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Wage	Growth	(p2)	We	attempt	to	 ilter	the	noise	out	of	some	of	the	current	political	economic	arguments.	Both	
the	 left	and	 the	right	are	shouting	about	 the	urgent	necessity	 to	 ix	 the	problems	with	 jobs,	wages,	and	global	
gloom.	It	turns	out	we	really	are	not	doing	as	badly	as	they	say.		

Is	it	Time	for	Foreign	Equities	to	Outperform?	(p4)	Over	the	past	eight	years,	 foreign	stocks	have	underper-
formed	their	U.S.	peers.	We	will	discuss	reasons	why	we	could	see	this	trend	reverse	over	the	next	few	years.		

What’s	Up	with	Natural	Resources?	(p6)	We	 investigate	 the	 factors	driving	natural	resources’	strong	start	 to	
2016	and	highlight	our	allocation	strategy	going	forward.	

Fixed	Income	Round‐Up	(p10)	Due	 to	 the	adoption	of	negative	 interest	rate	policies	by	several	governments,	
many	bonds	around	the	world	are	trading	with	negative	yields.	

Controlling	The	Tax	Burden	Of	Your	Corporate	Stock	Plans	(p11)	We	discuss	three	possible	tax	strategies	to	
employ	for	corporate	stock	plans.	With	a	little	bit	of	planning	from	your	 inancial	counselor	and	CPA,	it	is	possible	
to	control	the	tax	burden	for	ISOs	(incentive	stock	options),	restricted	stock,	and	RSUs	(restricted	stock	units).		
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Global	equities	markets	corrected	over	20%	from	the	summer	of	2015	to	mid-February,	then	rallied.		

The	combination	of	low	unemployment	and	slow	economic	growth	continues.		
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It	 is	dif icult	this	year	to	discuss	anything	without	politics	and	general	global	gloom	sneaking	into	

the	conversation.	The	constant	claim	from	the	left	and	the	right	that	the	recovery	is	fragile	almost	

makes	 it	 true.	 The	 various	 policies	 to	 “cure”	 the	 supposed	 ills	 have	 created	 a	 great	 deal	 of															

uncertainty	 and	 the	markets	 do	 not	 like	 that.	 In	 fact,	 the	 economy	 and	 the	 job	market	 are	 doing	

quite	well	thank	you.	Let’s	look	 irst	at	the	job	market.	

Wage	growth	has	been	slow,	but	for	non-policy	reasons.	As	the	San	Francisco	Federal	Reserve	Bank	

explains,	 “The	 sluggish	 rise	 in	wages	 can	be	explained	by	 recent	 secular	and	cyclical	 shifts	 in	 the	

composition	 of	 the	 labor	 market.	 In	 particular,	 while	 higher-wage	 boomers	 have	 been	 retiring,					

lower-wage	workers	sidelined	during	the	recession	have	been	taking	new	full-time	jobs.	Together	

these	two	changes	have	held	down	measures	of	growth.”			

The	naysayers	point	to	the	“underemployment”	rate	or	U6	in	Bureau	of	Labor	Statistics	lingo.	This	is	

as	opposed	to	the	headline	U3	rate	of	unemployment.	That	as	we	know	is	hovering	below	5%,	which	

for	many	years	was	considered	“full”	employment.	The	“bartender”	recovery	has	expanded	however	

to	include	higher	grade	employment	(not	just	service	workers).	In	addition	the	problems	overseas	

have	had	no	measureable	effect	on	our	domestic	economy.	

In	this	article:		We	attempt	to	 ilter	the	noise	out	of	some	of	the	current	political	
economic	arguments.	Both	the	left	and	the	right	are	shouting	about	the	urgent	
necessity	to	 ix	the	problems	with	jobs,	wages,	and	global	gloom.	It	turns	out	we	
really	are	not	doing	as	badly	as	they	say.		
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Wage Growth 

By: Charles D. Osborne 

Source:	San	Francisco	Federal	Reserve	
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	“Fallout	from	the	turmoil	in	global	 inancial	markets	on	the	U.	S.	economy	appears	limited,	at	least	

so	far.	This	is	best	seen	in	the	job	market.	Employment	growth	shows	no	sign	of	weakening	from	the	

robust	200,000-plus	average	monthly	pace	that	has	prevailed	the	last	four	years.	

“At	this	pace,	any	remaining	slack	in	the	job	market	is	quickly	being	absorbed,	and	full	employment	

is	 rapidly	 approaching.	 The	 U6	 underemployment	 rate…should	 break	 below	 the	 9%	 threshold				

consistent	with	full	employment	by	late	summer.”	Mark	Zandi,	Chief	Economist	Moodys	Analytics.	

Economic	growth	in	general	is	moving	forward.	Government	spending	continues	to	be	the	biggest	

drag	 on	 growth	 along	 with	 capital	 investment.	 Consumer	 spending	 continues	 to	 rise	 and	 core							

in lation	 is	 now	 over	 2%,	while	 the	 drop	 in	 gas	 prices	 brings	 the	 overall	 number	 to	 around	 1%.			

Corporate	pro its	are	expected	to	rebound	this	year	to	up	4%	as	measured	by	the	S&P	500.	There	is	

little	weakness	 in	 the	 housing	market,	 and	 the	 labor	 force	 now	 stands	 at	 158.9	million	 up	 from	

156.9	million	a	year	ago.	

In	sum,	we	are	not	roaring	ahead	as	we	did	in	the	1990’s	but	showing	steady	improvement	with	no	

apparent	“bubbles”	in	asset	classes.	This	should	be	a	good	environment	for	equities,	as	long	as	we	

do	not	talk	ourselves	out	of	it.	
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Wage Growth Cont.’d 

Source:	BLS	
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For	the	majority	of	the	last	eight	years,	driven	by	stronger	economic	growth	and	record	corporate	

pro its,	U.S.	equities	have	steadily	outperformed	 foreign	equities1.	 It	 is	no	surprise	 that	 in	 light	of	

this	 outperformance	 some	have	begun	 to	 ask,	 “Why	 invest	 in	 foreign	 equities	 if	 they	 continue	 to		

underperform	U.S.	 equities?”	 It	 is	 a	 reasonable	 question,	 and	 one	 that	 has	 been	 asked	 numerous	

times	in	previous	market	cycles.	The	quick	answer:	it	likely	won’t	last.	In	this	article	we’ll	discuss	a	

few	reasons	why	we	 think	 recent	outperformance	of	U.S.	 stocks	versus	 the	 rest	of	 the	world	will	

moderate	and	potentially	reverse	over	the	next	few	years.		

From	1970	through	the	end	of	2015,	U.S.	equities	have	outperformed	their	foreign	peers	53%	of	the	

time2.		During	this	time	frame,	the	average	number	of	consecutive	years	U.S.	equities	outperformed	

is	three.	 	Taken	in	this	context,	the	current	streak	for	U.S.	equities	looks	quite	impressive.	In	six	of	

the	past	eight	years	U.S.	stocks	have	outperformed	including	each	of	the	past	three.	The	most	recent	

year	that	foreign	equities	outperformed	was	2012,	yet	it	topped	U.S.	equities	by	less	than	1%	in	that	

year.	Taking	a	broader	glance,	 the	cumulative	U.S.	outperformance	over	 the	previous	 ive	years	 is	

just	under	45%	or	9%	per	year.	Though	outperformance	of	this	scale	doesn’t	necessarily	mean	we	

will	 see	 these	 trends	reverse,	 it	does	 indicate	 that	 the	current	period	of	outperformance	 is	above	

average	in	both	magnitude	and	longevity.		
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Is it Time for Foreign Equities to Outperform? 

By: Jay M. Skaalen, CFA 

In	 this	article:	Over	 the	past	 eight	 years,	 foreign	 stocks	have	underperformed	
their	U.S.	peers.	In	this	article	we	will	discuss	a	few	reasons	why	we	could	see	this	
trend	reverse	over	the	next	few	years.		
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1	U.S.	Equities	represents	the	S&P	500	Index	and	Global	Equities	represents	the	MSCI	World	Excluding	United	States	Index.		

2	Performance	determined	on	annual	basis,	at	end	of	each	calendar	year.		
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Over	time,	one	of	the	biggest	drivers	for	relative	performance	of	U.S.	and	foreign	equities	has	been	

central	bank	monetary	policy.	More	speci ically,	a	tightening	of	monetary	policy	in	the	U.S.	(higher	

interest	rates)	has	usually	coincided	with	weaker	U.S.	equity	performance	relative	to	the	rest	of	the	

world.	 This	 is	 notable	 because	 the	 U.S.	 Federal	 Reserve	 began	 raising	 interest	 rates	 in	 December	

(albeit	 at	 a	measured	 pace)	 at	 a	 time	when	most	 other	 prominent	 foreign	 central	 banks	 are	 still			

lowering	rates.	These	include	the	Bank	of	Japan	and	the	European	Central	Bank,	who	are	currently	

wading	into	unchartered	territories	of	loose	monetary	policy	by		employing	negative	interest	rates.	

So	what	 happened	 the	 last	 time	 the	 U.S.	 Federal	 Reserve	 raised	 rates?	 From	 2004	 through	 2007				

foreign	 equities	 outperformed	 U.S.	 equities	 by	 nearly	 37%.	 Outperformance	 like	 this	 is	 not	 an			

anomaly.	Throughout	history,	monetary	policy	shifts	have	consistently	 led	to	swings	in	relative	re-

gional	equity	returns	and	current	cues	from	central	banks	now	appear	favorable	for	foreign	equities.		

Another	 signi icant	 element	 impacting	 relative	 performance	 is	 valuation.	 Investors	 who	 focus	 on	

purchasing	 securities	when	 valuations	 become	 relatively	 depressed	 have	 typically	 been	 rewarded	

with	stellar	performance	over	longer	time	frames.	In	looking	at	U.S.	and	foreign	equities,	we	focused	

on	 how	 large	 of	 a	 valuation	 premium	 U.S.	 equities	 have	 historically	 commanded	 versus	 foreign						

equities	and	how	that	compares	to	today.	Looking	at	two	of	the	more	common	valuation	ratios,	Price

-to-Book	 (P/B)	 and	Price-to-Earnings	 (P/E),	we	 found	 that	 foreign	 equities	 currently	 trade	 at	 the	

largest	discount	 in	 the	 last	11-14	years,	depending	on	which	metric	you	 look	at.	 	When	 looking	at				

P/E	ratios,	we	found	that	foreign	equities	haven’t	traded	at	this	large	of	a	discount	compared	to	their	

foreign	peers	 in	over	10	years.	The	gap	in	P/B	valuations	is	even	larger.	The	last	time	that	 foreign	

equities	 traded	at	as	big	of	 a	discount	 to	U.S.	equities	as	 they	do	 today	was	near	 the	end	of	2001,	

which	happens	to	be	right	around	the	time	when	foreign	stocks	began	one	of	the	largest	periods	of	

relative	outperformance	in	history.	From	2002	through	2007	foreign	equities	outperformed	the	U.S.	

for	six	consecutive	years	and	by	a	margin	of	55%.		

When	analyzing	the	performance	of	an	individual	country	or	entire	regions	(as	we	did	in	this	article),	

it	is	important	to	remember	that	there	are	countless	variables	which	affect	performance.	Equally	as	

important	 is	 remembering	 that	 certain	 “trends”,	 such	 as	U.S.	 stocks	 outperforming	 foreign	 stocks,	

can	last	for	several	years,	and	can	also	change	suddenly	for	reasons	that	few	anticipated.	It	is	for	this	

reason	that	maintaining	a	diversi ied	allocation	is	prudent	in	all	environments.		

As	 an	 Investment	Team,	we	have	 recently	 become	 incrementally	 positive	 on	 foreign	 equities,	 and	

performance	during	the	 irst	quarter	of	2016	has	been	largely	supportive	of	this	view.		We	have	been	

increasing	our	 focus	on	 speci ic	 foreign	 countries	which	possess	 a	more	 attractive	 combination	of	

key	equity	market	drivers	like	growth,	valuation	and	supportive	monetary	policy.		We	believe	these	
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characteristics	will	prove	to	be	important	catalysts	towards	improving	foreign	equity	performance	

over	 the	 next	 few	 years.	 	 For	more	 of	 our	 thoughts	 on	U.S.	 and	 foreign	 equities,	 please	 view	 our					

recent	recorded	webinars	found	on	the	OPCM	website.	

One	 of	 the	most	 notable	 changes	 to	 our	 portfolios	 over	 the	 past	 four	months	was	 an	 increase	 to					

natural	resources.	This	was	done	even	though	the	asset	class	had	experienced	a	multi-year	stretch	of	

underperformance.	Rationale	for	our	allocation	increase	included:	

a)	 Belief	that	economic	incentives	would	drive	marginally	better	supply-demand	dynamics	

b)	 Belief	there	was	potential	for	unexpected	in lation	

c)	 Doubt	about	dollar	strength	sustainability	

d)	 The	ability	to	 ind	quality	assets	with	strong	fundamentals	and	valuation.		

So	far,	though	early,	this	shift	has	paid	off.	Let’s	examine	the	reasons	why:	

	

	

	

	

	

MACRO	DRIVERS	

A	 few	 big	 picture	 factors	 have	 driven	 natural	 resources’	 improved	 performance:	 the	 dollar,													

unexpected	in lation,	and	extremely	bearish	investor	positioning.	

The	dollar’s	strength	has	waned	in	2016.	After	rising	over	24%	from	May	2014	through	the	end	of	

2015,	the	dollar	has	declined	around	-3%	year-to-date	through	March	23rd.	This	was	driven	in	part	

by	lowered	expectations	for	Federal	Reserve	interest	rate	tightening.		

Is it Time for Foreign Equities to Outperform? Cont.’d 
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What’s Up with Natural Resources? 

By: Ben T. Viemeister, CFA 

In	this	article:	We	investigate	the	factors	driving	natural	resources’	strong	start	
to	2016	and	highlight	our	allocation	strategy	going	forward.	

MACRO	Drivers	 MICRO	Drivers	

Dollar	weakness		 Commodity	speci ic	supply-demand	dynamics		

Unexpected	in lation		 Company	speci ic	fundamentals		

Extreme	investor	positioning		 Company	speci ic	valuation		
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An	 additional	 driver	 for	 natural	 resources	 has	 come	 from	 core	 in lation	 beating	 expectations.	 In			

January,	core	in lation	rose	+2.2%	year-over-year,	marking	the	strongest	January	in	four	years.	This	

was	 followed	 by	 a	 2.3%	 rise	 in	 February,	which	was	 the	 strongest	 year-over-year	 increase	 since	

September	2008.	

Investor	positioning	had	become	extremely	bearish.	By	the	end	of	2015,	global	energy	and	materials	

sectors	made	 up	 around	 the	 lowest	 percentage	 of	 the	 global	 equity	market	 since	 2001.	 10-year				

annualized	commodity	returns	were	around	the	worst	they	have	been	since	the	1930s.	

In	addition	to	these	three	macro	factors,	company	and	commodity	speci ic	factors	have	driven	the	

improved	returns	for	the	asset	class	in	2016.	

MICRO	DRIVERS	

The	 importance	of	micro	drivers	 and	 asset	 selection	 is	 evidenced	by	 the	wide	divergence	 among	

commodities	and	companies.	Consider	energy	and	metals.	Year-to-date	as	of	March	23rd,	a	basket	of	

energy	futures	contracts	was	down	around	-6%,	a	basket	of	natural	gas	exploration	and	production	

companies	was	down	around	-9%,	and	a	basket	of	midstream	infrastructure	companies	was	down	

around	-13%.	Conversely	our	natural	gas	exploration	and	production	and	midstream	investments	

purchased	late	in	2015	were	up	over	+20%.	Since	establishing	a	new	position	in	industrial	metals	in	

January,	 a	basket	of	 global	base	metal	 futures	 rose	a	bit	over	+10%,	while	our	new	position	rose	

over	+30%.	

ALUMINUM	

Our	recent	 industrial	metal	 investment	 is	 tied	 to	aluminum,	a	commodity	 that	has	seen	 favorable	

supply-demand	 dynamic	 trends	 recently.	 Global	 aluminum	production	 fell	 -2%	 year-over-year	 in	

December	2015,	before	shrinking	-4%	year-over-year	in	January	2016.	The	year-over-year	decline	

in	January	was	the	 irst	decline	since	December	2010,	while	the	sequential	year-over-year	decline	in	

January	was	the	 irst	decline	since	October	2009.	After	Alcoa	announced	in	January	it	was	closing	a	

production	 plant,	 U.S.	 aluminum	 output	 capacity	 hit	 the	 lowest	 level	 in	 over	 65	 years.	 In	 China,							

aluminum	exports	 fell	 -12%	in	January	and	-33%	in	February	year-over-year.	 In	December,	China	

announced	it	would	not	start	up	new	capacity	or	reopen	idled	capacity	for	at	least	one	year,	while	

also	 cutting	 around	 12%	 of	 its	 capacity.	 A	 key	 reason	 why	 production	 has	 slowed	 is	 economic							

incentive.	Various	sources	estimate	 that	at	 least	half	of	 global	production	capacity	 is	operating	at	

cash	negative	given	market	prices.		
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Demand	 in	 key	 end	markets,	meanwhile,	 is	 holding	 steady.	 U.S.	 vehicle	 demand	 had	 its	 strongest		

January	in	ten	years	and	its	strongest	February	in	sixteen	years.	Another	key	end	market,	aerospace,	

is	 seeing	 strength,	 with	 global	 passenger	 traf ic	 in	 January	 accelerating	 from	 2015	 and	 global									

passenger	capacity	utilization	recording	its	highest	ever	January.																						

Investing	 in	 companies	 that	 have	 company	 speci ic	 catalysts,	 a	 disciplined	 production	 strategy,	 a	

strong	balance	sheet	and	liquidity	position,	and	a	discounted	valuation	helps	improves	the	odds	of	

success	 when	 investing	 in	 natural	 resources	 in	 general	 and	 industrial	 metals	 like	 aluminum	 in							

particular.		

NATURAL	GAS		

Marginally	 better	 supply-demand	 dynamics	 are	 also	 at	 play	 in	 natural	 gas.	 The	 March	 24th	 U.S.					

natural	gas	rig	count	totaled	92	rigs,	down	60%	over	the	past	year	and	94%	from	its	all-time	high.		

Page 8 Economic Memorandum 
What’s Up with Natural Resources? Cont.’d 

$1,000

$1,500

$2,000

$2,500

$3,000

1
/1
/0
0

1
1
/1
/0
0

9
/1
/0
1

7
/1
/0
2

5
/1
/0
3

3
/1
/0
4

1
/1
/0
5

1
1
/1
/0
5

9
/1
/0
6

7
/1
/0
7

5
/1
/0
8

3
/1
/0
9

1
/1
/1
0

1
1
/1
/1
0

9
/1
/1
1

7
/1
/1
2

5
/1
/1
3

3
/1
/1
4

1
/1
/1
5

1
1
/1
/1
5

1/31/2000	‐ 3/28/2016

Aluminum	$	per	Metric	Ton	

Source:	Baseline	



 

 © 2016 Osborne Partners Capital Management, LLC. All rights reserved. 

Page 9 

What’s Up with Natural Resources? Cont.’d 

Rigs	 are	 one	 area	 where	 exploration	 and	 production	 companies	 spend	 capital	 expenditures.											

Numerous	 exploration	 and	 production	 companies	 have	 slashed	 capital	 expenditure	 guidance	 for	

2016	by	 at	 least	 50%	versus	2015.	Higher	 cost	 regions	 like	Barnett,	DJ-Niobrara,	 Eagle	 Ford,	 and	

Fayetteville	have	gone	from	32	gas	rigs	last	year	to	5.	A	key	reason	for	this	economic	incentive	is	that	

the	 companies	 need	 to	 spend	within	 cyclically	 depressed	 cash	 low.	 Companies	 lacking	 discipline	

have	faced	credit	solvency	issues,	where	debt	restructuring	(e.g.,	Chesapeake	Energy)	or	bankruptcy	

(e.g.,	Magnum	Hunter)	have	 become	necessary.	This	 increased	production	discipline	 is	 starting	 to	

impact	supply	growth.	After	growing	gross	production	at	around	7%	annualized	the	last	two	years,	

natural	gas		production	in	the	lower	48	states	of	the	U.S.	is	estimated	by	Platts	and	Morgan	Stanley	to	

decline	by	less	than	1%	in	2016.	This	potentially	tighter	supply	may	occur	in	an	environment	where	

demand	 is	 projected	 by	 Morgan	 Stanley	 to	 be	 lat	 to	 slightly	 up,	 driven	 by	 the	 start	 of	 lique ied						

natural	gas	exports	and	utility	usage	as	natural	gas	displaces	coal.		

Strong	balance	 sheets	 and	 liquidity,	 low	 cost	 operations,	 the	 ability	 to	bene it	 from	 infrastructure	

that	is	getting	put	in	place	to	reduce	a	supply	glut	in	Marcellus	and	Utica,	and	inexpensive	valuations	

have	helped	drive	the	natural	gas	exploration	and	production	investments	so	far.	

The	Investment	Team	will	continue	to	monitor	the	macro,	company	speci ic,	and	commodity	speci ic	

drivers,	 as	we	 judiciously	 adjust	 the	 allocation	 to	 the	 volatile	 natural	 resource	 asset	 class.	 Slowly		

increasing	exposure	to	this	asset	class	continues	to	be	our	bias.		For	more	of	our	thoughts	on	natural	

resources,	please	view	our	recent	recorded	webinar	found	on	the	OPCM	website.		
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2016	has	been	an	interesting	year	for	credit	markets	so	far.	The	volatility	in	bond	markets	around	

the	world	that	started	last	summer	has	continued	this	year,	as	investors	try	to	sort	out	the	meaning	

of	negative	interest	rates	in	a	number	of	countries	and	their	long-term	effects	on	these	economies	

and	bond	values.	

Over	 the	 past	 year,	 negative	 interest	 rate	 policies	 (NIRPs)	 have	 been	 adopted	 by	 the	 European				

Central	Bank,	Switzerland,	Sweden	and	Japan.	Many	German,	Swiss	and	Japanese	government	bonds	

are	 now	 trading	 with	 negative	 yields,	 which	 essentially	 mean	 investors	 are	 paying	 these																

governments	to	hold	these	bonds.	Implementing	a	NIRP	is	purportedly	meant	to	stimulate	economic	

growth	 and	 in lation,	 although	 the	 early	 indications	 have	 shown	 these	measures	 to	 be	 less	 than			

effective	 in	 achieving	 their	 stated	 goals.	 Households	 have	 generally	 been	 reluctant	 to	 borrow	 to	

fund	their	spending,	while	low	business	investment	re lects	a	lack	of	demand,	over-capacity	and	a	

reluctance	to	increase	debt	levels	further.		

At	 the	 same	 time,	 the	 U.S.	 Federal	 Reserve	 has	 continued	 to	 indicate	 an	 upward	 trajectory	 for							

interest	rates	–	a	direct	contrast	to	most	of	the	developed	world.	Given	generally	“ok”	U.S.	economic	

data,	it	seems	unlikely	a	NIRP	will	be	adopted	in	the	U.S.,	at	least	at	this	point.	Because	of	all	of	these	

con licting	signs,	bond	markets	have	gyrated	dramatically.	

In	our	client	seminars	last	fall,	we	discussed	the	typical	behavior	of	different	types	of	bond	issues	

after	 a	 round	 of	 Fed	 tightening	 begins.	 One	 interesting	 fact	 from	 our	 presentation	was	 that	 junk	

bonds	(those	of	the	lowest	credit	quality)	typically	outperform	other	types	of	bonds	following	initial	

increases	in	interest	rates.		

The	volatility	in	U.S.	junk	bonds	this	year	has	been	signi icant	–	junk	bonds	sold	off	by	over	7%	from	

January	1st	 through	 the	middle	of	February	as	 investors	 reacted	negatively	 to	 the	Fed’s	 irst	 rate	

hike	in	December	2015,	but	then	promptly	recovered	over	8%	from	mid-February	through	the	end	

of	the	quarter.	This	certainly	was	due,	in	part,	to	a	recovery	in	oil	prices	as	many	of	the	junk	bonds	

that	had	begun	selling	off	last	year	were	energy-related	issues.	However,	the	recovery	also	appears	

tied	 to	 investors’	 insatiable	 search	 for	 yield	 in	 this	 stubborn	 low-to-negative	 interest	 rate															

environment	around	the	world.	The	recent	recovery	in	junk	bond	prices	is	also	consistent	with	their	

historical	behavior	after	a	tightening	cycle	has	begun.	
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For	the	 irst	quarter,	U.S.	bonds	were	able	to	post	gains	across	the	board,	led	by	corporate	and	junk	

bonds.	We	continue	to	maintain	our	cautious	stance	in	the	4-8	year	maturity	range.	For	more	on	our	

views	 on	 ixed	 income	 in	 2016,	 please	 view	 our	 recent	 recorded	 webinar	 found	 on	 the	 OPCM						

website.	

	

	

	

	

	

	

Since	the	technology	boom	of	the	mid	1990s,	company	stock	plans	have	become	ubiquitous	beyond	

Silicon	 Valley.	 The	 appeal	 of	 these	 plans,	 which	 include	 but	 are	 not	 limited	 to	 stock	 options,											

restricted	stock,	and	RSUs	(Restricted	Stock	Units),	 is	obvious	for	both	employers	and	employees.	

For	employers,	these	plans	prove	effective	in	keeping	talent	and	incentivizing	employee	production,	

albeit	with	conditional	“golden	handcuffs”.		For	employees,	these	plans	represent	an	opportunity	to	

build	corporate	ownership	over	one’s	career.	
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Controlling The Tax Burden Of Your Corporate Stock Plans  

By: Daniel M. Haut, CFP®, CIMA®  

In	 this	article:	We	discuss	 three	possible	 tax	strategies	 to	employ	 for	corporate	
stock	plans.	With	a	little	bit	of	planning	from	your	 inancial	counselor	and	CPA,	it	
is	possible	to	control	the	tax	burden	for	ISOs	(incentive	stock	options),	restricted	
stock,	and	RSUs	(restricted	stock	units).		
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While	 the	 popularity	 and	 appeal	 of	 company	 stock	 plans	 are	 obvious,	 the	 tax	 repercussions	 of				

ownership	are	not	always	so.	In	fact,	in	any	given	tax	year,	it	is	all	too	easy	to	unknowingly	trigger	

ordinary	income	and	AMT	(Alternative	Minimum	Tax)	–	both	of	which	could	be	avoided,	reduced,	or	

planned	more	effectively.	While	 tax	season	 is	of icially	behind	us,	one	does	not	have	 to	wait	until	

next	year	in	order	to	reduce	the	tax	bite	involved	in	ownership	and	or	sale	in	company	stock.	In	fact,	

throughout	 the	 year,	 it	 is	 possible	 to	 implement	 strategies	 which	 can	 serve	 to	 both	 limit																	

concentration	risk	and	reduce	the	tax	impact	of	company	stock	ownership.	

Strategy	One	

One	strategy	that	could	prove	effective	is	to	exercise	ISOs	(Incentive	Stock	Options)	at	an	early	

stage	and	before	 the	 fair	market	value	appreciates.	This	 strategy	 is	 applicable	 to	 individuals	

working	at	a	“start-up”	company	or	one	in	the	early	growth	stage.			

There	are	two	bene its	in	executing	this	strategy:	

1.	An	early	exercise	will	get	the	clock	ticking	on	long-term	capital	gain	treatment.	If	held	two	years	

from	 the	 grant	 date	 and	 one	 year	 from	 the	 exercise	 date,	 ISOs	 will	 receive	 favorable	 long-term					

capital	gains	treatment	upon	sale	as	opposed	to	ordinary	income.	

2.	 The	 earlier	 in	 the	 company’s	 growth	 that	 one	 exercises	 the	option,	 the	 less	 the	 spread	will	 be			

between	the	grant	price	and	the	fair	market	value	at	exercise.	Why	is	a	reduced	spread	important?	

While	owners	don’t	pay	 income	 tax	when	exercising	 ISOs,	 the	difference	between	 the	grant	price	

and	fair	market	value	at	option	(AKA	spread)	is	added	back	when	calculating	AMT.	Thus,	the	lower	

the	spread,	the	less	potential	there	will	be	in	triggering	AMT.		

The	one	downside	to	this	strategy	is	that	you	will	be	out	the	“purchase	cost”	and	must	commit	to	

holding	 the	 stock	 for	 the	 required	 two	 year	 holding	 period	 lest	 you	 trigger	 a	 disqualifying														

disposition.	If	your	company	goes	south,	you	may	never	recoup	the	cost	to	buy	the	option.	However,	

for	those	working	at	“start-ups”	and	companies	in	the	early	growth	phase,	exercising	shares	at	a	low	

cost	 (some	 even	 pennies	 on	 the	 dollar)	 may	 be	 worth	 the	 risk.	 Additionally,	 this	 strategy	 could	

prove	effective	in	reducing	the	potential	AMT	exposure.	

Strategy	Two	

Another	 strategy	 to	 consider	 is	 iling	an	early	83(b)	election	with	the	IRS	for	your	restricted	

company	stock.	This	strategy	is	most	applicable	to	individuals	who	have	been	granted	very	low	to	

nominally	priced	restricted	stock.	Before	discussing	the	bene its	of	 iling	this	esoteric	election,	it	is	

irst	 important	 to	discuss	 the	 implication	of	 iling	 the	83(b)	election	 in	 the	 irst	place.	 In	essence,	

iling	the	83(b)	will	give	you	permission	to	pay	early	income	tax	on	the	restricted	stock	value	that	
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you	don’t	 yet	 fully	own.	What?!?	Why	would	anyone	 in	 their	 right	mind	voluntarily	pay	ordinary	

income	 tax	 if	 they	 don’t	 have	 to?	 Believe	 it	 or	 not,	 paying	 income	 tax	 early	 can	 actually	 be													

strategically	 bene icial	 under	 certain	 circumstances.	 Ordinarily,	 employees	 who	 are	 granted									

restricted	stock	would	only	be	mandated	to	pay	income	tax	when	their	shares	are	fully	vested	and	

are	owned	outright.	The	majority	of	restricted	stock	plans	vest	over	a	“graded”	four	year	schedule	

(25%	per	year).	However,	for	those	employees	granted	restricted	stock	with	a	low	to	nominal	value,	

it	may	make	sense	to	accelerate	the	payment	of	ordinary	income	tax	before	becoming	fully	vested.	

Filing	 an	 83(b)	 election	 with	 the	 IRS	 within	 30	 days	 of	 the	 grant	 date	 will	 accomplish	 this	 tax								

acceleration.	I	can	demonstrate	the	ef icacy	of	the	83(b)	election	by	presenting	an	example	of	what	

could	happen	in	two	different	circumstances.				

In	circumstance	one,	Mrs.	Garcia	is	granted	5,000	shares	of	restricted	company	stock	on	April	15th,	

2016.	 The	 stock	 is	 valued	 at	 $5	 per	 share	 and	 has	 a	 four	 year	 vesting	 schedule.	 For	 the	 sake	 of					

simplicity,	let’s	also	assume	that	she	is	in	the	35%	marginal	tax	bracket.	Upon	the	grant,	Mrs.	Garcia	

decides	not	to	 ile	an	83(b)	election.	Let’s	fast-forward	four	years	later	to	April	15th,	2020.	Each	of	

the	5,000	shares	is	now	valued	at	$20	and	Mrs.	Garcia	has	become	fully	vested.	At	the	point	of	full	

vest,	she	owes	ordinary	income	tax	of	$35,000	($100,000	x	35%).	One	year	later	(April	15th,	2021),	

she	decides	to	take	her	pro its	and	sell	all	5,000	shares	which	have	now	increased	to	$25	per	share.	

She	will	 owe	 capital	 gains	 on	 the	 difference	 between	 the	 sales	 price	 ($25)	 and	 cost	 basis	 at	 vest	

($20),	which	ends	up	being	$3,750	($5	x	5,000	x	15%).	The	economic	gain	after	tax?	$86,250	(e.g.	

$125,000	minus	$35,000	minus	$3,750)		

In	circumstance	two,	let’s	assume	that	everything	is	the	exact	same	as	in	the	above	paragraph.	The	

only	 difference	 is	 that	Mrs.	 Garcia	 iles	 an	 83(b)	 election	with	 the	 IRS	within	 the	 30	 days	 of	 the	

grant.	 Consequently,	 she	 immediately	 owes	 ordinary	 income	 tax	 of	 $8,750	 ($25,000	 x	 35%)						

without	of icially	owning	said	shares.	Now,	 let’s	 fast-forward	 four	years	 later	 to	April	15th,	2020.	

The	stock	is	now	valued	at	$20	per	share	and	Mrs.	Garcia	has	become	fully	vested.	With	the	boon	in	

the	 stock	 price,	 she	 decides	 to	 sell	 all	 5,000	 shares	 one	 year	 later	 (April	 15th,	 2021)	 at	 $25	 per	

share.	 However,	 because	 she	 had	 iled	 the	 83(b)	 election	 four	 years	 prior,	 she	 already	 paid	 the					

ordinary	income	tax	early.	Consequently,	upon	sale	of	the	shares,	she	only	owes	the	advantageous	

long-term	capital	gains	rate	between	the	sales	price	($25)	and	cost	basis	($5).	This	tax	amounts	to	

$15,000	($20	x	5,000	x	15%).	The	economic	gain	after	tax?	$101,250	(e.g.	$125,000	minus	$8,750	

minus	$15,000).		

While	an	83(b)	election	can	be	bene icial,	there	is	a	downside	to	consider.	There	is	the	possibility	

that	you	 ile	an	83(b)	to	pay	early	income	taxes	only	to	see	your	company	lose	share	value	by	the	
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time	you	become	100%	vested.	 In	 the	case	of	a	down-market,	electing	to	pay	taxes	early	 through			

83(b)	 iling	 can	 actually	 expose	 you	 to	 greater	 taxes	 than	 waiting	 until	 becoming	 fully	 vested.												

Bottom-line,	 an	 83(b)	 election	 should	 generally	 be	 considered	 a	 viable	 strategy	 if	 you	have	been	

granted	restricted	stock	with	low	to	nominal	value	and	for	which	there	are	long-term	appreciation	

prospects.	Paying	income	taxes	on	the	value	of	relatively	low	priced	stock	ahead	of	time	could	result	

in	lower	income	tax	exposure	in	a	rising	market.		

Strategy	Three	

A	third	strategy	is	to	accelerate	itemized	deductions	in	years	when	RSU	vesting	income	is	high,	

and	postpone	itemized	deductions	when	AMT	is	high.	The	 strategy	 of	 accelerating	deductions	

can	be	 applicable	 to	 individuals	who	expect	 a	 large	 chunk	of	RSUs	 to	 vest	 in	 a	 given	 year.	When	

RSUs	vest,	they	become	taxable	as	ordinary	income.	During	years	when	large	blocks	of	RSUs	vest,	

ordinary	income	will	usually	exceed	AMT.	In	this	case,	you	can	accelerate	the	payment	of	items	like	

property	 taxes,	 state	 taxes,	 and	 charitable	 gifts	 –	 all	 of	which	 can	 be	 used	 as	 deductions	 against	

higher	 income.	However,	postponing	deductions	can	also	be	an	effective	strategy	 for	 the	opposite	

reason.	 For	 instance,	 if	 fewer	 RSUs	 vest	 the	 following	 year,	 you	may	 ind	 yourself	 in	 a	 situation	

where	AMT	 is	actually	higher	 than	ordinary	 income.	However,	 in	calculating	AMT,	many	 itemized	

deductions	like	property	taxes,	state	taxes,	and	charitable	gifts	are	actually	added	back	and	aren’t	

allowable.	Thus,	they	can	be	wasted.	In	years	when	AMT	is	greater	(e.g.	 less	RSUs	vesting),	it	may	

make	 sense	 to	 postpone	 certain	 itemized	 expenses	 until	 the	 following	 year	 when	 they	 can	 be								

utilized	more	effectively.					

In	conclusion,	 if	you	are	an	employee	who	has	stock	options,	restricted	stock,	or	RSUs	(Restricted	

Stock	Units),	 it	may	be	worth	exploring	how	 implementing	one	of	 these	strategies	could	 improve	

your	overall	 tax	plan.	However,	 as	with	 anything	 tax-related,	 please	 consult	 your	 tax-attorney	or	

CPA	before	making	any	decisions.	Osborne	Partners	Capital	Management	is	not	a	tax	advisor	but	is	

happy	to	work	with	your	team	of	professionals.		
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Jeremy	was	born	and	raised	in	California.		He	graduated	with	a	Bachelor’s	degree	

in	Economics	from	CSU	Stanislaus.	

Upon	his	graduation,	he	achieved	a	long	time	goal	of	becoming	a	 inancial	advisor	

with	Smith	Barney	in	Modesto,	CA.		After	building	his	knowledge	and	experience	

by	specializing	 in	retirement	planning	with	Smith	Barney,	he	decided	to	expand	

his	knowledge	of	 inance	with	Chase	Bank.		This	next	step	in	his	career	gave	him	an	opportunity	to	

understand	another	side	of	personal	 inance,	where	he	worked	with	high	net	worth	clients	on	an	

array	of	banking	services	such	as	mortgages,	personal	loans,	and	investments.		Although	he	felt	like	

he	 learned	 a	 great	 deal,	 it	was	 at	 the	 bank	 he	 realized	 his	 heart	was	 in	 comprehensive	 inancial			

planning.			

With	that	in	mind,	he	spent	the	following	four	years	working	as	a	 inancial	consultant	with	Fidelity	

Investments	 in	 the	 Bay	 Area.	 	 He	 gained	 the	 skills	 to	 manage	 a	 large	 book	 of	 clients	 with	 the										

opportunity	 to	 offer	 them	 inancial	 plans.	 	 During	 his	 time	 at	 Fidelity	 he	 assisted	 clients	 with					

building	 investment	 strategies,	 asset	 allocation	 plans,	 and	 retirement	 income	 plans.	 	 He	 also										

obtained	his	CERTIFIED	FINANCIAL	PLANNER™	designation	while	working	at	Fidelity.			

After	carefully	building	his	career	at	large	institutions,	Jeremy	wanted	to	join	a	private,	independent	

company	that	shared	his	view	on	the	importance	of	asset	allocation	and	 inancial	planning.		Jeremy	

found	his	 it,	and	joined	Osborne	Partners	as	a	Portfolio	Counselor.	Since	joining	OPCM,	Jeremy	has	

enjoyed	providing	high	level	client	service	and	 inancial	planning	expertise.		

Recently	 married,	 Jeremy	 and	 his	 wife	 Bruna	 enjoy	 the	 outdoors,	 sports	 (Go	 A’s!),	 and	 being										

involved	with	their	family,	friends,	and	local	church.		They	currently	reside	in	Pleasanton.			
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The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC as of the date of the material and is subject to 

change without no ce.  None of the data presented herein cons tutes a recommenda on or solicita on to invest in any par cular investment 

strategy and should not be  relied upon  in making an  investment decision.   There  is no guarantee  that  the  investment strategies presented 

herein will work under all market condi ons and investors should evaluate their ability to invest for the long‐term. Each investor should select 

asset classes for investment based on his/her own goals,  me horizon and risk tolerance. The informa on contained in this report is for infor‐

ma on purposes only and should not be deemed investment advice.  Although informa on has been obtained from and is based upon sources 

Osborne Partners Capital Management, LLC believes to be reliable, we do not guarantee its accuracy and the informa on may be incomplete or 

condensed. Past performance is not indica ve of future results. Inherent in any investment is the possibility of loss.  Osborne Partners Capital 

Management, LLC does not provide tax or legal advice. Please consult with your tax and legal advisors regarding your personal circumstances. 

580	California	Street,	Suite	1900							

San	Francisco,	CA	94104	

Phone:	(415)	362-5637	

Fax:	(415)	362-5996	

	

	

				535	Middle ield	Road,	Suite	160	

				Menlo	Park,	CA	94025	

					Phone:	(650)	854-5100	
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 Contact	Us:		

E-mail:	info@osbornepartners.com	

Phone:	(800)	362-7734	

www.osbornepartners.com	

Locations:	

Our	updated	ADV	is	available	upon	request	and	on	the	client	portion	of	the	OPCM	website.		

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™ 
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