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A stock swap is a method of exercising stock 

options that allows an individual to acquire shares of 

company stock without having to use cash for the 

exercise price. 

 

A stock swap is a method of exercising stock options that allows an individual to acquire shares of company stock 

without having to use cash for the exercise price. The stock swap technique allows an individual to pay the exercise 

cost with shares they already own of the issuing corporation. The advantage of using this type of exercise method is 

that the optionee does not need to sell shares or use other available cash to pay the exercise price. Not all companies 

allow this method of exercise, so the optionee should check with their plan administrator. 

When performing a stock swap, the company may require the optionee to deliver a stock certificate, but typically they 

will allow attestation. An affidavit of ownership along with proof of ownership (a copy of the stock certificate or copy of 

brokerage statement) is usually required.  

 

STOCK SWAP EXAMPLE: 

Option Shares Granted 1,000 

Option Exercise Price $5.00 

Total Option Exercise Cost $5,000 

Current Stock Market Value $20.00 

Shares Currently Owned 250 

 

Rather than paying the $5,000 exercise cost with cash, or by selling some of the shares acquired from the exercise, an 

optionee could transfer enough of their currently-owned shares to cover the cost. In this example, the optionee would 

transfer the 250 shares (250 shares x $20.00 market value = $5,000). If the swap would require the exchange of a 

partial share of existing stock, the optionee would pay that portion using cash. In exchange for 250 existing shares, the 

optionee could acquire 1,000 shares via the options, producing a net gain of 750 new shares of company stock. After 

the exercise, the optionee would own the following shares: 

 Nonqualified Option (NSO)          Incentive Option (ISO) 

Number of New Shares Owned 750 750 

Regular Tax Cost Basis of New Shares $20.00 (Market Value) $0 (Cash Paid at Exercise) 

AMT Cost Basis of New Shares $20.00 (Same as Regular) $20.00 (Market Value) 

AMT Adjustment Due to Exercise Not Applicable $10,000 (1,000 shares x $20) 

Acquisition Date of New Shares Date of Exercise Date of Exercise 

 

Method of Stock Option Exercise: 
Stock Swap 



Method of Stock Option Exercise: Stock Swap, continued. 
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Number of Original Shares Owned 250 250 

Cost Basis of Original Shares 
No Adjustment as a Result of 

Swap 

No Adjustment as a Result of 

Swap 

Acquisition Date of Original Shares 
No Adjustment as a 

Result of Swap 

No Adjustment as a 

Result of Swap 

This is a hypothetical example and for illustrative purposes only. 
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