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What are incentive stock options (ISOs)?

Answer:

ISOs are a form of stock option that employers can grant to employees. A stock option is a right to buy a specified 
number of the company's shares at a specified price for a certain period of time. ISOs are also known as qualified or 
statutory stock options because they must conform to specific requirements under the tax laws to qualify for 
preferential tax treatment.

The tax law requirements for ISOs include:

• The strike price--the price you will pay to purchase the shares--must be at least equal to the stock's fair 
market value on the date the option is issued

• To receive options, you must be an employee of the issuing company

• The exercise date cannot be more than 10 years after the grant

Special rules may also apply if you own more than 10 percent of your employer's stock (by vote).

Once you have been granted a stock option, you can buy the stock at the strike price even if the value of the stock 
has increased. If you choose to exercise a stock option, you must buy the stock within the specific time frame that 
was set when the option was purchased or granted to you. You are not required to exercise a stock option.

Employers offer ISOs to reward employees' performance, encourage longevity with the company, and give 
employees a stake in the company's success. The other type of employee stock options are nonqualified stock 
options, which receive different tax treatment than ISOs.

Your options may be subject to a vesting schedule developed by the company. Unvested options cannot be 
exercised until some date in the future, which often is tied to your continued employment. The stock that you receive 
upon exercise of an option may also be subject to a vesting schedule.

Assuming that a stock option satisfies the tax law requirements for an ISO, preferential tax treatment will be 
available for the sale of the stock acquired upon the exercise of the ISO, but only if the stock is held for a minimum 
holding period. The holding period determines if a sale of the stock you received through the exercise of an ISO is 
subject to taxation as ordinary income or as capital gain or loss. To receive long-term capital gain treatment, you 
must hold the shares you acquired upon exercise of the option for at least:

• Two years from the date you were granted the option, and

• At least one year after the date that you exercised the option
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IMPORTANT DISCLOSURES

Broadridge Investor Communication Solutions, Inc. does not provide 
investment, tax, or legal advice. The information presented here is not 
specific to any individual's personal circumstances.

To the extent that this material concerns tax matters, it is not intended or 
written to be used, and cannot be used, by a taxpayer for the purpose of 
avoiding penalties that may be imposed by law.  Each taxpayer should 
seek independent advice from a tax professional based on his or her 
individual circumstances.

These materials are provided for general information and educational 
purposes based upon publicly available information from sources believed 
to be reliable—we cannot assure the accuracy or completeness of these 
materials.  The information in these materials may change at any time and 
without notice.
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