INVESTRA

ESPP Sale Best Practices

A practical framework for deciding when and how to sell shares acquired through an
Employee Stock Purchase Plan

PRIMARY OBJECTIVE

Convert an employee benefit into durable financial progress without letting tax optimization create
unintended concentration or liquidity risk.

SCOPE

U.S. federal tax considerations for qualified Section 423 ESPPs, plus portfolio, execution, and compliance
best practices.

PREPARED FOR

InVestra clients | August 31, 2026

Important: This report is educational and is not individualized investment, tax, legal, or accounting advice. Plan documents, employer
policies, state taxes, residency, and personal circumstances can materially change the outcome.
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Executive summary

The central principle: an ESPP sale decision should be driven first by the client’s overall financial plan, risk
exposure, and liquidity needs—and only then optimized for taxes. A lower tax rate is valuable, but it should not
require accepting more single-stock risk than the client would otherwise choose.
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InVestra best-practice default

Unless a deliberate investment case supports continued ownership, treat employer shares purchased
through an ESPP as part of compensation first and as an investment second. Reassess whether you would
buy the same amount of the stock today with fresh cash.

What makes ESPP sales different

e Taxtreatment can depend on whether the sale is a qualifying or disqualifying disposition. For a Section
423 plan, a qualifying disposition generally requires waiting until the later of one year after the shares are
transferred to the employee or two years after the option/grant date. [1][2]

e Asale can create both compensation income and a capital gain or loss, so the tax result is not captured by
looking only at the brokerage gain/loss. [1][2]

e For ESPP shares acquired under options granted after 2013, broker-reported basis may not include
compensation income that must be added to tax basis; Form 8949 adjustments may therefore be
required. [1][3]

e Federalincome tax withholding generally is not required on qualifying-disposition discount income or on
income from a disqualifying disposition, even though the compensation element is generally reported in
Box 1 of Form W-2. That can create an estimated-tax or cash-reserve issue. [4]

The InVestra decision framework

Evaluate each ESPP lot through four lenses before choosing a sale date.

1. Financial-plan fit
What job should these shares do?

e Fund near-term goals or replenish cash used for payroll deductions.
e Reduce debt or build emergency reserves.
e Stayinvested for long-term growth—but only if the position fits the target portfolio.

2. Concentration risk
How much of the client’s financial life is tied to the employer?

e Include ESPP shares, RSUs, options, 401(k) company stock, deferred compensation, and unvested
awards where relevant.
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e Consider human-capital exposure: salary, bonus, benefits, and job stability already depend on the
company.
e Use a portfolio-level concentration policy rather than evaluating each grant or purchase in isolation.

3. Tax trade-off
What is the after-tax benefit of waiting?

e Quantify the ordinary-income and capital-gain components under each sale date.
e Compare the expected tax savings from holding with the dollar downside if the stock falls.
e Avoid extending a holding period solely to reach a tax threshold when risk is already above target.

4. Execution & compliance
Can the trade be completed cleanly?

e Confirm open trading windows and the employer’s insider-trading policy.
e Use specific-lot identification when appropriate, and retain the broker confirmation.
e Reconcile Form 3922, W-2, 1099-B, and trade records before taxfiling.
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The best choice is usually one of three approaches. The table below is a planning framework—not a universal

recommendation.

Approach

When it tends to fit

Primary benefit

Primary trade-off

Sell promptly after purchase

Client already has meaningful
employer-stock exposure,
needs liquidity, or values risk
reduction more than tax
deferral.

Quickly captures the plan
economics and limits post-
purchase stock-price
exposure.

Often creates a disqualifying
disposition and may produce
more ordinary compensation
income.

Hold for qualifying
disposition

Employer-stock exposure is
modest, liquidity is strong, and
the client is comfortable
owning the stock through the
required dates.

Can improve the character of
part of the gain and may
reduce the compensation-
income component in some
circumstances.

Extends single-stock exposure;
the stock can fall by more than
the tax savings.

Staged / rules-based sales

Client wants to diversify but
also preserve some upside or
tax optionality.

Balances diversification, tax
management, and behavioral
discipline.

More lots, records, and tax
coordination; may still leave
concentration risk.

A useful break-even question

Ask: “How far could the stock fall while we wait for better tax treatment before the tax savings are erased?”
This reframes the decision in dollars and risk, rather than treating a qualifying disposition as automatically

superior.

Behavioral safeguard

”

immediately,

Pre-commit the sale policy before the purchase settles when possible—for example, “sell each purchase
sell untilemployer stock is below X% of investable assets,” or “hold only the lots already
within Y days of qualifying.” A rules-based process reduces market-timing decisions and emotional
attachment to company stock.
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Qualified Section 423 plans. The following federal framework generally applies to ESPPs that meet Internal
Revenue Code Section 423. Nonqualified plans can be taxed differently and should be reviewed separately.

Qualifying disposition

Disqualifying disposition

Timing

Sale occurs after the later of 1 year after
transfer of the stock and 2 years after the
grant/option date. [1][2]

Sale occurs before one or both qualifying
holding periods are satisfied. [1][2]

Compensationincome

Special discount rules apply; the ordinary-
income amount can be less than the
purchase-date spread depending on plan
terms and sale value. [1]

Generally the excess of the stock’s fair
market value at purchase/exercise over
the purchase price is ordinary
compensationincome. [1]

Capital component

Remaining gain is generally capital gain;
because the qualifying testincludes a >1-
year post-transfer hold, the gain
component is generally long-term. [1]

The difference between sale proceeds and
adjusted basis is capital gain or loss;
short- vs. long-term character depends on
the actual holding period. [1]

Tax reporting

Usually involves W-2 compensation plus
Form 1099-B / Form 8949 / Schedule D
reporting. [1][2]

Usually involves W-2 compensation plus
Form 1099-B / Form 8949 / Schedule D
reporting. [1][2]

Cost basis: a common tax-filing trap

For ESPP options granted on or after January 1, 2014, the IRS notes that basis reported on Form 1099-B will not
reflect amounts included in income from the compensatory option. Clients may need to adjust basis on Form
8949 to avoid overstating capital gain and effectively paying tax twice on the compensation element. [1][3]

Withholding and estimated taxes

Federal income tax withholding generally is not required on the ESPP compensation income described above,
even though the employer generally reports the income in Box 1 of Form W-2. Clients should estimate the tax
impact before the sale and reserve cash or adjust withholding/estimated payments if needed. [4]

Wash-sale awareness

If ESPP shares are sold at a loss and substantially identical shares are acquired within 30 days before or after
the sale, the wash-sale rules can defer some or all of the loss. This can matter when clients also receive RSUs,
buy company stock elsewhere, reinvest dividends, or participate in other automatic purchase programs. [7]
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Best practices for sale execution

1. Set a company-stock ceiling

Establish a target maximum for total employer-stock exposure based on the client’s net worth, liquidity, risk
tolerance, and future equity compensation. FINRA highlights concentration risk and notes that employer
stock can compound risk because employment and investments are linked to the same company. [5][6]

2. Use specific-lot identification intentionally

When multiple ESPP lots exist, select which shares to sell based on holding-period dates, embedded
gains/losses, tax character, and concentration goals. IRS broker-reporting rules generally default to oldest-
acquired shares when the client does not adequately and timely identify the shares sold. [3]

3. Keep a complete lot ledger

For every purchase, retain the grant/offer date, purchase date, shares, purchase price, grant-date and
purchase-date fair market values, Form 3922, trade confirmations, and any employer supplemental
statement. This makes qualifying dates and basis adjustments auditable.

4. Separate tax planning from market forecasting

Do not assume a stock will remain stable while waiting for a holding period. Compare known tax savings
with unknown market risk and document the decision.

5. Coordinate around vesting and future purchases

ESPP sales should be considered together with RSU vesting, option exercises, bonuses, and the next ESPP
purchase. A position that looks modest today can become concentrated quickly.

6. Check trading restrictions before every sale

Employees subject to insider-trading policies, blackout periods, or material nonpublic information
restrictions should confirm eligibility to trade. Rule 10b5-1 plans may be relevant for some insiders; the
SEC’s current framework includes cooling-off periods and other conditions. [8]

7. Plan the cash destination before selling
Pre-assign proceeds to goals such as emergency reserves, tax payments, debt reduction, diversified
investing, or major purchases. This turns the ESPP from a stock decision into a financial-planning tool.
A simple lot-priority sequence

1. First: lots that exceed the client’s concentration limit or are needed to fund near-term goals.

2. Second: lots with the lowest tax cost to sell, after confirming basis and holding periods.

3. Third: lots close to a qualifying date—but only when the incremental tax benefit justifies the additional
stock-price risk.

4. Last: deliberately retained shares that fit the client’s strategic allocation and risk budget.

Client checklist before an ESPP sale

Confirm the plan is a qualified Section 423 ESPP (or identify

. if itis nonqualified).

O Identify the exact lot(s), grant date(s), purchase date(s),
purchase price(s), and qualifying date(s).

0 Calculate total employer-stock exposure across taxable

accounts, retirement plans, and equity compensation.
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Compare sell-now vs. hold scenarios using after-tax dollars
and a reasonable downside stress test.

Confirm the employer’s trading window, pre-clearance
requirements, and insider-trading policy.

Choose and document specific tax lots with the broker
when appropriate.

Estimate compensation income, capital gain/loss, state
tax, and any estimated-tax need.

Check for wash-sale interactions if selling any shares at a
loss.

Save Form 3922, W-2, 1099-B, trade confirmations, and the
employer’s supplemental tax statement.

Assign sale proceeds to the next financial-planning priority
rather than leaving the cash unallocated.
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lllustrative planning scenarios

Scenario A — High concentration, recent purchase
A client has 25% of investable assets in employer stock after an ESPP purchase and also has unvested RSUs.

Planning bias: sell enough shares promptly to bring employer exposure back toward the agreed target. The
tax cost of a disqualifying disposition is weighed against the larger risk of having compensation, career
income, and a quarter of the portfolio tied to one issuer.

Scenario B — Low concentration, qualifying date is near
A client has 3% of investable assets in employer stock, ample liquidity, and a lot becomes qualifying in 20 days.

Planning bias: quantify the expected tax benefit of waiting 20 days and compare it with a stock-price stress
test. If the position is within the client’s risk budget, holding may be reasonable—but it remains a risk
decision, not an automatic tax rule.

Scenario C — Multiple lots with mixed gains and losses
A client has several ESPP lots, some qualifying, some not, and one lot is below its adjusted basis.

Planning bias: use specific-lot identification to sell the lots that best advance the concentration and tax
objectives. Check wash-sale exposure around any loss lot and reconcile the broker basis with
compensation income.

Questions to ask in an InVestra review

e Ifthe ESPP shares were cash today, how much would we intentionally invest back into this company?

e Whatis the dollar value of waiting for a qualifying disposition—and what stock decline would offset that
benefit?

e How will the next RSU vest, option exercise, or ESPP purchase change concentration?

e [sthere a known use for the proceeds within the next 12-24 months?

e Which lots should be sold first, and has specific-lot identification been documented?
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Sources and important disclosures

[1]IRS Publication 525 (2025), Taxable and Nontaxable Income — Statutory Stock Options / Employee Stock Purchase Plans — Source
[2] IRS FAQ: How do | report participation in a § 423 employee stock purchase plan on my tax return? — Source

[3]IRS Instructions for Form 1099-B (2026) — cost basis and identification of securities — Source

[4] IRS Publication 15-B (2026), Employer’s Tax Guide to Fringe Benefits — Employee Stock Options — Source

[5] FINRA: Questions Employees Should Ask About Stock Awards (Oct. 25, 2024) — Source

[6] FINRA: Love Your Company Stock? Here’s What to Know (Aug. 11, 2023) — Source

[7] IRS Publication 550 (2025), Investment Income and Expenses — Wash Sales — Source

[8] U.S. Securities and Exchange Commission: Insider Trading Arrangements and Related Disclosures — Rule 10b5-1 — Source

Disclosures. This material is for general educational purposes and does not constitute individualized
investment advice, a recommendation to buy or sell any security, tax advice, legal advice, or accounting
advice. Tax rules are complex and can change. State, local, and non-U.S. tax rules are not addressed. Clients
should consult their tax and legal professionals and review their employer’s plan documents, trading policy,
and brokerage records before acting.

Prepared August 31, 2026. Federal references were reviewed as of that date. Any InVestra-specific compliance language, firm
disclosures, or brand standards should be added before external distribution if required by the firm’s policies.
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https://www.irs.gov/publications/p525
https://www.irs.gov/faqs/capital-gains-losses-and-sale-of-home/stocks-options-splits-traders/stocks-options-splits-traders-4
https://www.irs.gov/instructions/i1099b
https://www.irs.gov/publications/p15b
https://www.finra.org/investors/insights/questions-employees-should-ask-stock-awards
https://www.finra.org/investors/insights/love-your-company-stock-what-to-know
https://www.irs.gov/publications/p550
https://www.sec.gov/resources-small-businesses/small-business-compliance-guides/insider-trading-arrangements-and-related-disclosures
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