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Lesson 18 - Capital Gains or Losses Part II
Time: 60 minutes

	Content
	Needs
	Wingman
	Notes

	I Preparation – see Preparation Guide
	
	
	

	II Objectives
	
	
	

	1. Entry from Form 1099-B
	
	
	

	2. Adjustment codes (B and W)
	
	
	

	3. Inherited property
	
	
	

	4. Entries from a K-1
	
	
	

	5. Summarized entry of capital transactions from brokerage statement
	
	
	

	6. Appending broker's statement
	
	
	

	7. Sale of main home
	
	
	

	III Capital gains and losses – consolidated statements and adjustments
	
	Assign Ser II Training 4
	

	1. Review with class to examine all 1099 statements prior to input to evaluate:
	
	
	Review transactions first, then class will input

	a. In scope?
	
	
	

	b. Within my competency?
	
	
	

	c. Volume of transactions - input each or summarize?
	
	
	Any info missing?

	d. Any other transactions not on 1099? (intake form)
	
	
	Sale of residence?

	2. Instruct class to open new Kerry return 092-XX-xxxx
	TWO
	Open new Kerry return 092-XX-xxxx
	

	3. Class to carefully examine the 1099-B from Rich Financial and the interview note 
	NTTC Wkbk
	
	Remind class that all documents should be carefully reviewed during the interview, before starting the return

	a. Highlight that 1099-B reports gross proceeds
	
	
	Need to add commission on sale

	b. Class to find list of adjustment codes in 4012
	4012
	Project codes per instructor
	As more transactions are fully reported by brokers, less adjustments needed; Note codes that are in or out of scope
Class to look up the right code for the adjustment column – “B”

	c. Class to decide whether adjustment should be positive or negative 
	TWO
	Enter adjustment and project per instructor
	Add’l cost is a negative adjustment and increases the loss by $35

	4. Class to carefully examine Lucky Dog consolidated statement
	NTTC wkbk
	Project per instructor
	Transaction with code W on stmt p. 3
Note volume of transactions 
Last transaction on stmt p. 4 has missing info

	5. Review choices for entering transactions 
a. One-by-one
b. By security if stmt has subtotals
c. By 1099 code
	
	
	Decide at the interview time how entries will be input
If grouping anything other than A / D – need to send details either by pdf attachment or by mail

	6. First group of transactions – was basis reported to the IRS?  Is there an adjustment?
	
	
	Will always enter on Cap Gn Wkt – will need to decide whether details have to be attached or mailed to IRS

	a. Is direct entry on Sch D viable?  As a rule, always use Cap Gn Wkt
	
	
	No – there’s a W adjustment and some bases were not reported to IRS
ALSO NOTE: caution at top of TW Sch re: state info

	b. Class to shadow group entry of Magic Investor Class transactions
	TWO
NTTC wkbk
	Enter and project per instructor
	Instructor to select whether to use “various” or a specific buy date that gives a short-term result – note that ‘various’ will require an override in the S/L column

	1) Class to decide if a code is needed
	
	
	Can use code M (or not since same security)

	c. Proceed to Hot Air Bond Fund
	
	
	Use same approach of “various” or a specific date

	1) What does the code mean?
	4012
	Project 4012 codes per instructor
	Wash sale – no need to worry, broker will do all the accounting for it

	2) What is entered in the code column?
	TWO
	Follow instructor’s lead
	Need a W 
If want to also use M list in alpha order

	7. Class to review next group of transactions on Lucky Dog statement
	NTTC wkbk
	
	Next are all code D – basis reported

	8. Class to review last group of transactions on Lucky Dog statement
	NTTC wkbk
	
	Next are code E – basis NOT reported

	a. Class to also note that last item is missing data
	
	
	

	b. Could still group transactions, but then need to submit details, including the missing info
	
	
	

	c. Easier to group by security and input
	
	
	

	9. Review rules for inherited property for non-2010 inheritances
	4491 p __
	
	Long-term; basis = FMV on date of death (usually)
May need to discuss whether there is a state difference

	a. One exception:  US Savings bonds
	
	
	Decedent most likely did not report the interest income as accrued; no step up in basis; beneficiary has to report the ordinary interest income

	b. Discuss whether your state is a separate property or community property state
	
	
	Can affect the inherited basis depending on how property is titled to the decedent

	c. Discuss inheriting from a decedent who died in 2010
	
	
	Usually, FMV on the date of death – an estate tax return would have been needed to elect the alternate treatment
TP needs to provide basis and holding period if alternate treatment applies

	10. Class to finish input for 1099-B and Lucky Dog
	TWO, NTTC Wkbk
	Enter and project when class is done
	

	IV Attaching transaction details
	
	
	

	1. Discuss attaching documents to the return - When to attach?
	Pub 4012 D-17
	
	Attach only if B/E or C/F - basis not reported to IRS
Do not need to send A/D details

	2. Instruct class to shadow how to use 8453 or pdf
	TWO
	Project SCH D pg. 1; follow instructor for procedure for attaching details to return
	IRS needs all details - from the broker or from the TP

	a. Go to Sch D at the top: 8453 box
	
	
	Note it checks the box on the Main Info Sheet and adds 4853 to the tree

	b. If attaching PDF, need to have pdf ready
	
	
	

	V Comprehensive: K-1 forms
	
	Still assigned Ser II Training 4
	

	1. Close active return and start new Kerry 093-XX-xxxx
	
	Close active return and start new Kerry 093-XX-xxxx
	

	2. Note that K-1s may also have assorted items
	NTTC wkbk
	Project Kevin’s K-1 – page 120
	Do not use TWO sch K1 input form
Note: Some states may need to use TWO K1 for state reasons

	a. Briefly discuss where each item on the K-1 will be entered
	TWO
	Project per instructor
	

	b. Note:  will describe as “Payer Name K-1”
	
	
	E.g. High Flying K-1 on Interest Stmt or Dividend Stmt

	c. Class to open Sch D 
	TWO Sch D
	Project per instructor
	Highlight lines 5 and 12 for entry of partnership, trust or S-Corp data; use scratch pad if more than one K-1 so reviewer (and TP) can follow

	d. Class to input K-1 info
	TWO
	Input and project after class is done
	

	VI Comprehensive: Sale of Main Home
	
	Still in Kerry 093-XX-xxxx
	

	1. Refer to interview note about Kevin listing his home for sale
	NTTC Wkbk
	Project page per instructor
	Group discussion regarding exclusion of gain from sale of main home; inherited basis; surviving spouse rule

	a. If Kevin sold after Mary's death - how much exclusion does he get? 
	4491 p. 121 on
	
	Up to $500k if sold within 2 years of Mary’s death

	b. What are the tests?
	
	
	Ownership and use

	2. What are capitalizable costs and what are not? Where to find answer?
	4491 p. 125
	
	TP determines basis; Review what are capitalizable costs versus maintenance (not capitalizable)

	a. Examine Kerry interview notes re main home and decide which costs are capitalizable
	NTTC Wkbk
	
	Painting – not normally capitalized, but if in conjunction with remodel, then can be capitalized

	b. Note that if a second roof is needed, must remove the cost of the first roof
	
	
	

	3. Demonstrate entry of sale of main home and discuss adjustment code H vs code L
	TWO
	Demonstrate entry of data

	


	a. Selling expenses – use adjustment code E if 1099-S received
	TWO
	
	Note: if get 1099-S, do not adjust sales price reported to IRS for selling expenses

	4. How property is owned and titled can mean a big difference in the basis step up (or down)
	
	
	

	a. Community property:  100% of home is stepped to FMV at date of death of first spouse
	
	
	Assumes 100% of home was owned by the spouses

	b. All others, only the decedent’s share of home is stepped to FMV at date of death
	
	
	

	5. Work through discussion points in the Wkbk
	NTTC Wkbk
	
	

	IV Summarize Lesson:
	
	
	

	1. Size up number of transactions and decide approach before starting input
	
	Project TWO forms as needed
	

	2. Review to make sure all is in-scope 
	
	
	

	3. Use of Form 8453 and attachments
	
	
	

	4. Review total result of entries for accuracy
	
	
	Total proceeds agree to 1099s? 
Total short-term gain or loss agree to 1099s? 
Total long-term gain or loss agree to 1099s?

	V State Return
	
	
	

	1. Instruct class to shadow as each page of the State return is opened to illustrate transfer of data
	
	Project State forms per instructor
	

	2. Point out any 'unusual' transfers
	
	
	

	VI Evaluation
	
	
	Observations of instructor & mentors
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