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Equity Comp Taxation and Your Annual Tax Filing

Equity Comp Taxation
and Your Annual Tax
Filing
Equity compensation can be one of the most valuable benefits offered by your
company, but it’s important to understand how they work—and how they’re
taxed. For example, one type of equity award may trigger certain federal taxes

"

depending on the circumstances—federal ordinary income tax, the alternative
minimum tax, and federal short- or long-term capital gains tax. Here’s what

#

you need to know.
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Any sports fan can tell you, to be successful, you have to understand the value of having
a winning game plan.
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The value of having and executing a successful plan, of course, extends far beyond the
field. In personal finance, it requires making sure that you’re taking advantage of every
opportunity to increase your wealth and strengthen your financial security. One oftenoverlooked way to do this is to consider the tax impact of your financial decisions.
Equity compensation can be one of the most valuable benefits offered by your company,
yet one of the more complex, especially when it comes to how your equity compensation
is taxed. The type of equity compensation, and the length of time you hold the actual
shares underlying your equity award, will impact the tax treatment of your equity
compensation.
As tax season approaches, having a plan helps. A tax advisor can help you determine the
best way to manage your tax obligations, but here’s what you need to know about the tax
treatment of your specific type of equity compensation and which tax forms you’ll need
to collect for your annual federal tax filing:

For all equity types:
How long you hold your shares that you acquired through exercise, vesting or purchase
(as applicable) matters. If you hold shares in your portfolio for more than one year after
the date of exercise, vesting or purchase before selling, any change in value from the
date of grant, exercise, vesting or purchase (as applicable) may be treated as a longterm capital gain (or loss) which is taxed at a lower rate than a short-term capital gain
(or loss) (i.e., if you hold the shares for one year or less after the applicable date). 1 If you
are planning to sell shares, be sure to have a plan on exactly which shares you wish to
sell based on when you acquired them—it can have a significant impact on how much
you owe in taxes. Also, keep in mind that, depending on the circumstances, you may owe
additional taxes, such as state and local income taxes and employment taxes.

If you have stock options:
There are two types of stock options: Incentive stock options and non-qualified stock
options. Here’s how they differ:

If you have Restricted Stock Units (RSUs):

If you participate in a qualiﬁed employee stock purchase
plan (ESPP):

Note: if your company offers a non-qualified ESPP, your tax obligations will differ from
above. You should speak to a tax advisor to understand the tax treatment of nonqualified ESPPs

The bottom line
No matter what type of equity you receive, it’s highly recommended that you work with a
professional tax advisor and financial advisor to understand how your equity impacts
your tax obligations. It’s important to understand the types of taxes you may owe when
you receive equity compensation, that you provide the right documents to your tax
preparer to submit an accurate annual tax filing, and how you can use equity value
gains (and losses) as part of your winning financial game plan.
Learn more about equity compensation and how Morgan Stanley can help you achieve
your goals.
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If you have incentive stock options or shares acquired through an employee stock
purchase plan, you may receive long-term capital gains tax treatment if you do not sell
the shares for more than one year from the date of exercise or date of purchase, as
applicable.
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MORE ON MANAGING FINANCIAL STRESS

INTERACTIVE_TOOLS

What are my income and expenses?
Creating a budget is an important step in helping you
better manage your money. There are a number of
factors to consider as you work towards achieving your
financial goals including understanding your current
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Password Security
Rachel Wilson, Head of Cybersecurity at Morgan
Stanley, describes password security and what steps
you can take to strengthen your password security.
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Bank Accounts: To Join or Not To Join
Learn more about the pros and cons of joint accounts
and determine which option is appropriate for you.
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