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Questions to review before your meeting 

Q: How does an NUA tax strategy work?

A:  Your tax advisor can explain the specific rules and how they will apply to your situation, but generally, when you 
receive a lump-sum distribution from your plan that includes employer stock or securities, and you take some or all 
of the employer stock in kind, you have ordinary income in an amount equal to the plan’s cost basis in the stock. 
The NUA on the stock is not taxed until you sell the stock — and any NUA on the stock will then be taxed at the 
long-term capital gains tax rate. Any subsequent appreciation in stock will be taxed at long-term or short-term capital 
gains rates depending on the holding period after distribution. Long-term capital gains rates generally are lower than 
ordinary income tax rates. If you do not sell the stock and it passes to your heirs, they also may receive similar tax 
treatment on the stock, noting that any NUA is taxable to the heirs as long-term capital gains and does not qualify 
for the step-up in basis on death.

Q: How do I qualify for NUA tax treatment?

A:  First, you must receive the stock as part of a lump-sum distribution* — that means the balance to the credit of the 
assets in your employer plan must be paid out within one taxable year. Also, there must be a distribution triggering 
event, that is, you separated from service (for employees), suffered a disability if you are self-employed, reached 
age 59½ or passed away. Distributions taken from a plan in a prior year may prevent a subsequent distribution 
from qualifying as a lump-sum distribution to the participant. All similar plans of the employer are aggregated 
when determining a participant’s balance to the credit for lump-sum purposes. If a distribution does not meet the 
lump-sum distribution requirements, only the NUA that is attributable to the participant’s nondeductible employee 
contributions may be excluded from gross income for tax purposes. You must receive the stock in kind and move 
actual shares of stock into a retail brokerage account. You cannot sell your stock within the plan, receive cash and 
then buy company stock outside of your plan if you want to take advantage of NUA. You cannot move the stock 
into a rollover IRA if you want NUA tax relief, although you can roll over other assets — including employer stock 
if you don’t intend to use the NUA — from the lump sum distribution to an IRA. If you roll over the stock into your 
IRA, you will defer taxation on it, and you can sell the stock in the IRA to decrease your portfolio’s investment in 
the employer’s securities without tax consequences, but it will be disqualified for NUA treatment and you will be 
taxed at ordinary income tax rates when you receive distributions from your IRA. Whether a rollover to an IRA is right 

What to know before your meeting
If you hold appreciated employer stock in your qualified workplace retirement plan, there are some 
important tax rules you should know. You may benefit from favorable tax treatment of any net unrealized 
appreciation (NUA) in the employer’s stock held in the plan, depending on its current value. There 
are different ways an employer can calculate cost basis for your shares, which you can get directly 
from your employer. NUA is the difference between the cost basis of employer stock in your plan and 
its value on the day the shares are distributed as part of a lump-sum distribution. Depending on the 
amount of NUA and your current circumstances and goals, other approaches (like leaving the stock in 
your employer’s plan, selling it inside the plan, or rolling it over to another employer’s plan or IRA) may 
be more appropriate. Your tax advisor can help you evaluate your options.

Depending on your situation, you may be able to realize significant tax savings as a result of using an NUA 
tax strategy with a lump-sum distribution that includes employer stock. What’s more, if you hold on to the 
stock, your heirs may receive favorable tax treatment on the NUA and post-distribution appreciation in the 
stock as well. Ask your tax advisor how much you could benefit from an NUA tax strategy.

*  Other special rules apply in order for a distribution to qualify as a lump-sum distribution, for example, in situations 
where there is more than one employer plan.  All decisions must be reviewed by a tax advisor before action is taken.
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for you is a decision that should only be made after considering such things as availability of investment options, 
fees and expenses, services, portfolio diversification, taxes and penalties, creditor protection, required minimum 
distributions and the tax treatment of employer stock.

Q: Are there other factors I should consider?

A:  If you move ahead with an NUA tax strategy, you will need cash to pay the income taxes on the cost basis of your 
employer stock. If you are under age 59½, an additional 10% early distribution tax may apply. However, if you are 
at least age 55 and terminating employment, you can avoid the additional early distribution tax. The decision to  
 take advantage of NUA is not an all-or-none decision. You could transfer some of your shares in-kind and roll over 
some of the shares to your IRA. 

  Holding a significant portion of your retirement assets in a single stock may not be an appropriate investment 
strategy. It exposes you to the risk that your employer’s stock will not keep up with the market, decline in value 
or become worthless. Your financial advisor can help you weigh this risk against the potential tax benefits of 
following an NUA strategy.

  The most recent statements from your 401(k), profit sharing or other retirement 
accounts at work and any legacy plan accounts from prior employers 

 The plan documents that describe your plan, along with your fee disclosure statement

  Documentation from your employer of the cost basis of your stock

  Information on your current tax bracket and how it is likely to change in the years ahead

  The telephone number of your company’s benefits administrator so you and your financial 
advisor can confirm information and clarify any points that may be unclear

  Information on other IRA or retirement accounts you may have in order to evaluate the 
impact an NUA strategy may have on your retirement savings strategy and to ensure 
that your overall retirement assets are appropriately diversified

Checklist to complete before your meeting
Your financial advisor can help you review your plan documentation to establish whether an NUA 
tax strategy may be an option for you. Before you meet with your financial advisor, you may want 
to gather some important information and documents:
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Not FDIC or NCUA Insured   No Financial Institution Guarantee   May Lose Value

This material is for educational purposes only. It cannot be used for the purposes of avoiding penalties and taxes. Columbia Threadneedle Investments does not provide tax or legal advice. 
Consumers should consult with their tax advisor or attorney regarding their specific situation.
Material prepared by the Retirement Learning Center, LLC, a third-party industry consultant that is not affiliated with Columbia Threadneedle Investments. Information and opinions 
provided by third parties have been obtained from sources believed to be reliable, but accuracy and completeness cannot be guaranteed.
Columbia Threadneedle Investments (Columbia Threadneedle) is the global brand name of the Columbia and Threadneedle group of companies.
Investment products offered through Columbia Management Investment Distributors, Inc., member FINRA. Advisory services provided by Columbia Management Investment Advisers, LLC. 
Columbia Management Investment Distributors, Inc., 290 Congress Street, Boston, MA 02210
© 2014-2022 Columbia Management Investment Advisers, LLC. All rights reserved.
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