxpayers.To put this in context though, lets assume you have 1,000 RSUs that vested exactly 11 months ago; at that time, the stock price was $50 per share. If you sell those shares today for $70 each, the
profit of $20 per share ($20,000 in total) will be taxed as ordinary income. \If you wait another month + a day, your profit would be taxed at the long-term capital gains rate (0%, 15%, or 20% as of 2025).RSU Tax StrategyNeedless to say, the extra month in this particular situation could provide sizable tax savings, assuming the stock price holds
steady. However, volatility is an equally important factor single stocks are often prone to price fluctuations, so waiting could erase the tax benefits if the stock price declines.For most employees, selling RSUs as they vest and diversifying the proceeds into a broader portfolio offers the most secure and tax-efficient strategy because capital gains would
be negligible if sold immediately. However, if you believe in your companys growth and want skin in the game, we recommend limiting your exposure to no more than 10% of your portfolio.Key Factors to Consider When Managing RSUsRSUs dont have exercise prices or purchase requirements (like NSOs and ISOs), so they arent the most complicated
form of equity compensation. But they arent cookie-cutter either there can be unique conditions and considerations, especially if you work for a private company with public aspirations or unusual vesting scenarios.Lets review a few things to keep in mind as you explore your options.RSAs and 83(b) Elections: If you have Restricted Stock Awards
(RSAs), you might have the opportunity to elect for an 83(b) tax treatment. Making an 83(b) election allows you to pay taxes on the fair market value of the stock on the grant date, rather than at the time of vesting. This could reduce your tax liability substantially if the stock appreciates over time. This does NOT apply to RSUs however.Impact on Tax
Bracket: The value of RSUs as they vest can materially affect your taxable income, potentially pushing you into a higher tax bracket. This is something you should plan for when youre granted shares, so you dont stumble across tax surprises down the road.Vesting Triggers: If you work for a startup or a private company, your RSUs may be subject to
double-trigger vesting, which likely hinges on public offerings or other exit events. This can result in a large, unexpected tax event if your shares appreciate significantly in the process.Your Equity Compensation Has Tax Implications: A Strategy Can Helplf you're at a point in your career that you're receiving restricted stock or other forms of equity
compensation, it's very likely you could benefit from wealth management. Tax professionals and financial advisors well-versed in equity like the team at Plancorp can help you look ahead to incorporate, diversify, and maximize your earning potential. RSUs arent a free lunch, but they are a compelling incentive that can seriously boost your portfolio and
overall financial plan when properly managed. If you're looking to make informed decisions around your equity to maximize it's impact, professional guidance is key.Wed be happy to help build RSUs into your overall financial plan. Schedule some time with a member of our team to start making the most of your equity compensation. Employee
compensation is a major expenditure for most corporations. As a result, many companies find it easier to pay at least a portion of employee compensation in the form of stock. This type of compensation offers two main advantages: It reduces the amount of cash employers must distribute and serves as an incentive for employee productivity. There are
many types of stock compensation, each with its own set of rules and regulations. Executives who receive stock options face a special set of rules that restrict the circumstances under which they can exercise and sell those options. This article explores the nature of restricted stock and restricted stock units (RSUs) and how they are taxed. Restricted
stock is granted to executives, cannot be transferred, and may be subject to forfeiture under certain circumstances, such as termination or failure to meet corporate benchmarks.Restricted stock is available to employees under a graded vesting schedule that lasts for several years.RSUs represent a promise to grant stock once a vesting schedule is
completed. Unlike stock options, RSUs are given for free and have value only after vesting.Both restricted stock and RSUs are taxed only once the vesting schedule is completed. With restricted stock, the full amount of the vested stock is taxed as ordinary income in the vesting year. Restricted stock is a type of stock granted to an executive that is
nontransferable and subject to forfeiture under certain conditions, such as termination of employment or failure to meet corporate or personal performance benchmarks. Typically, restricted stock becomes available to the recipient under a graded vesting schedule that spans several years. While there are exceptions, most restricted stock grants are
made to executives who are considered to have "insider" knowledge of a corporation. As a results, these grants are subject to insider trading regulations under SEC Rule 144. Failure to adhere to these regulations can lead to forfeiture. Restricted stockholders have voting rights, just like any other type of shareholder. Restricted stock grants have
become more common in the mid-2000s when companies were required to expense stock option grants. RSUs resemble restricted stock options conceptually, but differ in some key respects. RSUs represent an unsecured promise by the employer to grant a set number of shares of stock to the employee once the vesting schedule is completed. Some
RSU plans offer the option of a cash payout instead of stock, but most plans require that the actual shares be issuedthough not until vesting and forfeiture conditions are met. RSUs differ from restricted stock in that shares cannot be delivered until vesting and forfeiture requirements are satisfied. In some cases, employees can decide when to receive
their RSUs, which may be useful for tax planning. Unlike restricted stockholders, RSU holders have no voting rights during the vesting period, as no shares have been issued yet. The rules of each plandetermine whether RSU holders receive dividend equivalents. Restricted stock and RSUs are taxed differently from other stock options, such as
statutory or non-statutory employee stock purchase plans (ESPPs). Those plans generally have tax consequences at the date of exercise or sale, whereas restricted stock usually becomes taxable upon the completion of the vesting schedule. For restricted stock plans, the entire amount of the vested stock must be counted as ordinary income in the year
of vesting. The taxable amount is determined by subtracting the the original purchase or exercise price of the stock (which may be zero) from the fair market value of the stock when it becomes fully vested. The difference is reported as ordinary income. If the stock is not sold at vesting, but later, any difference between the sale price and the fair
market value at vesting is treated as a capital gain or loss. Restricted stockholders have the option to elect to report the fair market value of the shares as ordinary income at the time they are granted, rather than when they vest. This election allows for capital gains treatment, beginning at the time of the grant, instead of vesting. This strategy can
significantly reduce taxes, as the stock price at grant is typically much lower than at vesting. The election is especially advantageous when there is a longer time frame between when shares are granted and when they vest (five years or more). Sam and Alex are both key executives in a large corporation. They each receive restricted stock grants of
10,000 shares for zero dollars. The company stock is trading at $20 per share on the grant date. Sam decides to declare the stock at vesting while Alex elects for Section 83(b) treatment. Therefore, Sam declares nothing in the year of grant while Alex must report $200,000 as ordinary income. Five years later, on the date the stock becomes fully
vested, the stock is trading at $90 per share. Sam will have to report a whopping $900,000 of the stock balance as ordinary income in the year of vesting, while Alex reports nothing unless the shares are sold, which would then be eligible for capital gains treatment. Therefore, Alex pays a lower rate on the majority of the proceeds, while Sam must pay
the highest rate possible on the entire gain realized during the vesting period. Unfortunately, there is a substantial risk of forfeiture associated with the Section 83(b) election that goes above and beyond the standard forfeiture risks inherent in all restricted stock plans. If Alex should leave the company before the plan becomes vested, all rights to the
entire stock balance could be relinquished, even though the $200,000 of stock granted had been declared as income. Alex will not be able to recover the taxes paid as a result of this election. Some plans also require the employee to pay for at least a portion of the stock at the grant date, and this amount can be reported as a capital loss under these
circumstances. The taxation of RSUs is a bit simpler than for standard restricted stock plans. Because there is no actual stock issued at grant, no Section 83(b) election is permitted. This means that there is only one date in the life of the plan on which the value of the stock can be declared. The amount reported will equal the fair market value of the
stock on the date of vesting, which is also the date of delivery in this case. Therefore, the value of the stock is reported as ordinary income in the year the stock becomes vested. Although both RSUs and stock options are forms of employee compensation, they differ significantly. RSUs are granted to employees for free and only gain value after vesting.
By contrast, stock options provide employees the rightthough not the obligationto purchase company stock at a set price (the "strike price"). Stock options are valuable only if the market price exceeds the strike price. RSUs are generally more advantageous because they are free and have value as long as the market price remains positive. Stock
options, on the other hand, require the employee to purchase the stock, and they only have value if the market price exceeds the strike price. If the stock price falls below the strike price, stock options become worthless. Once RSUs have vested, employees have the option to sell, hold, or transfer the shares, just like any other type of stock. Restricted
stock and RSUs are two types of stock-based employee compensation with distinct tax and forfeiture rules. The tax implications of each can be complex, and this article only covers the basics. For specific advice, consult a tax professional or financial advisor. RSUs become taxable as soon as they vest (when the shares are delivered to you), because at
that moment their value is considered income by the IRS. RSUs are treated like a cash bonus paid in stock meaning you owe taxes when you receive the shares, not when you sell them.In this comprehensive guide, well break down everything you need to know about RSU taxes in the U.S., from federal laws to state-by-state rules, plus real examples,
key terms, and insider tips so you wont get caught off guard.In this article, youll learn:When RSUs are taxed the exact timing and why it matters for your finances.Common RSU tax mistakes to avoid (so you dont get hit with a surprise tax bill ).Real-life examples of how RSU taxes play out in different scenarios (vesting, selling, moving states, etc.).Key
tax terms (like 83(b) elections, vesting, capital gains) explained in plain English.Federal vs. state tax rules for RSUs including a 50-state breakdown and how RSU taxes compare to stock options and other equity compensation. Quick Answer: When Do You Pay Taxes on RSUs?Restricted Stock Units are taxable at the time they vest in other words,
when the shares actually become yours. Unlike stock options, which you can choose to exercise later, RSUs convert to actual stock automatically upon meeting the vesting conditions (such as staying with the company for a set period or hitting a performance target).At that vesting moment, the fair market value of the stock you receive is counted as
part of your ordinary income for that year. This means youll owe income tax on that value, just as if you received an equivalent cash bonus.To put it simply, if you have RSUs vesting today, today is the taxable event. The IRS will treat the value of those vested shares as wage income. For example, if 100 RSUs vest when your companys stock is $50 per
share, you have $5,000 in taxable income on that vesting date.Your employer will typically withhold taxes (federal and state income tax, plus Social Security and Medicare) right away, often by keeping some of the shares or selling them on your behalf to cover the tax bill. Why at vesting? RSUs arent taxed at grant (when theyre awarded) because
theyre subject to a substantial risk of forfeiture you havent earned them yet. Since you could lose the RSUs by leaving the company too early or not meeting a performance goal, the IRS waits until the restriction lifts (i.e. they vest) to tax you.At vesting, the RSUs become your property with no strings attached, so thats when the IRS says time to pay
tax. This is rooted in U.S. tax law (IRC 83): property transferred as compensation isnt taxable until its either not subject to forfeiture or is transferable. With RSUs, that moment is vesting (when they become transferable stock).Key point: You owe taxes when RSUs vest, even if you dont sell the shares. Many people are surprised by this they assume
they only pay tax when they sell the stock. But no, the initial value is taxed as soon as you receive the stock.Any future gain after vesting (if the stock price goes up) is a separate taxable event (capital gains when you sell), which well explain later.So, to answer the question in one sentence: RSUs are taxable upon vesting (or upon delivery of shares, if
later than vesting), because thats when their value is treated as ordinary income for federal and state tax purposes. Common RSU Tax Pitfalls (and How to Avoid Them)Even though the rule sounds straightforward, RSU taxes can trip people up. Here are some common pitfalls to watch out for, and tips on how to avoid them:Assuming no sale = no tax:
A major mistake is thinking you dont owe tax until you sell the stock. Reality: You owe income tax when the RSUs vest, even if you hold onto the shares. If you fail to plan for that tax bill, you could be in for a rude awakening at tax time. Avoid it: Understand that vesting = taxable event. Consider selling some shares at vesting to cover the tax (many
companies offer an automatic sell to cover or share withholding for this purpose).Not withholding enough taxes: Employers typically withhold a flat 22% federal tax on RSU income (the standard rate for supplemental wages) but if your RSU windfall pushes you into a higher tax bracket, 22% may not cover your full federal tax. For very large RSU
payouts, anything over $1 million in a year is withheld at 37%. Pitfall: You might end up owing additional tax on April 15 because the default withholding was too low for your actual tax rate. Example: If youre in the 35% federal bracket and only 22% was withheld, youll owe the difference. Avoid it: You can ask your employer to withhold a higher
amount or make estimated tax payments to cover the shortfall. Always check how much tax was withheld on your paystub or RSU statement and compare it to your likely tax bracket.Getting a huge tax bill because the stock price fell: This is an unfortunate scenario that can happen if your stocks value drops after vesting. The IRS taxes you on the
value at vesting, not what you eventually sell for. If the stock plummets later, you might end up selling shares for less cash than the tax you already paid on them. For instance, say you had $100k worth of RSUs vest (and paid, say, ~$35k in taxes on that income), but then the stocks price tanks and those shares are now worth only $20k when you sell.
You still paid taxes on $100k of income a painful outcome.Real case example: In Mona v. CV Sciences, Inc. (2022), a company executive had a large RSU grant vest while the stock was high. He couldnt sell immediately (insider trading restrictions set by the SEC kept him locked out for months), and the stock plunged from about $4.66 to $0.50 per
share.He ended up with stock worth only ~$1.5 million but had a tax bill of over $5 million based on the value at vesting. This kind of paper gain turning into a real tax debt is a nightmare. Avoid it: If youre allowed, consider selling at least enough shares at vesting to cover the taxes and maybe more if youre worried about the stocks volatility.
Diversifying or hedging can protect you from a post-vest price collapse.Also, be mindful of SEC rules or company insider trading policies that might prevent you from selling immediately; plan ahead for those restrictions (e.g., arrange a plan or have funds ready to pay taxes if you cant sell).Ignoring state and local taxes: Federal tax is just part of the
story. State income taxes (and in some places, city taxes) also apply to RSU income. A pitfall is assuming the withholding covers state tax or forgetting that if you moved during the year, multiple states might each want a share of the tax.Avoid it: Well cover state-by-state rules below, but be sure to check your states tax rate. If you live (or worked) in a
high-tax state like California or New York, you could owe an additional 913% on that RSU income at vesting. Make sure your employer withholds state tax if applicable, or make estimated payments. And if you moved from one state to another during the vesting period, be prepared to allocate the income between states on your tax returns (each state
may tax the portion earned while you were a resident or working there).Missing the 83(b) election nuance: You might have heard of an 83(b) election a tax move where you elect to pay tax on restricted stock at grant instead of at vesting. Its a great strategy for some types of stock awards, but pitfall: assuming it applies to RSUs. In almost all cases,
83(b) elections are not available for RSUs. Why? Because an 83(b) election applies when you receive property thats subject to vesting (like actual stock). RSUs, by definition, are not actual stock at grant theyre a promise of future stock. Theres no property to elect on until vesting, so 83(b) doesnt apply.Avoid it: Dont confuse RSUs with restricted stock
awards (RSAs). If you were given actual stock that is subject to vesting (an RSA), then you could file 83(b) within 30 days of grant to be taxed immediately (often advantageous if the stock is cheap at grant). But with RSUs, you simply cant do this youll pay tax at vesting, period. (Well explain 83(b) more in the glossary, but this is a common point of
confusion.)Not planning for FICA/Medicare taxes: RSU income is subject to Social Security and Medicare taxes (FICA) just like a cash bonus. Social Security tax (6.2% from the employee) applies up to the annual wage cap ($160,200 for 2023; it adjusts yearly), and Medicare tax (1.45% employee portion, plus an extra 0.9% on high earners) has no
cap. Employers typically handle FICA at vesting as well, but a pitfall occurs if a company messes up the timing. There was a case (Davidson v. Henkel Corp., 2015) where an employer failed to withhold FICA on deferred compensation (similar concept to RSUs) at vesting and instead took it later when paid, causing employees to pay more FICA than
they would have if taxed at vest (because they werent over the Social Security wage cap later). The court ruled the employer had to make the employees whole.Avoid it: As an employee, you mostly rely on your company to handle payroll taxes correctly. Just be aware that RSU income will increase your Social Security wages in the vesting year. If you
have a large RSU vest in a year youre also earning a salary, you might exceed the Social Security wage cap after which no 6.2% tax is due. If the vest happens late in the year and youve already hit the cap, you might save that portion of tax. Conversely, if the vest is the thing that pushes you over the cap, part of it will still incur the 6.2% until you hit
the limit. Its mostly automatic, but understanding this can help you anticipate your net.By staying alert to these pitfalls planning for the tax hit at vesting, checking that withholding is sufficient, and selling wisely you can avoid unpleasant surprises.The key is proactive tax planning: treat RSU vesting like a paycheck bonus and set aside money or
shares for the tax, especially if your employers default withholding might not cover everything.Key Terms and Concepts for RSU Taxes (Glossary)RSU taxation involves a mix of tax and finance jargon. Understanding these key terms and entities will help you navigate your RSU tax situation like a pro:Restricted Stock Unit (RSU): A form of equity
compensation representing a promise by your employer to give you a certain number of shares in the future, once specified conditions (like vesting) are met. RSUs have no tangible value at grant (theyre just bookkeeping entries) they only turn into real shares (or sometimes cash) at vesting. For tax purposes, an RSU isnt considered property you own
until it vests.Vesting: The process by which you earn rights to your RSUs over time or by meeting targets. Time-based vesting is most common (e.g., 25% of the RSUs vest each year over four years as you remain employed). Performance vesting means you vest after hitting certain goals (like sales targets or an IPO event). Vesting date is crucial
because thats when RSUs become taxable. If you leave the company or fail to meet the condition before vesting, those RSUs are usually forfeited (you lose them and owe no tax because you never received them).Grant Date: The date you are awarded the RSUs. This is when the clock on vesting starts. No taxes are due at grant because the RSUs
havent vested yet and you have no actual stock or income at this point.Fair Market Value (FMV): The stock price used to value your RSUs for tax. Typically, the FMV at the moment of vesting (for a publicly traded stock, this might be the market closing price on vesting day) is multiplied by the number of shares vested to determine your taxable
income. Companies might use an average of high/low price of the day or a specific closing price per their plan, but generally its the market value on vest date.Ordinary Income Tax: The tax on regular income like salary, bonus, and at vesting, the value of your RSUs. This is taxed at your marginal income tax rate (which depends on your tax bracket).
For federal taxes, this could be anywhere from 10% up to 37% in 2025, depending on your total income. RSU vesting income is added on top of your salary and other income for the year. Its reported on your W-2 form as part of your wages.Tax Withholding (on RSUs): When your RSUs vest, your employer will withhold a portion of the shares (or cash)
to cover required taxes, similar to withholding from your paycheck. Federal income tax withholding on RSU income is typically a flat 22% (the IRS supplemental wage rate) up to $1 million of income. If you have more than $1 million of RSUs vesting in a year, the excess is withheld at 37%. State income tax is also withheld based on your states rules (if
applicable), and Social Security/Medicare are withheld as well. Withholding methods: Companies often use one of two methods sell to cover (they sell just enough of your vesting shares on the market to cover the tax and you keep the rest) or net share withholding (they withhold the appropriate number of shares and give you the rest in shares,
effectively the same as if you sold them for tax). Either way, the idea is to automatically pay the tax so you dont have to come up with cash. You may also have the option to pay cash to cover the taxes and keep all the shares (this is less common unless you proactively choose it and have savings set aside).Internal Revenue Service (IRS): The U.S.
federal tax authority. The IRS sets the rules on how RSUs are taxed federally. It considers RSU vesting value as W-2 compensation income. The IRS also requires employers to report RSU income and to withhold taxes appropriately. While the IRS doesnt require a separate form for RSUs, your employer will include the income on your W-2 and usually
a supplemental statement or a Form 3921/3922 is not needed for RSUs (those forms are for stock option exercises and ESPP). Essentially, when you wonder does the IRS know about my RSUs?, the answer is yes its on your W-2 and theyll tax it accordingly.State Income Tax: State-level tax that may apply to your income from RSUs. Not all states have
income tax (well detail each state below). If you live and work in a state with income tax, that state will treat your RSU vesting income just like a bonus or salary. Youll owe state tax in the year of vesting based on that states tax rates. If you worked in multiple states during the vesting period, more than one state might tax a portion. Also note, local
taxes: some cities (like New York City) or localities have income taxes too, which would also apply to RSU income if youre subject to them.Capital Gains Tax: A tax on the profit when you sell an asset like stock. After your RSUs vest and youve paid ordinary income tax on that initial value, any subsequent change in the stock price from vesting to the
time you sell will be taxed as a capital gain (or loss). Short-term capital gains (if you sell the stock within one year of vesting) are taxed at your ordinary income rate (basically no special benefit for tax purposes its as if you got more salary). Long-term capital gains (if you hold the stock for more than one year after vest) are taxed at preferential rates
(0%, 15%, or 20% federally, depending on your income level; plus possibly a 3.8% Net Investment Income Tax for very high earners). Many people choose to sell RSU shares immediately at vesting to avoid market risk (no capital gain to worry about, just pay your income tax and youre done). Others hold the stock hoping for appreciation; any gain
from the vesting price is then taxed at capital gains rates. Example: Your RSUs vest at $50/share. If you sell a year later at $70/share, youll pay capital gains tax on the $20 gain. If you sell a month later at $70, that $20 is short-term gain taxed at ordinary rates. If you sell at $40 instead, you have a capital loss of $10 per share which could offset other
gains.83(b) Election: A provision in the tax code (Section 83(b)) allowing an employee receiving restricted property (like restricted stock awards, not units) to choose to pay taxes on the value at grant rather than at vesting. By filing an 83(b) election within 30 days of receiving the restricted stock, you lock in the current value as taxable income now,
and then you dont pay tax at vesting any growth becomes capital gains. Important: As mentioned, this does not apply to RSUs because with an RSU there is no actual stock property at grant you only get the stock at vesting, so you cant elect to be taxed earlier on something you havent received. 83(b) is relevant if your company gives you actual shares
subject to vesting (often called restricted stock awards (RSAs) or founder stock in startups) and those shares are low in value at grant. In such cases, an 83(b) election can be a great tax-saving move (pay a small tax now, and hopefully pay lower capital gains tax on big growth later instead of a huge income tax later). Just remember: For RSUs, 83(b)
is not an option youll pay tax at vesting by default.83(i) Deferral (Qualified Equity Grants): This is a lesser-known provision from the 2017 Tax Cuts and Jobs Act. Under Section 83(i), certain private company employees can elect to defer income tax on RSUs (or stock options) for up to 5 years from vesting. Its meant to help employees of startups who
get stock that isnt liquid (cant be sold) at vesting time. If conditions are met (the company must be a closely held corporation, offer equity to at least 80% of employees, and not be a professional services firm, among other rules), an employee can file an election within 30 days of vest to defer the tax. During the deferral, the income isnt taxed until the
earlier of 5 years or when the stock becomes freely tradeable. However, very few companies and employees actually use this its complex and the company has to notify employees and comply with certain reporting. Also, states might not honor the deferral, and FICA is not deferred (only income tax). Still, its worth mentioning as part of the RSU tax
landscape. If youre at a late-stage startup and your shares vest pre-IPO, ask your HR or tax advisor if 83(i) is an option. It could delay your tax bill (but youd need to eventually pay it, potentially at an even higher stock value).IRS Publication/Regulations (for RSUs): While there isnt a specific IRS publication just for RSUs, the general tax treatment is
guided by IRS regulations for compensation. RSUs are typically considered a form of nonqualified deferred compensation (NQDC) that qualifies for the short-term deferral rule meaning if the stock is delivered at vesting (or within a short period after), its not subject to special deferred comp rules like Section 409A. If an RSU plan delays delivery
beyond vesting (some plans allow you to choose to get the shares later than vest date), then it must comply with Section 409A (complex deferred compensation rules) to avoid penalties. Most standard RSUs deliver at vest, so 409A isnt an issue. The IRS also has rules for how withholding on stock compensation works, and companies typically follow
them (like the flat 22% rate we discussed, which is in IRS guidelines for supplemental wage withholding).Securities and Exchange Commission (SEC): The SEC comes into play not for tax, but for securities law compliance. For public company employees, the SEC regulates insider trading and how shares can be sold. If youre an insider or the company
is under certain restrictions (like right before earnings announcements), you might be in a blackout period where you cant sell your vested shares immediately. The SEC also requires companies to register shares or have exemptions for shares given to employees. This matters because, as in the Mona case mentioned, an insider couldnt sell shares due
to SEC Rule 144 holding periods and insider trading laws which indirectly caused a tax problem. For most rank-and-file employees, the main SEC-related consideration is that your companys insider trading policy may dictate when you can sell your RSU shares (often youll have a trading window). Just keep this in mind: Tax and SEC rules operate
separately you might owe taxes at vesting even if SEC rules prevent you from selling the stock at that time.Tech Companies and Startups: We mention these because RSUs are especially common in the tech industry. Many Silicon Valley tech companies (like Amazon, Google, Facebook/Meta, Apple, Microsoft, etc.) heavily use RSUs as part of
compensation. Startup companies often start with stock options, but as they mature or prepare for IPO, they might switch to RSUs or use RSUs to supplement. The prevalence of RSUs in tech means a lot of employees encounter large equity grants, sometimes with multi-year vesting schedules, which can lead to significant tax events. If youre at a
startup that hasnt gone public, be aware that some private-company RSUs only vest or settle upon a liquidity event (like an IPO or acquisition) meaning you might technically vest in them but not receive the shares (and thus not be taxed) until the company goes public. This is sometimes called double-trigger RSUs (the two triggers being time and a
liquidity event). Its a way to avoid the scenario of paying tax on stock that you cant sell. Once the IPO happens, those RSUs would then be delivered and taxed. Employees at tech startups should clarify with HR whether their RSUs require an IPO to actually get the stock, and plan accordingly (you might have a big tax hit the year of IPO).HR Policies
(stock plan administration): Your companys HR or stock administration department is responsible for executing the vesting, tax withholding, and reporting of your RSUs. Companies have different policies that can affect your experience. For example, some companies allow you to choose your tax withholding method (sell-to-cover vs. cash payment).
Some automatically sell shares for you. HR usually provides documentation or sessions on how your equity works take advantage of these resources. Also, HR will provide the forms at tax time: often youll get an RSU summary showing vesting dates and values, and your W-2 will reflect the income and taxes withheld. If you have questions like Can I
defer my RSU delivery? or What happens to my RSUs if I leave or if we get acquired?, your HR/stock plan admin is the place to ask, as these are plan-specific policy issues. They will also be the ones to initiate any 83(i) offering or to give you information if your company qualifies. Lastly, note that HR or your stock plan provider (like E*Trade, Fidelity,
Morgan Stanley, etc., which many companies use for equity) often have online portals where you can see pending vestings, make elections for how to handle taxes, and so on.With these terms explained, youre better equipped to understand the mechanics of RSU taxation. Next, lets look at some real-life scenarios to illustrate how these rules play out
and what strategies you might consider.Real-Life Examples: How RSU Taxes Work in Different ScenariosNothing beats examples to make a complex topic clearer. Below are several scenarios showing how and when RSUs are taxed, and the outcomes in each case. These examples will help you see the principles in action:Example 1: Vesting and
Selling Immediately vs. Holding SharesScenario: Alice has 1,000 RSUs from her employer that are scheduled to vest today. The companys stock price at vesting is $20 per share, so her RSUs are worth $20,000 in total. Alice is trying to decide whether to sell the shares right away or hold them.Tax at Vesting: Regardless of what Alice does, when those
1,000 RSUs vest, she will have $20,000 of additional ordinary income. It will be added to her W-2 for the year. Assuming her company uses the standard withholding, they will likely withhold 22% federal (thats $4,400) plus, say, 5% state (if applicable, ~$1,000) plus Social Security and Medicare (~7.65%, $1,530). They might satisfy this by taking
some of the shares. For instance, to cover all taxes (lets estimate around 35% combined tax for illustration), they might withhold about 350 of the 1,000 shares (sell or hold them back) and deliver Alice ~650 shares net. So Alice ends up with 650 shares in her brokerage account after vesting, and the tax obligations on the $20k income are largely
prepaid.If Alice Sells All Shares Immediately: If Alice decides to immediately sell the 650 remaining shares, she converts them to cash on the vesting day. Tax impact: Because she sold them the same day as vest, the sale price ~equals the vesting price ($20). So in terms of capital gains, she has essentially no gain or loss (maybe a trivial difference due
to market fluctuations during the day). This means no additional capital gains tax shes just left with the cash (after brokerage fees) and shes already paid the income tax via withholding. In this strategy, Alice has no further tax to worry about on these shares after vesting. Shes effectively cashed out her RSUs, and the initial withholding hopefully
covered most or all of her tax. At tax filing, shell report the $20k income (already on W-2) and also report the stock sale, but show $20 sale basis per share, so no capital gain. This is a common approach to avoid being exposed to stock volatility treat RSUs like a cash bonus.If Alice Holds the Shares: Suppose instead Alice holds the 650 shares she got
(meaning she keeps the stock instead of selling). She still paid (or had withheld) the taxes for the $20k income. Now she owns 650 shares with a cost basis of $20 each (that basis is the amount already taxed per share). If the stock price later goes up to, say, $30 and she sells then, shell have a long or short-term capital gain depending on how long she
held. If she holds for at least a year and a day, any profit will be long-term capital gains (15% for many taxpayers). So, if a year later its $30 and she sells all 650 shares, thats $30 $20 = $10 gain per share, times 650 shares = $6,500 long-term capital gain. Shed owe capital gains tax on $6.5k (maybe around $975 if 15%). If instead the price drops to
$15 and she sells after a year, she has a $5 loss per share, which could offset other investment gains or up to $3,000 of ordinary income. Important: If she holds less than a year, any gains are short-term (taxed like ordinary income, essentially up to 37%). If she holds more than a year, lower tax rate on gains. Meanwhile, if she never sells, she wont
owe capital gains tax until she does. But remember, the big chunk that initial $20k was already taxed at ordinary rates at vest. Summary: Selling immediately = no further tax events; Holding = potential upside (or downside) taxed as capital gain/loss later.This example highlights the decision RSU recipients face: sell now or hold? From a pure tax
perspective, selling now simplifies things and avoids short-term high tax on any additional gain (since there is no gain). Holding can be beneficial if you expect growth and can get to long-term gain status, but you risk the stock falling (with no refund on taxes you already paid at vest). Many financial advisors suggest selling at least enough to cover
your tax or even a large portion of RSU stock, unless you have strong conviction the stock will rise and youre okay with the risk.Example 2: Large RSU Vesting Pushing into a Higher Tax BracketScenario: Ben is a senior engineer at a tech company in California. This year, he has a big RSU vest 5,000 shares vesting at $100 each. Thats $500,000 of
income from RSUs alone. He also earns a $150,000 salary. Prior to this, hes been in roughly the 24% federal tax bracket, but this big vest is going to change things.Tax at Vesting: When Bens 5,000 RSUs vest, he has $500k of W-2 income added. The company withholds federal tax at 22% on the first $1M of supplemental income. On $500k, thats
$110,000 withheld for federal. They also withhold state tax California, a high-tax state, with a top 13.3% rate, will apply its wage withholding tables (lets approximate about 10% effective, so $50k withheld). Social Security will cap out (since $500k + $150k > the $160k wage base, part of it hits the cap), but roughly $9,932 (the max 6.2% of the cap)
and Medicare 1.45% ($7,250) plus the additional 0.9% on income over $200k (~$2,700). In total, maybe around $180k is withheld between all federal/state/Payroll. Ben might think, Wow, $180k tax out of $500k, thats like 36%, should be enough.Reality at Tax Time: Bens total income for the year is now $650,000. Federally, that lands him in the 35%
and 37% tax brackets (the top bracket threshold is lower than $650k for single filers). California will tax most of that at its top 13.3% rate. When Ben or his accountant tallies it up, he might find his actual tax liability is something like $37% of much of that $500k (plus 35% on some, etc.) federally, and maybe ~12% effective state. So maybe around
$185k federal and $60k state = $245k, plus $~15k payroll = ~$260k total tax on that income. Yet only $180k was withheld. This could leave Ben with a big balance due perhaps on the order of $80k owed on April 15. Thats the pitfall we discussed: 22% federal withholding wasnt enough because Bens effective rate turned out to be higher (~30%
overall effective federal on total income and near 37% on the top end).Planning Solutions: Ideally, Bens company might have offered or he could have requested a higher withholding rate. Some companies allow a supplemental withholding election where you can choose an up to 37% flat federal rate. If not, Ben could make estimated tax payments
during the year to cover the shortfall once he realizes it (to avoid an underpayment penalty). Another approach: if Ben had other income that allows withholding (like spouses income, or a bonus later), adjust those withholdings to compensate. The key is to anticipate that a large RSU vest can push you into higher brackets and that the default 22%
might under-withhold. Ben should also consider the Alternative Minimum Tax (AMT) however, AMT mostly affects incentive stock options, not RSUs. RSUs are fully in regular income, so AMT likely wont apply separately here (if anything, AMT might be triggered by the high state taxes, but the SALT deduction is limited anyway).At Filing: Ben will
report $650k W-2 income, with $110k federal tax withheld. Hell see hes in the top bracket. Theres no special RSU form, but he might get a form showing stock was delivered. If Ben sold any shares immediately (likely the company sold some of those 5,000 shares to get the $180k cash for withholding), hell also have a 1099-B for that sale. The 1099-B
will show proceeds (say they sold ~1,800 shares at ~$100 to get $180k) and cost basis (those shares basis is $100 each, equal to sale price, so no gain). Its important Ben (or his tax preparer) reports that sale with correct basis to avoid erroneously being taxed again on that $180k as a capital gain. Brokers sometimes only report $0 basis unless the
company updates it, leading to confusion but as long as you input the correct basis ($100 each), no extra tax on that. Bens remaining shares (if any) carry $100 basis for future.This example shows how tax planning is crucial for large RSU vests. The larger the vesting amount, the more likely youll hit higher tax brackets and need to plan beyond the
default withholding. Its wise to simulate your tax or consult a CPA when you have big equity events.Example 3: RSUs and Moving to Another StateScenario: Carla works for a company and earned RSUs while living in State A. Midway through the year, before they vested, she moved to State B (for a new office or remote work). Her RSUs vest at year-
end. State A has a 5% income tax; State B has no income tax.Situation: Carlas total RSU vesting income is $50,000 (say 1,000 shares at $50) at the end of the year. She lived 6 months in State A and 6 months in State B during the vesting period.Which state gets to tax the RSUs? Generally, states tax income earned while you are a resident, and wage
income earned for work performed there. RSUs are a bit unique because they were granted earlier and vested later. The common approach (supported by many state tax agencies) is to allocate RSU income based on the portion of the vesting period you spent in each state. If the RSUs were granted before the move, some states consider the earning
period from grant to vest; others might consider just the year of vesting. Typically, State A would say you earned those RSUs partly while working here, so we tax that part. State B (with no tax) obviously wont tax but if it did have tax it would tax the portion after the move.Allocation: Carla might allocate 50% of the $50k ($25k) to State A (for the half
of the vesting period she was there) and 50% to State B. State B has no tax, so no tax on that half. State A would tax $25k at 5% = $1,250 state tax. Meanwhile, federally shes taxed on the full $50k as income (no change there). On her state tax returns, Carla will file a part-year resident return in State A (or non-resident if she fully left, but covering
the income earned there) and a part-year resident in State B. Shell report $25k of the RSU income to State A.Employer withholding: This can get tricky. If Carla updated her address and payroll to State B after moving, the company might not have withheld State A tax at vesting they might withhold for State B (which is none). That could leave Carla
owing State A when she files. Ideally, she or the company should have managed to withhold State A for the portion earned there. Some payroll systems do this allocation automatically if informed. If not, Carla may need to make an estimated payment to State A or just pay when filing (possibly with interest if underpaid).Reverse scenario: If State B had
tax and State A had none, then the latter half would incur State B tax. Or if both states have tax, one would give a credit to avoid double taxation. For instance, if she moved from a no-tax state to California, CA would tax the portion earned after moving, and the no-tax state wouldnt tax the earlier portion at all. If moved from CA to TX, CA would still
tax the portion up to the move.Other considerations: If Carlas move was job-related and she worked in both states, its straightforward. If she moved for a different job but RSUs from old job vest later, typically the old jobs state(s) still get to tax because its compensation from that prior employment.This example illustrates state sourcing rules: each
state can tax the portion of RSU compensation earned during the time you were a resident or working there. The rules can be complex, and each state has its formula. The takeaway: if you moved across state lines during the vesting period of your RSUs, expect to potentially file in two states and allocate the income. Its wise to consult a tax
professional or state tax guidelines in such cases to get the allocation right and not pay double state tax.Example 4: RSUs in a Private Company (Double-Trigger Vesting)Scenario: Dan is an early employee at a tech startup (not public yet). The startup grants him 10,000 RSUs. The terms say they vest 25% each year over 4 years and all vested shares
will be delivered only upon a liquidity event (like the company going public or being acquired). After 2 years, Dan has vested 5,000 RSUs (technically vested in company records, meaning he has a right to the shares), but since the company is still private with no liquidity event yet, he hasnt received the actual shares. In year 3, the company IPOs. At
the IPO, the 7,500 RSUs he has vested by then (3 years worth) all convert to shares, which are now tradable on the market at say $10 per share (IPO price).Tax Timing: Dans RSUs were structured with a double trigger time + liquidity. Until both triggers occur, the IRS doesnt consider the stock transferred. So although he vested in the sense of
fulfilling service for 3 years, the substantial risk of forfeiture remained until the liquidity event (if the company never went public, sometimes those RSUs just sit or get cancelled). Now at IPO, the second trigger is hit and the shares are delivered. This is the taxable event. All 7,500 shares (vested so far) at $10 each = $75,000 of income hits at once.
The remaining 2,500 will vest in the future as per schedule, presumably getting taxed when they vest (since liquidity is now achieved, only time is the factor for those future ones).Tax Withholding: The company, now public, will withhold taxes on that $75k just like any other RSU vest. Dan might actually get slightly above 7,500 because at IPO maybe
they did it immediately. But likely theyll net out shares to cover withholding. Dan should be prepared: often with IPO, there could be a lockup period where he still cant sell for a few months, but at least now he has the shares and a tax obligation. If the IPO price was $10 and the stock trades higher or lower, his tax is still based on $10 (the value at
release). If the company offered Section 83(i) deferral (since it was private at the time of grant), Dan could have elected to defer that $75k income for up to 5 years. But since now its a public company at IPO, usually that option is moot at the point of IPO (83(i) is largely for when theres no market yet).Potential Pitfall: If Dan cant sell shares due to
lockup but owes tax, he needs cash to pay it. Hopefully the company withheld enough by taking some shares at IPO to satisfy the tax. If not (maybe they didnt anticipate, though they should), Dan might have to come out-of-pocket. This scenario underscores why companies do double-trigger RSUs: to delay the tax event until liquidity, avoiding the
nightmare of paying tax on shares you cant sell. Dan effectively paid $0 tax in years 1 and 2 when he vested time-wise, and only at IPO (year 3) did he have to pay.Future Vesting: In year 4, the last 2,500 shares vest. Now that the company is public, those vesting shares are delivered at whatever the market price is at vest date, and taxed at that value
as income. So Dan will have another taxable event in year 4.This example shows that private companies handle RSUs differently to protect employees often requiring an IPO or sale for RSUs to trigger taxation. If you have RSUs in a private firm, clarify if they have such provisions. Also note if the company qualifies, you might be given an 83(i) deferral
choice this is rare, but some startup employees might see it. Its basically saying well trust that within 5 years well have liquidity; you can defer taxes until then. Use with caution and advice, because if the 5 years pass and no liquidity, you still owe the tax at year 5s value, which could be rough if no market.These scenarios cover a range from the
simple vest and sell to complex timing with state moves and private company issues. The core principle remains: RSUs are taxed when they become yours (at vesting or equivalent), and you need to plan around that event. Now, lets delve into some legal precedents and deeper comparisons to other forms of equity to complete the picture.Tax Law
Precedents and Regulations: What Courts and the IRS Say About RSUsRSU taxation is grounded in a few key pieces of law and has been the subject of some high-profile cases. While most people dont need to dive into legal texts, knowing the legal backdrop can reinforce your understanding and highlight why certain rules exist.Internal Revenue Code
83 and Regulations: This section of tax law deals with property transferred in connection with services. While RSUs arent explicitly named, the concept applies: if property (stock) is subject to a substantial risk of forfeiture, you arent taxed until that risk lapses. For RSUs, the property (shares) is effectively delivered only when vested, so thats when 83
triggers taxation. If you had actual stock that was subject to vesting (like an RSA), 83 would allow the 83(b) election to tax early. For RSUs, since theres no stock yet, 83(b) isnt available instead, you wait till vest (the default 83(a) inclusion at lapse of forfeiture).IRS Guidance: The IRS has issued guidance in various forms (notably, memoranda and
publications) confirming RSU treatment. For example, the IRS Chief Counsel Memorandum in 2020 clarified that RSUs settled in stock are taxable when the stock is delivered and are subject to federal income tax withholding and FICA like wages. The IRS also clarified that for U.S. taxpayers receiving RSUs for work in a foreign subsidiary (common in
global companies), the income is still taxable and the employer should withhold U.S. taxes appropriately (with possible foreign tax credits if also taxed abroad). In short, the IRS views RSUs as straightforward compensation.Mona v. CV Sciences, Inc. (2022): We discussed this in pitfalls, but its worth re-emphasizing as a legal case. Michael Mona Jr., a



former executive, received a large RSU payout on his exit that immediately vested. Because of securities law restrictions, he couldnt sell the stock, which then tanked. He ended up suing the company, not for the tax law itself (he owed the tax by law), but for the companys failure to withhold taxes and perhaps for the predicament he was put in. This
case highlights that the tax law is unforgiving the IRS doesnt care if you couldnt liquidate your shares; the tax was due. The lesson: ensure your company withholds taxes properly and be aware of selling restrictions. Monas suit was an attempt to get the company to cover damages (the huge tax he paid on value that evaporated). The resolution
underscores how critical proper tax withholding and planning are with RSUs, especially for insiders.Davidson v. Henkel Corp. (2015): In this case, a group of employees had nonqualified deferred compensation (not exactly RSUs, but analogous in that it vested earlier and paid later). The employer didnt apply the special timing rule for FICA taxes
which says you should withhold FICA at vesting for deferred comp. By failing that, they withheld FICA at payout when some employees were no longer hitting the Social Security cap with other wages, causing them to pay more Social Security tax than they would have if taxed earlier. The court sided with employees under an ERISA (retirement law)
argument that the employer had not administered the plan properly. This doesnt change employee tax obligations (you still owe FICA either way), but it shows that employers have a duty to follow tax timing rules. For RSUs, most employers do withhold FICA at vesting (youll see Social Security and Medicare come out on your paystub when you vest).
The legal precedent simply means if an employer somehow goofs up, employees might have recourse but better to have it done right in the first place.Section 409A and RSUs: Section 409A governs nonqualified deferred compensation and imposes strict rules to avoid employees manipulating when they get income. RSUs that deliver at vesting are
exempt as short-term deferrals. However, if an RSU plan lets you or forces you to defer delivery beyond the vest date (other than a brief administrative period), it must comply with 409As rules (which often it will by structuring a fixed payment date or event like IPO). Violating 409A is harsh (20% extra tax penalty on the individual). Most standard
RSUs youll encounter are set up to avoid 409A issues, but just a note: the law ensures you generally cant choose to delay your RSU income to a tax-favorable time unless a strict election was in place from the start.IRS and International/State Issues: The IRS also coordinates with states and other countries on RSU taxation. If you are a U.S. taxpayer
working abroad or a foreign national working in the U.S. with RSUs, treaties or foreign tax credits can come into play, but fundamentally the U.S. taxes its citizens on worldwide income (RSUs included). State tax authorities have issued rulings on how to allocate RSU income for multi-state situations. For example, the California Franchise Tax Board
has guidelines on sourcing equity compensation for nonresidents and part-year residents (essentially pro-rating by days of service in CA). New York has similar rules. These arent court cases but administrative rules that carry weight. The consistency among many states in pro-rating RSU income indicates a broadly accepted principle (though each
state might tweak the details).SEC Rule 10b5-1 Plans: While not a tax law, its relevant to mention as a legal construct: executives or insiders often use 10b5-1 trading plans to schedule sales of stock (including RSU shares) in advance to avoid insider trading issues. The existence of such plans can indirectly help with tax planning e.g., an executive
might set up a plan to automatically sell some RSU shares at vest or soon after, to ensure they have cash for taxes and to avoid any appearance of trading on insider info. This shows how legal compliance (SEC rules) and tax strategy can intersect for those in sensitive positions.In summary, legal precedents affirm the fundamentals: you get taxed
when RSUs vest, and the onus is on the employer to handle proper withholding at that time. If something goes awry, courts may fix egregious admin issues (Henkel) or you might pursue legal action if you were harmed by company actions (Mona), but you cant escape the IRSs reach on the income itself. The IRS expects its due when you get your
shares. Federal vs. State Taxation of RSUs: Why Location MattersTaxes on your RSUs dont stop at the federal level. Where you live and work can significantly affect your overall tax bill because state (and local) income taxes can add on top of federal tax. Lets break down how RSU taxation differs between federal and state, and then well provide a
comprehensive state-by-state table of RSU tax treatment across all 50 states.Federal Tax (Universal Rules)Federal (IRS) rules apply to everyone in the U.S. and are consistent regardless of location:Timing: Taxable at vesting (as ordinary income).Rates: Based on federal income tax brackets (progressive up to 37%). RSU income is lumped in with your
salary and other earnings for the year. Theres no special lower federal tax rate for RSU income itself (its not like capital gains from an investment its treated as wages).Withholding: Standard federal withholding on supplemental wages: typically 22% up to $1M, then 37% beyond. Additionally, 6.2% Social Security (up to the yearly wage cap) and
1.45% Medicare (plus 0.9% Medicare surtax for high incomes).Reporting: On your federal tax return (Form 1040), RSU income is part of the W-2 wages box. If you sold any shares, you report that on Schedule D/Form 8949 (for capital gains/losses). There isnt a separate RSU line item for federal taxes its all wages and stock sales.Deductions/Credits:
Theres generally no special deduction for RSU income its taxed like regular income. You can, of course, use any normal deductions or credits (like a larger 401k contribution can reduce your taxable income including that RSU amount).Important nuance: If you donate stock received from RSUs to charity (after vesting), you might get a charitable
deduction for the fair market value and not owe capital gains on that appreciation, which could indirectly reduce taxes. But you cant donate pre-vesting (since you dont own it then), and donating doesnt erase the income tax that happened at vesting.State Tax (Differences and Key Points)State taxation of RSUs depends on each states income tax laws.
Some key points:No state income tax = no RSU tax: States like Texas, Florida, etc., dont tax personal income at all. If youre a resident there and earned your RSUs there, you wont owe state tax on the vesting (federal tax still applies).Most states follow federal timing: Virtually all states that have an income tax will tax RSU income in the year it vests,
same as federal, because they piggyback on the definition of taxable income from federal rules. They see it on your W-2 as wages and include it.State tax rates vary widely: Some states have low flat rates (e.g., Pennsylvania 3.07% flat on wages). Others have high progressive rates (e.g., California up to 13.3%, New York up to 10.9%, New Jersey up to
10.75%, Hawaii up to 11%). So depending on your state, the bite on that RSU income could be small or very large.Part-year residency and sourcing: As we showed in Example 3, if you move states, typically each state will tax the portion of RSU income tied to that state. Its often proportional to the time or expense incurred in that state to earn the
RSU. Some states might have exact formulas. If youre a resident of one state when it vests, generally that state taxes it (and if you also earned part in another state, that other state might claim some too then a tax credit mechanism may avoid double taxation).Local taxes: A few places (e.g., New York City; some cities in Ohio, etc.) have additional
wage taxes. RSU income would be subject to those as well if you live/work in those localities.Community property states: If youre married and file separately in community property states (like California, Texas, etc.), technically the RSU income earned during marriage might be split between spouses for tax purposes. This usually only matters for
separate filings or if one spouse is a non-resident of a different state, a complex scenario. On a joint return, its all combined anyway.Credits: If two states tax the same income (like you lived in one and worked in another), typically one state (usually your resident state) will give a credit for tax paid to the other to mitigate double taxation. For RSUs,
that means if, say, you work in State A (taxes wages) and live in State B (also taxes income), and your RSUs vest from work in A while you live in B, you might owe tax to both but then get a credit in B for the amount paid to A.State-specific quirks: A few states treat capital gains differently (e.g., some have exemptions or lower rates for capital gains
Colorado, Arizona have small breaks, Pennsylvania doesnt tax capital gains on some assets, etc.), but that mostly affects the sale of RSU stock later, not the initial vesting. For the vesting itself, its all ordinary income. Also, a state like Pennsylvania classifies income differently: it taxes wages at a flat 3.07% and doesnt allow itemized deductions. But
nothing unusual for RSUs specifically beyond that its still wage income.Lets take a look at how each of the 50 states handles RSU income in terms of taxation. (We assume here youre a resident of that state when the RSUs vest; if you have multi-state situations, youd prorate accordingly.) The table shows each states income tax and how RSU income is
taxed:State-by-State RSU Taxation GuideStateState Income Tax Rate (2025)Taxation of RSU IncomeAlabama2% 5% (progressive)Yes taxed as ordinary income (up to 5% state tax).AlaskaNo state income taxNo state tax on RSU income (Alaska has no income tax).Arizona2.5% (flat rate)Yes taxed as ordinary income at 2.5% flat.Arkansas2% 3.9%
(progressive)Yes ordinary income tax up to 3.9% on RSU income.Californial% 13.3% (progressive)Yes taxed as wage income at state rates (high up to 13.3%). RSUs can significantly increase CA tax due to its top rate.Colorado4.4% (flat rate)Yes RSU income taxed at 4.4% flat state rate.Connecticut2% 6.99% (progressive)Yes ordinary income tax up to
6.99% applies on RSU income.Delaware2.2% 6.6% (progressive)Yes taxed as regular income, up to 6.6% state tax.FloridaNo state income taxNo state tax on RSUs (Florida has no personal income tax).Georgia5.39% (flat rate)Yes taxed as ordinary income at 5.39% flat.Hawaiil.4% 11% (progressive)Yes RSU income taxed at up to 11% under HIs
progressive tax system.Idaho5.8% (flat rate)Yes taxed as ordinary income at 5.8% flat (Idahos current rate).Illinois4.95% (flat rate)Yes RSU income taxed at 4.95% flat state rate (Illinois taxes all wages at flat rate).Indiana3.15% (flat rate)Yes ordinary income, taxed at 3.15% flat. (Indiana also has county taxes in some areas that would apply to
wages).lowa3.9% (flat rate)Yes taxed as ordinary income at 3.9% flat (Iowa has moved to flat tax).Kansas3.1% 5.7% (progressive)**Yes taxed as ordinary income, up to ~5.7% at the top bracket.Kentucky4% (flat rate)Yes RSU income taxed at 4% flat state income tax.Louisiana3.5% (flat rate)Yes taxed as wage income at 3.5% flat. (LA recently shifted
to flat rate.)Maine5.8% 7.15% (progressive)Yes ordinary income tax up to 7.15% on RSU income.Maryland2% 5.75% (progressive)Yes taxed as ordinary income (up to 5.75% state, plus local county tax in MD can add ~2-3%).Massachusetts5% 9% (two rates)Yes most wage income (including RSUs) taxed at 5% flat. (MA has a 9% rate on short-term
gains and some income over $1M, but RSU vest is wages at 5%).Michigan4.25% (flat rate)Yes taxed at 4.25% flat as ordinary income. (Cities like Detroit have additional tax on wages.)Minnesota5.35% 9.85% (progressive)Yes ordinary income tax up to 9.85% on RSU income (MNs top bracket).Mississippi4% (flat rate)Yes taxed at 4% flat (MS recently
moved to a flat 4% on income).Missouri2% 4.7% (progressive)Yes RSU income taxed as ordinary income, up to 4.7%.Montana4.7% 6.75% (progressive)**Yes taxed at ordinary income rates, up to ~6.75% (MT).Nebraska2.46% 6.64% (progressive)Yes taxed as wage income, up to 6.64% at top bracket.NevadaNo state income taxNo state tax on RSU
income (Nevada has no income tax).New HampshireNo tax on wages (5% on dividends/interest)No state income tax on RSU wages. (NH taxes only investment income, not salary/RSUs).New Jerseyl1.4% 10.75% (progressive)Yes taxed as ordinary income, up to 10.75% for high earners. (N]J treats RSUs as wages in its gross income tax.)New Mexicol.5%
5.9% (progressive)Yes RSU income taxed as ordinary income, up to 5.9%.New York4% 10.9% (progressive)Yes ordinary income tax up to 10.9% (state). Plus: if NYC resident, additional ~3.876% city tax on top. RSUs for NYC folks can face combined ~14.8% state+city tax.North Carolina4.75% (flat rate)Yes taxed at 4.75% flat as ordinary income. (NC
is gradually lowering flat rate each year).North Dakotal.95% 2.5% (progressive)Yes taxed as ordinary income, low rates (up to 2.5%). NDs tax on RSUs is minimal due to low rates.Ohio2.765% 3.99% (progressive)Yes taxed as ordinary income, top rate ~3.99%. (Ohio also has many municipalities with income tax ~1-2% that would apply to RSU wages
if you live/work in those cities.)Oklahoma0.25% 4.75% (progressive)Yes ordinary income tax up to 4.75% on RSU income.Oregon4.75% 9.9% (progressive)Yes taxed as ordinary income, up to 9.9%. (Oregon has no sales tax, but relatively high income tax; RSUs included.)Pennsylvania3.07% (flat rate)Yes RSU income taxed at 3.07% flat. (PA taxes all
compensation at a flat rate and does not distinguish capital gains differently for typical investments; RSU wages are straightforward.)Rhode Island3.75% 5.99% (progressive)Yes taxed as ordinary income, up to 5.99%.South Carolina0% 6.5% (progressive)Yes ordinary income tax up to 6.5% on RSU income. (SC starts at 0% for low incomes, but most
moderate incomes hit the higher rates.)South DakotaNo state income taxNo state tax on RSU income (South Dakota has no personal income tax).TennesseeNo tax on wages (Hall tax on investments eliminated)No state tax on RSU income (TN has no income tax on wages; it used to tax certain investment income, but thats fully phased out as of
2021).TexasNo state income taxNo state tax on RSUs (Texas has no income tax).Utah4.65% (flat rate)Yes taxed at 4.65% flat as ordinary income.Vermont3.35% 8.75% (progressive)Yes ordinary income tax up to 8.75% on RSU income.Virginia2% 5.75% (progressive)Yes taxed as ordinary income, up to 5.75%. (Additionally, some cities/counties in VA
have small local taxes on wages.)WashingtonNo state income taxNo state income tax on RSU income (Washington State has none; note, it does have a capital gains tax on some extraordinary gains, but wage income like RSUs is not taxed).West Virginia2.36% 5.12% (progressive)**Yes taxed as ordinary income, up to ~5.12%. (WV is reducing rates
over time.)Wisconsin3.5% 6.27% (progressive)Yes RSU income taxed as ordinary income, up to 6.27%. (WI has progressive rates with those ranges.)WyomingNo state income taxNo state tax on RSU income (Wyoming has no income tax).(Note: Rates are as of 2025 and rounded for simplicity. Progressive means a range from lowest bracket to highest
bracket; your effective rate will depend on your total income. Also, local taxes arent individually listed except major examples, but if you live in a locality with income tax, add that on.)As you can see, if youre in a state like California, New York, New Jersey, Hawaii, or others with high top rates, an RSU vesting can trigger a hefty state tax bill on top of
federal. In contrast, those in no-tax states like Texas or Florida will only have federal (and maybe some local) taxes to contend with. Its a big difference for a large RSU grant, living in California vs. Texas could mean thousands of dollars difference in tax.Federal vs State Summary: Federal tax is unavoidable and uniform; state tax depends on location.
If you have flexibility (for example, remote work or relocating), the timing of an RSU vest relative to a move could be significant. Some folks even consider moving to a no-tax state before a huge vest to save money but beware, states like California are vigilant; if you earned it while in CA, they may still claim their share even if you moved just before
vesting. Always weigh the logistics and consult a tax advisor if contemplating moving for tax reasons.RSUs vs. Other Equity Compensation: Tax Comparison (ISOs, NSOs, and More)RSUs are just one form of equity compensation. Companies (especially tech and startups) may also offer stock options (incentive stock options or non-qualified stock
options), ESPPs (Employee Stock Purchase Plans), or Restricted Stock Awards. Each type has its own tax treatment. Lets compare RSUs with the two most common other forms ISOs (Incentive Stock Options) and NSOs (Non-qualified Stock Options) since these are often what people confuse or compare with RSUs. Well also touch on ESPPs

briefly. How RSUs Differ from Stock Options (Tax-wise):RSUs: No choice to exercise you simply receive stock at vesting. Taxed at vesting as ordinary income on full value. No upfront cost to you. After vest, you own shares and can hold or sell (gains from that point are capital gains).ISOs (Incentive Stock Options): These give you the option to buy
company stock in the future at a fixed exercise price (often equal to the stocks price at grant). No income tax due at grant or at exercise for regular tax if you hold the stock, but exercise might trigger AMT (alternative minimum tax) on the bargain element (difference between market value and exercise price). If you meet certain holding requirements
(at least 1 year after exercise and 2 years after grant) and then sell, the entire gain from exercise price to sale price is taxed as long-term capital gain (potentially very advantageous tax-wise). If you disqualify (sell too soon), the ISO effectively behaves like an NSO (see below) for taxes income at exercise, etc. ISOs can only be given to employees and
have annual limits (max $100k worth vesting per year for ISO status).NSOs (Non-Qualified Stock Options): These can go to employees or others. They also allow you to buy stock at a set price. Taxed at exercise the spread (market price minus exercise price) is treated as ordinary income (and shows up on your W-2 if youre an employee). So when you
exercise NSOs, you might have to pay tax immediately on that spread, even if you dont sell the stock (like an RSU, you can trigger tax without cash unless you do a cashless exercise). After exercise, any further increase to sale is capital gain (short or long term). NSOs do not get the special ISO tax benefits but also dont have AMT issues; theyre
simpler but often result in tax at exercise time.Pros and Cons of RSUs vs. ISOs vs. NSOs:Equity TypePros Cons Restricted Stock Units (RSUs) Guaranteed value at vesting (even if stock drops, you got something). Simple: no purchase needed; taxed as ordinary income (easy to understand). Good for employees in stable or public companies; you dont
risk paying for stock that becomes worthless. Immediate tax at vesting, which could be a large sum due. All income is taxed at higher ordinary rates (no special capital gains rate on that initial value). You might owe taxes on value you cant control (especially if you cant sell due to lockup). No ability to time or defer the income (except rare 83(i)
deferrals); its on the companys schedule.Incentive Stock Options (ISOs) Potential for 0 tax at exercise and all gain taxed as long-term capital gains (much lower rates) if you hold shares long enough (great tax benefit). You control the timing of exercise and sale can plan when to incur tax. No tax at grant or vest (options typically vest but vesting itself
isnt taxable for options). Risk of AMT at exercise: exercising ISOs can trigger alternative minimum tax on paper gains, which can be complex and might require prepaying tax before you have cash from a sale. If stock price falls after exercise, you could lose money and still have paid AMT on a higher value. Must meet holding period for tax benefit;
otherwise, its like an NSO (ordinary income on exercise spread). You need to come up with cash to exercise (though some plans allow a cashless exercise, which effectively turns it into an NSO-like tax event). ISO favorable treatment has limits (large grants might lose ISO status partly) and ISOs are forfeited typically 90 days after leaving a job, which
pressures decision to exercise or lose them.Non-Qualified Stock Options (NSOs) No AMT issues; tax treatment is straightforward. You can choose when to exercise, so you can wait until maybe a liquidity event or such. If the stock soars, you only pay tax when you exercise, so you can choose to exercise-and-sell simultaneously to cover the cost and
taxes (cashless exercise). Gains after exercise can become long-term capital gains if you hold the shares. Tax at exercise: You have to pay ordinary income tax on the spread at exercise. This could be huge if the stock rose a lot, and its due even if you dont sell (though most will sell some to cover). You need to pay the exercise price as well, which could
be substantial (though if you do a cashless exercise, thats taken out of proceeds). Like ISOs, they usually expire shortly after leaving the company, forcing a decision. No special tax rate part of the gain (from grant price to exercise price) will be at higher ordinary rates, not fully at capital gains rates.ESPP (Employee Stock Purchase Plan): Just to
mention, ESPPs let employees buy stock at a discount, usually via accumulated payroll deductions. The tax on ESPP is a bit different: if its a qualified Section 423 plan, theres generally no tax at purchase (even though you got a discount). When you sell, if you held the stock long enough (2 years from grant of option and 1 year from purchase), the
discount is taxed as ordinary income (but capped at a certain formula) and the rest of gain is capital gain. If not, the discount is ordinary income immediately. ESPPs are separate from RSUs but often offered alongside; theyre another way employees get stock.Which is more tax-friendly? It depends on circumstances:RSUs are simplest but can be tax-
heavy since its all ordinary income at a fixed time.ISOs have the best potential tax outcome (all gain as long-term capital gain), but come with the risk of AMT and market risk if you hold the shares.NSOs split the tax: some ordinary, some capital gains, giving you flexibility but not as sweet as ISO treatment.If the stock price goes way up, ISOs could
yield much lower tax bill than RSUs (imagine stock 10x, with RSU you pay income tax on the full 10x increase at vest; with ISO if you hold, you pay just capital gains at sale).On the flip side, if a stock doesnt rise much or is even lower at vest, RSUs would still have given you value (some stock to sell), whereas options might be underwater (exercise
price higher than market, thus worthless). RSUs are more risk-free value to the employee, which is why many big companies use them instead of options nowadays.Strategy note: Some employees with ISOs choose to early exercise (if allowed) and file 83(b) to start the clock early (this is an advanced technique basically treating an early exercise ISO
like a restricted stock that you pay tax on now). That can mitigate AMT if done when value is low. But not applicable to RSUs, just showing how options allow some tax strategy if the company permits.In summary, RSUs vs Options: RSUs give certainty and simplicity at the cost of higher immediate taxation, whereas options (ISO/NSO) give the
opportunity for tax planning and capital gains treatment, but require action by the employee and entail risk (you might end up with nothing if stock never goes above the exercise price, or you might face upfront costs or AMT). Companies often choose which to grant based on their goals: RSUs to provide assured value, options to incentivize big
growth.Knowing these differences helps set expectations: If you only have RSUs, your tax situation is more straightforward (albeit you might pay more upfront tax). If you have a mix (say early startup gave you ISOs, later company gives RSUs), youll handle them differently on your taxes. Always keep track of what type of equity you have
misidentifying an ISO as an RSU or vice versa could lead to reporting mistakes.Whos Involved? Key Entities and People in RSU TaxationNavigating RSU taxes isnt just about you and the tax code. Several entities and people play important roles:You, the Employee: Ultimately, youre responsible for understanding and reporting your taxes correctly.
While others help behind the scenes, its important to review your paystubs, W-2, and 1099-B forms to ensure all RSU transactions are accounted for. Educating yourself (as youre doing now!) is the best way to avoid mistakes.Employer (Company) & HR/Payroll Department: Your company is responsible for administering the RSU plan, tracking vesting,
and handling payroll withholding for taxes. HR or a dedicated stock plan administrator will notify you of vesting events, perhaps provide online portals to manage your equity, and crucially, withhold the correct amounts for federal and state taxes at vesting. They also ensure compliance with any special programs (like if 83(i) deferral is offered, theyd
coordinate that and remind you of the eventual tax). If your company is private, the company decides if/when to allow a liquidity event or special handling for RSUs. Payroll will include your RSU income in your W-2. Its good to stay in touch with HR regarding any questions on your equity for instance, if you anticipate a big vesting and want to adjust
withholding, ask if they accommodate supplemental withholding requests.Stock Plan Broker/Firm: Many companies use third-party financial institutions to manage equity (e.g., E*Trade, Fidelity, Charles Schwab, Morgan Stanley, etc.). These brokers will often facilitate the vesting transactions. For example, if shares are sold to cover taxes, they
execute those trades. They will issue a Form 1099-B at tax time for any stock sales (including those automated sell-to-cover transactions). They maintain your equity account where you can see how many RSUs you have, what vested, and whats still to vest. Its important to check that account around vesting dates and download any statements or
confirmations needed.Internal Revenue Service (IRS): As noted, the IRS sets the rules and collects the taxes. If withholding was done correctly, you may not interact with the IRS beyond filing your return and possibly paying any remaining balance or getting a refund. One area you might deal with IRS: if you made an error reporting (e.g., forgetting to
report a stock sale, causing the IRS to think you had unreported income), you might get a notice. Always report your RSU-related stock sales with proper basis to avoid IRS confusion. The IRS also audits occasionally, so having documentation of your RSU vesting and sales is wise (save those grant agreements and broker statements). Generally, as
long as W-2 and 1099 forms are right and you report them, the IRSs role is just processing the taxes.State Tax Agencies: If you live in a state with income tax, the states Department of Revenue or Taxation will also be looking for their share. Your employer usually withholds state taxes too, but ensure you file a state return and include the income.
State agencies can also send notices if something was off (for example, if you moved states and each state wants to verify the allocation).Financial Advisors/Tax Professionals: Many employees with significant RSUs will consult a CPA or tax advisor to plan for the taxes and prepare returns. If youre not comfortable with the complexities (especially
multi-state or high-value cases), a tax professional can be invaluable. They know the ins and outs, like how to file an 83(b) (if needed for other equity), how to compute AMT if you also have ISOs, how to use capital losses to offset gains, etc. Financial planners can help integrate RSU strategy into your overall plan for instance, advising how much stock
to hold vs. sell for diversification and tax efficiency, or how to donate shares for a tax benefit.The Companys Board/Compensation Committee: This is in the background, but they decide what type of equity to grant (RSU vs options etc.), when grants happen, and the vesting schedules. They also set policies like whether to allow early vesting in certain
cases, what happens to RSUs if someone leaves or retires, etc. These decisions can affect your taxes. For example, if the company accelerates vesting at a change of control (acquisition), you might get a big lump of RSUs vesting all at once (tax bomb in that year). Or if they choose RSUs over options, as discussed, it changes how youll be taxed. While
you wont influence this as an individual (unless youre a high-ranking exec with negotiation power), its useful to understand that these plan rules come from higher up. Upon hiring or during negotiations, you might inquire about the equity structure and even negotiate aspects of it.Securities and Exchange Commission (SEC): For public companies (or
those about to go public), the SECs regulations indirectly affect you. They ensure the company is properly registering the shares youll receive (most companies file registration statements or use exemptions for employee stock). They also enforce insider trading laws. If you are an executive or have insider knowledge, you have to be careful about when
you sell your shares. The company will often have you sign insider trading policy acknowledgments, and as mentioned, might encourage or require 10b5-1 plans for trading. The SECs rules are why you might face trading blackout periods. This can affect your ability to sell for taxes, meaning you might hold shares longer than you wanted. For rank-
and-file employees, the main effect is during quiet periods around earnings or events; if your vest happens during a blackout, the company might do an automatic sale just for taxes but not allow you to sell extra shares until the window opens. Always adhere to your companys trading policies no tax benefit is worth the legal trouble of insider trading
allegations.Co-workers/Peers: This is a softer point, but discussing with trusted colleagues (especially those who have been through multiple vesting cycles) can provide practical insights. They may share tips like Our companys withholding was not enough for me, I ended up owing money or Heres how I set up a 10b5-1 plan to sell some RSUs each
quarter to avoid price swings. Just be careful: co-workers arent always tax experts, so while you can gain insights, verify with a professional or your own research.Family (Spouse, etc.): If you file jointly, your spouse is part of the tax equation. Big RSU income could affect things like your joint tax bracket, phaseouts for deductions/credits, or AMT on a
joint return. Its wise to loop in your spouse on planning. Also, if youre in a community property state, technically half that RSU income might be considered your spouses for state tax purposes (though on a joint return its all combined anyway). If your spouse also has equity comp, it can get even more complex time to possibly hire that CPA.By
recognizing all the players involved, you can better coordinate and avoid missteps. For example, knowing that your employer handles withholding lets you double-check that they did withhold (mistakes can happen always review your pay stub after a vest to see that taxes were taken out). Knowing the SEC might restrict sales informs you to plan
ahead for liquidity needs (maybe save cash or have a plan if you cant sell immediately). And having a good CPA or advisor in your corner can save you stress and money, especially if you have a lot at stake.In conclusion, Restricted Stock Units can be a fantastic part of your compensation, but they come with tax responsibilities. Theyre taxable when
they vest, and its up to you to manage the consequences by planning for the tax hit, understanding the rules (federal and state), and making informed decisions about selling or holding the shares. We hope this guide has demystified the process and given you the knowledge to handle your RSU taxes confidently. FAQ: Restricted Stock Units and
TaxesQ: When exactly are RSUs taxable for federal income tax?A: At the vesting date. The moment your RSUs vest and you receive the shares, their value is treated as ordinary income and taxed in that year.Q: Do I pay taxes on RSUs even if I dont sell the shares?A: Yes. Tax is due when they vest, whether or not you sell. You could hold the shares for
years, but the IRS still taxed you on their value at vesting time.Q: Will I get taxed twice on my RSUs (at vesting and again at sale)?A: Not on the same income. The vesting value is taxed once as income. Later, if you sell for more, only the gain since vesting is taxed (as capital gain). Thats not double taxation, but taxation of two different events.Q: What
tax rate applies to RSU income?A: Its taxed at your ordinary income rate (based on your tax bracket). Your employer usually withholds 22% federal (or 37% for very large amounts), but your actual rate could be higher or lower.Q: How do I report RSUs on my tax return?A: The income from vesting is already on your W-2 wages. If you sold any shares,
you report the sale on Schedule D/Form 8949, using the vesting price as the cost basis to avoid double-counting that income.Q: Can I avoid or reduce taxes on my RSUs?A: You cant avoid the income tax at vesting. But you can manage it: e.g. sell shares to cover taxes, hold remaining shares for >1 year to get lower capital gains tax on any
appreciation, or donate shares to charity for a deduction. Also, if you move to a lower-tax state well before vesting, it might reduce state tax.Q: What is an 83(b) election and does it apply to RSUs?A: An 83(b) election lets you pay tax early on certain stock compensation. It does not apply to RSUs because you dont own any stock at grant. Its only for
actual stock awards you receive before they vest.Q: Do RSUs count as earned income for IRA contributions and Social Security?A: Yes. RSU income is part of your earned income (wages). It counts toward IRA contribution eligibility and is subject to Social Security and Medicare taxes (up to the wage limits).Q: My company didnt withhold enough tax
on my RSUs what do I do?A: You may need to make an estimated tax payment or increase withholding from your regular paycheck to cover the shortfall. At tax filing, youll pay any remaining due. In the future, you can ask payroll to withhold a higher flat rate on RSU vesting.Q: If I move to another state, which state taxes my RSU vest?A: Generally,
the state(s) where you earned the RSUs will tax the income. If you earned them in State A then moved to State B before vesting, State A may tax a prorated portion. Your resident state at vest may tax it too, but usually gives a credit for any tax paid to the other state.Q: Do I owe taxes if my RSUs vest and the stock price then drops dramatically?A:
Unfortunately, yes your tax is based on the value at vesting. A later drop doesnt reduce the tax you owe from that vesting event. You might end up with a capital loss if you sell later at a lower price, which can offset other gains or a small amount of income, but you wont get back the income tax paid.Q: Are RSUs better or worse than stock options for
taxes?A: RSUs are simpler but often result in more immediate tax (all ordinary income at vest). Stock options (especially ISOs) can yield lower tax rates (capital gains) but come with complexities and risk (you must choose when to exercise/pay tax, and options can expire worthless). It depends on your situation and the companys stock performance.Q:
If I leave my company, what happens to my RSUs and taxes?A: Any unvested RSUs are forfeited (you wont get them, so no tax on those). Vested RSUs that havent been delivered yet usually get delivered per plan rules (and taxed). If they accelerate some vesting as part of severance, those will be taxed at that time. Always check your exit paperwork
sometimes vested shares will be delivered immediately on termination, causing a tax event.Q: Do I need to pay estimated taxes because of my RSUs?A: If the RSU withholding is not enough to cover your tax, and you expect to owe a lot, yes, you might need to make estimated payments (or increase withholding on your salary) to avoid penalties. For
one-time big vests, the safe harbor is to have paid in at least 90% of this years total tax or 100-110% of last years tax (rules vary by income) to avoid underpayment penalties.Q: What if I want to donate my RSU shares to charity?A: If you donate shares after they vest (which is the only time you can, since before vest you dont own them), you could
potentially deduct the market value and avoid capital gains on any appreciation. However, that doesnt undo the income tax that occurred at vesting. Donating is more of a strategy for dealing with appreciated stock post-vesting.Q: Can I delay receiving my RSUs to a later tax year?A: Generally, no for standard RSUs. The vesting schedule is set and
youre taxed accordingly. Some companies allow a one-time deferral of delivery (subject to 409A rules) if you elect in advance, but this is uncommon. And private company RSUs might effectively delay until an IPO. But as an individual, you usually cant choose the year its fixed by the plan.Q: Are RSUs subject to Social Security and Medicare taxes?A:
Yes. At vesting, RSU income is treated like a bonus you and your employer owe Social Security (6.2% each up to the annual wage limit) and Medicare (1.45% each, plus you 0.9% extra if high earner). These are typically withheld just like income tax.Q: How do I find out my RSUs cost basis for taxes when I sell?A: The cost basis is the value that was
taxed at vesting (usually the market price per share at vest). Your stock plan broker often shows this. If not, use the vesting price * number of shares as the basis. It should also be the amount included as income on your W-2 for those shares.Q: My W-2 shows a big income from RSUs but I never got that cash why?A: The W-2 includes the value of the
stock you received from RSUs. You might not have gotten cash because you received shares (and maybe still hold them). The company likely withheld some shares to cover taxes, so you got the rest as stock. Even though it wasnt cash in hand, the IRS counts the stocks value as income.Q: What happens if I forget to report my RSU stock sale on my
taxes?A: The IRS will likely send a notice because the broker reports the sale on a 1099-B. If you dont report it, the IRS might assume the whole sale proceeds are gain. Always report it, even if the gain is zero, to show the basis. If you forgot, you can file an amended return to correct it.Q: Do RSUs come with any AMT (Alternative Minimum Tax)
considerations?A: No RSUs are taxed as standard wages, which are the same under AMT and regular tax. AMT issues usually arise with incentive stock options, not RSUs.Q: Are there any tax breaks or credits related to RSU income?A: Not specifically for RSUs. They just increase your income. However, more income could phase you out of some
credits or deductions (like Roth IRA eligibility, child tax credits, etc.). One indirect angle: if you get a foreign tax credit because you paid tax to another country on the RSUs, or a state tax credit for taxes paid to another state on that income.Q: Who can I talk to at my company about my RSU tax questions?A: Start with your HR or stock plan
administrator. They can explain the companys procedures, how withholding is handled, and where to see your transactions. For specific tax advice, they might refer you to consult a personal tax advisor, but they can clarify what was done on the companys end. Understand details of restricted stock units (RSUs) to determine if theyre right for your
companyTax rules and business considerations can help shape your decision to implement RSUsTax considerations include nonqualified deferred compensation rules under section 409A and payroll tax withholdingUnderstand the differences between a restricted stock unit and restricted stock to avoid confusionFor any plan intended to issue RSUs,
review [CR1]with your tax advisors to avoid unintended tax consequencesAs an alternative to actual equity, issuing RSUs can incentivize key employees without diluting ownership prior to vestingIn tight labor markets, employers are always looking for ways to incentivize key employees. Restricted stock units (RSUs) are one option to achieve this
without diluting ownership prior to vesting. Before deciding what type of executive compensation deviceis right for your company, here are some answers to frequently asked questions about RSUs.Q: What is a restricted stock unit?A: A restricted stock unit is a promise to transfer shares (or make a cash payment) at some future date, typically after
time or performance vesting requirements have been met. An RSU does not provide actual ownership in the company when granted. Instead, the transfer of shares (or cash) happens after vesting. (Performance-vesting RSUs are sometimes referred to as PSUs.)Q: Why might a company want to issue RSUs instead of actual equity?A: As equity
ownership does not transfer upfront, RSUs provide a mechanism to incentivize employees without diluting ownership. That is because RSUs are generally subject to certain time or performance vesting provisions that must be satisfied prior to the recipient receiving the benefit of the transfer of the shares or cash.RSUs provide an incentive not only
for employees to stay with the company through the vesting date, but also to contribute to increasing the company value, which will result in a higher payment value when the RSU is settled. Unlike stock options, RSUs do not require a cash outlay (i.e., exercise price) by the recipient, which eases some of the administrative burdens for the employer
and can also appeal to employees.Q: How do RSUs work for public and private companies?A: RSUs represent a promise to make a payment at some future date. If the RSUs are settled in shares, the recipient becomes an owner and, in the context of a public company, can generally transfer the shares without restrictions (other than any imposed by
securities law). For private companies, although the shares are no longer subject to restrictions, there is typically not a readily available market, so the recipient may not be able to sell the shares right away or with as much ease.Q: How is the value of an RSU determined?A: The value of an RSU fluctuates, mirroring the value of company stock. Public
companies that issueRSUs will use the fair market value (FMV) as reflected on the public exchange they trade on at the time the transfer is initiated.On the other hand, private companies that issue RSUs dont have a readily ascertainable market value. Instead, they must follow the general equity compensation valuation rules for private companiesand
use a reasonable valuation method, such as an express written formula, or have a third-party appraisal performed to determine the FMV per share.Q: Are there section 409A considerations with RSUs?A: Yes. In the event the RSU does not meet the short-term deferral exemption (such as when payment is expected to be made more than two and a half
months after the year of vesting), it would be subject to the nonqualified deferred compensation rules under section 409A. Operating nonqualified deferred compensation plansrequires careful consideration of the stringent and complex section 409A rules. Employers should consult a tax advisor and review their nonqualified deferred compensation
plans regularly to ensure the plan is operating as intended and does not run afoul of section 409A rules, which could result in income inclusion at vesting and a 20% penalty tax to the employee if violated.Q: How are RSUs treated for federal income tax purposes?A: RSUs are not taxable at grant. Therefore, they allow a recipient to defer compensation
into a later year because the recipient does not pick up the value of RSUs as compensation until vesting, which is typically in a year subsequent to the year of the grant. However, RSUs are generally designed to meet the short-term deferral exemption under section 409A. This means payment occurs within the same year of vesting or within two and a
half months of the end of the year in which vesting occurred. In such cases, the RSUs are not considered nonqualified deferred compensation.Once RSUs vest, the company settles them by transferring shares or making a cash payment. Atthe time the transfer is initiated, the aggregate value is taxable compensation to the recipient. It is not uncommon
for companies to miss this date of transfer requirement and tax RSUs only once per yearsimilar to certain fringe benefitsbut this is not correct.The company is entitled to a deduction equal to the amount of income recognized by the recipient. The timing of that deduction depends on whether the RSU is settled in shares or cash, as well as when
payment is made in comparison to vesting.Additionally, if the RSUs are settled in shares, the recipient becomes an owner and the holding period begins on the date of transfer. If the shares are held longer than one year, any appreciation or depreciation will be characterized as long-term capital gain or loss, respectively.Q: Is a section 83(b) election
available?A: No. With RSUs, property (the shares) is not transferred until it is already vested; therefore, a section 83(b) election does not apply.Q: What are the payroll tax consequences of RSUs?A: RSUs are subject to tax under the Federal Insurance Contributions Act (FICA), which is comprised of the old-age, survivors, and disability insurance
taxes, also known as social security taxes, and the hospital insurance tax, also known as Medicare tax (collectively referred to as payroll tax), for employees with a Form W-2 reporting requirement.RSUs that are settled within two and a half months of the end of the year in which vesting occurredare subject to payroll tax withholding at the time
payment is initiated.If the RSUs are not settled within two and a half months of the end of the year in which vesting occurred, the special timing rule for nonqualified deferred compensation applies and payroll tax withholding may be required upon vesting. Notably, in this case, the RSUs would not be subject to federal and state income tax until the
year of transfer or payment, resulting in a timing difference for payroll tax and income tax withholding.Q: Can partnerships issue RSUs?A: Theoretically, its possible for partnerships to issue something economically similar to RSUs, but its rare because partnerships would typically issue profits interests to achieve a similar result.Q: How is an RSU
different than restricted stock?A:Restricted stockand RSUs bear similar names, which can cause confusion. However, there are some key differences, such as when the transfer of the shares occurs and whether a section 83(b) election is available.A restricted stock award transfers shares to the recipient at grant, but the shares are subject to forfeiture
until the vesting conditions are satisfied. With RSUs, shares are not transferred until the RSU vests (see diagram below).As a restricted stock award transfers property (shares) at grant, the recipient can make a section 83(b) election within 30 days of receiving the restricted stock; that accelerates vesting for tax purposes and, as a result, accelerates
the income inclusion into the year of the grant. Conversely, RSU grants do not transfer property at grant; therefore, a section 83(b) election is not available.Q: What are some considerations when designing an RSU plan?A: Companies should consider the following when formulating aspects of their written plan:Which key employees should receive
RSUs?What type of vesting conditions will most incentivize employees?Will the plan meet the short-term deferral exception or be section 409A compliant? If so, what permissible payment events would the company like to include?Do employees have enough cash to cover the required tax upon vesting (if the RSUs will be settled in shares instead of
cash)?Will special vesting rules apply in the case of death, disability, or other events?When and how many RSUs will be granted?RSUs should be compared to other incentive compensation methods to determine if they achieve the companys goals. If they do, the plan should be reviewed with tax advisors to ensure no unintended tax consequences
occur.
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