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                       Getting Paid with RSUs: 
                                  The risks and what you can do about them 

 
By Ryan Brody, Financial Advisor with Pacific Advisors 

Living in Silicon Valley, it’s almost impossible not to know someone that works in Technology. If you happen to be 
one of those people, you’ve probably become familiar with the methods that tech companies use to attract and 
incentivize employees. Since the early 2000s, more and more companies have been moving towards one particular 
approach: Restricted Stock Units. While being the beneficiary of RSUs can lead to great growth opportunities, it also 
comes with its own unique risks that are often overlooked. These risks will be explained below, along with actions that 
can be taken to mitigate them.  

 

RSU Basics 
 
If you’re fortunate enough to be the recipient of a 
generous RSU program, make sure you understand the 
various components of the program. The components you 
need to consider are: grants, vesting schedules, and tax 
withholding.  

 
Typically, a company will offer regular, non-guaranteed 
grants (often every year to encourage employee retention). 
Grants will specify a particular number of stock shares and 
a schedule by which those shares will vest. Almost 
universally, the shares will only vest if the employee is still 
at their job on the vest date, thus further ensuring 
employee retention.  

 
Vesting schedules look different depending on the 
company, but a typical schedule might look like this: 

 
Grant date: 3/15/18 
Shares 100 
Vesting Schedule: 
25 shares 9/15/18 
25 shares 3/15/19 
25 shares 9/15/19 
25 shares 3/15/20 
 

In this example, all of the shares from this grant vest over 
a two-year period on four vesting dates.  

 
Finally, there is the issue of taxation of RSUs. The value of 
the grant is not taxable on the grant date as the employee 
has not yet received any sellable shares. When the RSUs 
vest however, the shares become sellable, and the 
employee has received compensation. The employer must 
then report and withhold taxes. Some companies allow 
employees to pay for this with cash, however most 

employees will have a portion of their shares sold at the 
time of vest and the proceeds used by the company to pay 
taxes. That’s why when 25 shares vest, the employee might 
only have 13 new sellable shares appear in their brokerage 
account. The other 12 were sold by the employer and used 
to cover payroll withholding. 
 
The Risks 
 
The greatest financial risk to most families, in any 
profession, is the long-term interruption of income. That 
usually happens in one of five ways: 

You lose your job 
You get seriously sick or injured and can’t work 
You are sued 
You die 
You retire  
 
A financial plan is not complete unless it entirely 
addresses each of these risks. Working with a financial 
planner is a good start to making sure you’re protected 
from long-term income interruption.  

Additionally, if you are living in Silicon Valley, working in 
technology, and are the recipient of RSUs, you have 
added risks that are often overlooked.  

The Concentration Trinity 

People generally accept that diversification of their 
investments is an important hedge against market risk. 
Conversely, concentration is the opposite of 
diversification, and it amplifies market risk.  

Let’s look at the concentration risk that is faced by a 
typical, Silicon Valley technology worker: 
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1. Current Income – The employer, let’s call it 
XYZ Company, is the sole source of earned 
income. This could include salary, bonuses, 
commission, RSUs, Stock Options, etc. 

2. Current Assets – If the employee has 
accumulated vested RSUs over time, their 
balance sheet can have a disproportionately large 
position in a single stock: XYZ Company 

3. Future Income – Most companies continually 
issue grants. This means their employees have a 
never-ending interest in RSUs that have not yet 
vested. This can often consist of a substantial 
amount of yet-to-be-realized future income. And 
it’s all hinging on the stock price of XYZ 
company. 

 

In this scenario, which is all too common, if something 
bad were to happen to XYZ company, the employee risks 
losing their current income (they may be let go), their 
current assets (the market value of their XYZ stock 
drops), and their future income (the market value of their 
unvested stock drops or is lost altogether).  

Another Concentration Problem 

If the 3 risks above weren’t bad enough, the typical 
Silicon Valley professional may be faced with another 
concentration problem: real estate.  

While it has been a boon to many, the unparalleled rise in 
home prices in the Bay Area may also present a risk. 
Working in Silicon Valley means living in Silicon Valley. 
Many tech workers have been fortunate to buy their 
homes early, and many continue to buy in at record high 
prices. Either way, with the median home prices in many 
local cities exceeding $1,000,000, tech workers may end 
up with a disproportionately large stake in the real estate 
market. 1 

Coupled with a large stake in a single stock (their 
employer’s), that creates unreasonable concentration risk 
on their balance sheets. 

 

 
 

                                                             
1 Marisa Kendall, LA Times, “Buying a Bay Area home is now a stretch even for Apple and Google engineers”, 
http://www.latimes.com/business/la-fi-bay-area-home-price-20180215-story.html, (February 2, 2018) 
 

 

 

 
Figure 1. In this example, 83% of this family’s net worth is 
made up of just two market-based assets. The real estate 
and vested RSUs are both single-asset positions subject to 
their own risk. 
 
Protection Risks 

As mentioned, the greatest financial risk is the long-term 
interruption to income. Some of these risks are best 
mitigated with certain types of insurance, and often this 
insurance is provided by employers in the form of group 
benefits.  However, if an employee receives RSUs as part 
of their incentive compensation, it’s likely that these 
group benefits are severely insufficient. 

Two of the five major risks to a family’s financial future 
are losses of income due to disability or death of an 
income earner. While most companies provide group 
disability insurance and group life insurance, people are 
often unaware that those benefits are determined based 
on a worker’s base salary only. 

Example: 
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Company ABC provides long-term group disability 
insurance benefits that pay 66% of base salary up to 
$10,000 per month.  

40-year-old ABC employee has the following 
compensation structure: 
 
Base Salary: $100,000 
Bonus: $15,000 
Value of RSUs Vesting this year: $50,000 
401(k) Match: 100% up to 3% contribution 
 
If this person is contributing at least 3% of their salary to 
their 401(k), their total compensation this year would be 
$168,450. 

However, if this person were to become sick and unable 
to work, their group disability benefit would only be 
$66,000. Because incentive compensation isn’t covered, 
this is only 39% of their pre-disability earnings! This 
scenario would be catastrophic to the financial future of 
this family. 

Similarly, the purpose of life insurance is to protect lost 
income. Company life insurance benefits are often a 
multiple of base salary only. This leads to the same lack 
of appropriate protection.  

The Fix 

Concentration 

The answer to concentration is always diversification. 
Anyone who receives RSUs as incentive compensation 
should consider divesting from their current position and 
reinvesting in a broadly diversified portfolio that is 
suitable for their long-term goals.  

There are several reasons people don’t do this. 
Sometimes it isn’t clear where else to invest. Other times 
it’s hard to sell vested RSUs when the company stock has 
been performing very well. One of the most common 
reasons is the result of the endowment effect of behavioral 
economics. This is the theory that people ascribe more value 
to things merely because they own them. 

If posed with this hypothetical question, the concept 
becomes clear to most people: Let’s say instead of 
receiving vested RSUs, your company paid you the 
equivalent value as a cash bonus. Would you take that 
cash and immediately purchase your employer’s stock 
with every last dollar?  

If someone answers no to that question, why, then, 
would they continue to own something that they 
wouldn’t buy with their own money? The answer is 
because of the endowment effect; it’s one of the principal 
reasons that so many people have accumulated so much 
of their employer’s stock.  

 

Transitioning Current Holdings: 

If vested RSUs have been accumulating for some time, a 
plan should be set up to systematically sell and reinvest 
the existing shares. There are several reasons to manage 
this process over time. First, it may be beneficial to sell 
shares that have been held for more than one year to take 
advantage of capital gains tax rates. Second, taxes can be 
managed more efficiently by paying attention to the cost-
basis of each lot of shares. And finally, reinvestment into 
a diversified portfolio over time allows for dollar-cost-
averaging. Not everyone will have the knowledge or time 
to figure out how to do this on their own. Working with 
a securities-licensed financial planner is advisable.  

As New Shares Vest: 

To avoid accumulating shares in the future, new shares 
can be sold immediately upon vesting, provided the 
recipient isn’t subject to a trading restriction on that date. 
The proceeds of those sales can immediately be used to 
reinvest into an appropriate portfolio of diversified 
investments.  

But wait!? What about the taxes…? 

A common misconception is that when shares vest, they 
should be held for at least one year so that when they are 
sold, any gain is taxed at more favorable capital gains tax 
rates. Wouldn’t selling them immediately expose 
someone to ordinary income tax?  

Remember that when the shares vest, the employer 
withholds taxes from the employee’s paycheck. That 
means that at the time the net shares are deposited into 
the brokerage account they have no unrealized gain. If 
stock is sold without gain or loss, there is no tax 
consequence.  

Finally, if other equity programs are being utilized, such 
as stock options, or employee stock purchase plans 
(ESPP), careful consideration should also be made to 
divest from those positions. With ESPPs, the tax 
question isn’t so simple, and a blueprint can be drawn up 
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to systematically sell those shares as well. Stock options 
are volatile, and the tax treatment of those also differs. 
Working with a licensed advisor can help people navigate 
all of these situations. 

Protection Against the Unexpected 

As discussed, incentive-based compensation is usually not 
covered by group insurance. That means that disability 
income protection and life insurance are often severely 
insufficient. To remedy this, individuals should inquire 
about personally owned insurance products to cover the 
“gap” in protection. 

For instance, in the previous example, only 39% of pre-
disability income was covered by group insurance. If this 
person had a supplementary policy, they could potentially 
receive benefits of up to 90% of their total pre-disability 
income.  

Similarly, an appropriate amount of life insurance can be 
acquired as an individually owned policy that remains in-
force even if employers change. This best assures an 
employee’s family will continue receiving needed income.   

Psychology 

All of the above actions serve to either mitigate the risks 
or take advantage of the opportunities that come with 
being a recipient of RSUs as incentive compensation. In 
order to take full advantage of the opportunity, many 
people will have to change how they think about this 
form of compensation.  

Foremost, they should start thinking of it as 
compensation. It’s easy to ignore the stock shares in an 
RSU brokerage account and not pay attention to grants 
or vesting schedules. However, equity incentives such as 
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RSUs can make up more than half of a person’s annual 
income! To secure a sound financial future, that income 
needs to be put to its highest and best use.  

When changing jobs, new offers need to be weighed 
against current compensation, including RSUs. Too often 
a person will change jobs for a $25,000 increase in salary, 
but they will be leaving behind $40,000 of yearly RSU 
income. If that person understood that they were taking a 
pay cut, they might renegotiate with the new employer or 
look for a better offer. 

Take Action 
Being the recipient of restricted stock units creates many 
opportunities. It’s a potential form of systematic savings 
that can enhance a family’s financial future. But care must 
be taken to avoid the common risks that come with this 
benefit. The best way to do this is to work with a 
professional, get organized, and take action.   

 

 
 
 


