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KEY TAKEAWAYS:

•  �Because inherited  
after-tax assets receive  
a step-up in basis, it is  
a more tax-efficient  
way to pass on highly  
appreciated assets at  
death to beneficiaries 
rather than gifting it to 
them while living

•  �A step-up in basis can 
also be applied to assets 
you transfer through a 
revocable trust.

The cost basis of any inherited after-tax investment 
refers to how much the original owner paid for 
that asset. A “stepped-up” cost basis is simply 
the original cost basis adjusted to the asset’s fair 
market value at the time it is inherited.

Why is a step-up in basis important?
A step-up in basis is important because if a beneficiary 
eventually decides to sell an inherited investment, capital gains 
taxes are not owed on the total appreciation of the asset since 
it was purchased—only on any appreciation that occurred 
beyond the value of the asset at the time it was inherited. 
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For individuals and families focused on the tax-
efficient transfer of wealth, the rules relating to a 
step-up in basis, essentially makes all the gains 
incurred for highly appreciated assets tax-free for 
your heirs during your lifetime.

Gift or inherit—Why step-up matters
When you gift assets during your lifetime, the 
recipient steps into your shoes and takes over 
the asset at its original cost basis. This means 
they will be responsible for taxes on all of the 
accumulated capital gains when the investment 
is ultimately sold. So, the step-up in basis of 
inherited assets can be an extremely powerful 

tool. However, deciding which after-tax assets 
to gift and which to hold onto requires careful 
consideration of many factors such as:
• �The appreciation of each asset since you 

purchased it;
• �Your current financial circumstances and the 

size of your estate;
• �The income tax bracket of the potential  

gift recipient;
• �Your remaining lifetime estate and gift tax 

exemption; and
• �The overall structure of your estate plan.

 ($15,000)
since she inherited 
the stock.

 $10/share

Jim purchases 
1,000 shares of XYZ corp at 

 $100/share

Many years later, 
his daughter inherits the stock 
which had increased in price 

 $115/share

Two years later, she sells  
the stock at a price of

 $105,000
value.

If there were no step-up  
in basis, she’d be required  
to pay capital gains tax on the

Because of the step-up in basis, 
however, she will only be obligated 
to pay capital gains on the excess 
value gained

Here’s a simple example: 
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In general, you’ll typically want to consider 
gifting lower appreciated assets to beneficiairies 
during your lifetime; while waiting to transfer 
more highly appreciated assets upon your death 
so that beneficiaries can take advantage of the 
step-up in basis. Some individuals will also 
choose to donate highly appreciated assets to 
charity through a variety of mechanisms. 

Do trust assets benefit from step-up rules?
Typically, assets you place in trust for your 
beneficiaries are eligible for a step-up in 
basis if the trust is revocable, and therefore 
considered part of your taxable estate. But with 
an irrevocable trust (which exists outside of your 
estate), trust assets do not receive a step-up in  
tax basis. 

Trusts (even irrevocable trusts) can still be 
effective vehicles for taking advantage of step-up 
rules. For example, did you know that Marital 
Trusts provide an opportunity for a double 
step-up in basis—once upon the death of the first 
spouse, and then again upon the death of the 
surviving spouse? Additionally, beneficiaries who 
receive assets through an irrevocable Grantor 
Trust can take advantage of “swap powers” to 
swap out highly appreciated assets with cash or 
high-basis assets of equivalent value. In effect, 
this allows them to move highly appreciated 
assets from the trust to their estate where those 
assets will receive a step-up in basis.

Plan ahead
Basis considerations can have a profound 
impact on a wide range of estate planning 
decisions. Given the uncertain future of estate 
tax exemptions and rates, now is an opportune 
time to sit down with your advisor and attorney 
to review and potentially revise your estate plan—
it’s a chance to take advantage of opportunities 
that may soon disappear, and better prepare for 
the road ahead.
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Trusted Guidance. Comprehensive Solutions.
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