HOW TO MANAGE YOUR
REGISTERED INVESTMENT ADVISOR

NIKE NQSO PL AN

What Will I Gain by Reviewing This?
• Learn what non-qualified stock options (NQSO)
are and how they work?
• Learn how to optimize my NQSO?
• Learn NQSO do’s and don’ts
•E
 xecutives and Sr. Directors can benefit from a
complimentary financial evaluation
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Leadership that Empowers You
Guiding clients to live life with more purpose is our focus at
Pacific Capital Works. This is one example of the kind of
advice you can incorporate in your investment plan, allowing
you to reach your goals and ultimately help you get the
purpose you are striving towards.

“In the end, it’s not going to matter how many breaths you took,
but how many moments took your breath away”
- Shing Xiong

2

What Are NQSO and How Do They Work?
• Rights to own stock at a vested price
• An employer tool to motivate employees and let
you benefit from the growth of the company that
you helped succeed.
• As long as the stock price is greater than the
vested price, then you have value without incurring
any costs.
• You can unleash this value by exercising the option
(typically simultaneously buying stock at the vested
price and selling it at the current market value), but
when you do, you incur costs.
• The costs are taxes just like your ordinary income, so
you pay all the same taxes you pay when you receive
your monthly pay check.
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Example 1
• You received 1,000 options at the vested price of
$50/share and now the stock is valued at $100/share.
• You exercise the options. By doing this you sell the
stock at $100/share and you buy the stock at the
vested price of $50/share.
• So, you net a $50/share gain, which is treated like
income from your employer. It shows up on your paystub and Nike takes payroll, federal and state taxes
from this amount.
• If you live in Oregon, you might expect to receive
$29/share and pay $21 in taxes, but your actual taxes
will vary based on your personal/family income.
Figure 1

Action

$/share

Sell Stock at Current Value

100

Buy Stock at Vested Price

-50

Gain or Ordinary Income

50

Taxes Removed by Employer

21

Income You Receive

29
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How should I manage NQSO?
• 3 Factors can help you manage NQSO
1. Your tax profile
2. Your industry or stock concentration
3. Your industry or stock outlook
• You should evaluate all three factors and weight them
proportionately to your individual situation and your
individual company
.
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Your Tax Profile
Limiting the amount of NQSO’s you exercise
in any one year to prevent exposing yourself to
new and higher taxes can lower the cost and
save you money.
The US and State tax code is graduated
and as your income increases and you
enter a new bracket your percentage of tax
increases, see Figure 2.
Each individual’s and family’s tax situation
is different. You need to understand the tax
structure your required to pay into and how
the exercise of NQSO’s will impact your taxes.
The higher your tax bracket, the more
important this factor becomes.

Additionally, at incomes of $250k married and
$200k individually you begin exposing your self to
new Medicare taxes.
If your annual stock return keeps up with inflation,
then you might expect some tax benefit appropriate
to your situation by managing sales to optimize your
individual tax structure.
Fig. 2: 2015 Taxable Income Bracket Rates
Rate

Single Filers

Married Joint Filers

Head of Households Filers

10%

$0 to $9,225

$0 to $18,450

$0 to $13,150

15%

$9,225 to $37,450

$18,450 to $74,900

$13,150 to $50,200

25%

$37,450 to $90,750

$74,900 to $151,200

$52,200 to $129,600

28%

$90,750 to $189,300

$151,200 to $230,450

$129,600 to 209,850

33%

$189,300 to $411,500

$230,450 to $411,500

$209,850 to $411,500

35%

$411,500 to $413,200

$411,500 to $464,850

$411,500 to $439,000

39.6%

$413,200+

$464,850+

$439,000
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Example 2
Assume your household income is $210k/Yr., without
the following sale of NQSO’s. You have a choice, you can
either sell $100k in NQSO’s this year or sell $20k each year
for the next 5 years.
Recommendation:
• By selling over a 5 year period you will save paying
taxes by staying in a lower tax bracket and not exposing
yourself to an increased Medicare tax.
• Instead of paying a tax rate at 43.5% in the 1 year
sale, you pay 38.5% tax rate over the 5 year period.
The value of the lesser tax payment saves you 4.5% per
annum over the 5 year period.
• The higher your tax bracket, the more important this
factor becomes.
• If your annual stock return keeps up with inflation, then
you might expect some tax benefit appropriate to your
situation by managing sales to optimize your individual
tax structure.
Assumes:
You are married, live in Oregon and already paid the
maximum tax on social security at $118,500. We ignore
inflation and the return/loss on your employee stock price
to simplify the example.
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Stock Concentration
• Public companies are required to disclose when
any one customer is 10% or greater in sales in their
business because of concentration risk.
• Holding more than 10% of your assets in any one
stock, particularly your employer, exposes your net
worth and potentially your retirement to too much
risk.
• If something drastic occurs to your company or
industry, you could lose your job and be forced to
liquidate your stock during the worst of times, likely
when one should be buying it. Events like this can
drastically impact your net worth and history is littered with these type of occurrences.
• Keeping your NQSO and your stock ownership
through other programs (ESPP, 401(k), etc.) to a
position of less than 10% or something you feel
comfortable owning in the worst of times is wise.
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Future Stock Performance
Many feel as an insider, they have the edge in
predicting future stock performance, but rarely
is that the case. It is the most difficult factor to
manage which is why heavily relying on the first 2
factors (taxes and concentration) can be prudent.
The performance of a publicly traded stock is
based on the supply of it and demand for it,
rarely does an insider have a full grasp of the
influences of these dynamics.
Ultimately, your outlook on the future performance of the company stock or industry should
play a role.
Understand, research shows that you will be
overly optimistic about the stock/market in good
times and overly pessimistic in bad times. So,
blending in a structure to counteract your intuitive
behavior and make smart decisions is a wise
element in any investment.
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NSQO Do’s and Don’ts

build

predictable

unpredictable

Initially let your NQSO build, it does not cost
a thing. Then, parse them out each year
based on all 3 factors (taxes, concentration
and predicted stock performance).

%

tax sense

If your stock performance is predictable,
then you might put more weight into the third
factor (stock performance) to manage your
NQSO exercises.
If your stock is unpredictable, then weighting
the first two factors (taxes and concentration)
in the exercise of your NQSO likely makes
more sense.

be smart

Additionally, if your stock is growing steadily,
pairing your NQSO sales with increased deferrals
in a deferred compensation plan can make a lot of
tax sense. For information on managing
deferred compensation plans, go to Pacific
Capital Works website.
Try not to exercise all your NQSO’s in one year
or when you are forced to, such as the end of the
10 year vesting period.
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Complimentary
Financial Evaluation

Valued Reader,
Pacific Capital Works has been hired by Nike employees
(Nike Executives and Sr. Directors) to deliver holistic
programs and assist families in attaining their goals.
Throughout these engagements, we have developed expertise
and tools specifically for the Nike Benefits and Profit
Sharing Plan with the goal of incorporating these programs
into our holistic solution. And, as a reward for joining us
and making the effort to learn more about Nike’s NQSO Plan
we would like to offer you a complimentary financial
evaluation, allowing you to benefit from our expertise.
Todd Brundage, PRESIDENT

How to Get Started
You can either meet with us virtually or

This evaluation could also be the first

in person at our offices for this financial

step to partner with us, but is normally

evaluation. We will spend the time learn-

reserved for referrals, except in this

ing about your complete financial picture

special circumstance. If we agree we

and follow-up with some advice to

are a good fit, then we will offer our

optimize your situation. We can offer

holistic wealth management services

opinions on your financial situation,

program to you. To obtain your

strategy, existing financial advisor’s

complimentary evaluation:

strategy or recommend other pertinent

CALL US

advisors to assist you. Additionally, we

(971) 255-0888, x1

can offer specialized knowledge on your
existing Nike plan as we specialize in

CLICK

assisting executives, key employees and

getting started at

www.pacificcapitalworks.com

entrepreneurs in your industry.
1355 NW Everett St. Suite 100 Office 116

Portland, Oregon

97209

brundage@pacificcapitalworks.com

