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• Capital gains tax is a tax on the appreciation of the 
asset

• Capital gain/loss is the difference between sales 
proceeds and adjusted basis

• Sale or exchange is required unless reporting 
worthless stock

Overview
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• IRC § 1221(a) defines what is not a capital asset 
(generally business assets)
– Inventory
– Accounts and notes receivable
– Supplies
– Most fixed assets of a business
– Copyrights

What is not a capital asset?
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• Investment use asset
– Stock, bonds, vacant land, collectibles

• Generally, includes personal use assets
– Residence, automobiles, other personal assets
– Gains taxable, losses nondeductible

What is a capital asset?
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Long term capital gains rates:

Capital gain rates

Rate Applies to
15% Assets held for > 12 months (0% if in two lowest tax brackets)

25% Unrecaptured Section 1250 property (real estate)

28% Collectibles and Section 1202 gains (small business stock)

Rate Applies to
Ordinary income tax rates (highest 
marginal ordinary rate is 35% for 
2010–2012)

Assets held for 12 months or less

Short term capital gains rates:
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Holding periods

Capital gain/loss Holding period
Long term capital gain/loss Held asset greater than one year

Short term capital gain/loss Held asset one year or less

Calculation: Start counting on the day after property was acquired and 
include the day of disposition (trade dates)
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Special holding period rules

Type of gain/loss Rule
Nontaxable exchanges Tack on holding period of former asset

Disallowed losses New holding period

Gifted property Generally tack on holding period of donor

Inherited property Always long term
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Bill owns the following assets.  Which one is not a capital 
asset?

• Ten shares of Blue Company common stock
• A note Bill received when he loaned a friend $10,000
• Bill’s custom designed yacht in which he plans to reside 

when he retires
• Accounts receivable of $25,000 from Bill’s accounting 

practice
• A letter written by Winston Churchill that Bill purchased at 

an auction

Poll question #1
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• Adjusted basis is cost or original basis of property on 
date acquired adjusted to date of disposition

• Capital additions increase basis
– Capital improvements, amortization of bond discounts

• Capital recoveries decrease basis
– Depreciation, return of capital distributions, amortization of 

bond premium

Capital gain basis considerations
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• What is original basis for the following types of 
transactions?
– Spin-offs or tax-free mergers
– Property received by gift
– Property received by inheritance
– Wash sales
– Mutual fund dividend reinvestments
– Dividend reinvestment plans (DRIPs)

Capital gain basis considerations (cont.)
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• Net short term capital losses and short term capital 
gains (Schedule D Part I)

• Net long term capital losses and long term capital 
gains (Schedule D Part II)

• If result is a net short term capital gain and net long 
term capital gain, netting process is complete

• If short term gains exceed long term losses, the net 
gain is a net short term gain taxed at ordinary rates

• If long term gains exceed short term losses, the net 
gain is a net long term capital gain taxed at the 
preferential tax rates

Netting capital gains and losses
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• If result is a net short term capital loss and net long 
term capital loss, netting process is complete

• If short term losses exceed long term gains, the net 
loss is a net short term capital loss

• If long term losses exceed short term gains, the net 
loss is a net long term capital loss

Netting capital gains and losses (cont.)

Planning point: Holding period can have a significant impact on 
tax liability.  Why?
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• NCL deductible from gross income to extent of $3,000 
per year

• Capital losses in excess of $3,000 are carried forward 
indefinitely

• Short term capital losses used first
• Capital loss carryovers retain original character

Treatment of net capital loss (NCL)
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• Special tax rates on net long term capital gains 
(0%/15%, 25%, 28%)

• Tax is calculated using ordinary rates only (tax 
tables/tax rate schedule) and a separate calculation 
using alternative tax rates on net capital gain, if 
applicable (Schedule D Tax Worksheet)

• Taxpayer pays the lower tax

Alternative tax on net capital gain
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Alternative tax on net capital gain (cont.)
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During 2010, Christine had the following transactions:
LTCG $3,000 STCG 2,000
LTCL 1,000 STCL 10,000

After the netting process, Christine has the following result:
• STCL $8,000, LTCG $2,000
• STCL carryover of $5,000 and LTCG of $2,000
• STCL carryover of $2,000 and LTCL carryover of $1,000
• STCL carryover of $3,000
• None of the above

Poll question #2
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• Form 1040 Schedule D
– Part I reports short term capital gains and losses
– Part II reports long term capital gains and losses
– Part III summarizes results of Parts I and II and indicates 

whether taxpayer has net capital gain or net capital loss

New for 2011:  Schedule D filers will use Form 8949, Sales 
and Other Dispositions of Capital Assets, as a continuation 
sheet and record sales and other dispositions of capital 
assets. Schedule D-1 is obsolete.  Changes were made to 
Form 1099-B.  Visit irs.gov for more information.

Reporting procedures
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Reporting procedures — Schedule D
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• Form 1099B, Proceeds from Broker and Barter 
Exchange Transactions
– Report proceeds from sale and exchange of stocks and bonds
– Prepared by brokerage company or transfer agent

Reporting procedures (cont.)
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• Mutual fund distributions (income generated inside the 
fund)
– Long term capital gains: Capital gain distributions.   Reported 

on Schedule D line 13.
– Qualified dividend income: Dividend income qualifying for the 

reduced 15% rate.  Reported on Schedule B and Form 1040 
page 1 line 9b.

– Other dividend income: Interest, nonqualified dividends, and 
short-term capital gains.  Reported on Schedule B.

Reporting mutual fund income and sales
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Reporting mutual fund income — 1099-DIV
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Reporting mutual fund sales

• Sale, exchange or redemption of mutual fund shares
– Gain or loss is difference between adjusted basis in the shares 

and the selling price
– Reported on Schedule D

19



Copyright © 2011 Deloitte Development LLC. All rights reserved.

Reporting mutual fund sales — 1099-B
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• General rule for identifying stock shares sold
– First-in First-out (FIFO)
– Specific identification method

Sale of mutual fund shares — Basis
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Sale of stock index mutual fund A — FIFO

Original purchase  2/2/2008  200 shs @ $150/sh $30,000

Reinvestment 12/31/2008 dividends 20 shs @ $175/sh 3,500

Reinvestment 12/31/2009 dividends 25 shs @ $168/sh 4,200

Purchase 2/20/2010  100 shs @ $170 17,000

Sale 6/30/2010 230 shs @ $160/sh 36,800

Cost Basis of shares sold:

Original purchase 200 shs@ $150/sh $30,000 LT

DRIP 12/31/2008 20 shs @ $175/sh 3,500 LT

DRIP 12/31/2009 10 shs @ $168/sh 1,680 ST

Proceeds of shares sold:

Original purchase 200 shs @ $160/sh $32,000 LT

DRIP 12/31/2008 20 shs @ $160/sh 3,200 LT

DRIP 12/31/2009 10 shs @ $160/sh 1,600 ST

Proceeds Basis Gain/(Loss)

Long term 35,200 33,500 1,700

Short term 1,600 1,680 (80)

Net long term gain 1,620
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Sale of stock index mutual fund A –
Specific ID
Original purchase 2/2/2008 200 shs @ $150/sh $30,000

Reinvestment 12/31/2008 dividends 20 shs @ $175/sh 3,500

Reinvestment 12/31/2009 dividends 25 shs @ $168/sh 4,200

Purchase 2/20/2010 100 shs @ $170 17,000

Sale 6/30/2010 230 shs @ $160/sh 36,800

Cost Basis of shares sold:

Purchase 2/20/2010 100 shs @ $170/sh $17,000 ST

DRIP 12/31/2009 25 shs @ $168/sh 4,200 ST

DRIP 12/31/2008 20 shs @ $175/sh 3,500 LT

Purchase 2/2/2009 85 shs @ $150/sh 12,750 LT

Proceeds of shares sold:

Purchase 2/20/2010 100 shs @ $160/sh $16,000 ST

DRIP 12/31/2009 25 shs @ $160/sh 4,000 ST

DRIP 12/31/2008 20 shs @ $160/sh 3,200 LT

Purchase 2/2/2008 85 shs @ $160/sh 13,600 LT

Proceeds Basis Gain/(Loss)

Long term 16,800 16,250 550

Short term 20,000 21,200 (1,200)

Net short term loss (650)
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• Average cost basis (exception to general rule) 
calculate average cost basis at time of sale apply short 
term and long term: two different methods 
– Single category method
– Double category method

Sale of mutual fund shares — Basis (cont.) 

24



Copyright © 2011 Deloitte Development LLC. All rights reserved.

Stock index mutual fund A — Schedule D 
Part I
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Stock index mutual fund A — Schedule D 
Part II
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Lea received capital gain distributions from the 
Balanced Mutual Fund XYZ. Which of the following 
choices reflect the correct reporting for the capital gain 
distribution?

• Distribution is reported to Lea on the Form 1099-DIV
• Lea reports the distribution on her Schedule D Part II
• Distribution is reported to Lea on the Form 1099B
• Lea reports the distribution on her Schedule B
• Both the first and second answer
• Both the second and third answer

Poll question #3
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• Capital loss allowed in year stock becomes wholly 
worthless
– Stock has no liquidation value and no reasonable hope or 

expectation exists that it will become valuable at some future 
date

– Facts and circumstances analysis
– Obtain letter from broker stating stock is worthless
– Sell stock to realize loss (beware of wash sale rules)

Loss on worthless securities
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• Planning for capital gains and losses
– Holding periods
– Mutual fund transactions
– Avoid wash sales
– Substantiating deduction for worthless securities

Planning points
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This presentation contains general information only and is based on the experiences and 
research of Deloitte practitioners. Deloitte is not, by means of this presentation, rendering 
business, financial, investment, or other professional advice or services. This presentation is not a 
substitute for such professional advice or services, nor should it be used as a basis for any 
decision or action that may affect your business. Before making any decision or taking any action 
that may affect your business, you should consult a qualified professional advisor. Deloitte, its 
affiliates, and related entities shall not be responsible for any loss sustained by any person who 
relies on this presentation. 

Recorded on June 8, 2011.
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