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An IPO may result in
a significant windfall
that requires

decisions about

selling, holding, and

reinvesting.

IPO Planning: Stock Options,
RSUs, and Tax Considerations
for Employees and Early
Investors

An Initial Public Offering (IPO) gives early investors and
employees with equity compensation a path to liquidity as
shares begin trading on the public market. For example, if an
employee holds stock options or restricted stock units (RSUs),
this transition can convert illiquid equity into realized financial
value. However, it’s important for investors to approach an IPO
with a clear, thoughtful plan to make informed decisions around
potential gains and risks. Here is how we believe employees
and early investors can make more informed decisions before a
company goes public. We will cover pre- and post-IPO planning,
what you need to know about your equity, tax implications, and

integrating IPO gains into your overall financial plan.

Why IPO Planning Matters for Employees and
Early Investors

From an investor’s perspective, an IPO marks an important
moment when a private company’s shares become publicly
traded, creating a potential liquidity event for employees and

early investors who may have held equity in the company for
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years prior. It is often one of the first opportunities for investors to turn paper wealth into actual

financial value.

When pre-IPO planning, we believe it is important to evaluate your financial goals and determine
how the event will fit into your overall financial strategy. This includes identifying your short-term
and long-term financial needs, understanding your risk tolerance, and reviewing your current

investments. Here is why we think planning matters:

¢ An IPO may result in a significant windfall that requires decisions about selling, holding, and

reinvesting.

e Tax implications can significantly affect net proceeds, particularly for stock options and RSUs
with complex tax treatment. Planning ahead helps you better understand and manage those

outcomes.

e Overconcentration in company stock increases risk and may leave portfolios vulnerable to

volatility tied to a single company’s performance.

Understanding Your Equity

Before an IPQ, it is critical to understand how your equity ownership works and what it may be
worth. Different types of equity come with different rules, timelines, and tax consequences, all of

which can affect your outcome.

Stock Options (NSOs vs. ISOs)

Stock options give you the right to buy shares at a set exercise price, but how they are taxed
depends on the type. Non-qualified stock options (NSOs) are generally taxed as ordinary income
at exercise, while incentive stock options (ISOs) may offer favorable tax treatment under certain
conditions. Timing matters. When you exercise and when you sell can influence both taxes owed

and overall risk. Here is what to know:
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o NSO tax treatment: Non-qualified stock options are taxed differently from ISOs and do not
receive the same potential tax advantages. They are commonly included in compensation
packages and give the holder the right to buy company stock at a set exercise (or strike) price.
NSOs may also be granted to non-employees, such as consultants or contractors, with tax

treatment varying based on the recipient’s relationship to the company.

e ISO tax treatment: Incentive stock options may offer favorable tax benefits, but outcomes
depend on factors such as how long you hold the shares after exercising, the timing of your
sale, and your exposure to alternative minimum tax (AMT) based on your overall income and

deductions.

Restricted Stock Units (RSUs)

RSUs are a form of equity compensation where employees receive company shares that vest over a
set schedule. When RSUs vest, their value is generally treated as ordinary income based on the fair
market value of the shares at that time, regardless of whether the shares are sold. Any future gains
or losses when the shares are sold are treated as a capital gain or loss. After an IPO, lockup periods
or company trading windows may limit when employees can sell, so it is important to factor both tax

obligations and timing of any liquidity events into planning.

Pre-IPO vs. Post-IPO Value

When developing a pre-IPO strategy, it is important to understand how valuation is determined.
Private company valuations are typically based on methodologies such as comparable company
analysis, discounted cash flow, or precedent transactions, and may include a liquidity discount.
These approaches often reflect expectations of future growth rather than current profitability.
After an IPO, valuation is determined by public-market pricing, driven by supply and demand,
trading activity, and company disclosures. Share prices can move with earnings, guidance,

macroeconomic conditions, and sector trends, sometimes diverging from private valuations at the
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time of the IPO. Understanding how valuation may change can help set realistic expectations and

inform decisions about when and how much to sell.

Tax Implications of IPO Investments

Participating in an IPO or experiencing a liquidity event can introduce important tax considerations.
Understanding these factors in advance can help inform decisions about timing, strategy, and

coordination with your broader financial plan.

Capital Gains Considerations

The timing of a sale can significantly affect taxes. Shares held for more than one year generally
qualify for long-term capital gains rates, which are typically lower than short-term rates applied to
shares sold within one year. Planning the timing of IPO-related sales, along with your cost basis and

overall income, can help improve after-tax outcomes.

Qualified Small Business Stock (QSBS)

Certain early-stage company shares may qualify as Qualified Small Business Stock (QSBS), which
may allow investors to exclude a portion of gains from federal taxes, depending on eligibility. To
qualify, the stock must generally be acquired from a qualified small business in exchange for money,

property, or services. Additional requirements include:

e Company qualifications, including structure, size, and business type. A qualified small
business is generally a domestic C corporation that meets specific asset thresholds at the time
the stock is issued. These thresholds have changed over time, so it is important to confirm

eligibility based on current rules.

¢ Holding period requirements. Qualification generally requires holding the stock for at least five

years.
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e Exclusion limits. The amount of gain that may be excluded is subject to caps per issuer and per

taxpayer, based on established rules.

Because eligibility and treatment can vary, and rules may change over time, it is important to review

current guidance as part of planning.

Coordinating With Other Tax Planning

IPO-related gains often occur alongside other financial events, making coordination important.
Strategies such as charitable giving, trust structures, or retirement account planning may help
manage taxable income and support long-term objectives. Aligning these strategies with IPO timing

can help reduce unexpected tax outcomes.

IPO Selling Strategy and Liquidity Planning

Developing an IPO selling strategy and liquidity plan is an important part of overall planning. Lockup
periods, commonly ranging from 90 to 180 days after an IPO, restrict when insiders can sell. These

timelines directly affect flexibility and decision-making.

Deciding whether to sell shares when restrictions lift or to phase sales over time can help manage
risk and reduce exposure to market changes. For example, partial sales may provide liquidity to
meet tax obligations or other financial needs, while allowing some continued participation in future

performance. Market conditions and price volatility may also influence the timing of decisions.

Integrating IPO Gains into Your Financial Plan

Incorporating IPO proceeds into a broader financial plan helps ensure they support long-term

objectives:

e Align proceeds with retirement goals, estate planning, and charitable giving in a tax-aware

manner.
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e Manage concentration risk and avoid unintended tax consequences, particularly when multiple

large financial events occur in the same year.

o Evaluate your overall asset allocation and decide how much to hold, reinvest, or diversify based

on your risk tolerance and long-term strategy.

4 Steps to Prepare for an IPO

Kayne
Anderson
Rudnick

How to Prepare
for an IPO as
an Investor

Click here to watch video

IPO Planning for Investors

KAR’s wealth advisors have experience guiding clients through pre- and post-IPO decisions and

can help you evaluate strategies that align with your financial goals, tax considerations, and risk

tolerance. Contact a KAR wealth advisor to discuss how IPO-related decisions may fit within your

broader financial plan.
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Kayne Anderson Rudnick is an investment firm specializing in high-quality investment and
wealth management strategies. The firm has an over 40-year history serving a diverse client
base that includes high-net-worth individuals, corporations, endowments, foundations, public

entities, taft-hartley clients, and mutual funds. Kayne Anderson Rudnick is known for its
commitment to high-quality investment strategies and business practices. For more information,
please visit www.kayne.com.

The information included in this content is being provided by Kayne Anderson Rudnick Investment Management, LLC (“KAR”) for illustrative purposes only and is not
intended by KAR to be interpreted as investment advice, a recommendation or solicitation to purchase securities, or a recommendation of a particular course of action
and has not been updated since the date of the material. KAR does not undertake to update the information presented should it change. This information is based on
KAR’s opinions at the time of the publication of this material and are subject to change based on market activity. There is no guarantee that any forecasts made will
come to pass. KAR makes no warranty as to the accuracy or reliability of the information contained herein. Data is obtained from systems believed by KAR to be reliable.
Certain information contained herein has been obtained from third party sources and such information has not been independently verified by KAR. The information
provided here should not be considered to be insurance, legal, or tax advice and all investors should consult their insurance, legal, and tax professionals about the
specifics of their own insurance, estate, and tax situations to determine any proper course of action for them. KAR does not provide insurance, legal, or tax advice, and
information presented here may not be true or applicable for all investor situations. Tax laws can and frequently do change, and KAR does not undertake to update this
should any changes occur. Additional information about KAR’s services and fees may be found in KAR’s Part 2A of Form ADV, which is available upon request or can be
found at https://kayne.com/wp-content/uploads/ADV-Part-2A.pdf. Past performance is no guarantee of future results.

This article provides links to other websites or resources. KAR has no control over such sites and resources, is not responsible for their availability, and does not endorse
and is not responsible or liable for any content, advertising, products, or other materials on or available from them. KAR shall not be responsible or liable, directly or

indirectly, for any damage or loss caused or alleged to be caused by or in connection with use of such sites or resources. Your use of such sites or resources shall be
subject to the terms and conditions set forth by them.
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