ISO « NSO - RESTRICTED STOCK ¢« RSU — KEY FEDERAL POINTS WITH CALIFORNIA NOTES

Your Equity Comp, Explained

Four award types look alike on an offer letter but are taxed on entirely different mechanics. This is a map of
where the decisions live — the elections, the deadlines, and the California layer — not a substitute for

planning any one of them.

Equity is where compensation stops behaving like a paycheck. A salary arrives, tax is withheld, and the matter is largely settled.
An option grant, a vesting schedule, or a block of restricted stock is different: it carries decisions — when to exercise, whether to
elect, how long to hold — and each decision quietly assigns the eventual gain a tax character before the money is ever in hand.
The same award can produce a modest capital-gains bill or a large ordinary-income one depending entirely on choices made
along the way, often years before the shares are sold.

What makes equity compensation genuinely hard is that four common award types — incentive stock options, non-qualified
options, restricted stock, and restricted stock units — look similar on an offer letter but are taxed on entirely different mechanics.
One is driven by the alternative minimum tax. One is ordinary income at exercise. One offers a 30-day election that can reshape
the entire outcome. One offers no election at all. Confusing them, or missing the window a particular award depends on, is
among the most expensive mistakes a high earner can make — and unlike a missed deduction, it rarely announces itself until the
return is prepared.

Incentive Stock Options (ISO)

Grant No tax.

Exercise No regular tax. The bargain element (FMV - strike) is an AMT preference item — may trigger alternative
minimum tax. Creates a minimum tax credit (Form 8801) usable in later years.

Sale Qualifying disposition (>2 yrs from grant & >1 yr from exercise): entire gain over strike is long-term capital
gain. Disqualifying disposition: bargain element becomes ordinary income (W-2), remainder capital.

Dual basis Regular-tax basis = strike; AMT basis = FMV at exercise. Track separately — drives AMT gain/loss and credit
recovery.
Forms Form 3921, Form 6251 (AMT), Form 8801 (credit), CA Sch. P (540) / Form 3510.

Ex. Strike $10, FMV $60, 1,000 sh, exercise & hold. Regular tax: $0. AMT preference: $50,000 — may owe AMT. Sell 25 mo. later

at $90 (qualifying): $80,000 LTCG, and MTC begins unwinding.




Non-Qualified Stock Options (NSO)

Grant

Exercise

Sale

Watch

Forms

No tax (assuming no readily ascertainable FMV).

Bargain element (FMV - strike) is ordinary income — W-2 for employees (income + FICA withholding) or
1099-NEC. Flat 22% supplemental withholding (37% over $1M) is often short for high earners.

Gain/loss beyond basis is capital. Basis = strike + bargain element already taxed. >1 yr from exercise = long-
term.

1099-B basis trap: broker often reports strike only — adjust basis to full FMV on Form 8949 or you pay tax
twice on the spread.

W-2/1099-NEC, Form 8949 + Sch. D.

Ex. Strike $10, FMV $50, 1,000 sh. At exercise: $40,000 ordinary income; basis $50. Sell 18 mo. later at $80: $30,000 LTCG.

Restricted Stock (actual shares)

Grant
Vesting

83(b) election

Sale

Forms

No tax if subject to substantial risk of forfeiture (unvested), unless an 83(b) election is made.
Default: FMV at each vest date is ordinary income (W-2) as shares vest. Basis = FMV taxed.

File within 30 days of grant: pay ordinary tax on FMV at grant (often near $0 for founders/early stock). Future
appreciation is all capital gain; holding period starts at grant. Risk: no refund if shares forfeited or value drops.

Gain over basis is capital; long-term if >1 yr from the taxable event (vest, or grant if 83(b)).

83(b) statement to IRS, W-2, Form 8949 + Sch. D.

Ex. 100,000 sh at $0.01 FMYV, 4-yr vest. With 83(b): $1,000 ordinary income now; sell at $5 later — ~$500K LTCG. Without:

ordinary income on FMV at each vest — potentially huge if value climbs.

Restricted Stock Units (RSU)

Grant
Vesting

Withholding

Sale

Watch

No tax. 83(b) not available (units, not stock).
FMYV at vest is ordinary income (W-2). Automatic — no election. Basis = vest-date FMV.

Usually sell-to-cover at flat 22% (37% over $1M). Badly short for 32-37% earners + CA 9.3-13.3% — the #1
RSU filing surprise. Plan estimates.

Gain/loss beyond vest-date basis is capital; clock starts at vest, not grant.

1099-B basis trap: broker may report $0 basis — adjust to vest FM'V on Form 8949 to avoid double tax.
(8409A/883(i) deferral rare, private-co only.)

Ex. 500 units vest at $80: $40,000 ordinary income; basis $80. Sell 14 mo. later at $110: $15,000 LTCG.




Side-by-Side

ISO NSO Restricted Stock RSU
Tax at grant None None None (or 83(b)) None
Ordinary income None for regular tax (AMT At exercise At vest (or grant w/ 83(b)) At vest
event only)
AMT exposure Yes — spread is preference No No No
83(b) available N/A N/A (early exercise stock Yes — 30 days No

only)
Capital gains Full spread if qualifying Appreciation after exercise = Appreciation after taxable Appreciation after
potential event vest
Holding period At exercise At exercise At vest (grant if 83(b)) At vest
starts
FICA No Yes (employees) At vest (grant if 83(b)) Yes, at vest
Key trap AMT & dual-basis tracking 1099-B basis double-count Forfeiture risk after 83(b) 22% withholding
gap

Key forms 3921, 6251, 8801 W-2/1099, 8949 83(b), W-2, 8949 W-2, 8949

CA conforms broadly to federal equity taxation but has its own AMT (Sch. P / Form 3510 for ISO credit) and taxes equity
income sourced to CA workdays — relevant for clients moving in or out of state during a grant's vesting period. CA has no preferential

capital gains rate; all gains taxed at ordinary rates up to 13.3%.

The bottom line

Across all four award types, one pattern holds: the tax outcome is set by decisions and deadlines, not by the sale itself. An ISO's
advantage lives or dies on the AMT and the two holding-period clocks. Restricted stock's best outcome depends on a 30-day
election most people never hear about until it has expired. RSUs quietly under-withhold at exactly the income levels where the
shortfall is largest. In each case the return simply records a result that was chosen — often long before — by action or by default.

That is why equity compensation rewards looking forward rather than back. The valuable work happens while the choices are
still open: before an exercise, inside the 30-day window, ahead of a vesting tranche, and with an eye on where you will be a
resident when the gain is finally recognized. Once those moments pass, even flawless preparation can only report faithfully what
the timing already decided.

If you hold equity that is vesting, approaching an exercise decision, or tangled up with a move between states, the
time to model it is before the next event — not at filing.



Discuss your situation with Natalie C. Papagni, CPA

If you'd like a forward-looking review of your equity compensation — the decisions still open to you, the elections and deadlines
that apply, and how they fit your broader tax picture — a complimentary initial consultation is the natural first step.

Natalie C. Papagni, CPA — Tax, Planning & Advisory Services

Office 4275 Executive Square, Suite 200, La Jolla, CA 92037
Phone (858) 754-8277
Email service@lajollataxcpa.com

Web www.lajollataxcpa.com

Disclaimer. This material is provided for general educational purposes only. It is not tax, legal, or accounting advice, and it does not create a CPA-client relationship.
Tax outcomes depend on individual facts and circumstances, and figures and rules change from year to year. Consult a qualified professional about your specific
situation before acting. - Natalie C. Papagni, CPA — La Jolla Tax CPA, La Jolla, California.



