File: R9-Chp-01-2-Life-Cycle-of-Property-Ownership

Life Cycle of Acquiring, Owning and Disposing of Property
Taxpayer -1 (TP1) is your parent (married) in this case (but could be your employer or another investor) 

Taxpayer-2 (TP2) is you. You are single
TP1 bought some IBM stock for $300,000 in 2006. 

TP1 will transfer the stock to TP2 in 2009, when it is worth $500,000.
Part 1. Tax Impact of transfer on TP1

	
	Transaction
	Income  Tax or Transfer Tax Impact on TP1?
	Citations

	1.
	You receive stock as gift.
	
	2501, 2502(b), 2513

	2.
	You inherit the stock.
	
	2001

	3.
	You buy it for $500,000.
	
	1(a), 63, 61(a)(3), 1001,
1221, 1(h)

	4.
	You buy it for $220,000.
	
	165, 1211, 267


Part 2. Tax Impact of Transfer for You

	
	Transaction
	Income Tax or Transfer Tax Impact on You?
	Citations

	1.
	You receive stock as gift.
	
	102, 2501

	2.
	You inherit the stock.
	
	102, 2001

	3.
	You buy it for $500,000.
	
	

	4.
	You buy it for $220,000.
	
	102, 25.2512-8


Part 3. Your Basis in the Stock
	
	Transaction
	Your Tax Basis in the Stock?
	Citations

	1.
	You receive stock as gift.
	
	1015

	2.
	You inherit the stock.
	
	1014

	3.
	You buy it for $500,000.
	
	1011, 1012

	4.
	You buy it for $220,000.
	
	1011, 1012, 25.2512-8


Part 4. Your Additional Transactions in 2011. 
Assume you bought the stock for $500,000. Unless noted otherwise, stock is worth $800,000.
Each transaction below occurred in 2011. Consider each transaction individually.
	
	Transaction
	Income Tax Impact on You?
	Citations

	1.
	Receive $20,000 cash dividend
	
	301(c)(1), 316, 317

	2.
	Receive 10% stock dividend.
	
	317(a), 305

	3.
	Sell stock for $800,000.
	
	61, 1001, 1011, 1012, 1221, 1(h)

	4.
	You sell the stock for $400,000, its value (not worth $800,000).
	
	165((a), (b), (c), (d), (f), 1001, 1011, 1012, 1221, 1211, 1212

	5.
	Stock becomes worthless.
	
	165(f), 1001, 1011, 1012, 1221, 1211, 1212

	6.
	You sell the stock to a neighbor on the installment basis - collecting over 4 years ($200,000 per year).
	
	453(a), 453(b), (c), (k)

	7.
	You trade the IBM stock to another investor for Bank of America stock of equal value.
	
	61, 1001, 1031

	8. 
	Assume the asset is your home (not IBM stock), you lived in for 2 years.
	
	121

	9.
	Assume the asset is farm land, not stock. You trade it for an apartment building of equal value.
	
	1031


