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•  Karen Gibian 
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•  Tony Lam 
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•  Overview of Basic Rules 

•  Changes to Forms and Substitute Form Requirements 

•  Cost Basis Examples 

•  Corrected Forms 1099-B 

•  Corporate Action Reporting – Form 8937  

•  Open Issues 
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The Basics: Choosing a Cost Basis Method 

•  If a shareholder wishes to use a basis method other than the 
broker’s default method: 

•  An election to use average cost, or to change from average 
cost (including the broker’s default) to another method, must 
be in writing and applies only to sales after the date of such 
notification (unless the shareholder is eligible to revoke the 
broker’s average cost default). 

•  A shareholder who wishes to specifically identify shares to be 
sold must adequately identify those shares by the settlement 
date. 

•  Standing orders (e.g., HIFO or LIFO) are considered adequate 
identifications.  

•  If the shareholder specifically identifies shares to be sold, the 
broker must provide written confirmation of that identification. 

•  Shareholders may change basis methods on a sale-by-sale basis.  
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The Basics: Wash Sales 

•  A broker must apply the wash sale rules if both the sale and 
purchase transactions are of covered securities with the same 
CUSIP in the same account. 
 Must report the amount of loss disallowed due to the wash sale 

on Form 1099-B and increase adjusted basis of purchased 
security by amount of loss disallowed. 

•  A broker is NOT required to apply these rules if: 
  The securities are purchased and sold from different accounts. 
  The purchased security is transferred to another account 

before the wash sale. 
  The securities are treated as held in separate accounts 

(covered and non-covered).   
•  Shareholders still are responsible for applying these rules across 

accounts.   
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The Basics: Gifted Shares 

•  Any account re-registration that results in an ownership change (other 
than inheritances) is treated as a gift, absent other information regarding 
the reason for the transfer.  
  If shares are transferred for value, the broker must treat the transfer as a gift 

unless and until the broker receives information from the shareholder 
regarding the proper basis for the shares.   

•  The donee typically takes a carryover basis and holding period from the 
donor (with exceptions for shares gifted at a loss). 

•  The transfer statement must include: 
  Donor’s basis and FMV of shares on date of gift, even if the shares were gifted 

at a gain 
  Receiving broker must maintain both numbers, as donee’s basis may depend 

on FMV upon a subsequent sale 
  If the transfer statement did not include the date of gift, the regulations require 

the receiving broker to use the settlement date for the transfer.  
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The Basics: Gifted Shares 

• Exceptions to the Gift Rules: 
 Transfers between persons where gift basis 

adjustments are not applicable 
 Transfers between spouses, including transfers 

incident to divorce  
 Transfers between accounts that share at least one 

common owner 
 Transfers of noncovered securities 
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The Basics: Inherited Shares 

•  Inherited shares are covered securities ONLY if they were covered 
securities in the account of the decedent or the decedent’s estate. 

•  When transferred from the decedent’s account the transferor must: 
  Flag the shares as inherited. 
  Report the date of death as the original acquisition date. 
  Report the basis as the FMV on date of death, unless 

instructions are received from an authorized estate 
representative. 

•  Joint Accounts – if the broker cannot tell which shares have been 
transferred from the decedent, the broker must treat all the shares 
in the account as noncovered.   
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Changes to 2012 1099-B 

• New boxes added: 
 Box 1d – Stock or other symbol 
 Box 1e – Quantity sold 
 Box 6b – check if basis was reported to the IRS 
 Boxes 13 to 15 – for reporting state taxes withheld 

• Other relevant changes: 
 Box 8 (Type of gain or loss) is now Box 1c. 
 Box 9 (Description) is now Box 8. 
 Box 15 (check if loss is not allowed) is now Box 2b. 
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New Substitute Form Requirements – 
Pub. 1179 

•  Reporting transactions in up to 5 different sections based on holding period and 
whether basis was reported to the IRS: 
  Short-term transactions for which basis is reported to the IRS 
  Short-term transactions for which basis is not reported to the IRS 
  Long-term transactions for which basis is reported to the IRS 
  Long-term transactions for which basis is not reported to the IRS 
  Transactions for which basis is not reported to the IRS and for which short- or long-term 

determination is unknown (to broker) 

•  Information not reported to the IRS (such as basis, date of acquisition, and gain or 
loss) may be included with information reported to the IRS (such as date of sale or 
exchange, and sales price) as long as any information not reported to the IRS is 
clearly identified. 

•  Each section must have “Sales Price” and “Cost or Other Basis” clearly totaled.  Net 
gain or loss, if included for any section, may also be totaled. 
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2012 Form 1099-B – Sample Layout 1 (Draft)  
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2012 Form 1099-B – Sample Layout 2 (Draft) 2012 Form 1099-B – Sample Layout 2 (Draft) 
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Changes to Form 8949 

• New columns for: 
 Stock or other symbol 
 Quantity sold 
 Gain or loss 

16 



Cost Basis Examples 

Date  of  
purchase  

Shares  
purchased  

Price  per  
share  

Add'l  
Invested  
Amount  

Total  
investment*  

Total  number  
of  shares*  

Average  
cost  per  
share*  

Jan.  1,  2010   100     $  30     $  3,000       $  3,000     100     $  30    

Jan.  1,  2012   200     $  10     $  2,000       $  2,000     200     $  10    

Feb.  1,  2012   200     $  40     $  8,000       $  10,000     400     $  25    

George and Martha own shares in Revolution Fund. 

Their purchases of Revolution Fund (which pays no dividends) are as 
follows: 

On July 17, 2012, the price per share (NAV) is $20.  

* These columns are used to calculate the shareholders’ average cost.  If average cost is 
used, the noncovered and covered shares are treated as separate accounts.  
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Example: Sale of Shares – Average Cost 

On July 17, 2012, George and Martha sell 350 shares at a NAV of $20/share. 

George and Martha use average cost and do not specify whether they wish to sell 
covered or noncovered shares: 
  Shares are depleted on a FIFO basis.  As a result, the following lots are treated as sold. 

•  Jan. 1, 2010 – 100 shares noncovered with an average cost of $30 per share 
•  Jan. 1, 2012 – 200 shares covered with an average cost of $25 per share 
•  Feb. 1, 2012 – 50 shares covered with an average cost of $25 per share 

  Revolution Fund will report the following information to George and Martha: 
•  Noncovered – Sale of 100 shares acquired on Jan. 1, 2010 with $2,000 sales proceeds and 

$3,000 cost basis, resulting in $1,000 long term capital loss. 
•  Covered – Sale of 250 shares acquired on various dates with $5,000 sales proceeds and $6,250 

cost basis, resulting in $1,250 short term capital loss. 
•  See the next two slides for a sample substitute 1099-B for 2012 and Form 8949 (which is based on 

a 2011 form but the IRS has indicated that Form 8949 for 2012 will be modified). 
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Example: Sale of Shares – Average Cost 
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Example: Sale of Shares – Average Cost 
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Example: Sale of Shares – Specific Identification 

George and Martha use Highest-Cost-First-Out: 
  As a result, the following lots are treated as sold: 

•  Feb. 1, 2012 – 200 shares covered at $40 per share 
•  Jan. 1, 2010 – 100 shares noncovered at $30 per share 
•  Jan. 1, 2012 – 50 shares covered at $10 per share 

  Revolution Fund will report the following information to George and Martha: 
•  Noncovered – Sale of 100 shares acquired on Jan. 1, 2010 with $2,000 sales 

proceeds and $3,000 cost basis, resulting in $1,000 long term capital loss. 
•  Covered – Sale of 250 shares acquired on various dates with $5,000 sales 

proceeds and $8,500 cost basis, resulting in $3,500 short term capital loss. 
•  See the next two slides for a sample substitute 1099-B for 2012 and Form 8949 

(which is based on a 2011 form but the IRS has indicated that Form 8949 for 2012 
will be modified). 

21 



Example: Sale of Shares – Specific Identification 
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Example: Sale of Shares – Specific Identification 
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Example: Wash Sales – Average Cost 

On July 17, 2012, George and Martha sell 350 shares at $20/share.  
On August 14, 2012, they purchase 300 shares at $22 per share. 

George and Martha use average cost: 
  Covered and noncovered shares are treated as held in separate accounts. 
  Funds/brokers are not required (but are permitted) to adjust for wash sales of 

securities purchased and sold from different accounts. 
  The purchase of covered shares on August 14, 2012 would not result in wash sale 

adjustments to the sale of noncovered shares (shares purchased on 1/1/2010) by the 
fund/broker. 

  The purchase will result in wash sale adjustments to the sale of covered shares 
(shares purchased on 1/1/2012 and 2/1/2012) by the fund/broker. 

  Loss from the covered shares disallowed = $1,250 
  Deferred loss added to basis of 250 shares purchased on 8/14/2012 
  Should the 250 shares be kept as a separate bucket or should they be averaged with 

other Revolution Fund shares? 
  Holding period:  200 shares tacked with holding period from 1/1 to 7/17; and 50 

shares tacked with holding period from 2/1 to 7/17.   
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Example: Wash Sales – Average Cost 

2012 Form 1099-B 
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Example: Wash Sales – Average Cost 

George and Martha reporting on Form 8949 
 George and Martha must apply wash sales to substantially 

identical securities whether the security sold and the security 
purchased are in the same account or a different account. 

  Therefore, George and Martha may not be able to rely on the 
1099-B to apply the wash sale rule to the covered shares only. 
They may compute the losses from the sale as follows: 
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Example: Wash Sales – Average Cost 

•  Assuming the order of disposition of the shares on the same day 
cannot be determined, George and Martha would apply the wash 
sale rule to the shares in the order they were originally acquired. 

•  Thus, the losses from the first two lots totaling $2,000 would be 
disallowed, and only the loss of $250 from the sale of the last 50 
shares would be allowed. 

•  Basis and holding period of 300 shares purchased on 8/14/2012 
  100 shares: $30 + ($22-$20) = $32; tacked holding period from 

1/1/2010 to 7/17/2012 
  200 shares: $25 + ($22-$20) = $27; tacked holding period form 

1/1/2012 to 7/17/2012 
  Query:  Or should the basis be averaged ($6,600 cost + $2,000 

disallowed loss = $8,600 / 300 shares = $28.67 per share)? 

27 



Example: Wash Sales – Average Cost 
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Example: Wash Sales – Average Cost 
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Example: Wash Sales – Specific ID  

George and Martha use HIFO: 
 Brokers must apply the wash sale rule if both the 

sale and purchase transactions are of covered 
securities with the same CUSIP.   

 By looking at the covered shares, the loss from the 
sale of the covered lot will be disallowed: 
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Example: Wash Sales – Specific ID 
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Example: Wash Sales – Specific ID 

 George and Martha must apply wash sales to substantially 
identical securities, whether covered or noncovered. 

  Loss disallowed = $5,000  See Rev. Rul. 70-231(can’t offset 
gain from losses) 

  Deferred loss added to basis of 300 shares purchased on 
8/14/2012.  The basis of the 300 shares is 300 x $22 = $6,600 
+ $5,000 = $11,600, i.e., 200 shares acquired on 2/1/2012 at 
$42 per share, and 100 shares acquired on 1/1/2010 at $32 
per share. 

  Holding period:  200 shares tacked with holding period from 
2/1/2012 to 7/17/2012; and 100 shares tacked with holding 
period from 1/1/2010 to 7/17/2012. 
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Example: Wash Sales – Specific ID 
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Example: Wash Sales – Specific ID 
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Example: Gifted Shares 

On July 17, 2012, George and Martha give 100 shares to their daughter, Abigail, 
when the NAV is $20/share.  

George and Martha use specific identification.   
  They give shares purchased on Jan. 1, 2012, at $10/share. 

•  Shares will be covered. 
•  The shares are gifted at a gain, so Abigail takes a carryover basis ($10/share). 
•  If Abigail sells the gifted shares on July 18, 2012, for $21/share, she will have 

short-term capital gain of $1,100 on covered shares. 
  They give shares purchased Jan. 1, 2010, at $30/share. 

•  Shares will be noncovered. 
•  Shares are gifted at a loss, but the fund/broker is not required to maintain cost 

basis information for noncovered shares.  The fund/broker MAY maintain both the 
carryover basis of $30/share and the current FMV of $20/share. 

•  If Abigail sells on July 18, 2012, at $19/share, her basis is $20/share (FMV on the 
date of gift).  She will have a short-term loss of $100 ($1/share) on noncovered 
shares.   
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Example: Gifted Shares (cont’d) 

On July 17, 2012, George and Martha give 100 shares to Abigail, when the 
NAV is $20/share. 

George and Martha use average cost: 
  George and Martha choose to give from their covered shares.  Shares are 

gifted at a loss because George and Martha’s average cost basis is $25/share 
when the FMV is $20/share.   

  Because the shares are gifted at a loss, the fund/broker must keep both the 
carryover basis of $25/share and the FMV on the date of gift of $20/share. 

  If Abigail later sells the shares for $30/share (a price higher than the donor’s 
basis), the broker/fund will report her basis as $25/share (the donor’s basis).   

•  The holding period for her $5 gain starts on Jan. 1, 2012 (she uses the 
donor’s holding period with shares withdrawn on a FIFO basis).   

  If Abigail later sells the shares for $21/share (a price between her carryover 
basis and the FMV on the date of gift), her basis equals the gross proceeds 
(the fund/broker will report a basis of $21/share on the Form 1099-B).  No gain 
or loss is reported.   
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Example: Gifted Shares (cont’d) 

On July 17, 2012, George and Martha give 100 covered shares to their daughter, Abigail, with 
a basis of $25/share and a FMV of $20/share.  Thus the shares are gifted at a loss.   

Abigail already owns shares (both covered and noncovered) of Revolution Fund. 

If Abigail has redeemed shares in her existing account and used FIFO or specific ID: 
  She may add the new gifted shares to her existing account of covered Revolution Fund shares.  

The basis of the gifted shares will depend on the price at which Abigail later sells those shares.   

If Abigail has redeemed shares in her existing account and used average cost: 
  Because the shares were gifted at a loss, Abigail may not use average cost for the gifted shares 

unless she provides a statement in writing when they are transferred to her account that she will 
treat the basis of the gifted shares as the FMV on the date of gift.  

  If Abigail does not choose to use the FMV of the shares, the broker must maintain both the 
carryover basis and the FMV on the date of gift for those shares.  Because the gifted shares 
cannot be combined with the other covered shares of Revolution Fund for which average cost was 
used, Abigail now will be deemed to have 3 accounts in Revolution Fund:  Noncovered, Covered, 
and Gifted Loss Shares.   
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Example: Inherited Shares 

George and Martha die on July 17 and leave all their shares to their 
children, John and Abigail.   
  As a default rule, the heirs take a basis equal to the FMV on 

the date of death.  John and Abigail thus take a basis of $20/
share.   

  The noncovered shares remain noncovered and the covered 
shares remain covered.   

  Unless otherwise specified by George and Martha, the 
noncovered and covered shares may be split evenly between 
John and Abigail.   
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Example: Inherited Shares (cont’d) 

George dies on July 17 and leaves all his shares to Martha.  

• Because George and Martha are married, Martha receives a basis 
equal to the FMV on the date of death ($20/share), for both covered 
and noncovered shares.  The step-up/down in basis could be on 
50% of the shares, or 100% of the shares in community property 
states. 

• If George and Martha are NOT married but have a joint account: 
  If the transferor cannot identify which securities in the joint account 

have been transferred from the decedent, the final regulations require 
the transferor to treat each security in the account as if it were a 
noncovered security. 

  Although the shares in the account may be treated as noncovered, 
they must not be marked as inherited.   

39 



Corrected Forms 1099-B 

• Basis corrections only 
 Return of Capital (ROC) 
 Commission adjustments affecting sales load basis 

deferrals 
 Basis adjustments 
 Late received transfer statement (up to 18 months) 

•  Transaction corrections 
 As-of trades 
 Cancellations and re-book 
 Dividend adjustments 

•   3-year correction rule for 1099-B 
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Corporate Organizational Action 
Reporting – Form 8937 

•  Issuers (including funds) must report all corporate 
actions that affect the basis of their shares. 
  Reporting due on or before 45th day following the 

organizational action, or, if earlier, January 15 of year following 
the calendar year of the organizational action. 

  Returns of Capital – occur at fund’s fiscal year-end, when it is 
determined that there was a ROC for the fiscal year. 

• Reportable on new IRS Form 8937 OR by posting Form 
8937 on Issuer’s Public Website. 

• Effective for corporate actions that affect all fund shares 
that occur on or after January 1, 2012.  
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Open Issues 

• Request to Eliminate the In-Writing Requirement for 
Average Cost Elections and Changes 

•  Liquidating Distributions – Form 1099-DIV or 1099-B? 
• Request for De Minimis Exception for Amending Forms 

1099-B 
• Scheduled Return of the Five-Year Capital Gain Rate in 

2013 
• Web Posting of Form 8937 – Actual vs. Substitute Form? 
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Questions & Answers 

Contact Information: 
Karen Gibian 
Investment Company Institute 
202-371-5432 
kgibian@ici.org 
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CLE/CPE Credit 

Contact Information: 
Judy Lee 
Investment Company Institute 
1401 H Street, NW 
Washington, DC 20005 
202-218-3575 
judy.lee@ici.org 
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