
ROLLING OVER APPRECIATED STOCK & TAXES

Sometimes, a 401(k) rollover into an IRA is the right choice — 
and sometimes it’s a decision that costs thousands of dollars. 

When an ex-employee changes employers, many plan 
participants choose to rollover assets into an IRA or into 
another employer’s retirement plan.1

Rollovers are often a sound choice. However, if your 
retirement savings includes shares of appreciated company 
stock, a rollover into an IRA may not be the right choice, 
reports Fidelity.2

In fact, making the correct choice could help you save 
thousands of dollars in taxes.

Nuances Of Appreciated Stock:
When an employee leaves a company and moves his or her retirement savings from a traditional 401(k) plan to a traditional 
IRA, the money continues to grow tax-deferred.3 Typically, the participant doesn’t owe taxes until he or she takes a distribution. 
When a distribution is taken – usually during retirement – the money received is reported and taxed as ordinary income.2 

In many cases, an IRA rollover is a wise choice. However, a rollover may not be the most beneficial option for appreciated 
company stock.1 

Net Unrealized Appreciation, or NUA, is the difference between  
the amount a retirement plan participant paid for shares of  
company stock and the current value of those shares, reports  
Investopedia.4

If appreciated company stock is rolled over into an IRA, any  
increase in the value of the stock may be taxed as ordinary  
income when distributions are taken.2

However, if appreciated company stock is distributed in-kind,  
which means the investor keeps the shares of company stock  
and moves them into a brokerage account, then the account 
holder may may not need to pay taxes on the appreciation.5

This is because appreciated stock is subject to capital gains  
tax, and capital gains tax rates are often are lower than  
ordinary income tax rates under current tax law.2 
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Talk With A Financial Or Tax Professional Before Taking Action:
Distributions in-kind aren’t always the right choice, even when a participant qualifies. For example, if retirement is decades 
away, the additional growth provided by compounding and tax-deferral may be more beneficial than the tax savings 
generated by executing an NUA strategy. 

Determining whether you qualify for an NUA strategy and deciding whether such a strategy is the right choice requires 
knowledge of the complexities of tax law. As a result, it’s important to talk with your financial and tax professionals before 
taking action. 

If you would like to learn more about the NUA strategy, please get in touch.

The Benefits Of An NUA Strategy:
While NUA strategies can offer attractive benefits, not 
everyone qualifies. Among other things, the person who owns 
appreciated company stock in a 401(k) plan must experience 
a ‘triggering’ event. These events may include retirement, a 
change in employment, disability, and other circumstances.2 

In addition to experiencing a triggering event, the account 
owner must receive:

 y Shares of company stock in-kind. If the shares are 
liquidated, the opportunity to pursue an NUA strategy is 
lost,

 y The entire vested balance of the retirement plan account 
in a single tax year, and

 y All assets from all qualified plan accounts with the 
employer.

If the distribution doesn’t meet all requirements, then it may 
be taxed as ordinary income. 


