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Equity Transactions Reported on Form W-2

Non-qualified Stock Options
• Exercise of NQ Option shares
• Exercise and sale of NQ Option shares

Incentive Stock Options
• Same-day sale of ISO option shares
• ISO shares exercised and sold before the statutory holding period has elapsed
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Employee Stock Purchase Plan
• Sale of ESPP Shares

Restricted Stock Awards and Units
• Vesting and release
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$143,407.62
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NQ  $143,407.62



Non-qualified Option Exercises taxed on exercise date –
whether or not any shares are sold.

• Total gains added into Box 1

• Total taxes withheld added into appropriate boxes

Non-Qualified Option Exercise/Sale
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• Total taxes withheld added into appropriate boxes
(federal tax withheld added into Box 2, state tax in Box 17, etc.)

• Box 14 will reflect total gains which are added into Box 1
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$8,459.54
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ISO DD $8,459.54



ISO Disqualifying Disposition (DD)

If the shares are exercised and held for less than one year 
from the date of exercise and two years from the date of 
grant:

• The difference between the exercise price and the fair 
market value (FMV) on the exercise date is ordinary 
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market value (FMV) on the exercise date is ordinary 
income and is reported on Form W-2.
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$3,898.08

www.equity-strategies.com Copyright 2010, FRS Equity Strategies, Inc.

ESPP DD $3,898.08



ESPP Disqualifying Disposition (DD)

Ordinary income recorded on Form W-2 is calculated by the 
following rules:

•If you do not hold the stock for at least one year after the 
purchase date and 2 years from the offering/grant date, then 
the difference between the total value on the purchase date 
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the difference between the total value on the purchase date 
and the total price on the purchase date is reported as 
ordinary income and included in Box 1 of Form W-2

•If you do hold the stock for the statutory holding period, only 
the discount (i.e., if the company offers a 15% discount, only 
that 15% is ordinary income) is included in Box 1 of Form W-2
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$4,526.69
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RS $4,526.69



Restricted Stock/Restricted Stock Units

Upon vesting/release, restricted stock (RS) or restricted 
stock units (RSU’s) are taxable and included in ordinary 
income.

• The difference between the value on the vesting/release date and the 
price (if any) is ordinary income and is included in Box 1 of Form W-2
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• Taxes withheld are reported on Form W-2 in the appropriate boxes 
(i.e., federal tax in Box 2, state tax in Box 17)



Questions?

FRS Equity Strategies can help in many ways:

• Employee Session (on-site or via live webinar)

• Advanced Taxation Class for the Stock Administrator or Payroll

• “Ask the Expert” Hotline 
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For inquiries regarding FRS services and training please

email: clientservices@equity-strategies.com or 

call: 408.727.0227


