rsu accounting journal entries

RSU accounting journal entries play a crucial role in the financial reporting and
accounting treatment of Restricted Stock Units (RSUs). RSUs are a form of equity
compensation that companies grant to employees, which vest over a specified period.
Understanding the accounting implications of RSUs is essential for both companies and
their employees, as it impacts financial statements, tax obligations, and overall
compensation valuation. This article delves into the intricacies of RSU accounting journal
entries, covering the recognition, measurement, and reporting requirements.

Understanding Restricted Stock Units (RSUs)

RSUs are a popular component of employee compensation packages, particularly in
startups and technology firms. Unlike stock options, which provide employees with the right
to purchase stock at a predetermined price, RSUs are actual shares of company stock
granted to employees upon the completion of a vesting period.

Key Features of RSUs

- Vesting Schedule: RSUs typically have a vesting period, which can range from a few
months to several years, during which employees must remain with the company to earn
the shares.

- No Purchase Requirement: Unlike stock options, employees do not need to purchase
RSUs; they receive shares outright once they vest.

- Tax Treatment: RSUs are taxed as ordinary income upon vesting, and the fair market
value of the shares at that time is used to determine the taxable amount.

Accounting for RSUs

The accounting treatment for RSUs is governed by the Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC) Topic 718, "Compensation—Stock
Compensation." Companies must recognize the cost of RSUs as an expense over the
vesting period, which reflects the service provided by the employee.

Recognition of RSU Expense

1. Calculate Total Compensation Cost: The total compensation cost for RSUs is determined
based on the fair market value of the shares on the grant date. This value is multiplied by
the number of RSUs granted.

2. Allocate Expense Over Vesting Period: The total compensation cost is then amortized



over the vesting period. For example, if an employee is granted 1,000 RSUs valued at $10
per share with a vesting period of four years, the total compensation cost is $10,000. The
company would recognize an expense of $2,500 each year for four years.

Journal Entries for RSUs

The following journal entries outline the accounting treatment for RSUs throughout their
lifecycle, from grant to vesting:

1. Grant Date Entry: At the grant date, no journal entry is made because there is no
immediate impact on the financial statements. However, it is essential to document the
grant for future reference.

2. Vesting Period Entries: As the RSUs vest over time, the company must recognize the
expense.

Example Journal Entry:

- Date: At the end of each quarter or year (as appropriate)
- Debit: Compensation Expense $2,500

- Credit: Additional Paid-In Capital $2,500

This entry reflects the recognition of the expense associated with the RSUs and the
corresponding increase in equity.

3. At Vesting Date: When the RSUs vest, the company recognizes the issuance of shares.

Example Journal Entry:

- Date: Vesting Date

- Debit: Additional Paid-In Capital (for the total fair value of the shares) $10,000
- Credit: Common Stock (for the par value of the shares) $X

- Credit: Additional Paid-In Capital (for the excess over par) $10,000 - $X

This entry reflects the issuance of shares to the employee as the RSUs vest.

Tax Considerations Related to RSUs

When RSUs vest, employees must recognize ordinary income based on the fair market
value of the shares. This can lead to significant tax implications, which companies must be
aware of in their accounting practices.

Employee Tax Implications

- Income Tax: The fair market value of the shares at vesting is treated as ordinary income
and subject to income tax withholding.
- Social Security and Medicare Taxes: In addition to income tax, the value of RSUs at



vesting is also subject to Social Security and Medicare taxes.
- Capital Gains Tax: If employees sell the shares after vesting, any appreciation in value
from the vesting date to the sale date will be subject to capital gains tax.

Employer Tax Implications

- Tax Deduction: Companies can typically take a tax deduction for the amount recognized
as compensation expense when the employee recognizes income at vesting.

- Payroll Taxes: Employers are responsible for withholding and remitting payroll taxes on
the income recognized by employees at vesting.

Financial Statement Impact

The accounting for RSUs directly affects a company's financial statements, particularly the
income statement and balance sheet.

Income Statement Impact

- Compensation Expense: The recognition of compensation expense related to RSUs
decreases net income on the income statement. This expense is recorded over the vesting
period, impacting the company's profitability metrics.

Balance Sheet Impact

- Equity Section: The issuance of shares upon vesting increases the equity section of the
balance sheet. The entry to additional paid-in capital reflects the increase in equity
attributable to the RSUs.

Conclusion

In summary, RSU accounting journal entries are essential for accurately reflecting the
financial impact of equity compensation on a company's financial statements. Companies
must carefully navigate the recognition, measurement, and reporting of RSUs to ensure
compliance with accounting standards. Understanding these entries not only aids in proper
financial reporting but also helps employees comprehend the tax implications and value of
their equity compensation packages. As RSUs continue to be a prevalent form of employee
compensation, mastering their accounting treatment is vital for finance professionals and
organizations alike.



Frequently Asked Questions

What are RSUs and how do they impact financial
reporting?
RSUs, or Restricted Stock Units, are a form of equity compensation offered to employees.

They are recorded as an expense on the income statement when vested, impacting
financial reporting by reducing net income and increasing equity on the balance sheet.

What is the journal entry for RSU grants at the time of

issuance?
At the time of RSU issuance, no journal entry is made. The expense is recognized over the

vesting period, typically through a monthly journal entry that debits 'Compensation
Expense' and credits 'Additional Paid-In Capital' as the RSUs vest.

How is the journal entry recorded when RSUs vest?

When RSUs vest, the journal entry is to debit 'Additional Paid-In Capital' for the fair value of
the shares at the time of vesting and credit 'Common Stock' and 'Additional Paid-In Capital'
for the par value and excess over par, respectively.

What adjustments are needed if the stock price
changes after RSUs are granted?

The journal entries for RSUs are based on the fair value at the time of grant. Changes in
stock price do not require adjustments to past journal entries but will affect the total
compensation expense recognized over the vesting period.

How should tax withholding be accounted for when
RSUs vest?

When RSUs vest and taxes are withheld, a journal entry is made to debit 'Payroll Tax
Expense' for the withheld amount and credit 'Cash' or 'Liabilities' for the withholding, while
also debiting 'Common Stock' and 'Additional Paid-In Capital' for the fair value of the vested
shares.
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