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Net Unrealized Appreciation 
 

If you’ve worked for a large publicly traded company, you may find yourself approaching 
retirement with company stock in your retirement plan, whether directly contributed to 
you from your employer in a profit-sharing or ESOP plan or purchased by you in your 
401(k) plan. 
 

 

In any case, once company stock has been 
acquired in a retirement plan, it will ultimately be 
taxed as ordinary income with marginal income tax 
rates when distributions are made. However, the 
Internal Revenue Code allows for the gains on 
such stock – known as net unrealized appreciation 
(NUA) – to be taxed at long-term capital gains 
rates, which are typically more favorable, as long 
as certain requirements have been met.  
 
The NUA strategy might help you save on taxes, 
but, given that the cost basis or the original price 
paid for the stock is taxed immediately, it’s 
important that timing and your situation align in 
order for NUA to be worthwhile for your long-term 
financial and retirement plan. As you consider this 
strategy, be sure to work with your financial and 
tax advisors who can help you weigh your options 
and determine the best one for you. 
 

How It Works 
With the NUA strategy, you pay income taxes on the cost basis in the calendar year of the 
company stock distribution, including both federal taxes at their marginal tax bracket rate 
and state taxes where applicable. You do not pay taxes on the NUA amount until you actually 
sell the stock. When the stock is sold, you pay taxes at the long-term capital gains rate for 
the NUA portion even if the stock is held for less than one year after the time of distribution. 
It is important to note that you can use the NUA strategy with a portion or all of your 
employee stock.  
 
While the difference between marginal tax bracket rates and long-term capital gains rates 
varies depending on overall income level, paying at long-term capital gains rates always 
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offers savings. Plus, if your overall taxable 
income falls under a certain threshold, your 
long-term capital gains rates could be 0% 
under the current law.  
 
While the potential savings are certainly 
enticing, there are a few requirements that 
must be met before you can take advantage 
of NUA: 
 
Triggering Event  
The stock must be distributed after a qual-
ifying triggering event. This could be:  

• When the participant leaves the company  
• After the participant reaches age 59½  
• After the participant, if a self-employed 

individual, becomes totally and perma-
nently disabled  

• At the time of the plan participant’s death 
 
By far, the most common of the above 
situations is separation from service. As 
people approach retirement with company 
stock in their retirement plans, the NUA 
strategy can be considered.  
 
In-Kind Distribution  
The stock must be distributed in-kind. The 
stock held in the employer-sponsored 
retirement plan is transferred to a taxable 
investment account, however other assets in 
the plan can be rolled over to an IRA.  
 
Lump Sum Distribution  
The stock must be distributed as part of a lump sum distribution. A lump sum distribution 
for this purpose is the distribution or payment of a plan participant’s entire balance within 
a single calendar year from all of the employer’s qualified plans of one kind (e.g., 401(k), 
pension, profit-sharing or stock bonus plans). The NUA distribution and remainder rollovers 



 
 
Net Unrealized Appreciation 
 

 

________________________________________________________________________________________________________________________ 
 

PRICEGROUPWEALTH.COM  5847 SAN FELIPE STREET, SUITE 700 
(281) 612-3304    HOUSTON, TX 77057 

must take place in that calendar year or the opportunity is lost until the next triggering 
event. 
 
It is important to note that the lump sum distribution does not necessarily have to occur in 
the year of the triggering event. For example, you could separate from service in one 
calendar year (a triggering event) but wait until the next year to process the NUA stock 
distribution and rollover. 
 
Considerations 
Just like with most other wealth planning strategies, there are some factors to consider 
before deciding whether the NUA strategy makes sense for you. As you review them, 
remember that even if you meet the NUA criteria, you have a few options at hand for 
distributing your assets:  

 Leave all of your assets inside of the plan and do not take advantage of NUA, taking 
distributions from the plan as needed. You’ll continue to benefit from things like 
creditor protection and lower expense ratios while paying ordinary income tax on all 
distributions.  

 Roll over all of your assets to an IRA and do not take advantage of NUA, taking 
distributions as needed. You’ll have more control over your investment selection, 
while paying ordinary income tax on all distributions.  

 Utilize the NUA strategy if you meet the requirements and distribute the company 
stock – either all of the shares or a partial amount – to a taxable account. Roll all 
other assets to an IRA within the same calendar year.  

 
It is always important to remember that future updates to the tax law could make the NUA 
strategy less advantageous if marginal tax rates of long-term capital gain rates change. Plus, 
be aware that assets held outside of a qualified employer plan or IRA may have less 
protection from creditor claims. 
 
Making the Most of NUA 
While in the right circumstances the NUA strategy can potentially help you save money, 
that’s not a given depending on your particular situation and time horizon.  
 
To determine whether the NUA strategy is right for you, it is important that you consider a 
couple of key factors: 
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1) YOUR COST BASIS  
Each dollar that is lost to tax in the initial year of NUA stock distribution means one less 
dollar for future portfolio growth, so a low cost basis is crucial for keeping that loss down. 
However, even with a small cost basis percentage, distributing all of the shares could cause 
you to pay a considerable amount in tax in the initial year of distribution, especially for large 
NUA stock positions.  
 
For example, even with a cost basis that is 15% of the total market value of the shares, a 
$1,000,000 employer stock position would generate $150,000 of ordinary income, which is 
potentially enough to drive you into substantially higher marginal tax brackets and lose a 
considerable sum to taxes immediately. Whereas if the NUA strategy was not implemented, 
your money would have remained in the qualified account environment to grow into the 
future, until perhaps you reach a lower tax bracket in retirement. With the NUA strategy 
some money is immediately lost leaving less principal to grow.  
 
Keep in mind, if the plan record keeper has maintained individual cost basis records and 
not merely average cost basis, it may be possible to cherry pick the lowest cost basis shares 
for the NUA distribution.  
 
2) WHEN YOU NEED THE MONEY  
If you plan to use the money soon, NUA can be an ideal means of distributing those funds. 
However, if you’re looking to use the NUA strategy to diversify your assets, remember that 
you can already diversify within the qualified account environment with no immediate tax 
consequences. Whereas if you distribute shares to a taxable account and immediately 
diversify by selling the shares, not only will the cost basis portion be subject to ordinary 
income tax, but the NUA portion will be lost to long-term capital gains tax – leaving a 
considerably lower amount of principal to be invested for the future.  
Remember that NUA triggers the immediate taxation of the cost basis amount which, if it’s 
a high percentage of the total fair market value of the shares, can even push you into a 
higher marginal tax bracket when distributed and can incur substantial taxes. 
 
Dividends paid on NUA stock are taxed at qualified dividend tax rates, which are less than 
the ordinary income rates if the stock was rolled over and distributions were taken later. 
However, if the shares remained inside of a qualified account environment, tax paid on 
dividends would be deferred until ultimate distribution.  
 
NUA amounts do not receive a step up in cost basis at the owner’s death. When your 
beneficiaries sell the stock they inherit, they will owe long-term capital gains tax on the 
NUA. Any additional appreciation between the date of distribution and the date of death 
would be entitled to a stepped-up basis in the shares they inherit under the current law. 
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3) NUA TAXATION 
If you decide to implement the NUA strategy, in the calendar year of the company stock 
distribution you will pay income taxes on the cost basis, including both federal taxes at their 
marginal tax bracket rate and state taxes where applicable. Your employer’s plan 
representative should be able to assist you in determining the cost basis of the shares.  
 
The difference between the original cost and the current market value of the shares at the 
time of distribution is the net unrealized appreciation. You do not pay taxes on the NUA 
amount until you actually sell the stock. When the stock is sold, you pay taxes at the long-
term capital gains rate for the NUA portion even if the stock is held for less than one year 
after the time of distribution. NUA gain is subject to the standard 0%, 15% or 20% long-term 
capital gain rates, plus state income taxes where applicable. The NUA gain is not subject to 
the 3.8% Medicare surtax on net investment income.  
 
Any change in the stock’s value from the time of the transfer to the time it is sold is taxed 
separately from the NUA amount. Additional gains will be taxed at the long-term capital 
gains rate if held for a year or more before being sold. If held for less than a year, it will be 
taxed at the higher short-term capital gains rate. If shares are held past the distribution 
date and losses occur, it will reduce the amount of net unrealized appreciation gain reported 
on the sale. If losses cause the price to fall below the original cost basis, a capital loss will 
occur. 
 
 

Does a NUA distribution make sense for you? 
Net Unrealized Appreciation is a complicated subject and coming to a decision for your 
personal situation will take time, effort and study. The Price Group has developed a niche 
serving retirees in the greater Houston area. Do you want to take the first step together? 
We would love to help. 
 
 
 
 
 
 
Any opinions are those of the author and not necessarily those of RJFS or Raymond James. You should discuss any tax or legal matters 
with the appropriate professional.  

Steward Partners Global Advisory, LLC and The Price Group maintain a separate professional business relationship with, and our registered 
professionals offer securities through, Raymond James Financial Services, Inc. Member FINRA/SIPC. Investment Advisory services offered 
through Steward Partners Investment Advisory, LLC.  

Diversification and asset allocation do not ensure a profit or protect against a loss. Any information is not a complete summary or 
statement of all available data necessary for making an investment decision and does not constitute a recommendation. Prior to making 
any investment decision, you should consult with your financial advisor about your individual situation. Please note, changes in tax laws 
or regulations may occur at any time and could substantially impact your situation. 


