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TAX LAW CHANGES: ANSWERS TO YOUR “STEP-UP IN BASIS” QUESTIONS

For estates valued under the $5,000,000 unified credit 
exemption, the estate tax/step-up in basis regime 
was likely a more attractive option for 2010. With 
this option, there is no cap on the basis adjustment.

The estate tax/step-up in basis regime is the  
only option currently available in 2011 and future  
tax years.

What about jointly owned accounts?
The basis adjustment is limited to the percentage of 
the account the deceased owned or was deemed to 
own. For jointly owned accounts, the deceased is 
deemed to own 100 percent of the account unless the 
surviving owner can prove his or her contributions. 
While 100 percent of the account is eligible to have 
its basis adjusted, it also results in 100 percent of the 
account being included in the deceased’s estate. 

For accounts jointly owned by spouses living in 
common law states, it is assumed that the deceased 
owned 50 percent of the account. Thus, 50 percent  
of the account will receive a basis adjustment.  
The surviving spouse’s half is not eligible for a  
change in basis. 

A special rule applies to community property. The 
basis for the entire account is adjusted to FMV. 
Community property states include Arizona, 
California, Idaho, Louisiana, Nevada, New Mexico, 
Texas, Washington, and Wisconsin.

What valuation date determines the  
new basis?
The new basis can be determined in two ways:

 •  By using the FMV of the property at the date of 
the individual’s death 

 •  By using the FMV on the alternate valuation date, 
if the executor chooses to use alternate valuation 
for all assets in the estate 

Special rules apply for farm land, conservation 
easement land, or land used in a business.

First, the estate tax was repealed. Then,  
that repeal was set to sunset. And then a  
last-minute 2010 tax law gave us both a repeal 
and a return of the estate tax. Is it any wonder 
people are confused? 

One thing that hasn’t changed in future years is the 
step-up in basis rules surrounding inherited property. 
Still, a second option was made available for the 2010 
tax year only, leading some clients to wonder what 
rules actually apply to them today. Below, we’ve 
addressed some of the common questions we hear 
about step-up in basis rules.

What property is subject to the step-up in 
basis rules? 
The step-up in basis rules govern the adjustment  
in the basis of capital assets at the death of a  
property owner. The basis for assets like real estate, 
personal property, bank accounts, or stocks, bonds, 
and mutual funds held in brokerage accounts is  
either stepped up or stepped down to fair market 
value (FMV). 

Some assets—such as IRAs, deferred annuities, and 
deferred compensation accounts—do not qualify for 
a basis adjustment. 

What was different about the rules for 2010?
The Tax Reform Act of 2010 provided the estates of 
taxpayers who died in 2010 with two choices. The 
estate could elect either the estate tax repeal/modified 
carry-over basis regime or the estate tax/step-up in 
basis regime. 

Under the estate tax repeal/carry-over basis regime, 
the inherited assets retained the deceased’s modified 
basis. The executor of the estate could then allocate 
up to $1,300,000 in additional basis to the inherited 
assets. Assets passing to a spouse were eligible for an 
additional $3,000,000 basis adjustment. Keep in 
mind, though, that these caps could potentially 
expose assets valued in excess of the adjustment limits 
to income taxes when sold by the estate’s heirs.



Securities and Advisory Services Offered Through Commonwealth Financial Network®,   Member FINRA/SIPC, a Registered Investment Adviser.

TAX L AW CHANGES: ANSWERS TO YOUR “STEP-UP IN BASIS” QUESTIONS CONTINUED

Are there any other special rules to  
know about?
Gifts made to the deceased within one year of his or 
her date of death that pass back to the original donor 
are not eligible for a step-up in basis.

This material has been provided for general informational purposes  
only and does not constitute either tax or legal advice.  Although  
we go to great lengths to make sure our information is accurate and 
useful, we recommend you consult a tax preparer, professional tax 
advisor, or lawyer.

IRS CIRCULAR 230 DISCLOSURE:
To ensure compliance with requirements imposed by the IRS, we 
inform you that any U.S. tax advice contained in this communication 
(including any attachments) is not intended or written to be used, 
and cannot be used, for the purpose of (i) avoiding penalties under the 
Internal Revenue Code; or (ii) promoting, marketing, or recommending 
to another party any transaction or matter addressed herein.

Can heirs take a loss on inherited assets?
No. Because the basis in inherited capital assets is 
adjusted to FMV, this eliminates any built-in losses.  
If the FMV on the date of death is less than the 
deceased’s basis, the excess is lost. On the other  
hand, if the asset was sold before the taxpayer died, 
the loss could be taken on the deceased’s final income 
tax return.

What about lifetime gifts?
Beneficiaries of lifetime gifts generally retain the basis 
of the donor, although an adjustment may be possible 
due to any gift taxes paid. The terminally ill or elderly 
may want to consider retaining highly appreciated 
assets until their death to give their heirs the benefit 
of a step-up in basis.

The exception is when the value of the gift is less than 
the donor basis. The basis for losses is the FMV at the 
date of the gift. This exception prevents the donee 
from realizing a loss when the asset is sold. 


