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Step up in basis is a United States tax concept that generally changes the tax basis of inherited property to its fair market  value when 
the owner dies. Tax basis is the amount used to calculate taxable gain or loss when property is sold. For appreciated a ssets, this 
adjustment can substantially reduce capital gains taxes for heirs. It is especially relevant to investments such as stocks, r eal estate, and 
valuable business interests held for many years by wealthy individuals and families.  
 
Imagine someone purchases shares for one hundred thousand dollars. Decades later, those shares are worth five hundred thousan d 
dollars when the owner dies. If the shares qualify for a step up, the heir generally receives a basis of five hundred thousan d dollars. 
Selling immediately for that amount produces little or no capital gain, despite the substantial appreciation during the origi nal owner's 
lifetime. This illustrates how inherited wealth can receive favorable treatment under American capital gains tax ation rules. 
 
The rule is commonly associated with Internal Revenue Code Section 1014. Although people call it a step up, the adjustment ca n also be 
a step down when an inherited asset has lost value. The relevant valuation date is generally the date of death, although an alternate 
valuation date may apply in certain estates. Special exceptions and ownership rules can change the outcome. Therefore, unders tanding 
the legal classification of inherited assets is particularly important for accurate tax reporting.  
 
This treatment differs from the usual rules for gifts made during life. A recipient of a lifetime gift generally takes the do nor's existing 
basis for calculating gain, subject to exceptions. Consequently, giving away highly appreciated property before deat h can produce a 
different capital gains result from leaving the same property through an estate. Tax planning therefore requires careful comp arisons. 
Families should consider financial needs, estate planning objectives, and potential future changes in tax legislation before transferring 
ownership. 
 
Step up in basis also helps explain the strategy known as buy, borrow, die. An investor buys appreciating assets, borrows aga inst them 
rather than selling, and holds them until death. Borrowed money generally is not taxable income because it must be repaid . Heirs may 
then inherit assets with adjusted bases. Nevertheless, interest expenses, falling asset prices, debt repayment, and estate ta xes can 
undermine the strategy. Successful implementation requires substantial financial resources, careful borrowing d ecisions, and effective 
management of long term investment risks. 
 
Importantly, avoiding capital gains tax does not mean avoiding every tax. The value of inherited property may be included in the 
deceased person's taxable estate, potentially triggering federal or state estate taxes. Some assets, including certain retire ment 
accounts, follow different income tax rules and do not receive the ordinary basis adjustment. Accurate records, professional valuations, 
and attention to applicable law are essential. Taxpayers should also understand that different jurisdictions may imp ose additional 
requirements or restrictions on inherited property transfers. 
 
In conclusion, step up in basis is a potentially valuable feature of American inheritance taxation because it resets the basi s of many 
inherited assets to their value at death. It can reduce the taxable gain recognized by heirs who later sell appreciated p roperty, but 
eligibility, valuation, and other taxes matter. Understanding the distinction between capital gains taxes and estate taxes is  especially 
important. Families considering gifts, inheritances, or borrowing strategies should seek qualified tax adv ice rather than assuming that 
every inherited asset receives identical treatment. Careful planning can help preserve wealth across generations.  
 
Questions for Discussion 
 

1. How does the step up in basis rule benefit individuals who inherit appreciated assets such as stocks, real estate, or businesses? 

2. Do you think step up in basis is a fair tax policy, or does it primarily benefit wealthy families? 

3. What are the major differences between transferring appreciated assets through lifetime gifts and leaving them to heirs through 
inheritance? 

4. How does step up in basis contribute to the effectiveness of the “Buy, Borrow, Die” strategy used by wealthy investors? 

5. Should governments maintain, reform, or eliminate the step up in basis rule to promote greater tax fairness and economic equality? 
 


