
$5,200 Fair Market Value Of Stock Contributed To
The Red Cross ($3,000 Stock Basis). He Had Owned
The

$5,200 Fair Market Value Of Stock Contributed To The Red Cross ($3,000 Stock Basis). He Had Owned The

When considering charitable contributions of stock, understanding the tax implications and valuation methods
is crucial for donors seeking to maximize their benefits and comply with IRS regulations. In this article, we
explore a scenario where an individual contributes stock to the Red Cross with a fair market value (FMV) of
$5,200 and a stock basis of $3,000. We will discuss the tax treatment of such contributions, how to
determine fair market value, the importance of proper documentation, and strategic considerations for
maximizing tax benefits.

---

Understanding Stock Contributions to Charitable Organizations

Contributing appreciated stock to a qualified charitable organization, such as the Red Cross, can be a
beneficial way to support a cause while enjoying potential tax advantages. Unlike donating cash, stock
donations often provide greater tax benefits due to the appreciation in value.

Why Contribute Stock Instead of Cash?

- Tax Deduction at Fair Market Value: When donating appreciated stock held long-term (more than one year),
donors can generally deduct the stock's fair market value at the time of donation, subject to certain limits.
- Avoid Capital Gains Tax: Donors do not pay capital gains tax on the appreciation of the stock, which can be
significant if the stock has appreciated substantially since purchase.
- Support Charitable Goals: Stock contributions provide a substantial gift to the charity without reducing
personal cash flow.

Key IRS Regulations for Stock Donations

- Qualified Organization: The recipient must be a recognized 501(c)(3) organization.
- Holding Period: The stock must be held for more than one year to qualify for the full fair market value
deduction.
- Documentation: Proper documentation is required to substantiate the deduction.
- Limits on Deduction: Generally, deductions for charitable contributions are limited to a percentage of the
donor's adjusted gross income (AGI), typically 30% for appreciated securities.

---

Valuation and Basis of Stock Contributions

In our scenario, the individual owned stock with a basis of $3,000 and a fair market value of $5,200 at the
time of contribution. Understanding how these figures influence the tax outcome is essential.



Fair Market Value (FMV)

The FMV is the price that the stock would sell for on the open market at the date of donation. For publicly
traded stocks, this is usually the closing price on the donation date or the most recent trading day.

Determining FMV involves:

- Checking closing prices on the donation date
- Using valuation services if the stock is thinly traded
- Documenting the valuation method used

Adjusted Basis

The basis of the stock ($3,000) is the original cost of the stock plus any adjustments such as stock splits or
dividends reinvested. The basis is crucial for calculating capital gains or losses if the stock is sold later.

In our scenario:

- Stock Basis: $3,000
- FMV at donation: $5,200

---

Tax Implications of Contributing Stock

Contributing stock with appreciated value offers specific tax advantages and considerations.

Deduction Amount

- If the stock is held long-term (more than one year), the donor can typically deduct the FMV of $5,200.
- The deduction is subject to AGI limits (generally 30% of AGI for appreciated securities).

Capital Gains Considerations

- The donor does not pay capital gains tax on the appreciation ($2,200 gain: $5,200 FMV - $3,000 basis).
- This can be advantageous compared to selling the stock and donating the proceeds, where capital gains tax
would apply.

Reporting Requirements

- Form 8283: Completed and attached if the deduction exceeds $500.
- Form 8283 Section B: For donations of property valued over $5,000, a qualified appraisal is generally
required.
- Receipt from the Charity: Must include the name of the organization, date of contribution, description of the
stock, and FMV.

---



Case Study: Contributing Stock to the Red Cross

Let's analyze the specific scenario with detailed calculations and considerations.

Scenario Details

- Stock Fair Market Value at donation: $5,200
- Stock Basis: $3,000
- Donor's Holding Period: Long-term (more than one year)

Tax Deduction Calculation

Since the stock was held long-term, the donor can generally claim a deduction of $5,200. However, the
deduction is subject to AGI limitations.

Implications:

- Deduction amount: $5,200
- Capital gain: $2,200 ($5,200 - $3,000)
- Capital gains tax avoided: Not paid because the stock was donated directly

Limitations and Considerations

- If the donor's AGI limits the deduction, the excess can be carried forward for up to five years.
- Proper documentation, including a detailed receipt and possibly an appraisal, is essential for deductions over
$5,000.
- The donor should ensure the stock is transferred directly to the Red Cross brokerage account to avoid sale
and reinvestment.

---

Strategic Tips for Donors Contributing Stock

To maximize benefits and ensure compliance, donors should consider the following:

Verify the stock's fair market value on the date of donation.

Maintain detailed records, including brokerage statements, appraisals, and acknowledgment letters from
the charity.

Consult with a tax advisor to understand AGI limits and carryforward options.

Ensure the stock is transferred directly to the charity’s brokerage account.

Plan donations to optimize tax deductions within the current tax year's limits.

---



Conclusion

Contributing appreciated stock to a charity like the Red Cross offers a strategic way to support a cause
while enjoying significant tax benefits. In the scenario of a stock with a fair market value of $5,200 and a basis
of $3,000, the donor can typically deduct the full FMV, avoiding capital gains tax on the appreciation.
Proper documentation and adherence to IRS rules are essential to maximize deductions and avoid potential
audits.

By understanding the valuation process, tax implications, and strategic planning, donors can make informed
decisions that benefit both their philanthropic goals and their financial health. If you're considering such a
donation, consulting with a tax professional can help you navigate the complexities and optimize your
charitable giving.

---
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Frequently Asked Questions

How is the fair market value of stock contributed to the Red Cross
determined in this scenario?

The fair market value is typically determined by the stock's closing price on the date of contribution, which in
this case is $5,200.

What is the significance of the stock basis being $3,000 when contributed
to the Red Cross?

The basis of $3,000 represents the original cost of the stock to the donor, which is used to calculate capital
gains and potential deductions upon contribution.

How does the contribution of stock with a fair market value of $5,200
affect the donor's tax deduction?

The donor may deduct the fair market value of $5,200 for the charitable contribution, provided they itemize
deductions and meet IRS requirements for charitable giving.

What are the tax implications of donating stock with a basis of $3,000
and a fair market value of $5,200?

The donor generally avoids paying capital gains tax on the appreciation ($2,200) and can potentially deduct
the full fair market value, subject to IRS limits and rules.

Could there be any limitations on deducting the $5,200 value of the stock
donation?

Yes, charitable deduction limits typically restrict deductions to a percentage of the donor’s adjusted gross
income (AGI), often 30% or 60%, depending on the charity and type of property donated.



Why is the original stock basis relevant in the context of charity
contributions?

The basis is relevant for determining any capital gain or loss if the stock is sold later, but for charitable
contributions, the deduction is based on the fair market value at the time of donation.

If the stock has appreciated from $3,000 to $5,200, what are the tax
benefits for the donor?

The donor benefits from avoiding capital gains tax on the appreciation ($2,200) and can claim a deduction for
the full fair market value of $5,200.

Are there any special IRS rules for donating appreciated stock to a charity
like the Red Cross?

Yes, IRS rules allow donors to deduct the fair market value of appreciated stock, provided they have held the
stock for more than one year, which maximizes tax benefits and minimizes capital gains tax.

What documentation should the donor keep for their charitable stock
contribution?

The donor should retain a written acknowledgment from the Red Cross, including the description of the donated
stock, its fair market value, date of donation, and whether any goods or services were received in return.

Additional Resources
Fair Market Value of Stock Contributed to the Red Cross ($3,000 Stock Basis)

When it comes to charitable giving and investment management, understanding the nuances of stock
contributions to nonprofit organizations like the Red Cross is essential for both donors and tax
professionals. A common scenario involves a donor contributing stock with a significant fair market value
(FMV) while holding a different basis in that stock. In this case, we examine a stock valued at $5,200 FMV,
with an original basis of $3,000, and analyze the tax implications and considerations involved in such a
contribution.

---

Understanding the Basics: FMV, Cost Basis, and Charitable
Contributions

Before diving into the specifics of this scenario, it’s crucial to clarify the key terms involved:

Fair Market Value (FMV)

- Definition: The price at which the property (in this case, stock) would change hands between a willing buyer
and willing seller, both having reasonable knowledge of the relevant facts.
- Relevance: For charitable contributions, FMV determines the amount of the deduction, provided the stock has
appreciated since purchase.

Cost Basis (Stock Basis)



- Definition: The original value of an asset for tax purposes, usually the purchase price plus any adjustments.
- In this scenario: The stock’s basis is $3,000, indicating the amount the donor originally paid for the stock,
which has appreciated over time.

The Significance of FMV and Basis in Charitable Giving

- When donating appreciated stock, the deductible amount for federal tax purposes is generally the FMV at the
time of donation, provided the stock is long-term held (>1 year).
- The donor’s basis impacts the calculation of capital gain or loss if the stock is sold or if the deduction is
limited.

---

Scenario Overview: Contributing Stock to the Red Cross

Let’s detail the scenario:

- Stock FMV at donation: $5,200
- Stock basis (cost): $3,000
- Donation recipient: The Red Cross (a qualified charitable organization)
- Ownership history: The donor has held the stock for more than one year, making it a long-term capital asset.

---

Tax Implications of the Stock Contribution

1. Deduction Amount

Since the stock has been held long-term, the donor is eligible to deduct the full FMV of $5,200 as a charitable
contribution, subject to IRS limits (generally 30% of the donor’s adjusted gross income (AGI) for
contributions of appreciated property to public charities).

2. Capital Gains and Tax Benefits

- Avoidance of Capital Gains Tax: By donating appreciated stock directly, the donor avoids paying capital
gains tax on the appreciation ($5,200 FMV - $3,000 basis = $2,200 gain).
- Tax Deduction: The donor can claim a deduction equal to the FMV, which is $5,200 in this case.

3. Limitations and Considerations

- AGI Limits: Deduction is limited to a percentage of the donor’s AGI; excess contributions can be carried
forward up to five years.
- Documentation: Proper documentation, including a qualified appraisal if FMV exceeds $5,000 (which it does
here), is necessary.
- Receipt from the Red Cross: The donor must obtain a written acknowledgment from the Red Cross confirming
the donation and FMV.

---

Calculating the Tax Benefits and Reporting

Step-by-Step Process



1. Determine FMV at donation: $5,200.
2. Confirm stock holding period: Over one year, making it eligible for long-term capital gains treatment.
3. Calculate capital gain: $2,200 (FMV $5,200 - basis $3,000).
4. Claim deduction: Up to $5,200, subject to AGI limits.
5. Report on tax return:

- Use IRS Form 8283 (Noncash Charitable Contributions), Section B, since the deduction exceeds $5,000.
- Attach a qualified appraisal to substantiate FMV.
- Keep documentation, including acknowledgment from the Red Cross.

---

Implications for the Donor’s Financial Planning

Contributing appreciated stock offers strategic advantages:

- Tax efficiency: Eliminates capital gains tax on the appreciated amount.
- Maximizes charitable impact: Enables the donor to give more value to the Red Cross than if they sold the
stock and donated cash.
- Estate planning benefits: Can be part of a broader philanthropic strategy, potentially reducing estate taxes.

---

Potential Challenges and Pitfalls

While donating appreciated stock is beneficial, some pitfalls include:

- Appraisal requirements: For donations over $5,000, a qualified appraisal is mandatory to substantiate
FMV.
- Stock transfer process: Proper transfer procedures must be followed to ensure the donation qualifies and
the donor’s basis and FMV are accurately recorded.
- Limitations on deductions: Excess deductions may be carried forward, but this requires careful planning.
- Valuation disputes: IRS may scrutinize FMV, especially if the stock’s price is volatile or difficult to value.

---

Best Practices for Donors and Advisors

To optimize the benefits and ensure compliance:

- Maintain documentation: Keep all transaction records, appraisal reports, and acknowledgment letters.
- Consult tax professionals: Engage with tax advisors to navigate IRS rules and limits.
- Plan in advance: Timing of donation can impact tax planning, especially in high-income years.
- Review stock holdings: Ensure that stocks are transferred properly, avoiding inadvertent sale or
misreporting.

---



Conclusion: Strategic and Tax-Effective Giving

Contributing stock with a $5,200 FMV and a $3,000 basis exemplifies a highly effective charitable giving
strategy. It allows donors to maximize their philanthropic impact while minimizing tax liabilities through
capital gains avoidance and substantial deductions. Proper handling, documentation, and understanding of IRS
rules are essential to fully realize these benefits.

By donating appreciated assets like stock directly to organizations such as the Red Cross, donors not only
support vital humanitarian efforts but also engage in savvy tax planning. This approach underscores the
importance of integrating investment management with charitable giving strategies—delivering both social
impact and financial advantages.

In summary, when considering stock donations, always evaluate the FMV, basis, holding period, and applicable
IRS rules. Doing so ensures a smooth, compliant process that benefits both the cause and the donor’s financial
health.
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