
UNDERSTANDING STOCK OPTIONS 

STOCK PLAN BASICS

Employee stock options can be an important part of your overall financial picture. Understanding 
what they are, and how and when to exercise them, can help you make the most of the benefits 
they provide.

HOW DO OPTIONS WORK?

THINGS TO CONSIDER BEFORE YOU EXERCISE OPTIONS 

�� �Exercise Price  
Exercising vested options is typically done when the cur-
rent market price of your company’s stock is above the 
exercise price. By exercising, you can unlock the current 
value these options hold.
  

�� �Diversification & Company Stock Ownership  
How much of your company’s stock do you ultimately 
want to own? Answering this question can help you 
decide whether to sell your shares upon exercise—or 
keep them. You may also want to consider issues of 
diversification so that the performance of your port-
folio isn’t overly dependent on any one investment.

Employee stock options, once vested, give you the 
opportunity to purchase shares of your company’s stock at 
a specified price, usually called the strike or exercise price. 
The value of a stock option depends on the price of the 
company’s underlying shares, which fluctuates over time.  

An employee stock option grant is said to be “vested” when 
you have the right to exercise the grant and purchase the 
shares at the predetermined price. The shares vest over a set 
schedule as described in your grant agreement. The exercise 
price, vesting schedule, and expiration date for each of your 

option grants are displayed to you by your employer at the 
Portfolios sub-tab under the Employee Stock Plans tab at 
etrade.com.

As an example, say you were given a grant of 100 options at 
$10 dollars each. After a vesting period of three years, the 
company’s share price has risen to $25. You are now entitled 
to buy the underlying shares for the exercise price of $10, 
a full $15 below the current market price. This process of 
purchasing the options’ underlying shares is known  
as “exercise.”

�� �Timing 
Should you exercise your options now or should you 
wait? If you think the underlying stock price will stay 
flat or decline, you may want to consider exercising. 
If you believe the stock price will rise significantly, 
you may want to exercise your options at a later 
time. Visit the Employee Stock Plans tab at etrade.
com for access to charts and calculators where you 
can enter assumptions to help with your decision.��1

GET DEDICATED SUPPORT WHEN YOU NEED IT.
Visit our Online Service Center at etrade.com/servicecenter or call us at 1-800-838-0908 anytime, Monday–Friday. From outside 
the U.S. or Canada, call +1-650-599-0125. One of our dedicated stock plan professionals will be happy to assist you.



3 EASY STEPS FOR EXERCISING YOUR OPTIONS
Once you exercise your vested options, you can either sell the shares right away or hold onto 
them as part of your stock portfolio. If you sell your shares, your proceeds will be automatically 
deposited into your linked E*TRADE Securities brokerage account. You can then reinvest the 
funds according to your own financial plan or access your proceeds through a variety of cash 
management tools, such as Quick Transfer.2

1. Visit the Trade sub-tab 
under the Employee Stock Plans tab in your stock plan ac-
count at etrade.com.

2. Choose from the exercise type(s) 
available to you as determined by your company.  These de-
termine whether your transaction will generate cash or stock, 
how you’ll pay for the stock at exercise and any associated 
commissions, fees or taxes. Whether or not you need to pay 
taxes at the time of exercise depends on the type of option 
you own (see next page for details).  Below is a description of 
each exercise type. 

�� �Same-Day Sale/ Cashless Exercise – Exercise your op-
tions for shares of stock, and then simultaneously sell 
the shares. You’ll end up with cash proceeds in your 
linked E*TRADE Securities brokerage account, less the 
exercise cost of your options, along with any associated 
commissions, fees and taxes. 

�� �Cash Exercise/ Exercise and Hold – Exercise your op-
tions by paying the exercise cost and any applicable 
taxes, along with any associated fees with your own 
cash funds. You’ll end up with shares of stock in your 
stock plan account.  

�� �Sell-to-Cover – Exercise your options by selling shares 
to cover the exercise cost and taxes along with any 
associated fees and commission. The remaining shares 
will end up in your stock plan account, along with any 
residual cash from the sale of shares. 

3. Complete your order 
and we’ll send you an alert when your order has been execut-
ed and another when settlement occurs. You can also track 
your order’s status on the View Orders screen on etrade.com.
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IMPORTANT TAX CONSIDERATIONS1 

Before you exercise your options and/or sell shares, you’ll want to carefully consider the tax  
consequences of the transactions. Tax treatment for each transaction depends on the type  
of stock option you own. For advice on your personal financial situation, please consult a  
tax advisor.1

�� �Incentive Stock Options (ISOs)
A type of employee stock option that qualifies for 
special tax treatment by the IRS. Taxes generally do not 
have to be paid when these options are exercised, and 
the resulting shares may qualify as long-term capital 
gains or loss if held longer than a year.  

�� �For nonqualified options at exercise 
Taxes are based on the difference between the value of 
the underlying shares at the current market price and 
the exercise price 

�� �For all options upon sale of stock 
At the time of sale, you will typically incur either a capital 
gain or loss, which is dependent upon the cost basis of 
the shares acquired. The amount of time that the shares 
were held will further dictate whether the gain or loss is 
long-term or short-term. Shares must  
be held at least one year in order to qualify for  
long–term treatment. 
 

�� �Non-qualified (NQ) 
The subsequent sale of shares from a non-qualified op-
tion will typically result in a capital gain or loss. This will 
be determined by the difference between the sale price 
and the FMV at exercise. Further, the duration of which 
the shares were held after exercise will determine wheth-
er the gain or loss is considered short or long term. 
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�� �Nonqualified Options  
These options can result in ordinary taxable income 
when exercised. The tax is based on the difference 
between the exercise price and fair market value (FMV) 
at the time of exercise. Subsequent sale of shares may 
result in a capital gain or loss, which will be short or 
long term depending on the duration held.

KNOW THE TYPES OF OPTIONS
The two types of employee stock options, shown below, are primarily differentiated by how taxes are 
triggered and determined. The type of Options you have will be listed in the Portfolios sub-tab under 
Employee Stock Plans on etrade.com.

�� �Qualified (ISO) 
Generally, taxes are not paid at the time of exercise of 
an ISO, since they receive preferential tax treatment. 
Shares must meet the following minimum holding 
requirements to continue receiving such tax treatment: 
two years from Grant Date AND one year from exer-
cise. Shares that are sold before these holding require-
ments have been met may incur ordinary income tax, 
along with a capital gain or loss. Shares that meet both 
holding requirements should only be subject to long 
term capital gain or loss, since they were held at least 
one year from exercise. 

A CLOSER LOOK AT POTENTIAL TAX SCENARIOS1

There are typically two points in the life cycle of an employee stock option at which you may be required to pay 
taxes—upon exercise of the option (for a nonqualified option) and at the time you sell the resulting shares.

GET DEDICATED SUPPORT WHEN YOU NEED IT.
Visit our Online Service Center at etrade.com/servicecenter or call us at 1-800-838-0908 anytime, Monday–Friday. From outside 
the U.S. or Canada, call +1-650-599-0125. One of our dedicated stock plan professionals will be happy to assist you.



* Tax treatment for each transaction depends on the type of stock option you own.   Please keep in mind that these  
examples are based on hypothetical conditions. For advice on your personal financial situation, please consult a tax advisor.1

OPTION TYPE

Incentive Stock Option Not Applicable

TAXES AT EXERCISE TAXES ON SALE OF SHARES*

Nonqualified Option

Market Price = $25 SALE Price = $45

$25 - $10 = $15

100 shares X $15 = $1,500 
taxed as ordinary income

Qualified Disposition: 
 $45 - $10 = $35

100 shares X $35 = $3,500 taxed 
as capital gains (long-term)

Disqualified Disposition:
$45 - $25 = $20

100 shares X $20 = $2,000 taxed 
as capital gains (long-term or 
short-term dependent on dura-
tion shares were held)

$25 - $10 = $15

100 shares X $15 = $1,500 taxed 
as Ordinary Income

$45 - $25 = $20

100 shares X $20 = $2,000 
taxed as capital gains (short  
or long term dependent on 
duration held).

STOCK PLAN BASICS

POTENTIAL TAX CONSEQUENCES FOR EACH OPTION TYPE1

This hypothetical example assumes a $10 exercise price on a grant of 100 options.

GET DEDICATED SUPPORT WHEN YOU NEED IT.
Visit our Online Service Center at etrade.com/servicecenter or call us at 1-800-838-0908 anytime, Monday–Friday. From outside 
the U.S. or Canada, call +1-650-599-0125. One of our dedicated stock plan professionals will be happy to assist you.



CONSIDER YOUR OPTIONS WITH HELP FROM E*TRADE
At E*TRADE, you’ll find the tools, calculators, and the personalized guidance that can help 
you to make important decisions about your employee stock options. We give you an array of 
investment choices and resources from E*TRADE Securities to help you make the most of  
your proceeds.

Powerful Options Calculators & Modelers
Estimate the value of your holdings, compare 
the impact of different transaction types, assess 
various tax scenarios, and more.2	

Online Advisor
Use our professional tool to get a recommend-
ed investment solution targeted to your goals.

FREE Guidance & Advice
From experienced investment professionals 
who can help you create a plan, execute your 
strategy, and allocate your assets.3	

FREE Investing & Trading Education
Including live and on-demand web seminars, 
videos, and in-depth articles to help you invest 
with confidence.4

A Full Range of Investments
Trade stock and options and access more than 
7,600 mutual funds, every ETF sold, and 30,000 
bonds & fixed income products.
	
Take Control of Your Retirement
With the Pain-Free, No Annual Fee, 
No Minimum IRA. Use our state-of-the art  
Retirement QuickPlan tool or talk to a  
retirement planning specialist.
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GET DEDICATED SUPPORT WHEN YOU NEED IT.
Visit our Online Service Center at etrade.com/servicecenter or call us at 1-800-838-0908 anytime, Monday–Friday. From outside 
the U.S. or Canada, call +1-650-599-0125. One of our dedicated stock plan professionals will be happy to assist you.

The fund’s prospectus contains its investment objectives, risks, charges, expenses and other important information and should be read and consid-
ered carefully before investing. For a current prospectus, visit www.etrade.com/mutualfunds or visit the Exchange-Traded Funds Center at 
www.etrade.com/etf.
PLEASE READ THE IMPORTANT DISCLOSURES BELOW

Products and services shared in this document are available to participants domiciled in the domestic United States only.

All Stock Plan assets and grants are subject to the terms of the plan and the grant documents. A change in your employment status may result in forfeiture of assets and may affect vesting periods 
and expiration dates. Values shown are for illustration purposes only and do not reflect deductions for applicable taxes, commissions and fees. Because there is no market for unrealized or unvested 
assets, these are hypothetical values based on the market price of unrestricted shares, and the value that you realize, if any, may be higher or lower. Your E*TRADE Securities LLC account statement 
is the only official record of your account.

Data shown on etrade.com is based on your company’s records. The company reserves the right to make corrections to this data. All awards shown on this statement are subject to the terms of the 
grants of such awards and of the plan under which the grants were made.

1. E*TRADE Financial Corporate Services, Inc., E*TRADE Securities LLC, and its affiliates do not provide legal, accounting or tax advice. Please consult your own legal, accounting and tax advisers.

2. For details and important information about Quick Transfer, please visit etrade.com/quicktransfer for a listing of limitations, restrictions and time deadlines.

3. �Investment recommendations are provided by representatives from E*TRADE Securities LLC, a broker-dealer member of FINRA. Portfolio management services are provided by E*TRADE Capital 
Management, LLC, an investment adviser registered with the SEC. To help determine which guidance option may be right for you, please visit etrade.com/guidance for additional information 
about account minimums, commissions, fees, etc.

4. �Online & in-person education is being provided to you for educational purposes only. No information presented constitutes a recommendation by E*TRADE Financial or its affiliates to buy, sell or 
hold any security, financial product or instrument discussed therein or to engage in any specific investment strategy. The content neither is, nor should be construed as, an offer, or a solicitation 
of an offer, to buy, sell, or hold any securities by E*TRADE Financial Corporation. or its affiliates. Neither E*TRADE Financial Corporation. nor its affiliates offer or provide any opinion regarding the 
nature, potential, value, suitability or profitability of any particular investment or investment strategy, and you are fully responsible for any investment decisions you make. Such decisions should 
be based solely on your evaluation of your financial circumstances, investment objectives, risk tolerance and liquidity needs. Neither E*TRADE Financial Corporation. nor any of its affiliates is 
affiliated with the third party providing this content.

The E*TRADE Financial family of companies provides financial services that include trading, investing, banking, and managing employee stock plans.

Employee stock plan services are offered by E*TRADE Financial Corporate Services, Inc.

Securities products and services offered by E*TRADE Securities LLC, Member FINRA/SIPC.

E*TRADE Securities LLC and E*TRADE Financial Corporate Services, Inc. are separate but affiliated companies.

E*TRADE Financial Corporate Services, Inc., E*TRADE Securities LLC, and its affiliates do not provide legal, accounting or tax advice. Please consult your own legal, accounting and tax advisers.

© 2011 E*TRADE Financial Corporation. All rights reserved.
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