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money.  It is prudent in this environment of rising taxes for taxpayers to consider moving cash to 

tax-free territory for the long term. 

 

The best place, other than cash, to look for money to pay the Roth IRA conversion tax 

is in taxable investment accounts.  Due to the recent turmoil in the financial markets, 

many taxpayers may have significant unrealized losses.  A sale of those “unrealized loss” 

assets can provide a bank of net capital losses which can then be offset by selling some 

appreciated capital assets (that can be sheltered from tax by the net losses).  These 

transactions could generate cash for paying taxes on a Roth conversion.  Since Roth 

conversion income is ordinary income and not capital gains income, capital losses can only 

offset Roth conversion income up to $3,000 per year. 

 

 

If you have long-term assets with both unrealized gains and unrealized losses, the losses can 

be utilized to offset the gains upon the sale of these assets. The sales proceeds can then be 

used to pay the Roth IRA conversion taxes. 

 

For the taxpayer with unrealized gains but no capital losses, realized or unrealized, it might be 

that selling in 2010 with the 15% maximum tax rate on long-term gains still apply is the most 

efficient.  The rate on long-term gains is increasing to 20% in 2011 and for those at higher 

income levels, will be exposed to the 3.8% healthcare tax in 2013.  The use of capital assets for 

Roth IRA conversion taxes means amounts left in taxable accounts will be reduced and that 

could in turn mean less taxable investment income in the future and less exposure to the 3.8% 

surtax on unearned income in 2013. 

 

Taxpayers who are eligible for the NUA (net unrealized appreciation in retirement plans 

that are attributable to employee contributions) tax break may also want to act in 2010 

in order to use the 15% tax rate on capital gains for a portion of their distribution.  

These taxpayers would include those who have a highly appreciated employer stock inside an 

employee retirement plan.  Typically the taxpayer must have left the company or be older than 

59 ½ to utilize the NUA tax break as part of a qualifying lump sum distribution from the company 

retirement plan.  Taxpayers who used the tax break in prior years and have not sold the NUA 

stock can sell some or all of that stock and pay at the 15% tax rate on the NUA – a fairly 
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