What’s the tax basis of your gifted or inherited house?
By Shane Flait © 2008
When you sell something, Uncle Sam wants you to pay a capital gains tax if you sell it for more than it cost. That tax is simply the capital gains tax rate times the difference between your selling price and your tax basis - which is your original cost. 

Often adult children acquire their parent’s house. A parent might add her daughter as a joint owner. This is a gift! When the parent dies, the daughter becomes the full owner of the house by inheriting her parent’s half. What’s the basis if the daughter then sells?

The basis of property received is different if it’s a gift or an inheritance. When a gift is given, the receiver acquires the basis that the giver had. When you inherit a property the basis of that property immediately jumps to whatever its fair market value was on the date of death. It’s called a stepped-up basis since the deceased’s basis was probably lower before his death.  
Also whoever gives a gift must pay a gift tax on it. But $12,000 of gift value is excluded per gift to someone per year in 2007. Any gift value in excess of this must be paid when estate taxes are paid at the giver’s death. However, the first $1,000,000 of ‘excess gift values’ is also excluded from the gift part of estate taxes in 2007. So, most gifts never trigger a gift tax. 

Property inherited with a stepped-up basis had to have been owned by the deceased at the time of death. In that case, the property value would be part of his estate and subject to estate tax. But in 2007, the estate tax exclusion is $2,000,000. So some smaller estates will not have to pay estate tax. 

To determine the house basis, let’s suppose Mary’s mother had a tax basis in her house of $20,000 while its fair market value was $100,000. She then adds Mary as joint owner so they each own an undivided 50% of the house. Refer to table.
Mary’s mother just made a gift of $50,000 (half the value of the house) to Mary and splits her $20,000 tax basis with her also. Now, Mary and her mother each own a $50,000 house value with a tax basis of $10,000.  

If Mary’s mother dies in a few years when the house has a fair market value of $200,000, Mary will inherit her mother’s half of the house then valued at $100,000. Mary will now be the full owner of the house. Her basis would be the sum of her previous basis of $10,000 from owning half the house and her mother’s ‘stepped up’ basis of $100,000 on her mother’s half. So Mary tax basis for the house is $110,000.
Give us a call or fill out the card so we can help with tax issues in your estate planning.

	HOUSE
	Value/Basis
	Mother owns
	Mary owns

	House owned

by mother
	House value:
House basis:
	$100,000

$20,000
	-

	Mother gifts

Mary 50% joint
	House value:
House basis:
	$50,000

$10,000
	$50,000

$10,000

	Mother dies,

House worth

$200,000
	Mother's half

Gets step-up

In basis
	$100,000

$100,000
	$100,000

$10,000



	House owned

by Mary
	House value:
House basis:
	-
	$200,000

$110,00
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