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bubble of 2000 and the subprime mortgage market 
meltdown of 2008) and recall that economic contractions 
during these periods led to salary cuts for executives and 
many other employees – often followed by new stock 
�+),!*/�0%+*�#.�*0/Ł��$%/�)�5���01�((5��!*!Ɯ0�/+)!�
employees in the long run since lower share prices at 
#.�*0�0%)!/�1/1�((5�+Ƣ!.�0$!�,.+/,!�0�+"�(�.#!�#�%*/�3$!*�
stock markets rebound.

This article is a compendium of several plausible 
/�!*�.%+/�"+.�)+ %Ɯ��0%+*�+"�"+1.�".!-1!*0(5��* �
3% !(5�1/! �/0+�'��+),!*/�0%+*��3�. /Ń�*+*ő-1�(%Ɯ! �
stock options (NQSOs), incentive stock options (ISOs), 
restricted stock units (RSUs) and employee stock 
purchase plans (ESPP). The objective is to canvass and 
deliberate on several common occurring possibilities, 
but it does not claim to be an overarching source for any 
,+//%�(!�)+ %Ɯ��0%+*�+"�/0+�'��+),!*/�0%+*��3�. /�
plans. Thus, it exhorts readers to research the accounting 
literature and guidance applicable to their particular 
situation for customary practices.

Tax Implication of Stock Compensation Awards
Types of Stock Compensation Awards
There are two types of stock awards from a tax 
perspective: statutory awards and non-statutory awards. 
Table 1 summarizes the characteristics of these two types 
of stock awards.

�+*ő/0�010+.5�/0+�'��3�. /�ş!Ł#Łŀ�*+*-1�(%Ɯ! �/0+�'�
options and restricted stock units) often create deferred 
tax assets (DTAs) upon recognition of compensation 
!4,!*/!Ł��+),�*%!/��Ƣ!�0! ��5��1..!*0�)�.'!0�
conditions related to the COVID-19 pandemic may incur 
1*!4,!�0! ��* �/%#*%Ɯ��*0�(+//!/��* ��/���.!/1(0ŀ�0$!5�
may need to assess their ability to realize their DTAs 
prior to expiration.

Realizability of DTAs
The 2020 Coronavirus Aid, Relief, and Economic Security 
Act (CARES Act) has included temporary changes to 

income and non-income-based tax laws: for example, 
it eliminates the 80% of taxable income limitation by 
�((+3%*#�*!0�+,!.�0%*#�(+//!/�ş���/š�0+�+Ƣ/!0�0�4��(!�
income in 2018, 2019 or 2020, and allows companies 
0+���..5����'�0$!%.����/�"+.�Ɯ2!�5!�./�"+.�0$!����/�
originated in these years. Realizability of DTAs depends 
+*��+),�*%!/�$�2%*#�/1ƣ�%!*0�0�4��(!�%*�+)!��* �
their ability of carry backs and carry forwards under the 
strictures of the tax law and regulations.

Realizability of Windfall Profit
�$!�3%* "�((�0�4�,.+Ɯ0�%/�0$!�%*�.!)!*0�(�0�4��!*!Ɯ0�0$�0�
exceeds the previously deferred tax assets recognized 
"+.���,�.0%�1(�.��3�. �ş����?9@ő><8ő;=ő:šŁ������.!-1%.!/�
the application of “with and without” approach for the 
!4!.�%/!�+"�!-1%05��3�. /ŀ�3$!.!�5�0$!�3%* "�((�,.+Ɯ0�
%/��+*/% !.! �.!�(%6! ��* �.!�+#*%6! �"+.�Ɯ*�*�%�(�
/0�0!)!*0�,1.,+/!/�%"��* �+*(5�%"��*�%*�.!)!*0�(��!*!Ɯ0�
is provided after the company has considered and 
�((+��0! ��((�+0$!.��2�%(��(!�0�4��!*!Ɯ0/�ş!Ł#Łŀ����/šŁ

Disqualifying Disposition of Statutory Awards
�%/-1�(%"5%*#� %/,+/%0%+*�ş0$!� %/,+/%0%+*�+"��3�. /�,.%+.�
0+�0$!�!* �+"�0$!�$+( %*#�,!.%+ �/,!�%Ɯ! �%*��!�0%+*�<:;�
of the Internal Revenue Code) changes the statutory 
status of awards to non-statutory. Under Section 423 of 
0$!����ŀ� %/-1�(%"5%*#� %/,+/%0%+*П%/�0$!�(!#�(�0!.)�"+.�
selling, transferring or exchanging statutory awards 
�!"+.!�/�0%/"5%*#�0$!%.�$+( %*#ő,!.%+ �.!-1%.!)!*0/�ş%Ł!Łŀ�
holding the awards for at least two years from date of 
grant and one year from date of exercise).

One type of statutory stock awards is ISOs, where 
employers generally do not receive a tax deduction on 
employees’ exercise of their options. Internal Revenue 
�+ !��!�0%+*�<:;��(/+� !/%#*�0!/�-1�(%Ɯ! �!),(+5!!�
stock purchase plans (ESPPs) as statutory grants. ESPPs, 
similar to ISOs, do not provide a tax deduction for 
employers. Statutory stock awards change their statutory 
/0�01/�1,+*� %/-1�(%"5%*#� %/,+/%0%+*�+"�0$!��3�. /��* �
�+),�*%!/�0.!�0� %/-1�(%Ɯ! �/0�010+.5��+),!*/�0+.5�
awards similar to non-statutory awards for accounting 
purposes.

Table 1  
Characteristics of Stock Compensation Awards

Type of Awards Employer Employee Employer 
 Deductible Taxable Taxable

Statutory awards No No Yes

Non-statutory awards Yes Yes No
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Table 2  
7\SHV�RI�0RGLÀFDWLRQ�8QGHU�$6&����

7\SH�RI�0RGLÀFDWLRQ� &RPSHQVDWLRQ�([SHQVH� %DVLV�IRU�5HFRJQLWLRQ

7\SH�,�0RGLÀFDWLRQ�� &RPSDQLHV�UHFRUG�LW�HLWKHU�XQGHU�� *UDQW�GDWH�IDLU�YDOXH�SOXV 
� RULJLQDO�WHUPV�RU�PRGLÀHG�WHUPV�� LQFUHPHQWDO�IDLU�YDOXH��LI�DQ\ 
3UREDEOH�WR�SUREDEOH�� � �FXPXODWLYH�FRPSHQVDWLRQ�FRVW� 
$6&���������������DQG�������

7\SH�,,�0RGLÀFDWLRQ�� &RPSDQLHV�UHFRUG�LW�HLWKHU�XQGHU�� *UDQW�GDWH�IDLU�YDOXH�SOXV 
� RULJLQDO�WHUPV�RU�PRGLÀHG�WHUPV�� LQFUHPHQWDO�IDLU�YDOXH��LI�DQ\ 
3UREDEOH�WR�LPSUREDEOH�� � �FXPXODWLYH�FRPSHQVDWLRQ�FRVW� 
$6&���������������WKURXJK� 
������

7\SH�,,,�0RGLÀFDWLRQ�� &RPSDQLHV�UHFRUG�LW�DV�LI�DZDUGV�� 0RGLÀFDWLRQ�GDWH�IDLU�YDOXH 
� DUH�YHVWHG�XQGHU�WKH�PRGLÀHG 
,PSUREDEOH�WR�SUREDEOH� WHUPV 
$6&���������������DQG�������

7\SH�,9�0RGLÀFDWLRQ�� &RPSDQLHV�UHFRUG�LW�DV�LI�DZDUGV�� 0RGLÀFDWLRQ�GDWH�IDLU�YDOXH 
� DUH�YHVWHG�XQGHU�WKH�PRGLÀHG 
,PSUREDEOH�WR�LPSUREDEOH� WHUPV 
$6&���������������DQG�������

Modification of Stock Awards
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Stock Options
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Year 1

Stock compensation  $300 
Additional paid-in capital (APIC)  $300 
100 NQSOs at $6 BSM fair value divided by two

DTA $30 
'HIHUUHG�WD[�EHQHÀWV� � ��� 
Taxes at 10% for $600 stock compensation 

Year 2

6LQFH�WKH�PRGLÀFDWLRQ�LV�7\SH�,,,�PRGLÀFDWLRQ�
(improbable-to-probable), the fair value of the new 
RSWLRQV�DW�PRGLÀFDWLRQ�LV�WKH�QHZ�EDVLV�IRU�H[SHQVH�
recognition.

Stock compensation  $700 
APIC  $700 
100 NQSOs at $7 BSM fair value 

DTA $70 
'HIHUUHG�WD[�EHQHÀWV� � ��� 
Taxes at 10% for $700 stock compensation

 

APIC $300 
Stock compensation  $300 
'HIHUUHG�WD[�EHQHÀWV� ��� 
DTA  $30 
Reversal of Year 1 journal entries since the original 
awards are cancelled and forfeited

Cash $800 
APIC  $800 
Exercise of 100 NQSOs at $8 (assuming no par 
value)

'HIHUUHG�WD[�EHQHÀWV� ��� 
DTA  $70 
Reversal of previously booked DTAs for Year 2

7D[HV�SD\DEOH� ��� 
7D[�H[SHQVH� � ��� 
10% tax on exercise of $100 NQSOs at $9 ($17 less 
�����7KHUH�LV�D�ZLQGIDOO��DQ�H[FHVV�WD[�EHQHÀW��RI�����
�����OHVV������WKDW�ZLOO�EH�UHÁHFWHG�LQ�HDUQLQJV�

(PSOR\HU�GHGXFWLRQ�HTXDOV�WR�HPSOR\HH·V�LQFRPH�
RI�������EDVHG�RQ�LQWULQVLF�YDOXH�²�WKH�GLIIHUHQFH�
between the stock price and exercise price).

Table 3  
Journal Entries for Illustration 1

+,0%+*/�ş���/šŁ�����/��.!�Ɲ!4%�(!��* ��+),�*%!/�#.�*0�
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Non-Qualified Stock Options 
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,.+,!.05�ş0.�*/"!..%*#�0$!�/0+�'��3�. /š�%*��+**!�0%+*�
3%0$�0$!�,!."+.)�*�!�+"�/!.2%�!/ŀ�0$!�!),(+5!.�ş+.�0$!�
#.�*0+.š��(�%)/���0�4� ! 1�0%+*�1* !.������!�0%+*�9>:Ł�
�$!��)+1*0�+"�!),(+5!.ƍ/�0�4� ! 1�0%+*�!-1�(/�0$!�
�)+1*0�0$�0�0$!�/!.2%�!�,.+2% !./�+.�#.�*0!!/�ş!),(+5!!/�
+.�*+*ő!),(+5!!/š�%*�(1 !�%*�0$!%.�#.+//�%*�+)!Ł��$!�
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)+ %Ɯ��0%+*����+1*0%*#�+"�����/Ł
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!4!�10%2!�)1/0���$%!2!���ȧ<�)%((%+*�#+�(�%*�/�(!/��0�0$!�
!* �+"��!�.�:Ł

�0�0$!��!#%**%*#�+"��!�.�:ŀ�0$!�/0+�'�,.%�!� !�(%*!/�0+�ȧ@�
�* �!�+*+)%���+* %0%+*/� !0!.%+.�0!Ł��*0%05���(+3!./�
0$!�,!."+.)�*�!�#+�(�".+)�ȧ<�)%((%+*�ş�+*/% !.! �
%),.+���(!š�0+�ȧ:Ł=�)%((%+*�ş�+*/% !.! �,.+���(!šŀ�.! 1�!/�
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0+ő,.+���(!�)+ %Ɯ��0%+*šŀ��* ���*�!(/�0$!�+.%#%*�(�
�3�. /��* �%//1!/�*!3�#.�*0/Ł
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Incentive Stock Options 
In addition to complying with the statutory holding-
period requirement, ISOs must satisfy a slew of other 
conditions, such as: they must be granted only to 
employees; the life of the grant may not be longer than 10 
years; options must be exercised within three months of 
employees’ termination; and several other conditions.

�((1/0.�0%+*�:�.!Ɲ!�0/����+1*0%*#�"+.�����)+ %Ɯ��0%+*Ł

Entity A grants one of its sale executives 100 ISOs at-
the-money with two-year graded vesting (50% vesting at 
the completion of each year). The grant date stock price 
is $10 and its BSM fair value is $5. Entity A accounts for 
forfeitures on an actual basis and there was no forfeiture 
for this grant. The grant has a performance condition, 
in addition to its time provision, that the sales executive 
must achieve a $2 million goal in sales at the end of each 
year.

At the beginning of Year 2, the stock price declines 
to $8 and economic conditions deteriorate. Entity A 

lowers the performance goal for the second year from 
$2 million (considered still to be probable) to $1 million 
(considered to be most likely probable) and it also reduced 
the exercise price from $10 to $8 (a Type I probable-to-
,.+���(!�)+ %Ɯ��0%+*šŁ�

The executive achieves the performance goal at the end 
of Year 1 and as a result, 50 ISOs were fully vested but not 
exercised. The remaining 50 options were fully vested 
at the end of Year 2 since the executive met the Year 2 
performance goal. The employee exercises (but does not 
sell) 100 ISOs at $8 when the price per share was $17 at 
the end of Year 2. The BSM fair value of options after 
)+ %Ɯ��0%+*�3�/��0�ȧ?��* ��!"+.!�)+ %Ɯ��0%+*�3�/��0�ȧ9ń�
therefore, the incremental fair value was $6. The journal 
!*0.%!/�%*����(!�<�.!Ɲ!�0�0$!���+2!�0.�*/��0%+*Ł

Restricted Stock Units 
Restricted Stock Units (RSUs) are stock awards that an 
employer grants to its employees provided that certain 
vesting conditions are met. RSUs are not transfer of 
shares at grant date, but merely a promise to deliver 

Year 1

Stock compensation  $250 
APIC  $250 
100 ISOs at $5 BSM fair value divided by two

Year 2

6LQFH�WKH�PRGLÀFDWLRQ�LV�WKH�7\SH�,�PRGLÀFDWLRQ�
(probable-to-probable), grant date fair value plus 
incremental fair value (cumulative compensation cost) 
LV�WKH�EDVLV�IRU�UHFRJQLWLRQ��7KXV������%60�IDLU�YDOXH�
DIWHU�PRGLÀFDWLRQ��OHVV�����%60�IDLU�YDOXH�EHIRUH�
PRGLÀFDWLRQ�� �����LQFUHPHQWDO�FRPSHQVDWLRQ�FRVW���
����LQFUHPHQWDO�FRPSHQVDWLRQ�FRVW��SOXV�����RULJLQDO�
IDLU�YDOXH�� ������FXPXODWLYH�FRPSHQVDWLRQ�FRVW��

Stock compensation  $300 
APIC  $300 
Expense adjustment for 50 ISOs vested at the end of 
Year 1 at $6 (incremental compensation cost)

Stock compensation  $550 
APIC  $550 
50 ISOs vested at the end of Year 2 at $11 
(cumulative compensation cost)

Cash $800 
APIC  $800 
Exercise of 100 ISOs at $8 exercise price (assuming 
no par value)

7KHUH�LV�QR�WD[�GHGXFWLRQ�IRU�(QWLW\�$�LI�WKH�HPSOR\HH�
KROGV�RQ�WR�RSWLRQV�IRU�WKH�VWDWXWRU\�SHULRG��
RWKHUZLVH��LI�WKH�HPSOR\HH�VHOOV�WKH�VWRFN�IRU��������
D�IHZ�GD\V�ODWHU��,62V�ZLOO�EH�WUHDWHG�OLNH�1462V�DQG�
WD[�GHGXFWLEOH�IRU�WKH�HPSOR\HU�DQG�WD[DEOH�WR�WKH�
HPSOR\HH��RUGLQDU\�LQFRPH��IRU��������������OHVV�
������DQG�(QWLW\�$�UHFRUGV�WKH�IROORZLQJ�MRXUQDO�HQWU\�

7D[HV�SD\DEOH� ��� 
7D[�H[SHQVH� � ��� 
����WD[�RQ�GLVTXDOLÀHG�GLVSRVLWLRQ�RI������,62V�DW�
$9 ($17 less $8).

,Q�WKLV�VFHQDULR��(QWLW\�$�KDV�D�FRPSHQVDWLRQ�
H[SHQVH�IRU��������DQG�D�WD[�GHGXFWLRQ�IRU�������
WKXV��WKHUH�LV�D�WD[�VKRUWIDOO�IRU�����������WLPHV������
WKDW�ZLOO�EH�UHÁHFWHG�LQ�HDUQLQJV�

Table 4  
Journal Entries for Illustration 2

Today's CPA  January / February 2021  35



stock awards at a future date. RSUs may have dividend 
rights while not vested, but usually they do not have any 
voting or dividend rights prior to vesting. RSUs are non-
statutory stock awards and deductible by employers for 
tax purposes. 

�((1/0.�0%+*�;�.!Ɲ!�0/����+1*0%*#�"+.�����)+ %Ɯ��0%+*Ł

Entity A grants 1,000 RSUs to its employees at the 
beginning of Year 1 when the price of stock is at $10 
per share (intrinsic value). The awards have two-year 
graded vesting period with 50% annual vesting in each 
anniversary. Applicable tax rate is 10%. The price of the 
stock drops from $15 (at the end of Year 1) to $6 per share 
at the beginning of Year 2.

Entity A decides to maintain the grants as they are since 
they retain their values partially despite the decline in 
stock price; however, it grants an additional 400 RSUs at 
$6 per share (intrinsic value) at the beginning of Year 2 to 
+Ƣ/!0�0$!�/0!!,� !�(%*!�%*�0$!�,.%�!�+"�0$!�/$�.!/��0�0$!�

end of Year 1. The additional RSUs have the same vesting 
period as the original RSUs (50% immediately vested and 
the remaining will vest at the end of Year 2).

�$%/�)+ %Ɯ��0%+*�%/����5,!���,.+���(!ő0+ő,.+���(!�
)+ %Ɯ��0%+*�/%*�!�0$!�+.%#%*�(����/�#!0�2!/0! ��0�0$!�
end of the second year despite the sharp decline in 
market price of Entity A’s shares and maintain some of 
their original values. Entity A calculates its forfeiture 
based on the actual rate and does not have any forfeited 
awards. The basis for expense recognition in this type of 
)+ %Ɯ��0%+*�%/�#.�*0� �0!�"�%.�2�(1!�,(1/�%*�.!)!*0�(�"�%.�
value (cumulative compensation cost), if any. The price of 
stock was $9 at the end of Year 2.

Accounting Under ASC 718 
RSU stock compensation expense is based on grant-date 
fair value and number of shares that vest over a service 
,!.%+ Ł��$!�&+1.*�(�!*0.%!/�%*����(!�=�.!Ɲ!�0�0$!���+2!�
transaction.
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Year 1

Stock compensation $5,000 
APIC  $5,000 
At the end of Year 1, 500 RSUs are vested and 
transferred to employees (1,000 RSU divided by 
2 times $10). There is no par value for the shares 
granted.

Year 2

Stock compensation $7,400 
APIC  $7,400 
Vesting of 900 RSUs: At the end of Year 2, 500 RSUs 
are vested and transferred to employees (1,000 
RSUs divided by 2 times $10 = $5,000), plus 400 
RSUs vested and transferred to employees (400 
RSUs times $6 = $2,400). There is no par value for 
the shares granted.

Table 5  
Journal Entries for Illustration 3

Year 1

Tax liability $750 
Tax expense  $750 
Tax expense at 10% of $7,500 (500 shares times 
$15 – share price at the end of Year 1)

Year 2

Tax liability $810 
Tax expense  $810 
Tax expense at 10% times $8,100 (900 shares times 
$9)

Total expenses for RSUs were $12,400 that would 
have created $1,240 DTA in Year 1 and Year 2. The 
actual taxes are $1,560 ($810 plus $750) and include 
D�ZLQGIDOO��H[FHVV�WD[�EHQHÀW��RI��������������OHVV�
$1,240).

Table 6  
Journal Entries Assuming No Section 83(b) Election
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U.S. Taxation 
Employers have a tax deduction equal to employees’ 
income when taxed. Employees are subject to tax at 
vesting based on stock price on that date; however, under 
IRC Section 83(b), if they elect, they can be taxed based on 
RSUs’ grant date original fair value. The journal entries 
in Table 6 on the previous page assume no Section 83(b) 
election.

Employee Stock Purchase Plan
ESPPs are designed to promote employee stock 
ownership by providing employees with a convenient 
means to acquire their employers’ shares. It is a 
contractual promise that permits acquisition of shares 
on a future date under the terms and conditions that the 
contract establishes at the grant date.

The acquisition of shares typically occurs through 
payroll deduction whereby employees set aside a certain 
percentage of their compensation (usually over one year 
or less) to purchase their employer’s stock. The employer 
then uses the amount withheld to acquire the company’s 
stock from the market at a discounted price at the end of 
the period and submit the shares to the employee.

There is a safe harbor level of 5% for the discount that an 
!),(+5!.��+1( �+Ƣ!.��*�!),(+5!!�3%0$+10�0$!�������!%*#�
considered compensatory. If considered compensatory, 
the fair value of the entire award related to the plan may 
be included in the calculation of share-based payment 
compensation cost (ASC 718-50-25-1(a)(2)).

The discount typically applies to the lesser of the 
�!#%**%*#�+.�!* %*#�+"�0$!�+Ƣ!.%*#�,!.%+ �/0+�'�,.%�!Ł��*�
0$%/�/�!*�.%+ŀ�%"�0$!�/0+�'�,.%�!� !�(%*!/�/%#*%Ɯ��*0(5ŀ�0$!�
!),(+5!!/�/0%((��!*!Ɯ0�/%*�!�0$!5���-1%.!�0$!�/0+�'��0�0$!�
end of the period low price; however, if the stock price 
%/�%*���".!!�"�((�)+ !ŀ�0$!5�)�5�*+0��!*!Ɯ0�%"�0$!�,.%�!�
continues to decline after they acquired the stock.

Companies usually allow enrolled employees in an ESPP 
plan to withdraw their contributed funds prior to the 
!* �+"�0$!�+Ƣ!.%*#�,!.%+ �"+.�2�.%+1/�.!�/+*/ŀ�%*�(1 %*#�
possible termination or emergency. Some companies 
even allow employees to reduce their contribution 
percentage during the period. In these scenarios, the 
employees can potentially avoid losses if they act timely. 

A broad decline in the company’s share price, due 
to COVID-19 or other reasons, may not impact the 
participants of an ESPP plan, since the employees (who 
are usually the only participants) can always reduce or 
stop their contributions to an ESPP plan. If the share 
price continues its decline, the risk can still be avoided if 

the employees sell the shares immediately subsequent to 
their acquisition.  

Classification of Stock Awards
�$!��(�//%Ɯ��0%+*�+"��*��3�. ��/�!-1%05�+.�(%��%(%05�%/�
an important aspect of the accounting for share-based 
�..�*#!)!*0Ń�(%��%(%05ő�(�//%Ɯ! ��3�. /��.!�.!)!�/1.! �
to fair value in each period until the reward is settled, 
3$!.!�/�!-1%05ő�(�//%Ɯ! ��3�. /��.!�)!�/1.! ��0�#.�*0�
date fair value with no subsequent remeasurement. Topic 
718 requires companies to account for the following stock 
�3�. /��/�(%��%(%05ő�(�//%Ɯ! ��3�. /Ń

• Awards with cash-based settlement or repurchase 
features, such as share appreciation rights (SARs) 
3%0$�����/$ő/!00(!)!*0�"!�01.!ŀ��.!�(%��%(%05ő�(�//%Ɯ! �
awards;

• Awards that vest or become exercisable based on 
the achievement of a condition other than service, 
performance or market condition;

• ASU 2016-09 requires that for awards with a net-
settlement feature, if the amount that is withheld is in 
excess of the grantee’s maximum individual statutory 
tax rate in the applicable jurisdiction, the entire award 
3+1( ��!�(%��%(%05ő�(�//%Ɯ! Ł

�+ %Ɯ��0%+*�+"�/0+�'��+),!*/�0%+*��3�. /�".+)�!-1%05�
to liability is rare, but could have severe implications 
since it requires the employers to remeasure the stock 
compensation cost in each period. For example, if a 
company changes the performance condition of its 
stock compensation awards from achieving a certain 
performance goal to availability of a medicine or vaccine 
for COVID-19, it has made its stock compensation awards 
exercisable based on the achievement of a condition 
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other than service, performance or market condition. In 
0$%/�/�!*�.%+ŀ�0$!��3�. /�)�5��!�.!�(�//%Ɯ! ��/�(%��%(%05Ł

Accounting for Stock Compensation Awards
COVID-19 started a turmoil in the relatively staid world 
+"����+1*0%*#��5��.!�0%*#����+*Ɲ1!*�!�+"�%//1!/�0$�0�
companies have to grapple with in the next several years. 
One consideration is compensation accounting and in 
particular, accounting for stock compensation awards.

Many companies have reduced the salaries of their 
executives and employees as the COVID-19 pandemic 
swept across the economy. These salary deductions often 
#!0�+Ƣ/!0��5��  %0%+*�(�/0+�'��+),!*/�0%+*�#.�*0/�0+�
neutralize the compensation reversal that, until early 
2020, was at its peak due to a record bull market in a 
robust economy.

�+),�*%!/ƍ��+),+.0)!*0�0+�/�(�.5�.! 1�0%+*/� %Ƣ!.Ń�
some may decide to modify or enhance their stock 
compensation plans to retain and motivate their 
employees and attract new hires, and some may 
disregard the economic impact of downturn on their 
employees’ compensation plans and pursue other means 
to remedy their employees’ compensation losses.

�$�*#!/�0+�/0+�'��+),!*/�0%+*�,(�*/�$�2!�.�)%Ɯ��0%+*/�
and companies need to consider the relevant accounting 
implications before embarking on such projects. It is 

imperative that companies take into account the provisions 
of ASC 718 and its recent amendments, as well as the CARES 
Act and other tax legislation related to stock compensation 
awards. 

�%*�((5ŀ�Ɯ*�*�%�(�,(�**%*#��* �"+.!��/0%*#�%/�,�.0%�1(�.(5�
challenging at the time of COVID-19 and its vicissitudes. 
Companies need to consider the possible resurgence of 
infections in parts of the country followed by extended 
economic shutdowns and business restrictions and 
disruptions. The majority of economists expect a “swoosh” 
shape recovery (resembling the Nike® logo), with an 
economic decline at the beginning followed by a slow 
gradual recovery.

Additional stock compensation expense due to plan 
)+ %Ɯ��0%+*/ŀ��/�3!((��/�0$!�.!�(%6��%(%05�+"����/� 1!�
to deteriorating economic conditions, may impact the 
future earnings and earnings per share (EPS) of companies 
materially. These economic impacts require proper 
 %/�(+/1.!��* ��*�(5/%/�%*�0$!�,!.%+ %��Ɯ*�*�%�(�.!,+.0%*#�+"�
companies.
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1.  The article argues that the spread of the pandemic has created the 
following condition(s):
�Ł�	!*!.�(�!�+*+)%�� +3*01.*
�Ł��%*�*�%�(�)�.'!0�2+(�0%(%05
�Ł���5+Ƣ/��* �"1.(+1#$/
 Ł��((�+"�0$!���+2!

2. The disqualifying disposition changes:
�Ł��$!�*+*ő/0�010+.5�/0�01/�+"��3�. /�0+�/0�010+.5
�Ł��$!�/0�010+.5�/0�01/�+"��3�. /�0+�*+*ő/0�010+.5
�Ł��+0$����* ���
 Ł��+0$%*#��0��((

3. Which of the following awards is considered statutory awards?
�Ł����/
�Ł�����/
�Ł�����/
 Ł��+0$����* ��

ȏɏ� ¨ŞŁ�ĳėƲŢƲ�ƋŖ�ƫŁĴƋŗƁŢƼŢƋƁ�ŖƋƫ�¨ǣƨŁ�PPP�ƀƋĺŢȃĴėƼŢƋƁƲ�ɣŢƀƨƫƋĳėĳŹŁɫƼƋɫ
probable) is: 
�Ł�	.�*0� �0!�"�%.�2�(1!�,(1/�%*�.!)!*0�(�"�%.�2�(1!ŀ�%"��*5
�Ł��+ %Ɯ��0%+*� �0!�"�%.�2�(1!
�Ł�	.�*0� �0!�"�%.�2�(1!���/! �+*����
 Ł��%0$!.���+.��

5. ISOs must be exercised within ______________ of employees’ 
termination.
�Ł��$.!!�)+*0$/
�Ł�98�5!�./
�Ł��*!�)+*0$
 Ł��$.!!�5!�./�

6. RSUs ____________ dividend rights while not vested.
�Ł���5�$�2!
�Ł��+�*+0�$�2!
�Ł��(3�5/�$�2!
 Ł��+*!�+"�0$!���+2!�

7. RSUs are _____________ by employers for tax purposes.
�Ł��+*ő ! 1�0%�(!
�Ł��!,+.0��(!
�Ł��! 1�0%�(!
 Ł��#*+.! 

8. Under IRC Section 83(b), if elected, RSUs can be taxed based on their:
�Ł�	.�*0� �0!�+.%#%*�(�"�%.�2�(1!/
�Ł��!/0%*#� �0!�"�%.�2�(1!
�Ł���.'!0�2�(1!/��� �5�,.%+.�0+�2!/0%*#
 Ł���.'!0�2�(1!/��� �5��"0!.�2!/0%*#

9. The acquisition of ESPP shares typically occurs through:
�Ł���(+�*
�Ł���/$�,�5)!*0�1,+*���-1%/%0%+*
�Ł���5.+((� ! 1�0%+*
 Ł�� 2�*�!�,�5)!*0��5�!),(+5!./

Ȍȋɏ�dŢėĳŢŹŢƼǣɫĴŹėƲƲŢȃŁĺ�ėǝėƫĺƲɈ�
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