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This document describes the tax nuisances 
associated with Restricted Stock, focusing on 
implications when stock vests, when shares are sold 
and the tax withholding. 

(Date Optional) Month, Day, Year 

 

Many employers, including both publicly traded and privately held companies, use Restricted Stock as a way to reward 
key employees.  Restricted stock grants are very similar to some types of stock options but are often easier to 
understand and provide more overall value than options.  On the other hand, Restricted Stock offers less flexibility than 
stock options and has a higher tax cost (although a lower overall out-of-pocket cost).  Therefore, it’s important to 
understand the tax ramifications of this valuable incentive offered by employers. 

When a Restricted Stock grant is awarded to you as an employee, there are no tax ramifications at that time.  However, 
you are limited or “restricted” in what you can do with the stock: you are prohibited from selling or otherwise transferring 
the shares until you meet the vesting requirements established by your employer.  The vesting requirement usually 
entails staying employed by the company until a specified date, typically at least a year from the grant date.  In some 
cases, the shares vest over multiple years, such as 25% of the grant each year for four years.  There may also be 
performance-based vesting, meaning the stock only vests if the company achieves certain business goals.  If for some 
reason you don’t meet the vesting requirements, the Restricted Stock expires, and it’s as if the grant never happened. 

 

WHEN THE STOCK VESTS 

If you meet the vesting requirements, you own the stock outright.  You can sell the shares, gift them to charity or a 
family member, or continue to hold them.  Vesting also triggers the first tax consequence: you must recognize income 
equal to the value of the stock on the date the restrictions lapse.  The value is usually determined by averaging the 
highest and lowest trading prices of the stock (for a publicly traded stock) on the vesting date.  This amount is then 
added to the taxable income that will be reported on the W-2 your employer issues you for that year. 

• Example: Your employer grants you 200 shares of Restricted Stock.  When the restrictions lapse, the high and low 
trading prices for that day are $52 and $47, for an average of $49.50.  Multiplying this amount by the 200 shares 
results in $9,900 of taxable income. 

That income will be reported on your W-2 for that year, regardless of what you do with the stock the rest of the year 
(sell, gift or hold it).  Your cost basis in the shares will be the value reported on your W-2, or $49.50 per share in the 
example, and the holding period begins on the date you receive the shares (not the date the Restricted Stock was 
originally awarded). 

 

 

 

Financial & Estate Planning Department  
Baird Private Wealth Management 
 

Tax Treatment of Restricted Stock  



Tax Treatment of Restricted Stock, continued  

 

 

Robert W. Baird & Co. Incorporated. Baird does not provide tax or legal advice. Page 2 of 2 

TAX WITHHOLDING  

It’s important to remember that the sale of the shares is a second transaction.  The first is the vesting, or receipt, of the 
shares, which creates the W-2 income.  The sale of the shares will then trigger either a capital gain or loss, depending 
on the sale price. 

• Example: Building on the previous example, you sell 100 of the shares you received for $51 per share the next day 
to cover the withholding taxes due to your employer.  Your cost basis in the shares is the $49.50 used for your W-2, 
meaning you have a capital gain of $1.50 per share, or a total gain of $150. 

When you sell any shares, the firm executing the sale is required to issue you a Form 1099-B, which reports the gross 
proceeds of the sale.  In this example, the amount reported on the 1099-B would be $5,100 (100 shares x $51 per 
share), less any expenses of the sale.  This $5,100 is then reported on Form 8949 (and Schedule D) of your tax return, 
along with the total cost basis of $4,950 ($49.50 per share), for a short-term capital gain of $150. 

In some cases, taxpayers who receive this 1099-B just assume this is a duplicate of what was included in their W-2 and 
ignore it.  Don’t make that mistake.  The sale of the shares is a separate transaction from the vesting of the shares, and 
needs to be reported separately on your tax return.  This doesn’t mean that you’re paying tax twice on the shares.  
Remember that the total value you received for each share was, in this example, $51.  Most of that value ($49.50) was 
reported on your W-2, and the rest ($1.50) is reported as a short-term capital gain.  The IRS will receive a copy of the 
1099-B that you receive, and they will be looking for you to report those proceeds on your tax return.  Just be sure to 
include the correct cost basis amount, and you will not end up paying any more tax than you owe. 

Restricted Stock is a great way to establish ownership in your employer, but it does come with some tax complexities.  
Please contact an accountant experienced in this area to make sure you handle these transactions correctly. 

 

 


