


What is Basis?

⬧Rules have been the same for 100 
years.

⬧Basis:

⬧ Equals what the taxpayer paid for an 
asset.

⬧ Provides way to calculate gain or loss 
on sale of asset.
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Types of Shrimp
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Types of Basis
⬧ Cost

⬧ Adjusted

⬧ Unadjusted

⬧ Depreciable

⬧ Transferred

⬧ Exchanged

⬧ Carryover

⬧ Stepped-up

⬧ Stepped-down

⬧ Gain

⬧ Loss

⬧ Outside

⬧ Inside

⬧ Tax
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Cost Basis

⬧ Initial basis = cost basis

⬧ Cost = amount paid for an asset, 
regardless of its fair market value

⬧ Cost basis is adjusted by adding and 
subtracting various amounts (e.g., 
capital improvements)
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Basis of Gifted Property

⬧ Appreciated property

⬧ Donee’s basis = donor’s basis

⬧ Donee’s basis increased by gift tax paid 

⬧ Example

⬧ Bob buys 20,000 shares of stock for $1/share on 
September 1st (purchase price = $20,000).

⬧ Bob gifts 20,000 share to Ernie on October 1st, when 
FMV is $1.50/share (FMV = $30,000).

⬧ Bob pays $2,400 in gift tax.

⬧ Ernie’s basis = $22,400 (purchase price + gift tax paid).
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Basis of Gifted Property
⬧ Depreciated property

⬧ Rule is different, to prevent TPs from transferring 
losses from lower bracket TPs to higher bracket TPs. 

⬧ Example #1 – Donee sells depreciated property at a 
gain

⬧ Bob buys of stock for $100 on September 1st.

⬧ Bob gifts share to Ernie on October 1st, when FMV is 
$80.

⬧ Ernie sells stock on November 1st, for $125. 

⬧ Ernie’s basis = $100, and he recognizes $25 of gain. 
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Basis of Gifted Property
⬧ Depreciated property

⬧ Rule is different, to prevent TPs from transferring 
losses from lower bracket TPs to higher bracket TPs. 

⬧ Example #2 – Donee sells depreciated property at a 
loss

⬧ Bob buys of stock for $100 on September 1st.

⬧ Bob gifts share to Ernie on October 1st, when FMV is 
$80.

⬧ Ernie sells stock on November 1st, for $62. 

⬧ Ernie’s basis = $80, and he recognizes $18 of loss. 
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Basis of Gifted Property
⬧ Transfers between Spouses

⬧ Always treated as gifts, even if 
consideration is paid.

⬧ Donee spouse takes donor spouse’s 
basis in the property, regardless of 
whether later sale produces gain or loss.

⬧ No separate treatment for appreciated 
and depreciated property. 
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Basis of Property Acquired 
from Decedent

⬧ 1921 to 1976: Basis = date of death value (step up)

⬧ 1976: 

⬧ Step up rule repealed, and replaced with carryover 
basis

⬧ Carryover rule 

⬧ Suspended before it went into effect

⬧ Retroactively repealed in 1980

⬧ 2010:

⬧ Transfer taxes repealed

⬧ Could elect estate taxes with carryover basis, or no 
estate taxes and step up
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Basis of Property Acquired 
from Decedent

⬧ General Rule – Basis stepped up to DOD 
value

⬧ If alternate valuation date values are used: 

⬧ Basis = FMV on alternate valuation date.

⬧ All assets subject o AVD rules – no “pick and 
choose”.

⬧ Since AVD values will be lower than DOD values, 
must compare estate tax and income tax 
consequences.
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Basis of Property Acquired 
from Decedent

⬧ Property can be acquired from decedent 
through will, trust, exercise of POA

⬧ Joint property 

⬧ QTIP property

⬧ Community property

⬧ Income in respect of decedent
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Planning with Basis

⬧ Compare income tax effects with transfer 
tax effects.

⬧ Should client gift property to remove it 
from estate, or retain the property until 
death instead?  

⬧ As exemption amounts rise, basis 
considerations become more important.
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September 25, 1981
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August 1, 1981
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August 7, 
1981
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What Is Portability?

⬧ Transfer of decedent’s unused exemption amount 
to surviving spouse.

⬧ Eliminates risk that estate tax liability will depend 
on order of spouses’ deaths.

⬧ Available to married decedents dying after 2010.

⬧ Final regulations issued in 2015.

⬧ Does not apply to the GST tax. 
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DSUE Amount

⬧ “Deceased Spousal Unused Exclusion” amount. 
(Code section 2010(c)(4))

⬧ The decedent’s unused exclusion amount in the 
year of death can be transferred to the surviving 
spouse. 

⬧ Surviving spouse can only use the DSUE amount of 
her last deceased spouse.

⬧ Citizenship:

⬧ If decedent spouse ≠ U.S. citizen, can’t elect.

⬧ If surviving spouse ≠ U.S. citizen, special rules apply.
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Portability & Basis

⬧ Traditionally, decedent’s unused exemption 
allocated to credit shelter trust.

⬧ Credit shelter trust property doesn’t receive step-
up in basis on surviving spouse’s death. 

⬧ Portability allows all of couple’s assets to 
receive step-up on surviving spouse’s death. 
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Alternatives to 
Credit Shelter Trust

⬧ Property passes outright to surviving spouse

⬧ Property passes to QTIP trust for the benefit of 
surviving spouse. 

⬧ All of the decedent’s unused exemption is 
transferred to surviving spouse.

⬧ On spouse’s death, all property transferred to or for 
the benefit of the spouse receives a step-up in basis. 
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When to Use Portability

⬧ Small and medium estates

⬧ Easy planning

⬧ Preserves basis step-up on 2nd death

⬧ Outright distribution to spouse provides no asset 
protection

⬧ Portability doesn’t apply to GST exemption

⬧ Need to use QTIP trust to:

⬧ Protect assets

⬧ Use decedent’s GST exemption (reverse QTIP)
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When to Use Portability

⬧ Large estates

⬧ Do the math

⬧ Portability may be better than credit 
shelter trust

⬧ But need to consider:

⬧ Asset protection 

⬧ GST planning

⬧ Concerns if state death taxes are in play
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Portability vs. 
Credit Shelter

⬧ Surviving spouse’s life expectancy

⬧ Will surviving spouse remarry?

⬧ Income tax vs. transfer tax consequences

⬧ Anticipated rates of return on assets

⬧ Turn over as part of investment plan

⬧ Consumption by surviving spouse
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Portability vs. 
Credit Shelter

⬧ State estate tax issues

⬧ Does state allow portability?

⬧ Does state allow QTIP election?

⬧ Asset protection

⬧ Does QTIP provide enough, compared to credit 
shelter trust? 

⬧ What changes need to be made to existing 
plan?
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Planning Considerations

⬧ Consider all facts and circumstances

⬧ Continue traditionally planning, but add 
flexibility

⬧ Do new planning?

⬧ Complication and risk

⬧ Implementation

⬧ Reliance on surviving spouse to do further 
planning
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Electing Portability

⬧ Executor makes election on the 706

⬧ Automatic, unless executor opts out

⬧ Avoid portability by not filing 706, or by filing late

⬧ Election date relates back to date of death

⬧ If no 706 required:

⬧ Need to file 706 to elect portability

⬧ No “short form”

⬧ Simplified regime for certain assets
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QTIP Elections

⬧ Make QTIP election, even if not 
necessary to reduce tax to zero, to 
elect portability.

⬧ IRS will disregard QTIP election if not 
necessary to reduce tax to zero.

⬧ Rev. Proc. 2016-49: QTIP election on 
706 to elect portability is valid.
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Late Portability Elections

⬧ Can’t make late election if estate 
required to file 706

⬧ If no 706 required, can make late 
election

⬧ Rev. Proc. 2017-34: Provides simplified 
method for making late portability 
election
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