Incentive Stock Option Plan (Qualified)

Stock Plan Services

Filing taxes for your incentive
stock option plan (qualified)

Incentive stock option (ISO) plans are taxed when you sell the stock. When
you sell your shares, you may have taxable ordinary income as well as
capital gains or losses to report on your tax return. This guide will help
you understand which documents are needed and how they are used when
you, or your tax advisor, file your taxes.
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Gather the following documents
In order to accurately file your taxes, there are several documents and forms you may need. Some will be
provided by your employer and others will come from Fidelity or the IRS. Below is a list of potentially important
documents and where to get them. Make sure you have all of the applicable forms prior to filing your taxes.
Log in to Fidelity.com/taxforms to determine what forms you’ll receive and when you’ll get them.

Form

Why it’s needed

Where to find it

Form W-2

Your W-2 includes the taxable
income from your award.

This form is provided by
your employer.

Form 1099-B

This IRS form has details about your
stock sale and helps you calculate
any capital gain/loss.

Available online at
Fidelity.com/taxforms and also
mailed to you. You can find out when
you will receive them online.

2021 Supplemental Information

The Supplemental Information form,
created by Fidelity, may contain
information not reported on your
1099-B due to IRS regulations.

IRS Form 8949

These IRS forms are used to report
taxes on equity awards and sales
of stock.

IRS Schedule D and Form 1040

Available online at www.irs.gov,*
by calling 800.TAX.FORM
(800.829.3676), or by visiting
your local IRS office.

HOW THESE DOCUMENTS WORK TOGETHER
Form 8949

Form 1099-B
to
complete…

Schedule D
used for...

Form 1040
used for...

Supplemental
Information form

*Fidelity is not involved in the preparation of the content supplied at the third-party unaffiliated website and does not guarantee or assume any
responsibility for its content.
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What to do when you’ve sold shares

QUALIFYING OR DISQUALIFYING?
There are two holding periods that
apply to ISO plans. To obtain special
tax treatment, an ISO is required to
be held:

Since you sold shares of your award, as you file your taxes, you’ll want to
consider if you made a qualifying or disqualifying disposition. Any gains
are taxed differently depending on how long you’ve held the shares and
on the market price at sale.

1. More than one year from the
purchase date and

In general, ordinary income tax applies only if a disqualifying disposition
was made on the sale of exercised shares. However, the alternative
minimum tax (AMT) may apply if you held the shares through the calendar
year of exercise. AMT is an alternative method for calculating your taxes
that’s triggered by certain events such as the exercise of an ISO. You
should consult a tax advisor regarding your personal tax situation.

If shares are sold after the required
holding periods, it is considered a
qualifying disposition.

When shares are sold, the income created by the sale may be taxable as
ordinary income and included on your W-2. However, you will have no tax
withholding, no Social Security, or Medicare tax.

If shares are sold before the required
holding periods, it is considered a
disqualifying disposition.

2. More than two years from the
grant date.

HOW IS ISO INCOME REFLECTED ON A W-2?
Example: IRS W-2 for Stock Option Plan (Qualified)
*

A

BOX 1 A

The amount of ISO income
is included in box 1.†
BOX 14 B

B

Your company may voluntarily
report in box 14 the ISO
income already included
in box 1.

C

BOXES 16 & 18 C

ISO income is included in boxes 16 and 18 if state and local taxes apply.

For illustrative purposes only.
*Fidelity is not involved in the preparation of the content supplied at the third-party unaffiliated website and does not guarantee or assume any
responsibility for its content.
†
ISOs have no tax withholding and no Social Security or Medicare tax. Income is reported on Form W-2 only with a disqualifying disposition.
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Capital gain or loss
When you sell your stock, in addition to any ordinary income reported, you also
need to report any gain or loss from the sale. Accurately reporting your gain or
loss will help you from overpaying taxes.
A capital gain/loss is the difference between your sale price and your cost basis.
• If you sell stock for more than its value at exercise, you recognize a gain.
• If you sell it for less than its value at exercise, it’s considered a loss.
• How much of that gain or loss you report depends on your cost basis.

Your capital gain/loss and cost basis information are located on the 1099-B
and Supplemental Information form. Often the cost basis on your 1099-B and
Supplemental Information form will differ. In this instance, you’ll want to review
the adjusted cost basis on your Supplemental Information form to help prevent
overpaying taxes. The details from these forms are used to calculate your capital
gain or loss on IRS Forms 8949, 1040, and Schedule D.

IMPORTANT
Make sure you have both your
1099-B and Supplemental
Information form when
reporting your gain or loss.
The information on your
1099-B is reported to the
IRS, but the Supplemental
Information form includes
adjustments necessary to
avoid overpaying taxes. You’ll
want to use the information
on the Supplemental
Information form to make
any necessary adjustments
on Form 8949. To learn more
about how your gain/loss is
calculated, see how cost basis
factors into the equation.

SHORT-TERM VS. LONG-TERM SALE
As you prepare your taxes, you’ll want to consider if you made a short-term sale or long-term sale. Capital gains
are taxed differently depending on how long you’ve held the shares.
A short-term sale applies if you held your shares at exercise and sold them at one year or less for more than the
stock price at exercise. A short-term sale is taxed at ordinary income rates.
A long-term sale applies if you held your shares at exercise and sold them after one year. Long-term gains are
taxed at lower rates than ordinary income.
To determine if you had a short-term or long-term sale, refer to Form 1099-B. When you file your taxes, this
information will help you know which version (short-term or long-term) of Schedule D and Form 8949 to use.

4

Incentive Stock Option Plan (Qualified)

Using Form 1099-B and the Supplemental Information form
If you sold stock, you’ll receive Form 1099-B and the Supplemental Information form during the tax season. The
information on your 1099-B is reported to the IRS, but the Supplemental Information form includes adjustments
to a capital gain or loss necessary to avoid overpaying taxes. It’s important that you review and utilize the
Supplemental Information form, as the information on it is not reported to the IRS. Below are sample forms,
along with key pieces of information you’ll find.

HOW IS A SALE REFLECTED ON FORM 1099-B?
Sample Form 1099-B
SHORT-TERM
OR LONG-TERM
TRANSACTION A

A

This is where you’ll see
if you had a short-term or
long‑term transaction. This
will help determine which
version of Schedule D and
Form 8949 you need.

B

C

COST OR OTHER BASIS B

GAIN/LOSS C

• This is provided to the IRS and may

• Capital gain or loss from the sale

need to be adjusted when you report the
sale on Form 8949. If adjusted, you’ll find
the value on the Supplemental
Information form.

of shares. This amount may also
need to be adjusted. If adjusted,
you’ll find that value on the
Supplemental Information form.

• If the amounts on the 1099-B and

Supplemental Information form differ,
follow the steps to adjust the basis on
Form 8949. This will help you avoid
overpaying taxes.

For illustrative purposes only.
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Using Form 1099-B and the Supplemental Information form... continued

HOW IS A SALE REFLECTED ON THE SUPPLEMENTAL INFORMATION FORM?
Sample Supplemental Information Form

SHORT-TERM
OR LONG-TERM
TRANSACTION A

This is where you’ll see
if you had a short-term or
long‑term transaction. This
will help determine which
version of Schedule D and
Form 8949 you need.

A

B

C

ORDINARY INCOME
REPORTED B

ADJUSTED
COST BASIS C

ADJUSTED
GAIN/LOSS D

• This amount (cross-

• This amount is used to

• This amount is

reference it with your
W-2) is entered in
column (g) of Form
8949 to adjust
the basis.

recalculate your gain/
loss. It’s equal to the
ordinary income plus
the cost basis on your
1099-B.

D

recalculated per your
adjusted cost basis. It
shows your proceeds
minus your adjusted
cost basis. This
information is not
reported to the IRS.
You’ll want to use this
information when
reporting your taxes to
avoid paying more in
taxes than necessary.
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Submitting the information to the IRS
Now that you’ve gathered the information necessary to file your taxes,
how do you submit it to the IRS?
There are many ways to file your taxes: self-filing, using a tax-filing service, or with a tax advisor. Many tax-filing
services and programs allow you to automatically transfer information from Fidelity. Please note, however, this
is not the case with the Supplemental Information form and you’ll need to manually enter it.

When filing, the information you gathered will be used to report your taxes using IRS Form 1040 (for the
compensation income) and Schedule D and Form 8949 (for the stock sale). If you need assistance with these
forms, more information can be found in the links below.

HOW DO I FILL OUT FORM 8949?

HOW DO I FILL OUT SCHEDULE D?

• General IRS instructions

• General IRS instructions

• For instructions specific to stock plans,

• For instructions specific to stock plans,

click the images below.

Form 8949 short-term
(disqualified)

Form 8949 long-term
(disqualified)

click the images below.

Form 8949 long-term
(qualified)

Schedule D short-term
gains or losses

Schedule D long-term
gains or losses

Now that you have the basic knowledge needed to file taxes on your equity awards, you can
utilize this information to file your tax return on your own or through a tax advisor. As you go
through the process, consider the different forms you may need including your W-2, 1099-B,
and Supplemental Information form. For additional information about stock plan taxes and
filing your tax return, visit our Taxes and Tax-Filing Center.
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Example: Form 8949 short-term

Example: Form 8949 long-term (disqualified)

Example: Form 8949 long-term (qualified)

Example: Schedule D short-term gains or losses

Example: Schedule D long-term gains or losses

Fidelity does not provide legal or tax advice. The information herein is general and educational in nature and should not be considered
legal or tax advice. Tax laws and regulations are complex and subject to change, which can materially impact investment results.
Fidelity cannot guarantee that the information herein is accurate, complete, or timely. Fidelity makes no warranties with regard to such
information or results obtained by its use, and disclaims any liability arising out of your use of, or any tax position taken in reliance on,
such information. Consult an attorney or tax professional regarding your specific situation.
Fidelity Stock Plan Services, LLC, provides recordkeeping and/or administrative services to your company’s equity compensation plan, in addition
to any services provided directly to the plan by your company or its service providers.
Fidelity Brokerage Services LLC, Member NYSE, SIPC
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