
The transition from summer to fall reminds us that change is all around. If you’re thinking about 

switching jobs or retiring and own appreciated company stock in your 401(k) plan, we’ve got three 

words for you: net unrealized appreciation (NUA).

This edition of The Philanthropist features a little-known tax strategy that could offer big potential 

savings. See how a “special” IRS rule may offer investors with significant employer-stock holdings a 

tax treatment worth considering. Find out if an NUA strategy makes 

sense for you.

As we turn the corner toward the busy holiday season, The U.S. 

Charitable Gift Trust® wants to make your philanthropic experience 

as rewarding and easy as possible. Your donor advised fund offers 

the flexibility to make grant recommendations with future distribution 

dates as far as a year in advance. Go to page 4 to see why a growing 

number of DAF owners are doing business online.

We hope our newsletter helps support your charitable goals. Thank you for your continued faith in 

The U.S. Charitable Gift Trust®. 
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Finding real value in “net unrealized appreciation”

Tax Strategy

Traditional scenario: Roll over company stock to an IRA

If you transfer employer stock to an IRA, any special 
NUA tax advantage is automatically lost and IRA 
distributions are taxed at ordinary income rates. Under 
this traditional scenario, the entire $600,000 in 
company stock is taxed at 33% for a federal income 
tax bill of $198,000.3 
 
 
 

NUA scenario: Use a taxable, nonretirement  
brokerage account

When you leave your employer, you may be eligible 
to deposit company shares directly into a taxable, 
nonretirement brokerage account. With this strategy, 
you would pay ordinary income tax of 33% only on the 
$100,000 cost basis, amounting to $33,000. When 
you sell the remaining NUA shares at some point in 
the future, that amount would be taxed at capital 
gains rates. In this example, 15%2 of $500,000 is 
$75,000. Under this NUA scenario, federal income tax 
owed is $108,000.3

If you own highly appreciated company stock in your employer-sponsored retirement plan, eventually you’ll need 
to move those shares. Many investors believe an IRA rollover is their only option to continue to defer taxes on 
qualified plan assets when they leave their company. But when that time comes, a little-known tax strategy could 
offer big potential savings. 

IRS rules governing “net unrealized appreciation” (NUA) offers investors with employer-stock holdings a “special” 
tax treatment worth considering. To understand how it works, you have to know that NUA is the difference 
between the price you initially paid for your stock – its cost basis – and its current fair market value. So if you 
paid $10 a share and it’s now worth $50, your NUA is $40.

“Special” tax treatment. Typically, when you transfer assets from a 401(k) plan to a taxable account, you must 
pay federal income tax immediately on the market value of each investment. But the IRS makes an exception for 
company stock held in retirement accounts. Under proper conditions, you might only have to pay income tax on 
the stock’s cost basis and defer further tax payments until you sell. At that time, NUA shares would be taxed at the 
lower long-term capital gains rate, regardless of the holding period.

Comparing two hypothetical tax scenarios.
How a special NUA tax treatment might work to your advantage. Assumptions: You’re on the verge of retiring in 
the 33%1 federal income tax bracket. Your employer-sponsored retirement plan contains, among other assets, 
$600,000 in appreciated company stock with a cost basis of $100,000. 

Traditional scenario NUA scenario

Where to put your company stock? Roll over into an RIA Transfer to a taxable, nonretirement brokerage account

Federal income tax: 33%1 $600,000 x 0.33 = $198,000 $100,000 x 0.33 = $33,000

Capital gains tax: 15%2 Does not apply $500,000 x 0.15 = $75,000

Federal tax owed at distribution3 $198,000 $108,000

Tax savings attributed to this NUA example: $90,000 ($198,000 - $108,000)

1Federal income tax rates start at 10% and increase to 35%. For illustrative purposes, this hypothetical example uses 33%. 2Depending on an individual’s regular tax 
rate, the applicable capital gains tax rate will be either 15% or 5%. For illustrative purposes, this hypothetical example uses the higher rate. 3Appreciation earned after 
distribution, and state, estate and other taxes will affect amounts owed in the future.

Note: These hypothetical calculations do not factor in appreciation earned after distribution from a qualified plan. Nor does it factor in state, estate or other 
taxes. Your personal situation will differ. Discuss any strategy involving employer stock with your tax advisor.
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An NUA strategy may offer retirement-plan participants who own appreciated company stock 
an alternative tool for estate planning. Here are some factors to consider:

Considerations for an NUA strategy 

Estate Planning

Giving NUA shares to your donor advised fund 

Philanthropists often overlook the option of 
gifting NUA shares to their donor advised fund 
(DAF) because NUA calculations are more 
complex than a traditional IRA rollover approach. 
Under certain conditions, investors may be able 
to avoid capital gains taxes entirely on the NUA 
portion of company stock by transferring shares 
directly to a DAF. 

If you’re gifting NUA shares when you make a 
distribution, you’re still obligated to pay taxes 
on the cost basis. The value of your charitable 
contribution is determined by your stock’s fair 
market value (FMV) at the time of gifting. If 
transferred immediately to a DAF, the entire 
gift may be considered long-term capital gains 
property (assuming no short-term cap gain is 
recognized in excess of FMV at distribution).  

That distinction could represent a huge savings 
in taxes owed on assets at the time of sale in the 
future. 

While pursuing your charitable goals, your NUA-
funded DAF may also provide an immediate 
income tax deduction and lower the value of your 
taxable estate.

Talk to your financial advisor 

An NUA tax treatment is not for all investors and 
may impact taxes owed by beneficiaries upon 
death. If you’ve accumulated company stock in 
your employer-sponsored retirement plan, ask 
your financial advisor if the IRS’s special NUA 
tax rule applies to your financial situation.

Eaton Vance is not providing legal or tax advice as to the matters discussed herein. The discussion herein is general in nature and is provided for informational 
purposes only. There is no guarantee as to its accuracy or completeness. It is not intended as legal or tax advice and individuals may not rely upon it (including 
for purposes of avoiding tax penalties imposed by the IRS or state and local tax authorities). Tax benefits and any limitations will of course depend upon your 
individual circumstances, and we encourage you to consult with your personal tax advisor or accountant before making any decisions. Furthermore, tax law is 
subject to change.

Age
If you are younger than 59½, a 10% early withdrawal penalty may apply, but only on the cost basis 
and not on the NUA. If you are under age 55 at the time you transfer assets from your 401(k) plan, a 
premature distribution penalty may apply.

Beneficiaries
If you’ve received a distribution of employer stock, elected NUA tax treatment, and died before you sell 
the stock, your heir(s) will pay long-term capital gains tax on the NUA when he or she sells the stock. 
Any appreciation as of date of your death in excess of NUA will receive a step-up in basis. 

Account size Investors owning larger amounts of employer stock in their retirement plans are more likely to benefit 
than investors with smaller amounts.

Time horizon A shorter time frame makes NUA election more attractive. Investors who don’t expect to retire or liqui-
date their company stock for many years may benefit most.

Diversification goals Investors over-weighted in employer stock may use an NUA election – with partial or full distributions – 
to better balance their portfolio mix with long-term financial goals.

Tax rates The bigger the difference between ordinary income and long-term capital gains tax rates, the larger the 
potential savings.

RMD timing If employer stock is not rolled over to your IRA, the value is not subject to “required minimum 
distributions” when you turn 70½ years old.
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Questions? Contact Us!
We are here to assist you  
Monday through Friday  
9 a.m. to 5 p.m. EST at  
800-664-6901

You can also write to us at:
The U.S. Charitable Gift Trust®

c/o Wilmington Trust Retirement & Institutional Services
1100 North Market Street, 2nd Floor
Wilmington, DE 19890

Visit us online at:
www.uscharitablegifttrust.org

Don’t wait till the last minute this year ...
Year-end Reminder

When it comes to your favorite charities, the best plan is to think ahead. If there’s a specific nonprofit you plan to support 
by year-end, consider making a grant recommendation now before the busy holiday season sneaks up on you.

Your donor advised fund (DAF) offers the flexibility to accept grants as small as $100 today with distribution dates up to 
a year in advance to ensure your gift arrives on time and without you feeling pressured. If you donate regularly to certain 
organizations, you may establish “recurring grants” that are automatically distributed on a monthly, quarterly, semiannual 
or annual basis. For recordkeeping, confirmation will be sent to you when each gift is completed. 

Granting made easier. A growing number of DAF owners are making grant recommendations online. Electronic gifting 
automatically saves certain information, which is helpful for repeat grants so you don’t have to re-enter the same data 
fields for each separate gift. All you’ll need to add are “Amount” and “Grant Purpose.”

E-Gifting Instructions
1. Go to www.uscharitablegifttrust.org 
2. Click “Account Access to My Charitable Fund for  

Clients & Financial Advisors”
3. Login with your User ID and Password

From that home page –

To make a first-time grant: 
1. Click “Make a New Grant”
2. Complete the blank grant  

recommendation form

To make a repeat grant:
1. Go to “Recent Grants” 
2. Choose a grantee name from your list
3. Click “Make a Grant” 
4. Complete the “partially filled” grant 

recommendation form

To download a grant recommendation PDF:
1. Scroll to “Resources” 
2. Click “Literature and Forms” 
3. Under “Donor Advised Fund,” click “Forms Booklet” 


