UNIVERSITY OF WASHINGTON
Accounting 530

Issues of Property Ownership

PROBLEM #4 - DONATIVE BASIS
READING ASSIGNMENTS:

Code:


§§ 691(a), 1014, 1015

Regulations:


Reg. §§ 1.1015-4, -5

Cases:


None

Administrative:


None

Skim:


§2503(b)

PROBLEM ASSIGNMENTS:

1.
Di Ying was terminally ill.  She owned several assets.  One of them was IBM stock with a FMV of $550,000 and an A/B of $125,000.  She died and the stock was transferred to her estate when its FMV is $600,000.  Six months later, when the stock has a FMV of $650,000, it was distributed to Krye, her daughter.  Krye sold the stock nine months later for $700,000 cash.  What was Krye's gain?

2.
Suppose, in #1., that Di's will provided that Krye was to receive additionally, $400,000.  When Di passed on the estate received Microsoft stock worth $300,000.  It  was transferred to Krye two years after Di's passing, when it was worth $400,000 in satisfaction of the $400,000.  What is Krye's basis?

3.
Suppose, that Di is survived by her husband.  They  owned a home worth $250,000 that had a mortgage against it of $100,000.  Their basis was $120,000.  Di's hubby inherited Di's "half" of the home.  What is his basis in the home now?

4.
Suppose, in #1., that Di's brother, By, gave land worth $200,000 to her.  His basis in such land was $50,000.  In her will, Di bequeathed the land to By.  What is By's basis now?

5.
Cher D'Goodeese owns stock of Seafirst (FMV $30,000, basis $20,000);  Safeco (FMV $20,000, basis $28,000);  and Boeing (FMV $74,000, basis $44,000) 

 .


a)
Cher gives the Seafirst stock to her son, Holden, and incurs $1,000 of federal gift 

tax.  Holden sells the stock one month later for $32,000.  What is his gain or loss?


b)
Cher gives the Safeco stock to Holden and incurs $1,000 of federal gift tax.  

Holden sells the stock one month later for $16,000.  What is his gain or loss?


c)
Suppose that Cher gives the Seafirst stock in April, the Safeco stock in July and the 

Boeing stock in November to Holden.  Cher pays $10,000 of federal gift tax.  

Holden sells the Boeing stock for $80,000.  What is Holden's gain or loss?

6.
Dee Zeezed contracted an incurable disease when exploring the tropical rain forests.  She is cleaning up her estate and seeks your advice about income tax planning.  Someone else is making the estate tax planning decisions.  She has given many gifts before and she is in the 50% bracket for any gifts that she might make.  This means she will also be in the 50% bracket upon her death.  Dee has cash flow problems (medical expenses) which means that any gift taxes she might owe could be a problem.


a)
She owns some antique furniture that she wants to give to her nephew.  She has no 

idea how long ago she bought the stuff, nor what she paid for it.  Today, it is worth 

$50,000 which is quite a bit more than what she paid for it several years ago.


b)
She sold some land in the installment method four years ago.  She had received 

only interest payments at this point on the contract of sale.  A balloon payment will 

be received in three years.  


c)
Five years ago, Dee bought some raw land for $300,000.  Today it is worth 

$180,000.


d)
Dee owns some High Tech Flyers, Inc. stock that is worth $100,000.  Her basis is 

$10,000.  Dee believes that the stock could be worth $300,000 in two months or 

less.

