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At some point in our lives, we may
inherit a home or another form of real
property. In such instances, we need to

understand some of the jargon involving inherited real estate.
What does “cost basis” mean? What is a “step-up?” What is the
home sale tax exclusion, and what kind of tax break does it
offer?

Very few parents discuss these matters with their children
before they pass away. Some prior knowledge of these terms
may make things less confusing at a highly stressful time.   

Cost basis is fairly easy to explain. It is the original purchase
price of real estate plus certain expenses and fees incurred by
the buyer, many of them detailed at closing. The purchase price
is always the starting point for determining the cost basis; that
is true whether the purchase is financed or all-cash. Title
insurance costs, settlement fees, and property taxes owed by
the seller that the buyer ends up paying can all become part of
the cost basis.1

At the buyer’s death, the cost basis of the property is “stepped
up” to its current fair market value. This step-up can cut into
the profits of inheritors should they elect to sell. On the other
hand, it can also reduce any income tax liability stemming from
the transaction.2

Here is an illustration of stepped-up basis. Twenty years ago,
Jane Smyth bought a home for $255,000. At purchase, the cost
basis of the property was $260,000. Jane dies and her daughter
Blair inherits the home. Its present fair market value is
$459,000. That is Blair’s stepped-up basis. So if Blair sells the
home and gets $470,000 for it, her complete taxable profit on
the sale will be $11,000, not $210,000. If she sells the home for
less than $459,000, she will take a loss; the loss will not be tax-
deductible, as you cannot deduct a loss resulting from the sale
of a personal residence.1

The step-up can reflect more than just simple property
appreciation through the years. In fact, many factors can adjust
it over time, including negative ones. Basis can be adjusted
upward by the costs of home improvements and home additions
(and even related tax credits received by the homeowner),
rebuilding costs following a disaster, legal fees linked to
property ownership, and expenses of linking utility lines to a
home. Basis can be adjusted downward by property and
casualty insurance payouts, allowable depreciation that comes
from renting out part of a home or using part of a residence as
a place of business, and any other developments that amount to
a return of cost for the property owner.1

The Internal Revenue Code states that a step-up applies for real
property “acquired by bequest, devise, or inheritance, or by the
decedent's estate from the decedent.” In plain English, that
means the new owner of the property is eligible for the step-up
whether the deceased property owner had a will or not.2  
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In a community property state, receipt of the step-up becomes
a bit more complicated. If a married couple buys real estate in
Arizona, California, Idaho, Louisiana, New Mexico, Nevada,
Texas, Washington, or Wisconsin, each spouse is automatically
considered to have a 50% ownership interest in said real
property. (Alaska offers spouses the option of a community
property agreement.) If a child or other party inherits that 50%
ownership interest, that inheritor is usually entitled to a step-
up. If at least half of the real estate in question is included in
the decedent's gross estate, the surviving spouse is also eligible
for a step-up on his or her 50% ownership interest. Alternately,
the person inheriting the ownership interest may choose to
value the property six months after the date of the previous
owner’s death (or the date of disposition of the property, if
disposition occurred first).2,3

In recent years, there has been talk in Washington of curtailing
the step-up. So far, such notions have not advanced toward
legislation.4

What if a parent gifts real property to a child? The parent’s
tax basis becomes the child’s tax basis. If the parent has owned
that property for decades and the child cannot take advantage
of the federal home sale tax exclusion, the capital gains tax could
be enormous if the child sells the property.2

Who qualifies for the home sale tax exclusion? If individuals
or married couples want to sell an inherited home, they can
qualify for this big federal tax break once they have used that
home as their primary residence for two years out of the five
years preceding the sale. Upon qualifying, a single taxpayer
may exclude as much as $250,000 of gain from the sale, with
$500,000 being the limit for married homeowners filing jointly.
If the home’s cost basis receives a step-up, the gain from the
sale may be small, but this is still a nice tax perk to have.5

Information compiled by Ken Marinace; 
Sources:
1 - nolo.com/legal-encyclopedia/determining-your-homes-tax-
basis.html [3/30/16]
2 - realtytimes.com/consumeradvice/sellersadvice1/item/34913-
20150513-inherited-property-understanding-the-stepped-up-basis
[5/13/15]
3 - irs.gov/irm/part25/irm_25-018-001.html
4 - blogs.wsj.com/totalreturn/2015/01/20/the-value-of-the-step-up-on-
inherited-assets/ [1/20/15]
5 - nolo.com/legal-encyclopedia/if-you-inherit-home-do-you-qualify-
the-home-sale-tax-exclusion.html [3/31/16]

Pursuant to the SEC Brochure Rule 204-3, of the Investment
Advisors Act of 1940, advisers are required to deliver a copy of
the ADV, Part II to every adviser client on an annual basis
(within 120 days after the end of fiscal year and without charge,
if there are material changes in the brochure since the last
annual updating amendment.)

What is cost basis? Stepped-up basis? How does the home sale tax exclusion work?



In terms of population growth, the U.S.
will remain a tale of two countries, with
some regions experiencing rapid gains as
the 21st century progresses and others
stagnating. The combined result: A
continued slow expansion overall. 

To find the fastest-growing states, go
west, Utah, Ariz., Colo., Idaho, Nev. and
others will lead the way in population
gains and rank high in GDP growth, too.
And south, States in the Sun Belt…Fla.,
Ga., N.C., S.C., Texas…will continue to
draw transplants looking for both
pleasant weather and friendlier tax
climates. The Northeast and Midwest will
be the mirror image, with population
slowly falling.

Source: The Kiplinger Letter

Jobs with Highest Suicide
Rates

A reminder that IRS will begin accepting
2016 tax returns on Jan. 23, 2017.  And the
filing deadline for individual returns is
April 18 this year because of the weekend
and the Emancipation Day holiday in
Washington, D.C. 

Wait times on IRS’s toll-free help line
should be about the same as last year,
according to the head of the agency. During
the 2016 filing season, 73% of callers were
able to get through, and the average wait
time was just less than 12 minutes.  Ditto
for the Service’s practitioner priority line.
Last year, tax pros waited seven minutes
on average when calling with questions
about their client’s accounts.

Source: Kiplinger’s Tax Letter

Farmers, fishermen and foresters had a
suicide rate of 85 per 100,000 people in
2012  (latest data available).  That
compares with an overall rate of 16
suicides per 100,000 people in the US.  All
three high-risk professions involve job
isolation, a stressful work environment,
less access to mental-health services and,
usually, lower income and education.
Other higher-than-typical suicide rates
were found among construction workers,
53 suicides per 100,000 and in people
doing installation, maintenance and repair
jobs, 48 suicides per 100,000.

Source: Data analysis by researchers at
Centers for Disease Control and Prevention.

Filing Season

In The States
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Do obstacles get you down when
you’re trying to get something done?
An excellent book, Chicken Soup for the
Soul, ask you to consider the following:

After Fred Astaire’s first
screen test, a 1933
memo from the MGM
testing director said:
“Can’t act, slightly
bald, can dance a
little”.  Astaire kept
the memo over the

fireplace in his
Beverly Hills home.

An expert said of famous football
coach, Vince Lombardi: “He possesses
minimal football knowledge. Lacks
motivation.”

Louisa May Alcott, the author of
Little Women, was advised by her
family to find work as a servant or
seamstress.

Beethoven handled the violin
awkwardly and preferred playing his
own compositions instead of improving 

his technique.  His teacher called 
him hopeless as a composer. 

When Obstacles Get You Down

The teacher of
famous opera singer
Enrico Caruso said
Caruso had no voice at all
and could not sing. 

Walt Disney was fired by a
newspaper for lacking ideas.
He also went bankrupt
several times before he built
Disneyland.

Eighteen
publishers
turned down
Richard Bach’s
10,000-word story
about a soaring seagull
before Macmillan finally
published it in 1970.  By 1975,
Jonathan Livingston Seagull had sold
more than seven million copies in the US
alone.

This article was original published in the
“March/ April 1990 Financial Insights”. 

As credit card statements roll in watch for
errors, such as duplicate charges.  
First, ask the merchant
make amends.  If you
need to contact the
card issuer, put the
dispute in writing
within 60 days of the
time the bill was sent.
That triggers legal
protection while the case
is under investigation:  
You won’t have to pay the charge or any
interest that accumulates on it, and the
issuer can’t report the delinquency to the
credit bureaus.  If the issuer decides in
your favor, you’re home free.  But if it
finds a no mistake, you’ll have to pay.

Source:  The Kiplinger Letter. 

Resolve Credit Card Errors
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CFS Golden Circle - Clients for 20 years or longer

HAPPY BIRTHDAY

Annette Alender
Kathy Allie
Connie Alvero
Irv & Zel Bagley
Dr. Martin Barmatz &

Carolyn Small
Bill Beckley
Dave Bochard
Steve & Lynne Brener
Kelley Brock
Harlene Button
Barbara Chasse
Philip Clements & 

Claudia Squibb
Louis Darin
Oleta Diamond
Joe & Liz Dilibert
Marshall & Mimi Drucker
Jim Dyrness
Phil Efland 
Reg & Jan Fear
Horace & Betty Jean

Fernandez
Jim & Kathy Forman
Imre & Patricia Foti
Susan Gardner-McFarland
Ralph Gerrard & 

Susan Leeper
Vorda Gordon
Helena Gratland & 

Bob Mazzocco

Jim & Marilyn Graves
Harry & Karen Griffin
Dennis Hall & Evelyn Rollins
Bill & Elinore Hedgcock
Harley & Alice Higginbotham
Dr. Craig & Jeannette Hoeft
Pamela Hoey
Lilo Holzer
Mike Houlemard
Daina Johnson
Rich & Donna Johnson
Mitch & Lorraine Kaye
James & Julia Kinmartin
Emil & Chiching Klimach
Loraine Leach
Jack Leahy
Dave & Carolyn Lessley
Jane Lloyd
Dr. Ken & Carmen Luk
Harry & Carol Mackin
Jay & Nancy Malinowski
Al Maskell
Pat Maskell
Randy Maskell
Dr. Peter & Juliane McAdam
Dr. Jeanine McMahon
Barbara Moering
Bob Moering
Mary Morrow 
Peter & Susan Moyer

MARCH

  1  -  Laurie Prince
  2  -  Virginia Mermerian
  3  -  Al  Maskell
  4  -  Helena Gratland
  5  -  Diane Davis
  6  -  Easter Xua
  6  -  Robert Washburn
  7  -  George Pappy, Jr.
11  -  Michael Bandiera
11  -  Jim Kennedy
11  -  Craig W Hoeft
12  -  Lorraine White
14  -  Leora Ostrow
17  -  Linda Reed
19  -  Kenneth Luk

21  -  Angie Green
21  -  Margarete Easterwood
22  -  Emil Klimach
23  -  Lynne Dibble
24  -  Jeanine McMahon
26  -  Debbie Rosell
27  -  Lilo Holzer
27  -  Randy Maskell
28  -  Louise Sirianni
29  -  David Lessley

APRIL

  2  -  Peter Gilbert
  2  -  Noreen DeAngeles
  3  -  Giselle Temmel
  4  -  Earle Sanders

  4  -  John Doherty
  4  -  Judy Quist
  4  -  Marv Elkin
  6  -  Ken Reed
  6  -  Carole Steen
  6  -  Jim Rossi
  7  -  Ginny Buonauro
  7  -  Vonda Neundorf
  7  -  Kelley Brock
  8  -  Harry Mackin
  8  -  Eugene Orlowsky
  9  -  Michael Learned-Doherty
  9  -  Harry Griffin
10  -  Janet Levinson
11  -  Bruce Oldham
12  -  Gregory Banuilos

12  -  Jay Malinowski
13  -  Karen Fond
15  -  Toby Zwikel
19  -  Kathy Allie
19  -  Gary Nelson
20  -  James Kinmartin
23  -  Linda Jamentz
24  -  Pam Wheat
29  -  Duane Beekman
29  -  Lenda Nicholson
30  -  Daina Johnson

Roland & Vonda Neundorf
Dave & Pat Newsham
Bruce & Vicki Oldham
Dr. Eugene Orlowsky
Leora Ostrow
Ricky Parker 
Richard and Kathy Plank 
Al Roeters
Debbie Ruggiero
Joe & Pearl Ruggiero
Louise Sanchez
Earle Sanders
Evelyn Schirmer
Bob & Cindy Siecke
Dianne Simes
Louise Sirianni
Theresa Southwood
Carole Steen
Mitch & Ilona Stein
Giselle Temmel
Peter & Susan Vanlaw
Steve Veres
Joseph Volkmar 
David & Kellye Wallett
Jeff & Pam Wheat
Don & Lorraine White
Bill Williams 
Teena Wolcott
Toby & Carole Zwikel

Referrals
We Appreciate 

Those Referrals!

We certainly welcome
your referrals and are

always most appreciative
when clients pass our
name along to others.  

We would like to take this
opportunity to express our
thanks for your continued

confidence and look
forward to providing
quality confidential

financial services to you,
your friends, and

associates.

When you refer us to
others, you can be assured

that your personal
information provided by
you and those whom you

refer is treated with a high
degree of confidentiality.

Our sincere thanks to our
recent referrals goes to:

Anne Martin
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Anna’s Recent Read: The Trump Administration

The Trump administration will face a
slew of urgent cyber-threats from
foreign hacking to outdated federal IT
systems that demand fast action and
could disrupt the administration
agenda to tackle other early priorities,

such as health care.

Odds favor major cyberattacks early, forcing the administration
to take speedy action. The first 100 days are likely to see a data
breach, cyberattack or other information technology failure that
leaves federal workers, citizens and businesses at risk of stolen
info, defective services or lost sales.  The first task is dealing with
foreign hackers, namely Russia, but China and other countries,
too. The administration can’t ignore election interference by the
Russians, especially after recent sanctions and declassified info
released by President Obama. 

Another challenge: Aging federal computers, networks and
software that pose rising security risks. Of the $80 billion or so
spent yearly on federal IT, three-fourths goes to the upkeep of
outdated systems, leaving a small and shrinking budget for
upgrades.  The administration may roll out a cybersecurity
strategy early in this term. The administration favors firm
retaliation to major cyber-breaches, striking back hard against
foreign adversaries if the U.S. catches hackers pilfering
government data. Chinese data snooping, for instance, may be
an excuse to crack down on trade. 

When it comes to the alarming state of federal IT, big changes
are on tap for federal buyers and technology contractors.
Outsourcing to provide companies will gain ground, and red tape

will be cut so buying off-the-shelf products is easier. HP
Enterprise, Dell, Microsoft, Amazon, Cisco and other sellers of
government IT will scramble to cash in on the feds’ increasing
shift to cloud computing services.  Meanwhile, federal agencies
will move faster to install low-cost upgrades, such as adding two-
step log-ins, which require both a password and a PIN.

But an overhaul of the world’s largest IT system will drag on for
years, with changes coming slowly for Uncle Sam’s complex and
insecure digital network. Many in Congress are sure to scoff at
the price tag…adding up to billions of dollars to buy new
equipment and move vast amounts of data to cloud computing
platforms while phasing out old servers and programs. How dire
is the state of federal IT?

The U.S. nuclear arsenal uses floppy disks and tax data runs on
top of 1950s code. So government digital systems will remain
vulnerable to attacks or failures and risk missing out on
harnessing emerging tools, such as artificial intelligence.  

The question: Can the U.S. upgrade its digital network before a
major hack?

The bad guys won’t wait for an answer. They’ll keep trying to
break in.

Information compiled by Anna Luke. 
Source: The Kiplinger Letter;  LA  Times; Wall Street Journal

People with unhappy partners have more physical problems,
engage in less exercise and rate their health worse than
people with happy partners. Possible reason:  Happy spouses
are more likely to offer social support and to encourage
exercise and eating right.

Study of 1,981 heterosexual couples led by 
researchers at Michigan State University.

Source: Bottom Line Personal

A Happy Spouse is Good for Your Health
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Brain Teaser #92 – “Chill”

Use your smartphone
to visit our website!

Brain Teaser #91– Answers

1.  SATURN                       4.  SOURCE

2.  AFRAID                        5.  SELLER

3.  ALASKA                       6.  ABACUS

THE WOMAN’S NAME IS : URSULA

The first person with all the correct answers
was Vinnie Campisi, Congratulations, Vinnie!
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Comprehensive Financial Services is a diversified financial services and planning company.
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Change the WARM to COLD in 4 steps.  Change just (1) one letter on each segment to
go from the first word to the last word.  Each segment will contain a new word.  Do not
change the order of letters.

The first person with the correct answers will receive an American Express gift card.
Please email your answers to Martha at martha@cfsburbank.com or call her at (818) 
846-8092, ext. 4.

WARM _ _ _ _   _ _ _ _   _ _ _ _ CO LD


