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• Timeframes for action, (1-877-233-6767) toll-free to buy the deduction is based, in part, on that
• Speedy resolution, and CD-ROM for $25 (plus a $5 handling fee). amount.
• Courteous service. By Phone and in Person Abusive TrustWhen contacting the Taxpayer You can order forms and publications byAdvocate, you should provide the Arrangementscalling 1-800-TAX-FORMfollowing information. (1-800-829-3676). You can also get most Certain trust arrangements purport to• The estate’s or trust’s name, address, forms and publications at your local IRS reduce or eliminate federal taxes in waysand employer identification number. office. that are not permitted under the law.• The name and telephone number of an

Abusive trust arrangements typically areauthorized contact person and the hours
promoted by the promise of tax benefitshe or she can be reached. General Instructions with no meaningful change in the• The type of tax return and year(s)
taxpayer’s control over or benefit from theinvolved. Purpose of Form taxpayer’s income or assets. The• A detailed description of the problem.
promised benefits may include reductionThe fiduciary of a domestic decedent’s• Previous attempts to solve the problem
or elimination of income subject to tax;estate, trust, or bankruptcy estate usesand the office that had been contacted.
deductions for personal expenses paid byForm 1041 to report:• A description of the hardship the estate
the trust; depreciation deductions of an• The income, deductions, gains, losses,or trust is facing and verifying
owner’s personal residence andetc. of the estate or trust;documentation (if applicable).
furnishings; a stepped-up basis for• The income that is either accumulated

The estate or trust may contact a property transferred to the trust; theor held for future distribution or distributed
Taxpayer Advocate by calling reduction or elimination ofcurrently to the beneficiaries;
1-877-777-4778 (toll-free). Persons who self-employment taxes; and the reduction• Any income tax liability of the estate or
have access to TTY/TDD equipment may or elimination of gift and estate taxes.trust; and
call 1-800-829-4059 and ask for Taxpayer These promised benefits are inconsistent• Employment taxes on wages paid to
Advocate assistance. If the estate or trust with the tax rules applicable to trusthousehold employees.
prefers, it may call, write, or fax the arrangements.
Taxpayer Advocate office in its area. See Income Taxation of Trusts Abusive trust arrangements often usePub. 1546, The Taxpayer Advocate trusts to hide the true ownership of assetsand Decedents’ EstatesService of the IRS, for a list of addresses and income or to disguise the substanceand fax numbers. A trust (except a grantor type trust) or a of transactions. These arrangements

decedent’s estate is a separate legal frequently involve more than one trust,How To Get Forms and entity for federal tax purposes. A each holding different assets of the
decedent’s estate comes into existence at taxpayer (for example, the taxpayer’sPublications the time of death of an individual. A trust business, business equipment, home,
may be created during an individual’s life automobile, etc.). Some trusts may holdInternet
(inter vivos) or at the time of his or her interests in other trusts, purport to involveYou can access the IRS website 24 hours death under a will (testamentary). If the charities, or are foreign trusts. Funds maya day, 7 days a week atwww.irs.gov  to: trust instrument contains certain flow from one trust to another trust by way• Download forms, instructions, and provisions, then the person creating the of rental agreements, fees for services,publications; trust (the grantor) is treated as the owner purchase agreements, and distributions.• Order IRS products online; of the trust’s assets. Such a trust is a

Some of the abusive trust• Research your tax questions online; grantor type trust. See page 5 for special
arrangements that have been identified• Search publications online by topic or rules for grantor trusts.
include unincorporated business trusts (orkeyword;

A trust or decedent’s estate figures its organizations), equipment or service• View Internal Revenue Bulletins (IRBs)
gross income in much the same manner trusts, family residence trusts, charitablepublished in the last few years; and
as an individual. Most deductions and trusts, and final trusts. In each of these• Sign up to receive local and national
credits allowed to individuals are also trusts, the original owner of the assetstax news by email.
allowed to estates and trusts. However, that are nominally subject to the trust

CD-ROM there is one major distinction. A trust or effectively retains the authority to cause
decedent’s estate is allowed an incomeYou can order Publication 1796, IRS Tax financial benefits of the trust to be directly
distribution deduction for distributions toProducts CD-ROM, and obtain: or indirectly returned or made available to
beneficiaries. To figure this deduction, the• A CD that is released twice so you the owner. For example, the trustee may
fiduciary must complete Schedule B. Thehave the latest products. The first release be the promoter, or a relative or friend of
income distribution deduction determinesships in late December and the final the owner who simply carries out the
the amount of any distributions taxed torelease ships in late February. directions of the owner whether or not
the beneficiaries.• Current-year forms, instructions, and permitted by the terms of the trust.

publications. For this reason, a trust or decedent’s When trusts are used for legitimate• Prior-year forms, instructions, and estate sometimes is referred to as a business, family, or estate planning
publications. “pass-through” entity. The beneficiary, purposes, either the trust, the beneficiary,• Tax Map: an electronic research tool and not the trust or decedent’s estate, or the transferor to the trust will pay the
and finding aid. pays income tax on his or her distributive tax on income generated by the trust• Tax law frequently asked questions. share of income. Schedule K-1 (Form property. Trusts cannot be used to• Tax topics from the IRS telephone 1041) is used to notify the beneficiaries of transform a taxpayer’s personal, living, or
response system. the amounts to be included on their educational expenses into deductible• Fill-in, print, and save features for most income tax returns. items, and will not seek to avoid tax
tax forms. Before preparing Form 1041, the liability by ignoring either the true• Internal Revenue Bulletins. fiduciary must figure the accounting ownership of income and assets or the• Toll-free and email technical support. income of the estate or trust under the will true substance of transactions. Therefore,

Buy the CD-ROM from National or trust instrument and applicable local the tax results promised by the promoters
Technical Information Service (NTIS) at law to determine the amount, if any, of of abusive trust arrangements are not
www.irs.gov/cdorders for $25 (no income that is required to be distributed, allowable under the law, and the
handling fee) or call 1-877-CDFORMS because the income distribution participants in and promoters of these
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arrangements may be subject to civil or are included in the beneficiary’s gross effectively connected with the conduct of
criminal penalties in appropriate cases. income in the tax year that the distribution a U.S. trade or business, is not includible

is received. in gross income. If you are the fiduciary ofFor more details, including the legal
a foreign estate, file Form 1040NR, U.S.principles that control the proper tax The IRD has the same character it
Nonresident Alien Income Tax Return,treatment of these abusive trust would have had if the decedent lived and
instead of Form 1041.arrangements, see Notice 97-24, 1997-1 received such amount.

C.B. 409. Deductions and credits. The following Trust
deductions and credits, when paid by theFor additional information about The fiduciary (or one of the joint
decedent’s estate, are allowed on Formabusive tax arrangements, visit the IRS fiduciaries) must file Form 1041 for a
1041 even though they were notwebsite at www.irs.gov and type in the domestic trust taxable under section 641
allowable on the decedent’s final incomekeyword “Scams” in the search box. that has:
tax return.

1. Any taxable income for the tax• Business expenses deductible underDefinitions
year,section 162.

2. Gross income of $600 or more• Interest deductible under section 163.Beneficiary
(regardless of taxable income), or• Taxes deductible under section 164.A beneficiary includes an heir, a legatee, 3. A beneficiary who is a nonresident• Investment expenses described inor a devisee. alien.section 212 (in excess of 2% of AGI).

Distributable Net Income (DNI) • Percentage depletion allowed under Two or more trusts are treated as onesection 611.The income distribution deduction trust if such trusts have substantially the• Foreign tax credit.allowable to estates and trusts for same grantor(s) and substantially the
amounts paid, credited, or required to be For more information, see section 691 same primary beneficiary(ies) and a
distributed to beneficiaries is limited to or Income in Respect of a Decedent in principal purpose of such trusts is
distributable net income (DNI). This Pub. 559, Survivors, Executors, and avoidance of tax. This provision applies
amount, which is figured on Schedule B, Administrators. only to that portion of the trust that is
line 7, is also used to determine how attributable to contributions to corpusIncome Required To Bemuch of an amount paid, credited, or made after March 1, 1984.Distributed Currentlyrequired to be distributed to a beneficiary

A trust is a domestic trust  if:will be includible in his or her gross Income required to be distributed • A U.S. court is able to exercise primaryincome. currently is income that is required under
supervision over the administration of thethe terms of the governing instrument andIncome, Deductions, and trust (court test), andapplicable local law to be distributed inCredits in Respect of a • One or more U.S. persons have thethe year it is received. The fiduciary must
authority to control all substantialDecedent be under a duty to distribute the income
decisions of the trust (control test).currently, even if the actual distribution isIncome. When completing Form 1041,

See Regulations section 301.7701-7not made until after the close of the trust’syou must take into account any items that
for more information on the court andtax year. See Regulations sectionare income in respect of a decedent
control tests.1.651(a)-2.(IRD).

Also treated as a domestic trust is aIn general, income in respect of a Fiduciary
trust (other than a trust treated as whollydecedent is income that a decedent was A fiduciary is a trustee of a trust; or an owned by the grantor) that:entitled to receive but that was not executor, executrix, administrator, • Was in existence on August 20, 1996,properly includible in the decedent’s final administratrix, personal representative, or • Was treated as a domestic trust onincome tax return under the decedent’s person in possession of property of a August 19, 1996, andmethod of accounting. decedent’s estate. • Elected to continue to be treated as aIRD includes: Note. Any reference in these instructions domestic trust.• All accrued income of a decedent who to “you” means the fiduciary of the estate

A trust that is not a domestic trust isreported his or her income on the cash or trust.
treated as a foreign trust. If you are themethod of accounting,

Trust trustee of a foreign trust, file Form• Income accrued solely because of the
1040NR instead of Form 1041. Also, adecedent’s death in the case of a A trust is an arrangement created either
foreign trust with a U.S. owner generallydecedent who reported his or her income by a will or by an inter vivos declaration
must file Form 3520-A, Annualon the accrual method of accounting, and by which trustees take title to property for
Information Return of Foreign Trust With• Income to which the decedent had a the purpose of protecting or conserving it
a U.S. Owner.contingent claim at the time of his or her for the beneficiaries under the ordinary

death. rules applied in chancery or probate If a domestic trust becomes a foreign
courts. trust, it is treated under section 684 asSome examples of IRD for a decedent

having transferred all of its assets to awho kept his or her books on the cash
Who Must File foreign trust, except to the extent amethod are:

grantor or another person is treated as• Deferred salary payments that are
Decedent’s Estate the owner of the trust when the trustpayable to the decedent’s estate,

becomes a foreign trust.• Uncollected interest on U.S. savings The fiduciary (or one of the joint
bonds, fiduciaries) must file Form 1041 for a Special Rule for Certain• Proceeds from the completed sale of domestic estate that has:

Revocable Trustsfarm produce, and 1. Gross income for the tax year of
• The portion of a lump-sum distribution  Section 645 provides that if both the$600 or more, or
to the beneficiary of a decedent’s IRA that executor (if any) of an estate (the related2. A beneficiary who is a nonresident
equals the balance in the IRA at the time estate) and the trustee of a qualifiedalien.
of the owner’s death. This includes revocable trust (QRT) elect the treatment
unrealized appreciation and income An estate is a domestic estate if it is in section 645, the trust shall be treated
accrued to that date, less the aggregate not a foreign estate. A foreign estate  is and taxed as part of the related estate
amount of the owner’s nondeductible one the income of which, from sources during the election period. This election
contributions to the IRA. Such amounts outside the United States that is not may be made by a QRT even if no
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executor is appointed for the related For more information about TINs, insuring that the filing trust’s share of the
estate. including trusts with multiple owners, see combined tax liability is paid.

Regulations sections 1.645-1 andIn general, Form 8855, Election To For additional information on filing301.6109-1(a).Treat a Qualified Revocable Trust as Part requirements when there is no executor,
General procedures for completingof an Estate, must be filed by the due including application of the separate
Form 1041 during the election period.date for Form 1041 for the first tax year of share rule, see Regulations section

the related estate. This applies even if the If there is an executor. The following 1.645-1(e). For information on the
combined related estate and electing trust rules apply to filing Form 1041 while the requirements when an executor is
do not have sufficient income to be election is in effect. appointed after an election is made and
required to file Form 1041. However, if • The executor of the related estate is the executor does not agree to the
the estate is granted an extension of time responsible for filing Form 1041 for the election, see below.
to file Form 1041 for its first tax year, the estate and all electing trusts. The return is

Responsibilities of the trustee whendue date for Form 8855 is the extended filed under the name and TIN of the
there is an executor (or there is nodue date. related estate. Be sure and check the
executor and the trustee is not theDecedent’s estate box at the top of FormOnce made, the election is irrevocable. filing trustee). When there is an1041. The executor continues to file Form

Qualified revocable trusts. In general, a executor (or there is no executor and the1041 during the election period even if the
QRT is any trust (or part of a trust) that, trustee is not the filing trustee), theestate distributes all of its assets before
on the day the decedent died, was treated trustee of an electing trust is responsiblethe end of the election period.
as owned by the decedent because the for the following during the election• The Form 1041 includes all items of
decedent held the power to revoke the period.income, deduction, and credit for the
trust as described in section 676. An • To timely provide the executor with allestate and all electing trusts.
electing trust is a QRT for which a section the trust information necessary to allow• The executor must attach a statement
645 election has been made. the executor to file a complete, accurate,to Form 1041 providing the following

and timely Form 1041.Election period. The election period is information for each electing trust: (a) the • To insure that the electing trust’s sharethe period of time during which an name of the electing trust, (b) the TIN of
of the combined tax liability is paid.electing trust is treated as part of its the electing trust, and (c) the name and

related estate. address of the trustee of the electing The trustee does not file a Form 1041
trust. during the election period (except for aThe election period begins on the date
• The related estate and the electing final return if the trust terminates duringof the decedent’s death and terminates
trust are treated as separate shares for the election period as explained below).on the earlier of:
purposes of computing distributable net• The day on which the electing trust and Procedures for completing Form 1041income and applying distributionrelated estate, if any, distribute all of their for the year in which the electionprovisions. Also, each of those sharesassets, or terminates.can contain two or more separate shares.• The day before the applicable date.
For more information, see Separate share If there is an executor. If there is anTo determine the applicable date, first
rule on page 21 and Regulations section executor, the Form 1041 filed under thedetermine whether a Form 706, United
1.645-1(e)(2)(iii). name and TIN of the related estate for theStates Estate (and Generation-Skipping
• The executor is responsible for insuring tax year in which the election terminatesTransfer) Tax Return, is required to be
that the estate’s share of the combined includes (a) the items of income,filed as a result of the decedent’s death. If
tax obligation is paid. deduction, and credit for the relatedno Form 706 is required to be filed, the

estate for its entire tax year, and (b) theapplicable date is 2 years after the date of  For additional information, including
income, deductions, and credits for thethe decedent’s death. If Form 706 is treatment of transfers between shares
electing trust for the period that ends withrequired, the applicable date is the later of and charitable contribution deductions,
the last day of the election period. If the2 years after the date of the decedent’s see Regulations section 1.645-1(e).
estate will not continue after the close ofdeath or 6 months after the final  If there is no executor. If no the tax year, indicate that this Form 1041determination of liability for estate tax. For executor has been appointed for the is a final return.additional information, see Regulations related estate, the trustee of the electingsection 1.645-1(f). At the end of the last day of thetrust files Form 1041 as if it was an

Taxpayer identification number. All election period, the combined entity isestate. File using the TIN that the QRT
QRTs must obtain a new taxpayer deemed to distribute the share comprisingobtained after the death of the decedent.
identification number (TIN) following the the electing trust to a new trust. All itemsThe trustee can choose a fiscal year as
death of the decedent whether or not a of income, including net capital gains, thatthe trust’s tax year during the election
section 645 election is made. (Use Form are attributable to the share comprisingperiod. Be sure to check the Decedent’s
W-9, Request for Taxpayer Identification the electing trust are included in theestate box at the top of page 1 during the
Number and Certification, to notify payers calculation of distributable net income ofelection period. The electing trust is
of the new TIN.) the electing trust and treated asentitled to a single $600 personal

distributed. The distribution rules ofexemption on returns filed for the electionAn electing trust that continues after
sections 661 and 662 apply to thisperiod.the termination of the election period does
deemed distribution. The combined entitynot need to obtain a new TIN following If there is more than one electing trust,
is entitled to an income distributionthe termination unless: the trusts must appoint one trustee as the
deduction for this deemed distribution,• An executor was appointed and agreed filing trustee. Form 1041 is filed under the
and the ‘‘new’’ trust must include its shareto the election after the electing trust name and TIN of the filing trustee’s trust.
of the distribution in its income. Seemade a valid section 645 election, and A statement providing the same
Regulations sections 1.645-1(e)(2)(iii) andthe electing trust had filed a return as an information regarding the electing trusts
1.645-1(h) for more information.estate under the trust’s TIN, or (except the filing trust) that is listed under

• No executor was appointed and the If there is an executor above must be If the electing trust continues in
QRT was the filing trust (as explained attached to these Forms 1041. All existence after the termination of the
below). electing trusts must choose the same tax election period, the trustee must file Form

year.A related estate that continues after 1041 under the name and TIN of the trust,
the termination of the election period does If there is more than one electing trust, using the calendar year as its accounting
not need to obtain a new TIN. the filing trustee is responsible for period, if it is otherwise required to file.
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If there is no executor. If there is no electing trust. These amounts are then date (including extensions) for filing the
executor, the following rules apply to filing included on the first Form 1041 filed by trust’s tax return for its first tax year
Form 1041 for the tax year in which the the executor for the related estate (or the ending after June 7, 2001. Do not use
election period ends. filing trustee for the electing trust filing as Form 1041. Use Form 1041-N, U.S.
• The tax year of the electing trust closes an estate). Income Tax Return for Electing Alaska
on the last day of the election period, and Native Settlement Trusts, to make theLater appointed executor.  If an
the Form 1041 filed for that tax year election. Additionally, Form 1041-N is theexecutor for the related estate is not
includes all items of income, deduction, trust’s income tax return and satisfies theappointed until after the trustee has made
and credit for the electing trust for the section 6039H information reportinga valid section 645 election, the executor
period beginning with the first day of the requirement for the trust.must agree to the trustee’s election and
tax year and ending with the last day of they must file a revised Form 8855 within Bankruptcy Estatethe election period. 90 days of the appointment of the

The bankruptcy trustee or debtor-in-• The deemed distribution rules executor. If the executor does not agree
possession must file Form 1041 for thediscussed above apply. to the election, the election terminates as
estate of an individual involved in• Check the box to indicate that this of the date of appointment of the
bankruptcy proceedings under chapter 7Form 1041 is a final return. executor.
or 11 of title 11 of the United States Code• If the filing trust continues after the

If the executor agrees to the election, if the estate has gross income for the taxtermination of the election period, the
the trustee must amend any Form 1041 year of $8,200 or more. See Of Specialtrustee must obtain a new TIN. If the trust
filed under the name and TIN of the Interest To Bankruptcy Trustees andmeets the filing requirements, the trustee
electing trust for the period beginning with Debtors-in-Possession on page 11 formust file a Form 1041 under the new TIN
the decedent’s death. The amended details.for the period beginning with the day after
returns are still filed under the name andthe close of the election period and, in

Common Trust FundsTIN of the electing trust, and they mustgeneral, ending December 31 of that
include the items of income, deduction, Do not file Form 1041 for a common trustyear.
and credit for the related estate for the fund maintained by a bank. Instead, theResponsibilities of the trustee when periods covered by the returns. Also, fund may use Form 1065, U.S. Return ofthere is an executor (or there is no attach a statement to the amended Forms Partnership Income, for its return. Forexecutor and the trustee is not the 1041 identifying the name and TIN of the more details, see section 584 andfiling trustee). In addition to the related estate, and the name and address Regulations section 1.6032-1.requirements listed above under this of the executor. Check the Final return

same heading, the trustee is responsible Qualified Settlement Fundsbox on the amended return for the tax
for the following. year that ends with the appointment of the The trustee of a designated or qualified• If the trust will not continue after the executor. Except for this amended return, settlement fund must file Form 1120-SF,close of the election period, the trustee all returns filed for the combined entity U.S. Income Tax Return for Settlementmust file a Form 1041 under the name after the appointment of the executor Funds, rather than Form 1041.and TIN of the trust. Complete the entity must be filed under the name and TIN of
information and items A, C, D, and F. the related estate. Special Filing InstructionsIndicate in item F that this is a final return.

If the election terminates as the resultDo not report any items of income, for Grantor Type Trusts,of a later appointed executor, thededuction, or credit.
executor of the related estate must file Pooled Income Funds, and• If the trust will continue after the close
Forms 1041 under the name and TIN ofof the election period, the trustee must file Electing Small Businessthe related estate for all tax years of thea Form 1041 for the trust for the tax year
related estate beginning with thebeginning the day after the close of the Trusts
decedent’s death. The election period andelection period and, in general, ending
the tax year terminate with respect to theDecember 31 of that year. Use the TIN Grantor Type Trusts
electing trust the day before theobtained after the decedent’s death. A trust is a grantor trust if the grantor
appointment of the executor. The trusteeFollow the general rules for completing retains certain powers or ownership
is not required to amend any of thethe return. benefits. This can also apply to only a
returns filed by the electing trust for the portion of a trust. See Grantor Type TrustSpecial filing instructions. period prior to the appointment of the on page 13 for details on what makes aWhen the election is not made by executor. The trust must file a final Form trust a grantor trust.the due date of the QRT’s Form 1041. 1041 following the instructions above for

In general, a grantor trust is ignored forIf the section 645 election has not been completing Form 1041 in the year in
tax purposes and all of the income,made by the time the QRT’s first income which the election terminates and there is
deductions, etc., are treated as belongingtax return would be due for the tax year no executor.
directly to the grantor. This also applies tobeginning with the decedent’s death, but Termination of the trust during the any portion of a trust that is treated as athe trustee and executor (if any) have election period. If an electing trust grantor trust.decided to make a section 645 election, terminates during the election period, thethen the QRT is not required to file a trustee of that trust must file a final Form The following instructions applyForm 1041 for the short tax year 1041 by completing the entity information only to grantor type trusts that arebeginning with the decedent’s death and (using the trust’s EIN), checking the Final not using an optional filingCAUTION

!
ending on December 31 of that year. return box, and signing and dating the method.However, if a valid election is not form. Do not report items of income,subsequently made, the QRT may be File Form 1041 for a grantor trustdeduction, and credit. These items aresubject to penalties and interest for failure unless you use an optional filing method.reported on the related estate’s return.to file and failure to pay. If the entire trust is a grantor trust, fill in

Alaska Native Settlement TrustsIf the QRT files a Form 1041 for this only the entity portion of Form 1041. Do
short period, and a valid section 645 The trustee of an Alaska Native not show any dollar amounts on the form,
election is subsequently made, then the Settlement Trust may elect the special tax itself; show dollar amounts only on an
trustee must file an amended Form 1041 treatment for the trust and its attachment to the form. Do not use
for the electing trust, excluding all items of beneficiaries provided for in section 646. Schedule K-1 (Form 1041) as the
income, deduction, and credit of the The election must be made by the due attachment.
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If only part of the trust is treated as a Changing filing methods if you want to owner as the payee. The trustee must
grantor trust, report on Form 1041 only change to another method. report each type of income in the
the part of the income, deductions, etc., aggregate and each item of grossExceptions. The following trusts cannot
that is taxable to the trust. The amounts proceeds separately. The due date forreport using the optional filing methods.
that are taxable directly to the grantor are any Forms 1099 required to be filed with• A common trust fund (as defined in
shown only on an attachment to the form. the IRS by a trustee under this method issection 584(a)).
Do not use Schedule K-1 (Form 1041) as February 28, 2006 (March 31, 2006, if• A foreign trust or a trust that has any of
the attachment. filed electronically).its assets located outside the United

States.Also, the fiduciary must give the In addition, unless the grantor or other
• A qualified subchapter S trust (asgrantor (owner) of the trust a copy of the person treated as owner of the trust is the
defined in section 1361(d)(3)).attachment. trustee or a co-trustee of the trust, the
• A trust all of which is treated as owned trustee must give the grantor or other On the attachment, report:
by one grantor or one other person whose person treated as owner of the trust a• The name, identifying number, and
tax year is other than a calendar year. statement that:address of the person(s) to whom the • A trust all of which is treated as owned • Shows all items of income, deduction,income is taxable;
by one or more grantors or other persons, and credit of the trust;• The income of the trust that is taxable
one of which is not a U.S. person. • Explains how the grantor or otherto the grantor or another person under • A trust all of which is treated as owned person treated as owner of the trust takessections 671 through 678. Report the
by one or more grantors or other persons those items into account when figuringincome in the same detail as it would be
if at least one grantor or other person is the grantor’s or other person’s taxablereported on the grantor’s return had it
an exempt recipient for information income or tax; andbeen received directly by the grantor; and
reporting purposes, unless at least one • Informs the grantor or other person• Any deductions or credits that apply to
grantor or other person is not an exempt treated as the owner of the trust thatthis income. Report these deductions and
recipient and the trustee reports without those items must be included whencredits in the same detail as they would
treating any of the grantors or other figuring taxable income and credits on hisbe reported on the grantor’s return had
persons as exempt recipients. or her income tax return. This statementthey been received directly by the grantor.

satisfies the requirement to give theOptional Method 1. For a trust treatedThe income taxable to the grantor or recipient copies of the Forms 1099 filedas owned by one grantor or by one otheranother person under sections 671 by the trustee.person, the trustee must give all payers ofthrough 678 and the deductions and income during the tax year the name and Optional Method 3. For a trust treatedcredits that apply to that income must be taxpayer identification number (TIN) of as owned by two or more grantors orreported by that person on their own the grantor or other person treated as the other persons, the trustee must give allincome tax return. owner of the trust and the address of the payers of income during the tax year the
Example. The John Doe Trust is a trust. This method may be used only if the name, address, and TIN of the trust. The
grantor type trust. During the year, the owner of the trust provides the trustee trustee also must file with the IRS the
trust sold 100 shares of ABC stock for with a signed Form W-9, Request for appropriate Forms 1099 to report the
$1,010 in which it had a basis of $10 and Taxpayer Identification Number and income or gross proceeds paid to the
200 shares of XYZ stock for $10 in which Certification. In addition, unless the trust by all payers during the tax year
it had a $1,020 basis. grantor or other person treated as owner attributable to the part of the trust treated

of the trust is the trustee or a co-trustee of as owned by each grantor or otherThe trust does not report these
the trust, the trustee must give the grantor person, showing the trust as the payertransactions on Form 1041. Instead, a
or other person treated as owner of the and each grantor or other person treatedschedule is attached to the Form 1041
trust a statement that: as owner of the trust as the payee. Theshowing each stock transaction
• Shows all items of income, deduction, trustee must report each type of incomeseparately and in the same detail as John
and credit of the trust; in the aggregate and each item of grossDoe (grantor and owner) will need to
• Identifies the payer of each item of proceeds separately. The due date forreport these transactions on his Schedule
income; any Forms 1099 required to be filed withD (Form 1040). The trust may not net the
• Explains how the grantor or other the IRS by a trustee under this method iscapital gains and losses, nor may it issue
person treated as owner of the trust takes February 28, 2006 (March 31, 2006, ifJohn Doe a Schedule K-1 (Form 1041)
those items into account when figuring filed electronically).showing a $10 long-term capital loss.
the grantor’s or other person’s taxable

In addition, the trustee must give eachOptional Filing Methods for Certain income or tax; and
grantor or other person treated as ownerGrantor Type Trusts • Informs the grantor or other person
of the trust a statement that:treated as the owner of the trust thatGenerally, if a trust is treated as owned • Shows all items of income, deduction,those items must be included whenby one grantor or other person, the and credit of the trust attributable to thefiguring taxable income and credits on histrustee may choose Optional Method 1 or part of the trust treated as owned by theor her income tax return.Optional Method 2 as the trust’s method grantor or other person;

of reporting instead of filing Form 1041. A • Explains how the grantor or otherGrantor trusts that have not
husband and wife will be treated as one person treated as owner of the trust takesapplied for an EIN and are going
grantor for purposes of these two optional those items into account when figuringto file under Optional Method 1 do

TIP
methods if: the grantor’s or other person’s taxablenot need an EIN for the trust as long as• All of the trust is treated as owned by income or tax; andthey continue to report under that method.
the husband and wife, and • Informs the grantor or other personOptional Method 2. For a trust treated• The husband and wife file their income treated as the owner of the trust thatas owned by one grantor or by one othertax return jointly for that tax year. those items must be included whenperson, the trustee must give all payers of

Generally, if a trust is treated as figuring taxable income and credits on hisincome during the tax year the name,
owned by two or more grantors or other or her income tax return. This statementaddress, and TIN of the trust. The trustee
persons, the trustee may choose Optional satisfies the requirement to give thealso must file with the IRS the appropriate
Method 3 as the trust’s method of recipient copies of the Forms 1099 filedForms 1099 to report the income or gross
reporting instead of filing Form 1041. by the trustee.proceeds paid to the trust during the tax

Once you choose the trust’s filing year that shows the trust as the payer and Changing filing methods. A trustee who
method, you must follow the rules under the grantor or other person treated as previously had filed Form 1041 can
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change to one of the optional methods by Tax computation attachment. Attach to Record Layouts for the Form 1041, e-file
filing a final Form 1041 for the tax year the return the tax computation for the S Program, U.S. Income Tax Return for
that immediately precedes the first tax portion of the ESBT. Estates and Trusts for Tax Year 2005.
year for which the trustee elects to report To compute the tax on the S portion:
under one of the optional methods. On When To File• Treat that portion of the ESBT as if it
the front of the final Form 1041, the were a separate trust; For calendar year estates and trusts, filetrustee must write “Pursuant to section • Include only the income, losses, Form 1041 and Schedules K-1 on or1.671-4(g), this is the final Form 1041 for deductions, and credits allocated to the before April 17, 2006. For fiscal yearthis grantor trust,” and check the “Final ESBT as an S corporation shareholder estates and trusts, file Form 1041 by thereturn” box in item F. and gain or loss from the disposition of S 15th day of the 4th month following the

For more details on changing reporting corporation stock; close of the tax year. For example, an
methods, including changes from one • Aggregate items of income, losses, estate that has a tax year that ends on
optional method to another, see deductions, and credits allocated to the April 30, 2006, must file Form 1041 by
Regulations section 1.671-4(g). ESBT as an S corporation shareholder if August 15, 2006. If the due date falls on a

the S portion of the ESBT has stock inBackup withholding. The following Saturday, Sunday, or legal holiday, file on
more than one S corporation;grantor trusts are treated as payors for the next business day.
• Deduct state and local income taxespurposes of backup withholding.
and administrative expenses directly Private Delivery Services1. A trust established after 1995, all of
related to the S portion or allocated to the You can use certain private deliverywhich is owned by 2 or more grantors
S portion if the allocation is reasonable in services designated by the IRS to meet(treating spouses filing a joint return as 1
light of all the circumstances; the “timely mailing as timely filing/paying”grantor). • Do not claim a deduction for capital rule for tax returns and payments. These2. A trust with 10 or more grantors
losses in excess of capital gains; private delivery services include only theestablished after 1983 but before • Do not claim an income distribution following.1996.
deduction or an exemption amount; • DHL Worldwide Express (DHL): DHL
• Do not deduct interest on moneyFor 2006, the trustee must withhold Same Day Service, DHL Next Day 10:30
borrowed by the trust to buy S corporation28% of reportable payments made to any am, DHL Next Day 12:00 pm, DHL Next
stock;grantor who is subject to backup Day 3:00 pm, and DHL 2nd Day Service.
• Do not claim an exemption amount inwithholding. • Federal Express (FedEx): FedEx
figuring the alternative minimum tax; and Priority Overnight, FedEx StandardFor more information, see section • Do not use the tax rate schedule to Overnight, FedEx 2Day, FedEx3406 and its regulations. figure the tax. The tax is 35% of the S International Priority, and FedEx
portion’s taxable income except in figuringPooled Income Funds International First.
the maximum tax on qualified dividends • United Parcel Service (UPS): UPS NextIf you are filing for a pooled income fund,
and capital gains. Day Air, UPS Next Day Air Saver, UPSattach a statement to support the

2nd Day Air, UPS 2nd Day Air A.M., UPSfollowing: For additional information, see
Worldwide Express Plus, and UPS• The calculation of the yearly rate of Regulations section 1.641(c)-1.
Worldwide Express.return, Other information. When figuring the• The computation of the deduction for tax and DNI on the remaining (non-S) The private delivery service can telldistributions to the beneficiaries, and portion of the trust, disregard the S you how to get written proof of the mailing• The computation of any charitable corporation items. date.deduction.

Do not apportion to the beneficiariesYou do not have to complete Extension of Time To Fileany of the S corporation items.Schedules A or B of Form 1041. If more time is needed to file the estate or
If the ESBT consists entirely of stock inIf the fund has accumulations of trust return, use Form 7004, Application

one or more S corporations, do not makeincome, file Form 1041-A unless the fund for Automatic 6-Month Extension of Time
any entries on lines 1–22 of page 1.is required to distribute all of its net To File Certain Business Income Tax,
Instead:income to beneficiaries currently. Information, and Other Returns, to apply• Complete the entity portion; for an automatic 6-month extension ofYou must also file Form 5227, • Follow the instructions above for time to file.Split-Interest Trust Information Return, for figuring the tax on the S corporation

the pooled income fund. items; Period Covered• Carry the tax from line 7 of Schedule GElecting Small Business Trusts
to line 23 on page 1; and File the 2005 return for calendar yearSpecial rules apply when figuring the tax • Complete the rest of the return. 2005 and fiscal years beginning in 2005on the S portion of an electing small and ending in 2006. If the return is for aThe grantor portion (if any) of an ESBTbusiness trust (ESBT). The S portion of fiscal year or a short tax year (less thanwill follow the rules discussed underan ESBT is the portion of the trust that 12 months), fill in the tax year space atGrantor Type Trusts on page 5.consists of stock in one or more S the top of the form.corporations and is not treated as a

grantor type trust. The tax on the S Electronic Filing The 2005 Form 1041 may also be
portion: used for a tax year beginning in 2006 if:Qualified fiduciaries or transmitters may• Must be figured separately from the tax be able to file Form 1041 and related 1. The estate or trust has a tax year of
on the remainder of the ESBT (if any) and schedules electronically. If you wish to do less than 12 months that begins and ends
attached to the return, this, you must file Form 8633, Application in 2006, and• Is entered to the left of the Schedule G, to Participate in the IRS e-file Program. If 2. The 2006 Form 1041 is not
line 7, entry space preceded by “Sec. you file Form 1041 electronically, you available by the time the estate or trust is
641(c),” and must also file Form 8453-F, U.S. Estate required to file its tax return. However, the• Is included in the total tax on Schedule or Trust Income Tax Declaration and estate or trust must show its 2006 tax
G, line 7. Signature for Electronic Filing. For more year on the 2005 Form 1041 and

 The tax on the remainder (non-S details, get Pub. 1437, Procedures for the incorporate any tax law changes that are
portion) of the ESBT is figured in the 1041 e-file Program, and Pub. 1438, File effective for tax years beginning after
normal manner on Form 1041. Specifications, Validation Criteria, and December 31, 2005.
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(including any additional tax liability), orWho Must Sign Estimated Taxotherwise represent the estate or trust
Generally, an estate or trust must paybefore the IRS. If the fiduciary wants toFiduciary estimated income tax for 2006 if itexpand the paid preparer’s authorization,

The fiduciary, or an authorized expects to owe, after subtracting anysee Pub. 947, Practice Before the IRS
representative, must sign Form 1041. If withholding and credits, at least $1,000 inand Power of Attorney.
there are joint fiduciaries, only one is tax, and it expects the withholding andThe authorization cannot be revoked.required to sign the return. credits to be less than the smaller of:However, the authorization will

A financial institution that submitted 1. 90% of the tax shown on the 2006automatically end no later than the due
estimated tax payments for trusts for tax return, ordate (without regard to extensions) for
which it is the trustee must enter its 2. 100% of the tax shown on the 2005filing the estate’s or trust’s 2006 tax
employer identification number (EIN) in tax return (110% of that amount if thereturn.
the space provided for the EIN of the estate’s or trust’s adjusted gross income
fiduciary. Do not enter the EIN of the on that return is more than $150,000, andAccounting Methods
trust. For this purpose, a financial less than 2/3 of gross income for 2005 orFigure taxable income using the methodinstitution is one that maintains a 2006 is from farming or fishing).of accounting regularly used in keepingTreasury Tax and Loan account. If you the estate’s or trust’s books and records.are an attorney or other individual However, if a return was not filed forGenerally, permissible methods includefunctioning in a fiduciary capacity, leave 2005 or that return did not cover a full 12the cash method, the accrual method, orthis space blank. Do not enter your months, item 2 does not apply.any other method authorized by theindividual social security number (SSN). Internal Revenue Code. In all cases, the For this purpose, include householdIf you, as fiduciary, fill in Form 1041, method used must clearly reflect income. employment taxes in the tax shown onleave the Paid Preparer’s space blank. If Generally, the estate or trust may the tax return, but only if either of thesomeone prepares this return and does change its accounting method (for income following is true:not charge you, that person should not as a whole or for any material item) only • The estate or trust will have federalsign the return. by getting consent on Form 3115, income tax withheld for 2006 (see the

Application for Change in AccountingPaid Preparer instructions on page 20 for line 24e), or
Method. For more information, see Pub. • The estate or trust would be required toGenerally, anyone who is paid to prepare
538, Accounting Periods and Methods. make estimated tax payments for 2006a tax return must sign the return and fill in

even if it did not include householdthe other blanks in the Paid Preparer’s Accounting Periods employment taxes when figuringUse Only area of the return.
estimated tax.For a decedent’s estate, the moment ofThe person required to sign the return

death determines the end of themust: Exceptionsdecedent’s tax year and the beginning of• Complete the required preparer
Estimated tax payments are not requiredthe estate’s tax year. As executor orinformation,
from:administrator, you choose the estate’s tax• Sign it in the space provided for the

period when you file its first income tax 1. An estate of a domestic decedentpreparer’s signature (a facsimile signature
return. The estate’s first tax year may be or a domestic trust that had no tax liabilityis acceptable), and
any period of 12 months or less that ends for the full 12-month 2005 tax year;• Give you a copy of the return for your
on the last day of a month. If you select 2. A decedent’s estate for any taxrecords.
the last day of any month other than year ending before the date that is 2Paid Preparer Authorization December, you are adopting a fiscal tax years after the decedent’s death; or
year.If the fiduciary wants to allow the IRS to 3. A trust that was treated as owned

discuss the estate’s or trust’s 2005 tax by the decedent if the trust will receive theTo change the accounting period of an
return with the paid preparer who signed residue of the decedent’s estate underestate, get Form 1128, Application To
it, check the “Yes” box in the signature the will (or if no will is admitted to probate,Adopt, Change, or Retain a Tax Year.
area of the return. This authorization the trust primarily responsible for payingGenerally, a trust must adopt a
applies only to the individual whose debts, taxes, and expenses ofcalendar year. The following trusts are
signature appears in the “Paid Preparer’s administration) for any tax year endingexempt from this requirement:
Use Only” section of the estate’s or trust’s before the date that is 2 years after the• A trust that is exempt from tax under
return. It does not apply to the firm, if any, decedent’s death.section 501(a);
shown in that section. • A charitable trust described in section

If the “Yes” box is checked, the For more information, see Form4947(a)(1); and
fiduciary is authorizing the IRS to call the 1041-ES, Estimated Income Tax for• A trust that is treated as wholly owned
paid preparer to answer any questions Estates and Trusts.by a grantor under the rules of sections
that may arise during the processing of 671 through 679.
the estate’s or trust’s return. The fiduciary Electronic Deposits
is also authorizing the paid preparer to: Rounding Off to Whole A financial institution that maintains a
• Give the IRS any information that is Treasury Tax and Loan (TT&L) account,Dollarsmissing from the estate’s or trust’s return, and acts as a fiduciary for at least 200
• Call the IRS for information about the You may round off cents to whole dollars taxable trusts that are required to pay
processing of the estate’s or trust’s return on the estate’s or trust’s return and estimated tax, may be required to deposit
or the status of its refund or payment(s), schedules. If you do round to whole the estimated tax payments electronically
and dollars, you must round all amounts. To using the Electronic Federal Tax Payment
• Respond to certain IRS notices that the round, drop amounts under 50 cents and System (EFTPS). The electronic deposit
fiduciary has shared with the preparer increase amounts from 50 to 99 cents to requirement applies in 2006 if:
about math errors, offsets, and return the next dollar. For example, $1.39 • The total deposits of depository taxes
preparation. The notices will not be sent becomes $1 and $2.50 becomes $3. (such as estimated, employment, or
to the preparer. If you have to add two or more excise tax) in 2005 were more than

The fiduciary is not authorizing the amounts to figure the amount to enter on $200,000, or
paid preparer to receive any refund a line, include cents when adding the • The fiduciary (on behalf of a trust) was
check, bind the estate or trust to anything amounts and round off only the total. required to use EFTPS in 2005.
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If the fiduciary is required to use Guide, for more details, including theLate Payment of Tax
EFTPS on behalf of a trust and fails to do definition of responsible persons.Generally, the penalty for not paying tax
so, it may be subject to a 10% penalty. when due is 1/2 of 1% of the unpaid Other Penalties

A fiduciary that is not required to make amount for each month or part of a month Other penalties can be imposed forelectronic deposits of estimated tax on it remains unpaid. The maximum penalty negligence, substantial understatement ofbehalf of a trust may either use the is 25% of the unpaid amount. The penalty tax, and fraud. See Pub. 17, Your Federalpayment vouchers (see Form 1041-ES) applies to any unpaid tax on the return. Income Tax, for details on theseor voluntarily participate in EFTPS. To Any penalty is in addition to interest penalties.enroll in or get more information about charges on late payments.
EFTPS, call 1-800-555-4477. Other Forms That May BeIf you include interest or either ofDepositing on time. For deposits made

these penalties with your Requiredby EFTPS to be on time, the fiduciary
payment, identify and enter these

TIP
must initiate the transaction at least 1 Forms W-2 and W-3, Wage and Taxamounts in the bottom margin of Formbusiness day before the date the deposit Statement; and Transmittal of Wage and1041, page 1. Do not include the interestis due. Tax Statements.or penalty amount in the balance of tax

Form 56, Notice Concerning FiduciarySection 643(g) Election due on line 27.
Relationship. You must notify the IRS ofFiduciaries of trusts that pay estimated
the creation or termination of a fiduciaryFailure To Provide Informationtax may elect under section 643(g) to
relationship. You may use Form 56 toTimelyhave any portion of their estimated tax
provide this notice to the IRS.payments allocated to any of the You must provide Schedule K-1 (Form

Form 706, United States Estate (andbeneficiaries. 1041), on or before the day you are
Generation-Skipping Transfer) Taxrequired to file Form 1041, to eachThe fiduciary of a decedent’s estate
Return; or Form 706-NA, United Statesbeneficiary who receives a distribution ofmay make a section 643(g) election only
Estate (and Generation-Skippingproperty or an allocation of an item of thefor the final year of the estate.
Transfer) Tax Return, Estate ofestate. You make the election by filing Form nonresident not a citizen of the United

1041-T, Allocation of Estimated Tax For each failure to provide Schedule States.
Payments to Beneficiaries, by the 65th K-1 to a beneficiary when due and each Form 706-GS(D), Generation-Skippingday after the close of the estate’s or failure to include on Schedule K-1 all the Transfer Tax Return for Distributions.trust’s tax year. Then, you include that information required to be shown (or the

Form 706-GS(D-1), Notification ofamount on the Schedule K-1 for the inclusion of incorrect information), a $50
Distribution From a Generation-Skippingbeneficiary(ies) for whom you elected it. penalty may be imposed with regard to
Trust.each Schedule K-1 for which a failureFailure to make a timely election will

occurs. The maximum penalty is Form 706-GS(T), Generation-Skippingresult in the estimated tax payments not
$100,000 for all such failures during a Transfer Tax Return for Terminations.being transferred to the beneficiary(ies)
calendar year. If the requirement to reporteven if you entered the amount you Form 709, United States Gift (and
information is intentionally disregarded,wanted transferred on Schedule K-1. Generation-Skipping Transfer) Tax
each $50 penalty is increased to $100 or, Return.See the instructions for line 24b on
if greater, 10% of the aggregate amountpage 20 for more details. Form 720, Quarterly Federal Exciseof items required to be reported, and the

Tax Return. Use Form 720 to report$100,000 maximum does not apply.Interest and Penalties environmental excise taxes,
The penalty will not be imposed if the communications and air transportation

Interest fiduciary can show that not providing taxes, fuel taxes, luxury tax on passenger
information timely was due to reasonable vehicles, manufacturers’ taxes, shipInterest is charged on taxes not paid by
cause and not due to willful neglect. passenger tax, and certain other excisethe due date, even if an extension of time

taxes.to file is granted.
Underpaid Estimated Tax Caution: See Trust Fund RecoveryInterest is also charged on penalties
If the fiduciary underpaid estimated tax, Penalty above.imposed for failure to file, negligence,
use Form 2210, Underpayment offraud, substantial valuation Form 926, Return by a U.S. TransferorEstimated Tax by Individuals, Estates,misstatements, substantial of Property to a Foreign Corporation. Useand Trusts, to figure any penalty. Enterunderstatements of tax, and reportable this form to report certain informationthe amount of any penalty on line 26,transaction understatements. Interest is required under section 6038B.Form 1041.charged on the penalty from the due date

Form 940 or Form 940-EZ, Employer’sof the return (including extensions). The
Annual Federal Unemployment (FUTA)Trust Fund Recovery Penaltyinterest charge is figured at a rate
Tax Return. The estate or trust may beThis penalty may apply if certain excise,determined under section 6621.
liable for FUTA tax and may have to fileincome, social security, and Medicare
Form 940 or 940-EZ if it paid wages ofLate Filing of Return taxes that must be collected or withheld
$1,500 or more in any calendar quarterThe law provides a penalty of 5% of the are not collected or withheld, or these
during the calendar year (or the precedingtax due for each month, or part of a taxes are not paid. These taxes are
calendar year) or one or more employeesmonth, the return is not filed up to a generally reported on Forms 720, 941,
worked for the estate or trust for somemaximum of 25% of the tax due (15% for 943, or 945. The trust fund recovery
part of a day in any 20 different weekseach month, or part of a month, up to a penalty may be imposed on all persons
during the calendar year (or the precedingmaximum of 75% if the failure to file is who are determined by the IRS to have
calendar year).fraudulent). If the return is more than 60 been responsible for collecting,

days late, the minimum penalty is the accounting for, or paying over these Form 941, Employer’s Quarterly
smaller of $100 or the tax due. The taxes, and who acted willfully in not doing Federal Tax Return. Employers must file
penalty will not be imposed if you can so. The penalty is equal to the unpaid this form quarterly to report income tax
show that the failure to file on time was trust fund tax. See the instructions for withheld on wages and employer and
due to reasonable cause. If the failure is Form 720, Pub. 15 (Circular E), employee social security and Medicare
due to reasonable cause, attach an Employer’s Tax Guide, or Pub. 51 taxes. Agricultural employers must file
explanation to the return. (Circular A), Agricultural Employer’s Tax Form 943, Employer’s Annual Federal
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Tax Return for Agricultural Employees, Notice 2005-17, 2005-8 I.R.B. 606, and a. Immediately after the contribution,
instead of Form 941, to report income tax Notice 2005-22, 2005-12 I.R.B. 756. the estate or trust owned, directly or
withheld and employer and employee indirectly, at least a 10% interest in theForm 8275, Disclosure Statement. Filesocial security and Medicare taxes on foreign partnership orForm 8275 to disclose items or positions,farmworkers. b. The fair market value of theexcept those contrary to a regulation, that property the estate or trust contributed toCaution: See Trust Fund Recovery are not otherwise adequately disclosed the foreign partnership in exchange for aPenalty above. on a tax return. The disclosure is made to partnership interest, when added to otheravoid parts of the accuracy-relatedForm 945, Annual Return of Withheld contributions of property made to thepenalty imposed for disregard of rules orFederal Income Tax. Use this form to foreign partnership during the precedingsubstantial understatement of tax. Formreport income tax withheld from 12-month period, exceeds $100,000.8275 is also used for disclosures relatingnonpayroll payments, including pensions,

to preparer penalties for understatementsannuities, IRAs, gambling winnings, and Also, the estate or trust may have to
due to unrealistic positions or disregard ofbackup withholding. file Form 8865 to report certain
rules.Caution: See Trust Fund Recovery dispositions by a foreign partnership of

Penalty above. property it previously contributed to thatForm 8275-R, Regulation Disclosure
foreign partnership if it was a partner atStatement, is used to disclose any itemForm 1040, U.S. Individual Income
the time of the disposition.on a tax return for which a position hasTax Return.

been taken that is contrary to Treasury For more details, including penaltiesForm 1040NR, U.S. Nonresident Alien
regulations. for failing to file Form 8865, see FormIncome Tax Return.

8865 and its separate instructions.Forms 8288 and 8288-A, U.S.Form 1041-A, U.S. Information
Withholding Tax Return for Dispositions Tax shelter disclosure statement. UseReturn— Trust Accumulation of
by Foreign Persons of U.S. Real Property Form 8886, Reportable TransactionCharitable Amounts.
Interests; and Statement of Withholding Disclosure Statement, to discloseForms 1042 and 1042-S, Annual
on Dispositions by Foreign Persons of information for each reportableWithholding Tax Return for U.S. Source
U.S. Real Property Interests. Use these transaction in which the trust participated,Income of Foreign Persons; and Foreign
forms to report and transmit withheld tax directly or indirectly. Form 8886 must bePerson’s U.S. Source Income Subject to
on the sale of U.S. real property by a filed for each tax year that the federalWithholding. Use these forms to report
foreign person. Also, use these forms to income tax liability of the estate or trust isand transmit withheld tax on payments or
report and transmit tax withheld from affected by its participation in thedistributions made to nonresident alien
amounts distributed to a foreign transaction. The estate or trust may haveindividuals, foreign partnerships, or
beneficiary from a “U.S. real property to pay a penalty if it has a requirement toforeign corporations to the extent such
interest account” that a domestic estate or file Form 8886 but you fail to file it. Thepayments or distributions constitute gross
trust is required to establish under following are reportable transactions.income from sources within the United
Regulations section 1.1445-5(c)(1)(iii). • Any transaction the same as orStates that is not effectively connected

substantially similar to tax avoidancewith a U.S. trade or business. For more Form 8300, Report of Cash Payments transactions identified by the IRS.information, see sections 1441 and 1442, Over $10,000 Received in a Trade or • Any transaction offered underand Pub. 515, Withholding of Tax on Business. Generally, this form is used to conditions of confidentiality.Nonresident Aliens and Foreign Entities. report the receipt of more than $10,000 in • Any transaction for which the estate orcash or foreign currency in oneForms 1099-A, B, INT, LTC, MISC, trust has contractual protection againsttransaction (or a series of relatedOID, R, S, and SA. You may have to file disallowance of the tax benefits.transactions).these information returns to report • Any transaction resulting in a loss of atacquisitions or abandonments of secured Form 8855, Election To Treat a least $2 million in any single year or $4property; proceeds from broker and barter Qualified Revocable Trust as Part of an million in any combination of yearsexchange transactions; interest Estate. This election allows a qualified ($50,000 in any single year if the loss ispayments; payments of long-term care revocable trust to be treated and taxed generated by a section 988 transaction).and accelerated death benefits; (for income tax purposes) as part of its • Any transaction resulting in a book-taxmiscellaneous income payments; original related estate during the election period. difference of more than $10 million on aissue discount; distributions from gross basis.pensions, annuities, retirement or Form 8865, Return of U.S. Persons • Any transaction resulting in a tax creditprofit-sharing plans, IRAs (including With Respect to Certain Foreign of more than $250,000, if the estate orSEPs, SIMPLEs, Roth IRAs, Roth Partnerships. The estate or trust may trust held the asset generating the creditConversions, and IRA have to file Form 8865 if it: for less than 45 days.recharacterizations), Coverdell ESAs, 1. Controlled a foreign partnership
See the Instructions for Form 8886 forinsurance contracts, etc.; proceeds from (that is, owned more than a 50% direct or

more details and exceptions.real estate transactions; and distributions indirect interest in a foreign partnership);
from an HSA, Archer MSA or Medicare 2. Owned at least a 10% direct or
Advantage MSA . Assembly andindirect interest in a foreign partnership

Also, use certain of these returns to while U.S. persons controlled that Attachments
report amounts received as a nominee on partnership;

Assemble any schedules, forms and/orbehalf of another person, except amounts 3. Had an acquisition, disposition, or
attachments behind Form 1041 in thereported to beneficiaries on Schedule K-1 change in proportional interest in a
following order:(Form 1041). foreign partnership that:

1. Schedule D (Form 1041),Form 8264, Application for a. Increased its direct interest to at
2. Schedule H (Form 1040),Registration of a Tax Shelter. Until further least 10%;
3. Form 4136,guidance is issued, material advisors who b. Reduced its direct interest of at
4. All other schedules and forms, andprovide material aid, assistance, or advice least 10% to less than 10%; or
5. All attachments.with respect to any reportable transaction c. Changed its direct interest by at

must use Form 8264 to disclose least a 10% interest.
Attachmentsreportable transactions in accordance 4. Contributed property to a foreign

with interim guidance provided in Notice partnership in exchange for a partnership If you need more space on the forms or
2004-80, 2004-50, I.R.B. 963, interest if: schedules, attach separate sheets. Use
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the same size and format as on the income) and before the case is closed,When To File
printed forms. But show the totals on the dismissed, or converted to a case under aFile Form 1041 on or before the 15th day
printed forms. different chapter and (b) propertyof the 4th month following the close of the

described in section 541 of title 11 of thetax year. Use Form 7004 to apply for anAttach these separate sheets after all U.S. Code and income earned therefromextension of time to file.the schedules and forms. Enter the that the debtor acquires after theestate’s or trust’s EIN on each sheet. beginning of the case and before the caseDisclosure of Return
Do not file a copy of the decedent’s will is closed, dismissed or converted. IfInformation

or the trust instrument unless the IRS section 1115 of title 11 of the U.S. Code
Under section 6103(e)(5), tax returns ofrequests it. applies, the bankruptcy estate’s gross
individual debtors who have filed for income includes, as described above, (a)
bankruptcy under chapters 7 or 11 of title the debtor’s earnings from servicesAdditional Information 11 are, upon written request, open to performed after the beginning of the caseThe following publications may assist you inspection by or disclosure to the trustee. and (b) the income from propertyin preparing Form 1041. The returns subject to disclosure to the acquired after the beginning of the case.

Pub. 550, Investment Income and trustee are those for the year the The income from property owned by
Expenses, and Pub. 559, Survivors, bankruptcy begins and prior years. Use the debtor when the case began is also
Executors, and Administrators. Form 4506, Request for Copy of Tax included in the bankruptcy estate’s gross

Return, to request copies of the individual income. However, if this property is
debtor’s tax returns. exempted from the bankruptcy estate or

is abandoned by the trustee orIf the bankruptcy case was notOf Special Interest to
debtor-in-possession, the income fromvoluntary, disclosure cannot be madeBankruptcy Trustees and the property is not included in thebefore the bankruptcy court has entered
bankruptcy estate’s gross income. Alsoan order for relief, unless the court rulesDebtors-in-Possession
included in income is gain from the sale ofthat the disclosure is needed for
the bankruptcy estate’s property. Todetermining whether relief should beTaxation of Bankruptcy Estates
figure gain, the trustee orordered.of an Individual
debtor-in-possession must determine the

The bankruptcy estate that is created Transfer of Tax Attributes From correct basis of the property.
when an individual debtor files a petition the Individual Debtor to the To determine whether any amountunder either chapter 7 or 11 of title 11 of Bankruptcy Estate paid or incurred by the bankruptcy estatethe U.S. Code is treated as a separate

is allowable as a deduction or credit, or isThe bankruptcy estate succeeds to thetaxable entity. The bankruptcy estate is
treated as wages for employment taxfollowing tax attributes of the individualadministered by a trustee or a
purposes, treat the amount as if it weredebtor:debtor-in-possession. If the case is later
paid or incurred by the individual debtor indismissed by the bankruptcy court, the 1. Net operating loss (NOL)
the same trade or business or otherindividual debtor is treated as if the carryovers;
activity the debtor engaged in before thebankruptcy petition had never been filed. 2. Charitable contributions carryovers;
bankruptcy proceedings began.3. Recovery of tax benefit items;A separate taxable entity is not created

4. Credit carryovers; Administrative expenses. Theif a partnership or corporation files a
5. Capital loss carryovers; bankruptcy estate is allowed a deductionpetition under any chapter of title 11 of
6. Basis, holding period, and for any administrative expense allowedthe U.S. Code.

character of assets; under section 503 of title 11 of the U.S.
7. Method of accounting; Code, and any fee or charge assessedWho Must File
8. Unused passive activity losses; under chapter 123 of title 28 of the U.S.Every trustee (or debtor-in-possession)
9. Unused passive activity credits; Code, to the extent not disallowed underfor an individual’s bankruptcy estate

and an Internal Revenue Code provision (forunder chapter 7 or 11 of title 11 of the
10. Unused section 465 losses. example, section 263, 265, or 275).U.S. Code must file a return if the

Administrative expense loss. Whenbankruptcy estate has gross income of
Income, Deductions, and figuring a net operating loss, nonbusiness$8,200 or more for tax years beginning in

deductions (including administrativeCredits2005.
expenses) are limited under sectionUnder section 1398(c), the taxableFailure to do so may result in an 172(d)(4) to the bankruptcy estate’sincome of the bankruptcy estate generallyestimated Request for Administrative nonbusiness income. The excessis figured in the same manner as anExpenses being filed by the IRS in the nonbusiness deductions are anindividual. The gross income of thebankruptcy proceeding or a motion to administrative expense loss that may bebankruptcy estate includes any incomecompel filing of the return. carried back to each of the 3 precedingincluded in property of the estate as
tax years and forward to each of the 7The filing of a tax return for the defined in title 11 sections 541 and 1115.
succeeding tax years of the bankruptcybankruptcy estate does not relieve Section 1115 was added to title 11 of the
estate. The amount of an administrativethe individual debtor of his or her U.S. Code by the Bankruptcy AbuseCAUTION

!
expense loss that may be carried to any(or their) individual tax obligations. Prevention and Consumer Protection Act
tax year is determined after the netof 2005. Section 1115 of title 11 of the
operating loss deductions allowed for thatEmployer Identification Number U.S. Code expands the definition of
year. An administrative expense loss isEvery bankruptcy estate of an individual property of the estate in chapter 11 cases
allowed only to the bankruptcy estate andrequired to file a return must have its own filed by individuals after October 16,
cannot be carried to any tax year of theEIN. The SSN of the individual debtor 2005, and in chapter 11 cases begun by
individual debtor.cannot be used as the EIN for the creditors against an individual debtor

bankruptcy estate. (involuntary cases) after that date. Under Carryback of net operating losses and
section 1115 of title 11 of the U.S. Code, credits. If the bankruptcy estate itself

Accounting Period property of the bankruptcy estate includes incurs a net operating loss (apart from
A bankruptcy estate is allowed to have a (a) earnings from services performed by losses carried forward to the estate from
fiscal year. The period can be no longer the debtor after the beginning of the case the individual debtor), it can carry back its
than 12 months. (both wages and self-employment net operating losses not only to previous
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tax years of the bankruptcy estate, but application or within any additional time Employer Identification Number, that you
also to tax years of the individual debtor permitted by the bankruptcy court. used to apply for the EIN. If the name of
prior to the year in which the bankruptcy the trust was changed during the tax yearSee Rev. Proc. 81-17, 1981-1 C.B.
proceedings began. Excess credits, such for which you are filing, enter the trust’s688.
as the foreign tax credit, also may be new name and check the Change in
carried back to pre-bankruptcy years of trust’s name box in item F.Special Filing Instructions for
the individual debtor. Bankruptcy Estates If a grantor type trust (discussed
Exemption. For tax years beginning in below), write the name, identificationUse Form 1041 only as a transmittal for
2005, a bankruptcy estate is allowed a number, and address of the grantor(s) orForm 1040. In the top margin of Form
personal exemption of $3,200. other owner(s) in parentheses after the1040 write “Attachment to Form 1041. DO

name of the trust.NOT DETACH.” Attach Form 1040 toStandard deduction. For tax years
Form 1041. Complete only thebeginning in 2005, a bankruptcy estate
identification area at the top of Form Name and Title ofthat does not itemize deductions is
1041. Enter the name of the individualallowed a standard deduction of $5,000. Fiduciarydebtor in the following format: “John Q.Discharge of indebtedness. In a title 11 Enter the name and title of the fiduciary. IfPublic Bankruptcy Estate.” Beneath, entercase, gross income does not include the name entered is different than thethe name of the trustee in the followingamounts that normally would be included name on the prior year’s return, seeformat: “Avery Snow, Trustee.” In item D,in gross income resulting from the Change in Fiduciary’s Name and Changeenter the date the petition was filed or thedischarge of indebtedness. However, any in Fiduciary on page 14.date of conversion to a chapter 7 or 11amounts excluded from gross income
case.must be applied to reduce certain tax Addressattributes in a certain order. Attach Form Enter on Form 1041, line 23, the total

Include the suite, room, or other unit982, Reduction of Tax Attributes Due to tax from line 63 of Form 1040. Complete
number after the street address. If theDischarge of Indebtedness, to show the lines 24 through 29 of Form 1041, and
Post Office does not deliver mail to thereduction of tax attributes. sign and date it.
street address and the fiduciary has a

In a chapter 11 case filed after OctoberTax Rate Schedule P.O. box, show the box number instead.
16, 2005, the bankruptcy estate’s grossFigure the tax for the bankruptcy estate If you want a third party (such as anincome may be affected by section 1115using the tax rate schedule below. Enter accountant or an attorney) to receive mailof title 11 of the U.S. Code. See Income,the tax on Form 1040, line 44. for the estate or trust, enter on the streetDeductions, and Credits above. The

address line “C/O” followed by the thirddebtor may receive a Form W-2,If taxable income is:
party’s name and street address or P.O.Of the 1099-INT, 1099-DIV, or 1099-MISC orBut not box.Over — The tax is: amount other information return reporting wagesover — over — or other income to the debtor for the If the estate or trust has had a change$0 $7,300 10% $0 entire year, even though some or all of of address (including a change to an “in7,300 29,700 $730.00 + 15% 7,300

this income is includible in the bankruptcy care of” name and address) and did not29,700 59,975 4,090.00 + 25% 29,700
estate’s gross income under section 111559,975 91,400 11,658.75 + 28% 59,975 file Form 8822, Change of Address,

91,400 163,225 20,457.75 + 33% 91,400 of title 11 of the U.S. Code. If this check the Change in fiduciary’s address
163,225 ------ 44,160.00 + 35% 163,225 happens, the income reported to the box in item F.

debtor on the Form W-2, 1099 or other If the estate or trust has a change ofPrompt Determination of Tax information return (and the withheld mailing address (including a new ‘‘in careLiability income tax shown on these forms) must of’’ name and address) after filing its
be reasonably allocated between theTo request a prompt determination of the return, file Form 8822 to notify the IRS of
debtor and the bankruptcy estate. Thetax liability of the bankruptcy estate, the the change.
debtor-in-possession (or the chapter 11trustee or debtor-in-possession must file a
trustee, if one was appointed) must attachwritten application for the determination A. Type of Entitya schedule that shows (a) all the incomewith the IRS. Send the request to the Check the appropriate box that describesreported on the Form W-2, 1099, or otherCentralized Insolvency Operation, P.O. the entity for which you are filing theinformation return (b) the portion of thisBox 21126, Philadelphia, PA 19114 return.income includible in the bankruptcy(marked for the “Personal Attention of the
estate’s gross income and (c) all the If only a portion of a trust is a grantorInsolvency Function”). The application
withheld income tax, if any, and the type trust or if only a portion of an electingmust be submitted in duplicate and
portion of withheld tax reasonably small business trust is the S portion, thenexecuted under the penalties of perjury.
allocated to the bankruptcy estate. Also, more then one box can be checked.The trustee or debtor-in-possession must
the debtor-in-possesion (or the chapter 11submit with the application an exact copy There are special filingtrustee, if one was appointed) must attachof the return (or returns) filed by the requirements for grantor typea copy of the Form W-2, if any, issued totrustee with the IRS for a completed tax trusts, pooled income funds,CAUTION

!
the debtor for the tax year if the Form W-2period, and a statement of the name and electing small business trusts, andreports wages to the debtor and some orlocation of the office where the return was bankruptcy estates. See Special Filingall of the wages are includible in thefiled. The envelope should be marked, Instructions for Grantor Type Trusts,bankruptcy estate’s gross income“Request for Prompt Determination.” Pooled Income Funds, and Electing Smallbecause of section 1115 of title 11 of theThe IRS will notify the trustee or Business Trusts on page 5, or Of SpecialU.S. Code.debtor-in-possession within 60 days from Interest to Bankruptcy Trustees and

receipt of the application whether the Debtors-in-Possession on page 11.
return filed by the trustee or

Decedent’s Estatedebtor-in-possession has been selected Specific Instructions
for examination or has been accepted as An estate of a deceased person is a
filed. If the return is selected for taxable entity separate from the
examination, it will be examined as soon decedent. It generally continues to existName of Estate or Trustas possible. The IRS will notify the trustee until the final distribution of the assets of
or debtor-in-possession of any tax due Copy the exact name of the estate or trust the estate is made to the heirs and other
within 180 days from receipt of the from the Form SS-4, Application for beneficiaries. The income earned from
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the property of the estate during the Mortgage pools. The trustee of a C. Employer Identificationperiod of administration or settlement mortgage pool, such as the Federal
must be accounted for and reported by National Mortgage Association, collects Number
the estate. principal and interest payments on each Every estate or trust that is required to file

mortgage and makes distributions to the Form 1041 must have an EIN. An EINSimple Trust certificate holders. Each pool is may be applied for:A trust may qualify as a simple trust if: considered a grantor type trust, and each • Online by clicking on the EIN link at
1. The trust instrument requires that certificate holder is treated as the owner www.irs.gov/businesses/small. The EIN is

all income must be distributed currently; of an undivided interest in the entire trust issued immediately once the application
2. The trust instrument does not under the grantor trust rules. Certificate information is validated.

provide that any amounts are to be paid, holders must report their proportionate • By telephone at 1-800-829-4933 from
permanently set aside, or used for share of the mortgage interest and other 8:00 a.m. to 8:00 p.m. in the fiduciary’s
charitable purposes; and items of income on their individual tax local time zone.

3. The trust does not distribute returns. • By mailing or faxing Form SS-4,
amounts allocated to the corpus of the Application for Employer Identification

Pre-need funeral trusts. Thetrust. Number.
purchasers of pre-need funeral services If the estate or trust has not received its
are the grantors and the owners ofComplex Trust EIN by the time the return is due, write
pre-need funeral trusts established under “Applied for” in the space for the EIN. ForA complex trust is any trust that does not state laws. See Rev. Rul. 87-127, 1987-2 more details, see Pub. 583, Starting aqualify as a simple trust as explained C.B. 156. However, the trustees of Business and Keeping Records.above.
pre-need funeral trusts can elect to file

If you are filing a return for a mortgagethe return and pay the tax for qualifiedQualified Disability Trust
pool,  such as one created under thefuneral trusts. For more information, seeA qualified disability trust is any mortgage-backed security programsForm 1041-QFT, U.S. Income Tax Returnnongrantor trust: administered by the Federal Nationalfor Qualified Funeral Trusts.1. Described in 42 U.S.C. Mortgage Association (“Fannie Mae”) or

1396p(c)(2)(B)(iv) and established solely the Government National MortgageNonqualified deferred compensation
for the benefit of an individual under 65 Association (“Ginnie Mae”), the EIN staysplans. Taxpayers may adopt and
years of age who is disabled, and with the pool if that pool is traded frommaintain grantor trusts in connection with

2. All the beneficiaries of which are one financial institution to another.nonqualified deferred compensation plans
determined by the Commissioner of (sometimes referred to as “rabbi trusts”).
Social Security to have been disabled for Rev. Proc. 92-64, 1992-2 C.B. 422, D. Date Entity Created
some part of the tax year within the provides a “model grantor trust” for use in Enter the date the trust was created, or, ifmeaning of 42 U.S.C. 1382c(a)(3). rabbi trust arrangements. The procedure a decedent’s estate, the date of the

also provides guidance for requesting decedent’s death.A trust will not fail to meet 2 above just rulings on the plans that use these trusts.because the trust’s corpus may revert to a
person who is not disabled after the trust E. Nonexempt CharitableBankruptcy Estateceases to have any disabled and Split-Interest TrustsA chapter 7 or 11 bankruptcy estate is abeneficiaries.

separate and distinct taxable entity from Section 4947(a)(1) TrustESBT (S Portion Only) the individual debtor for federal income
Check this box if the trust is a nonexemptThe S portion of an electing small tax purposes. See Of Special Interest to
charitable trust within the meaning ofbusiness trust (ESBT) is the portion of the Bankruptcy Trustees and
section 4947(a)(1).trust that consists of S corporation stock Debtors-in-Possession on page 11.

and that is not treated as owned by the A nonexempt charitable trust is a trust:
For more information, see sectiongrantor or another person. See page 7 of • That is not exempt from tax under

1398 and Pub. 908, Bankruptcy Taxthe instructions for more information section 501(a);
Guide.about an ESBT. • In which all of the unexpired interests

are devoted to one or more charitableGrantor Type Trust Pooled Income Fund purposes described in sectionA grantor type trust is a legal trust under A pooled income fund is a split-interest 170(c)(2)(B); andapplicable state law that is not recognized trust with a remainder interest for a public • For which a deduction was allowedas a separate taxable entity for income under section 170 (for individualcharity and a life income interest retainedtax purposes because the grantor or other taxpayers) or similar Code section forby the donor or for another person. Thesubstantial owners have not relinquished personal holding companies, foreignproperty is held in a pool with othercomplete dominion and control over the personal holding companies, or estates orpooled income fund property and doestrust. trusts (including a deduction for estate ornot include any tax-exempt securities.
Generally, for transfers made in trust gift tax purposes).The income for a retained life interest is

after March 1, 1986, the grantor is treated figured using the yearly rate of return Nonexempt charitable trust treated asas the owner of any portion of a trust in earned by the trust. See section 642(c) a private foundation. If a nonexemptwhich he or she has a reversionary and the related regulations for more charitable trust is treated as though itinterest in either the income or corpus information. were a private foundation under sectiontherefrom, if, as of the inception of that
509, then the fiduciary must file Formportion of the trust, the value of the
990-PF, Return of Private Foundation, inreversionary interest is more than 5% of B. Number of Schedules addition to Form 1041.the value of that portion. Also, the grantor K-1 Attachedis treated as holding any power or interest If a nonexempt charitable trust is

Every trust or decedent’s estate claimingthat was held by either the grantor’s treated as though it were a private
an income distribution deduction on pagespouse at the time that the power or foundation, and it has no taxable income
1, line 18, must enter the number ofinterest was created or who became the under Subtitle A, it may file Form 990-PF
Schedules K-1 (Form 1041) that aregrantor’s spouse after the creation of that instead of Form 1041 to meet its section
attached to Form 1041.power or interest. 6012 filing requirement. But, be sure to
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answer Statement 13, on Part VII-A of first return being filed) files the currentF. Initial Return, AmendedForm 990-PF. year’s return and changed the address on
the return (including a change to an ‘‘inReturn, etc.Excise taxes. If a nonexempt
care of’’ name and address) and did notcharitable trust is treated as a private
report the change on Form 8822, checkAmended Returnfoundation, then it is subject to the same
this box.excise taxes under chapters 41 and 42 If you are filing an amended Form 1041:

If the address shown on Form 1041that a private foundation is subject to. If • Check the “Amended return” box,
changes after you file the form (includingthe nonexempt charitable trust is liable for • Complete the entire return,
a change to an ‘‘in care of’’ name andany of these taxes (except the section • Correct the appropriate lines with the
address) file Form 8822 to notify the IRS4940 tax), then it reports these taxes on new information, and
of the change.Form 4720, Return of Certain Excise • Refigure the estate’s or trust’s tax

Taxes on Charities and Other Persons liability.
Under Chapters 41 and 42 of the Internal G. Pooled MortgageIf the total tax on line 23 is larger on
Revenue Code. Taxes paid by the trust the amended return than on the original Accounton Form 4720 or on Form 990-PF (the return, you generally should pay the If you bought a pooled mortgage accountsection 4940 tax) cannot be taken as a difference with the amended return. during the year and still have that pool atdeduction on Form 1041. However, you should adjust this amount if the end of the tax year, check thethere is any increase or decrease in theNot a Private Foundation “Bought” box and enter the date oftotal payments shown on line 25. purchase. If you sold a pooled mortgageCheck this box if the nonexempt

Attach a sheet that explains the reason account that was purchased during this,charitable trust (section 4947(a)(1)) is not
for the amendments and identifies the or a previous, tax year, check the “Sold”treated as a private foundation under
lines and amounts being changed on the box and enter the date of sale. If yousection 509. For more information, see
amended return. neither bought nor sold a pooledRegulations section 53.4947-1.

mortgage account, skip this item.Amended Schedule K-1 (Form 1041). IfOther returns that must be filed. If a
the amended return results in a change tononexempt charitable trust is not treated
income, or a change in distribution of any Incomeas though it were a private foundation, the
income or other information provided to afiduciary must file, in addition to Form Special Rule for Blind Trustbeneficiary, an amended Schedule K-11041, Form 990 (or Form 990-EZ), Return
(Form 1041) must also be filed with the If you are reporting income from aof Organization Exempt From Income
amended Form 1041 and given to each qualified blind trust (under the Ethics inTax, and Schedule A (Form 990 or
beneficiary. Check the “Amended K-1” Government Act of 1978), do not identify990-EZ), Organization Exempt Under
box at the top of the amended Schedule the payer of any income to the trust butSection 501(c)(3), if the trust’s gross
K-1. complete the rest of the return asreceipts are normally more than $25,000.

provided in the instructions. Also writeFinal ReturnIf a nonexempt charitable trust is not
“Blind Trust” at the top of page 1.treated as though it were a private Check this box if this is a final return

foundation, and it has no taxable income Extraterritorial Incomebecause the estate or trust has
under Subtitle A, it can file either Form terminated. Also, check the “Final K-1” Exclusion
990 or Form 990-EZ instead of Form box at the top of Schedule K-1. The estate or trust may exclude part of its1041 to meet its section 6012 filing If, on the final return, there are excess extraterritorial income from gross income.requirement. deductions, an unused capital loss For details and to figure the amount of the

carryover, or a net operating loss exclusion, see Form 8873, ExtraterritorialSection 4947(a)(2) Trust
carryover, see the instructions for Income Exclusion, and its separateCheck this box if the trust is a
Schedule K-1, box 11, on page 43. instructions. The estate or trust mustsplit-interest trust described in section

report the extraterritorial income exclusion4947(a)(2). Change in Trust’s Name on line 15a of Form 1041, page 1.
 A split-interest trust is a trust that: If the name of the trust has changed from Although the extraterritorial income• Is not exempt from tax under section the name shown on the prior year’s return exclusion is entered on line 15a, it is an501(a); (or Form SS-4 if this is the first return exclusion from income and should be• Has some unexpired interests that are being filing), be sure to check this box. treated as tax-exempt income whendevoted to purposes other than religious,

completing other parts of the return.Change in Fiduciarycharitable, or similar purposes described
If a different fiduciary enters his or herin section 170(c)(2)(B); and Line 1—Interest Income
name on the line for Name and title of• Has amounts transferred in trust after Report the estate’s or trust’s share of all
fiduciary than was shown on the priorMay 26, 1969, for which a deduction was taxable interest income that was received
year’s return (or Form SS-4 if this is theallowed under section 170 (for individual during the tax year. Examples of taxable
first return being filed) and you did not filetaxpayers) or similar Code section for interest include interest from:
a Form 8822, be sure to check this box. Ifpersonal holding companies, foreign • Accounts (including certificates of
there is a change in the fiduciary whosepersonal holding companies, or estates or deposit and money market accounts) with
address is used as the mailing addresstrusts (including a deduction for estate or banks, credit unions, and thrift institutions;
for the estate or trust after the return isgift tax purposes). • Notes, loans, and mortgages;
filed, use Form 8822 to notify the IRS.Other returns that must be filed. The • U.S. Treasury bills, notes, and bonds;

fiduciary of a split-interest trust must file • U.S. savings bonds;Change in Fiduciary’s Name
Form 5227 (for amounts transferred in • Original issue discount; andIf the fiduciary changed his or her nametrust after May 26, 1969); and Form • Income received as a regular interestfrom the name that he or she entered on1041-A if the trust’s governing instrument holder of a real estate mortgagethe prior year’s return (or Form SS-4 ifdoes not require that all of the trust’s investment conduit (REMIC).this is the first return being filed), be sureincome be distributed currently. For taxable bonds acquired after 1987,to check this box.

If a split-interest trust has any amortizable bond premium is treated as
Change in Fiduciary’s Addressunrelated business taxable income, an offset to the interest income instead of

however, it must file Form 1041 to report If the same fiduciary who filed the prior as a separate interest deduction. See
all of its income and to pay any tax due. year’s return (or Form SS-4 if this is the Pub. 550.
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For the year of the decedent’s death, Exception. Some dividends may be Do not substitute Schedule D
Forms 1099-INT issued in the decedent’s (Form 1040) for Schedule D (Formreported to the estate or trust as qualified
name may include interest income earned 1041).dividends in box 1b of Form 1099-DIV but CAUTION

!
after the date of death that should be are not qualified dividends. These

Line 5—Rents, Royalties,reported on the income tax return of the include:
decedent’s estate. When preparing the Partnerships, Other Estates and• Dividends received on any share of
decedent’s final income tax return, report Trusts, etc.stock that the estate or trust held for less
on line 1 of Schedule B (Form 1040) or than 61 days during the 121-day period Use Schedule E (Form 1040),
Schedule 1 (Form 1040A) the total that began 60 days before the Supplemental Income and Loss, to report
interest shown on Form 1099-INT. Under ex-dividend date. The ex-dividend date is the estate’s or trust’s share of income or
the last entry on line 1, subtotal all the the first date following the declaration of a (losses) from rents, royalties,
interest reported on line 1. Below the dividend on which the purchaser of a partnerships, S corporations, other
subtotal, write “Form 1041” and the name stock is not entitled to receive the next estates and trusts, and REMICs. Enter
and address shown on Form 1041 for the dividend payment. When counting the the net profit or (loss) from Schedule E on
decedent’s estate. Also, show the part of number of days the stock was held, line 5. See the instructions for Schedule E
the interest reported on Form 1041 and include the day the estate or trust (Form 1040) for reporting requirements.
subtract it from the subtotal. disposed of the stock but not the day it If the estate or trust received a

acquired the stock. However, you cannotLine 2a—Total Ordinary Schedule K-1 from a partnership, S
count certain days during which theDividends corporation, or other flow-through entity,
estate’s or trust’s risk of loss was use the corresponding lines on FormReport the estate’s or trust’s share of all
diminished. See Pub. 550 for more 1041 to report the interest, dividends,ordinary dividends received during the tax
details. capital gains, etc., from the flow-throughyear.
• Dividends attributable to periods entity.For the year of the decedent’s death, totaling more than 366 days that theForms 1099-DIV issued in the decedent’s Line 6—Farm Income or (Loss)estate or trust received on any share ofname may include dividends earned after If the estate or trust operated a farm, usepreferred stock held for less than 91 daysthe date of death that should be reported Schedule F (Form 1040), Profit or Lossduring the 181-day period that began 90on the income tax return of the From Farming, to report farm income anddays before the ex-dividend date. Whendecedent’s estate. When preparing the expenses. Enter the net profit or (loss)counting the number of days the stockdecedent’s final income tax return, report from Schedule F on line 6.was held, include the day the estate oron line 5 of Schedule B (Form 1040) or
trust disposed of the stock but not the daySchedule 1 (Form 1040A) the ordinary Line 7—Ordinary Gain or
it acquired the stock. However, youdividends shown on Form 1099-DIV. (Loss)cannot count certain days during whichUnder the last entry on line 5, subtotal all Enter from line 17, Form 4797, Sales ofthe estate’s or trust’s risk of loss wasthe dividends reported on line 5. Below Business Property, the ordinary gain ordiminished. See Pub. 550 for morethe subtotal, write “Form 1041” and the loss from the sale or exchange ofdetails. Preferred dividends attributable toname and address shown on Form 1041 property other than capital assets andperiods totaling less than 367 days arefor the decedent’s estate. Also, show the also from involuntary conversions (othersubject to the 61-day holding period rulepart of the ordinary dividends reported on than casualty or theft).above.Form 1041 and subtract it from the
• Dividends on any share of stock to thesubtotal. Line 8—Other Income
extent that the estate or trust is under an Enter other items of income not includedReport capital gain distributions on obligation (including a short sale) to make on lines 1, 2a, and 3 through 7. List theSchedule D (Form 1041), line 9. related payments with respect to positions type and amount on an attached schedule

TIP
in substantially similar or related property. if the estate or trust has more than one
• Payments in lieu of dividends, but only item.Line 2b—Qualified Dividends
if you know or have reason to know thatEnter the beneficiary’s allocable share of Items to be reported on line 8 include:the payments are not qualified dividends.qualified dividends on line 2b(1) and enter • Unpaid compensation received by the

the estate’s or trust’s allocable share on decedent’s estate that is income in
If you have an entry on line 2b(2),line 2b(2). respect of a decedent, and
be sure you use Schedule D • Any part of a total distribution shown onIf the estate or trust received qualified (Form 1041), the Schedule D Tax

TIP
Form 1099-R, Distributions Fromdividends that were derived from income Worksheet, or the Qualified Dividends Pensions, Annuities, Retirement orin respect of a decedent, you must reduce Tax Worksheet, whichever applies, to Profit-Sharing Plans, IRAs, Insurancethe amount on line 2b(2) by the portion of figure the estate’s or trust’s tax. Figuring Contracts, etc., that is treated as ordinarythe estate tax deduction claimed on Form the estate’s or trust’s tax liability in this income. For more information, see the1041, page 1, line 19, that is attributable manner will usually result in a lower tax. separate instructions for Form 4972, Taxto those qualified dividends. Do not
on Lump-Sum Distributions.reduce the amounts on line 2b by any Line 3—Business Income orother allocable expenses.

(Loss) DeductionsNote. The beneficiary’s share (as figured
If the estate or trust operated a business,above) may differ from the amount Depreciation, Depletion, andreport the income and expenses onentered on line 2b of Schedule K-1 (Form

AmortizationSchedule C (Form 1040), Profit or Loss1041).
From Business (or Schedule C-EZ (Form A trust or decedent’s estate is allowed aQualified dividends. Qualified dividends 1040), Net Profit From Business). Enter deduction for depreciation, depletion, andare eligible for a lower tax rate than other the net profit or (loss) from Schedule C amortization only to the extent theordinary income. Generally, these (or Schedule C-EZ) on line 3. deductions are not apportioned to thedividends are reported to the estate or

beneficiaries. An estate or trust is nottrust in box 1b of Form(s) 1099-DIV. See
Line 4—Capital Gain or (Loss) allowed to make an election under sectionPub. 550 for the definition of qualified

179 to expense certain tangible property.Enter the gain from Schedule D (Formdividends if the estate or trust received
1041), Part III, line 15, column (3); or thedividends not reported on Form The estate’s or trust’s share of
loss from Part IV, line 16.1099-DIV. depreciation, depletion, and amortization
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should be reported on the appropriate • Income from discharge of indebtedness Note. Material participation standards for
lines of Schedule C (or C-EZ), E, or F in a title 11 case (section 108). estates and trusts have not been
(Form 1040), the net income or loss from established by regulations.Exception. State income taxes and
which is shown on line 3, 5, or 6 of Form For a grantor trust, materialbusiness expenses that are allocable to
1041. If the deduction is not related to a participation is determined at the grantortax-exempt interest are deductible.
specific business or activity, then report it level.

 Expenses that are directly allocable toon line 15a.
tax-exempt income are allocated only to If the estate or trust distributes anDepreciation. For a decedent’s estate, tax-exempt income. A reasonable interest in a passive activity, the basis ofthe depreciation deduction is apportioned proportion of expenses indirectly allocable the property immediately before thebetween the estate and the heirs, to both tax-exempt income and other distribution is increased by the passivelegatees, and devisees on the basis of income must be allocated to each class of activity losses allocable to the interest,the estate’s income allocable to each. income. and such losses cannot be deducted. See

For a trust, the depreciation deduction section 469(j)(12).
Deductions That May Beis apportioned between the income

Losses from passive activities arebeneficiaries and the trust on the basis of Allowable for Estate Tax
first subject to the at-risk rules.the trust income allocable to each, unless Purposes
When the losses are deductiblethe governing instrument (or local law)

TIP
Administration expenses and casualty

under the at-risk rules, the passive activityrequires or permits the trustee to maintain and theft losses deductible on Form 706
rules then apply.a depreciation reserve. If the trustee is may be deducted, to the extent otherwise

required to maintain a reserve, the deductible for income tax purposes, on Rental activities. Generally, rentaldeduction is first allocated to the trust, up Form 1041 if the fiduciary files a activities are passive activities, whether orto the amount of the reserve. Any excess statement waiving the right to deduct the not the taxpayer materially participates.is allocated among the beneficiaries and expenses and losses on Form 706. The However, certain taxpayers whothe trust in the same manner as the statement must be filed before the materially participate in real propertytrust’s accounting income. See expiration of the statutory period of trades or businesses are not subject toRegulations section 1.167(h)-1(b). limitations for the tax year the deduction the passive activity limitations on losses
Depletion. For mineral or timber property is claimed. See Pub. 559 for more from rental real estate activities in which
held by a decedent’s estate, the depletion information. they materially participate. For more
deduction is apportioned between the details, see section 469(c)(7).Accrued Expensesestate and the heirs, legatees, and

For tax years of an estate ending lessdevisees on the basis of the estate’s Generally, an accrual basis taxpayer can
than 2 years after the decedent’s date ofincome from such property allocable to deduct accrued expenses in the tax year
death, up to $25,000 of deductions andeach. that: (a) all events have occurred that
deduction equivalents of credits fromdetermine the liability; and (b) the amountFor mineral or timber property held in rental real estate activities in which theof the liability can be figured withtrust, the depletion deduction is decedent actively participated arereasonable accuracy. However, all theapportioned between the income allowed. Any excess losses and/or creditsevents that establish liability are treatedbeneficiaries and the trust based on the are suspended for the year and carriedas occurring only when economictrust income from such property allocable forward.performance takes place. There areto each, unless the governing instrument

exceptions for recurring items. See Portfolio income. Portfolio income is not(or local law) requires or permits the
section 461(h). treated as income from a passive activity,trustee to maintain a reserve for

and passive losses and credits generallydepletion. If the trustee is required to
may not be applied to offset it. PortfolioLimitations on Deductionsmaintain a reserve, the deduction is first
income generally includes interest,allocated to the trust, up to the amount of

At-Risk Loss Limitations dividends, royalties, and income fromthe reserve. Any excess is allocated
annuities. Portfolio income of an estate oramong the beneficiaries and the trust in Generally, the amount the estate or trust
trust must be accounted for separately.the same manner as the trust’s has “at risk” limits the loss it can deduct

accounting income. See Regulations for any tax year. Use Form 6198, At-Risk Forms to file. See Form 8582, Passive
section 1.611-1(c)(4). Limitations, to figure the deductible loss Activity Loss Limitations, to figure the

for the year and file it with Form 1041. ForAmortization. The deduction for amount of losses allowed from passive
more information, see Pub. 925, Passiveamortization is apportioned between an activities. See Form 8582-CR, Passive
Activity and At-Risk Rules.estate or trust and its beneficiaries under Activity Credit Limitations, to figure the

the same principles for apportioning the amount of credit allowed for the currentPassive Activity Loss and
deductions for depreciation and depletion. year.Credit Limitations

The deduction for the amortization of Transactions Between RelatedIn general. Section 469 and thereforestation expenditures under section Taxpayersregulations thereunder generally limit194 is allowed only to an estate.
losses from passive activities to the Under section 267, a trust that uses the
amount of income derived from allAllocation of Deductions for accrual method of accounting may only
passive activities. Similarly, credits fromTax-Exempt Income deduct business expenses and interest
passive activities are generally limited to owed to a related party in the year theGenerally, no deduction that would the tax attributable to such activities. payment is included in the income of theotherwise be allowable is allowed for any These limitations are first applied at the related party. For this purpose, a relatedexpense (whether for business or for the estate or trust level. party includes:production of income) that is allocable to

tax-exempt income. Examples of Generally, an activity is a passive 1. A grantor and a fiduciary of any
tax-exempt income include: activity if it involves the conduct of any trust;
• Certain death benefits (section 101), trade or business, and the taxpayer does 2. A fiduciary of a trust and a fiduciary
• Interest on state or local bonds (section not materially participate in the activity. of another trust, if the same person is a
103), Passive activities do not include working grantor of both trusts;
• Compensation for injuries or sickness interests in oil and gas properties. See 3. A fiduciary of a trust and a
(section 104), and section 469(c)(3). beneficiary of such trust;
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4. A fiduciary of a trust and a but before January 1, 1988) that is paid or rate, but the tax is deductible only up to
beneficiary of another trust, if the same incurred on indebtedness that is properly the amount of tax that would have been
person is a grantor of both trusts; allocable to property held for investment. imposed at the general sales tax rate.

5. A fiduciary of a trust and a Investment interest does not include any Motor vehicles include cars, motorcycles,
corporation more than 50% in value of the qualified residence interest, or interest motor homes, recreational vehicles, sport
outstanding stock of which is owned, that is taken into account under section utility vehicles, trucks, vans, and off-road
directly or indirectly, by or for the trust or 469 in figuring income or loss from a vehicles. Also include any state and local
by or for a person who is a grantor of the passive activity. general sales taxes paid for a leased
trust; and motor vehicle. Do not include sales taxesGenerally, net investment income is

6. An executor of an estate and a paid on items used in a trade or business.the excess of investment income over
beneficiary of that estate, except for a investment expenses. Investment An estate or trust cannot use thesale or exchange to satisfy a pecuniary expenses are those expenses (other than Optional Sales Tax Tables forbequest (that is a bequest of a sum of interest) allowable after application of the individuals in the 2005 Schedule ACAUTION

!
money). 2% floor on miscellaneous itemized (Form 1040) instructions to figure its

deductions. deduction.Line 10—Interest • State, local, and foreign real propertyThe amount of the investment interest
Enter the amount of interest (subject to taxes.deduction may be limited. Use Form
limitations) paid or incurred by the estate • State and local personal property4952, Investment Interest Expense
or trust on amounts borrowed by the taxes.Deduction, to figure the allowable
estate or trust, or on debt acquired by the • Foreign or U.S. possession incomeinvestment interest deduction.
estate or trust (for example, outstanding taxes. You may want to take a credit forIf you must complete Form 4952,obligations from the decedent) that is not the tax instead of a deduction. See thecheck the box on line 10 of Form 1041claimed elsewhere on the return. instructions for Schedule G, line 2a, onand attach Form 4952. Then, add the page 23 for more details.If the proceeds of a loan were used for deductible investment interest to the other • The generation-skipping transfer (GST)more than one purpose (for example, to types of deductible interest and enter the tax imposed on income distributions.purchase a portfolio investment and to total on line 10.acquire an interest in a passive activity), Do not deduct:

Qualified residence interest. Interestthe fiduciary must make an interest • Federal income taxes;
paid or incurred by an estate or trust onallocation according to the rules in • Estate, inheritance, legacy, succession,
indebtedness secured by a qualifiedTemporary Regulations section 1.163-8T. and gift taxes; or
residence of a beneficiary of an estate or • Federal duties and excise taxes.Do not include interest paid on trust is treated as qualified residenceindebtedness incurred or continued to interest if the residence would be a Line 12—Fiduciary Feespurchase or carry obligations on which qualified residence (that is, the principal Enter the deductible fees paid or incurredthe interest is wholly exempt from income residence or the second residence to the fiduciary for administering thetax. selected by the beneficiary) if owned by estate or trust during the tax year.Personal interest is not deductible. the beneficiary. The beneficiary must

Examples of personal interest include Fiduciary fees deducted on Formhave a present interest in the estate or
interest paid on: 706 cannot be deducted ontrust or an interest in the residuary of the
• Revolving charge accounts used to Form 1041.estate or trust. See Pub. 936, Home

TIP

purchase personal use property; Mortgage Interest Deduction, for an Line 15a—Other Deductions• Personal notes for money borrowed explanation of the general rules for
from a bank, credit union, or other person; Not Subject to the 2% Floordeducting home mortgage interest.
• Installment loans on personal use Attach your own schedule, listing by typeSee section 163(h)(3) for a definition ofproperty; and and amount, all allowable deductions thatqualified residence interest and for• Underpayments of federal, state, or are not deductible elsewhere on Formlimitations on indebtedness.local income taxes. 1041.

Line 11—TaxesInterest that is paid or incurred on Do not include any losses on worthless
indebtedness allocable to a trade or Enter any deductible taxes paid or bonds and similar obligations and
business (including a rental activity) incurred during the tax year that are not nonbusiness bad debts. Report these
should be deducted on the appropriate deductible elsewhere on Form 1041. losses on Schedule D (Form 1041).
line of Schedule C (or C-EZ), E, or F Deductible taxes include the following. Do not deduct medical or funeral(Form 1040), the net income or loss from • State and local income taxes. You can expenses on Form 1041. Medicalwhich is shown on line 3, 5, or 6 of Form deduct state and local income taxes expenses of the decedent paid by the1041. unless you elect to deduct state and local estate may be deductible on the

general sales taxes. You cannot deductTypes of interest to include on line 10 decedent’s income tax return for the year
both.are: incurred. See section 213(c). Funeral
• State and local general sales taxes. expenses are deductible only on Form1. Any investment interest (subject to
You can elect to deduct state and local 706.limitations—see below);
general sales taxes instead of state and2. Any qualified residence interest The following are examples oflocal income taxes. Generally, you can(see below); and deductions that are reported on line 15a.elect to deduct the actual state and local3. Any interest payable under section Bond premium(s). For taxable bondsgeneral sales taxes (including6601 on any unpaid portion of the estate acquired before October 23, 1986, if thecompensating use taxes) you paid intax attributable to the value of a fiduciary elected to amortize the premium,2005 if the tax rate was the same as thereversionary or remainder interest in report the amortization on this line. Yougeneral sales tax rate. However, salesproperty for the period during which an cannot deduct the amortization fortaxes on food, clothing, medical supplies,extension of time for payment of such tax tax-exempt bonds. In all cases where theand motor vehicles are deductible as ais in effect. fiduciary has made an election togeneral sales tax even if the tax rate was

amortize the premium, the basis must beInvestment interest. Generally, less than the general sales tax rate. Sales
reduced by the amount of amortization.investment interest is interest (including taxes on motor vehicles are also

amortizable bond premium on taxable deductible as a general sales tax if the tax For more information, see section 171
bonds acquired after October 22, 1986, rate was more than the general sales tax and Pub. 550.
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If you claim a bond premium deduction include them on line 15a. Itemize each this situation there are two unknown
for the estate or trust, figure the deduction beneficiary’s share of the deductions and amounts: (a) the AMID; and (b) the DNI.
on a separate sheet and attach it to report them in the appropriate box of Computing line 15b. To compute line
Form 1041. Schedule K-1 (Form 1041). 15b, use the equation below:
Casualty and theft losses. Use Form AMID = Total miscellaneous itemizedLine 15b—Allowable
4684, Casualties and Thefts, to figure any deductions – (.02(AGI))Miscellaneous Itemizeddeductible casualty and theft losses.

The following example illustrates howDeductions Subject to the 2%
Deduction for clean-fuel vehicles. algebraic equations can be used to solveFloorSection 179A allows a deduction for part for these unknown amounts.Miscellaneous itemized deductions areof the cost of qualified clean-fuel vehicle

Example. The Malcolm Smith Trust, adeductible only to the extent that theproperty. See Pub. 535, Business
complex trust, earned $20,000 of dividendaggregate amount of such deductionsExpenses, for more details.
income, $20,000 of capital gains, and aexceeds 2% of adjusted gross incomeDomestic production activities fully deductible $5,000 loss from XYZ(AGI).deduction. The estate or trust may be partnership (chargeable to corpus) in

Among the miscellaneous itemizedable to deduct up to 3% of its share of 2005. The trust instrument provides that
deductions that must be included on linequalified production activities income capital gains are added to corpus. 50% of
15b are expenses for the production or(QPAI) from the following activities. the fiduciary fees are allocated to income
collection of income under section 212,1. Construction performed in the and 50% to corpus. The trust claimed a
such as investment advisory fees,United States. $2,000 deduction on line 12 of Form
subscriptions to investment advisory2. Engineering or architectural 1041. The trust incurred $1,500 of
publications, and the cost of safe depositservices performed in the United States miscellaneous itemized deductions
boxes.for construction projects in the United (chargeable to income), which are subject

States. to the 2% floor. There are no otherMiscellaneous itemized deductions do
3. Any lease, rental, license, sale, deductions. The trustee made anot include deductions for:

exchange, or other disposition of: discretionary distribution of the• Interest under section 163,
accounting income of $17,500 to the• Taxes under section 164,a. Tangilble personal property,
trust’s sole beneficiary.• The amortization of bond premiumcomputer software, and sound recordings

under section 171,that the estate or trust manufactured, Because the actual distribution can
• Estate taxes attributable to income inproduced, grew, or extracted in whole or reasonably be expected to exceed the
respect of a decedent under sectionin significant part within the United States; DNI, the trust must figure the DNI, taking
691(c), orb. Any qualified film the estate or trust into account the allowable miscellaneous
• Expenses paid or incurred inproduced; or itemized deductions, to determine the
connection with the administration of thec. Electricity, natural gas, or potable amount to enter on line 15b.
estate or trust that would not have beenwater the estate or trust produced in the The trust also claims an exemption ofincurred if the property were not held inUnited States. $100 on line 20.the estate or trust.

Using the facts in this example:The deduction does not apply to For other exceptions, see section
income derived from: AMID = 1,500 – (.02(AGI))67(b).• The sale of food and beverages the In all situations, use the followingHow to figure AGI for estates andestate or trust prepared at a retail equation to compute the AGI:trusts. You figure AGI by subtracting theestablishment;

following from total income on line 9 of AGI = (line 9) –  (the total of lines 12,• Property the estate or trust leased,
page 1: 14, and 15a to the extent they are costslicensed, or rented for use by any related

incurred in the administration of the estateperson; or 1. The administration costs of the
or trust that would not have been incurred• The transmission or distribution of estate or trust (the total of lines 12, 14,
if the property were not held by the estateelectricity, natural gas, or potable water. and 15a to the extent they are costs
or trust) –  (line 18) –  (line 20).incurred in the administration of the estateThe deduction cannot exceed 3% of

or trust) that would not have been Note. There are no other deductionsadjusted gross income or 50% of Form
incurred if the property were not held by claimed by the trust on line 15a that areW-2 wages. QPAI, as well as Form W-2
the estate or trust; deductible in arriving at AGI.wages, must be allocated among the trust

2. The income distribution deductionor estate and its beneficiaries. For more Figuring AGI in this example, we get:
(line 18);details, see Form 8903, Domestic AGI = 35,000 – 2,000 – DNI –  1003. The amount of the exemption (lineProduction Activities Deduction, and its
20); Since the value of line 18 is not knownseparate instructions.

4. The deduction for clean-fuel because it is limited to the DNI, you are
Net operating loss deduction (NOLD). vehicles claimed on line 15a; and left with the following:
An estate or trust is allowed the net 5. The net operating loss deduction AGI = 32,900 – DNIoperating loss deduction (NOLD) under claimed on line 15a.
section 172. Substitute the value of AGI in the

equation:For those estates and trusts whoseIf you claim an NOLD for the estate or
income distribution deduction is limited totrust, figure the deduction on a separate AMID = 1,500 – (.02(32,900 – DNI))
the actual distribution, and not the DNIsheet and attach it to this return. The equation cannot be solved until
(that is, the income distribution is lessEstate’s or trust’s share of the value of DNI is known. The DNI can
than the DNI), when computing the AGI,amortization, depreciation, and be expressed in terms of the AMID. To do
use the amount of the actual distribution.depletion not claimed elsewhere. If you this, compute the DNI using the known

cannot deduct the amortization, For those estates and trusts whose values. In this example, the DNI is equal
depreciation, and depletion as rent or income distribution deduction is limited to to the total income of the trust (less any
royalty expenses on Schedule E (Form the DNI (that is, the actual distribution capital gains allocated to corpus; or plus
1040), or as business or farm expenses exceeds the DNI), the DNI must be any capital loss from line 4); less total
on Schedule C, C-EZ, or F (Form 1040), figured taking into account the allowable deductions from line 16 (excluding any
itemize the fiduciary’s share of the miscellaneous itemized deductions miscellaneous itemized deductions); less
deductions on an attached sheet and (AMID) after application of the 2% floor. In the AMID.
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Thus, DNI = (line 9) –  (line 15, column statement to support the computation of trust. Figure the deduction on a separate
(2) of Schedule D (Form 1041)) –  (line the income distribution deduction. sheet. Attach the sheet to your return.
16) –  (AMID) If the estate or trust claims an income If you claim a deduction for estate

Substitute the known values: distribution deduction, complete and tax attributable to qualified
attach: dividends or capital gains, youDNI = 35,000 – 20,000 – 2,000 – CAUTION

!
• Part I (through line 26) and Part II of may have to adjust the amount on FormAMID
Schedule I to refigure the deduction on a 1041, page 1, line 2b(2), or Schedule D,DNI = 13,000 – AMID minimum tax basis, and line 18.

Substitute the value of DNI in the • Schedule K-1 (Form 1041) for each Also, a deduction is allowed for theequation to solve for AMID: beneficiary to which a distribution was GST tax imposed as a result of a taxable
made or required to be made.AMID = 1,500 – (.02(32,900 – (13,000 termination or a direct skip occurring as a

– AMID))) Cemetery perpetual care fund. On line result of the death of the transferor. See
18, deduct the amount, not more than $5 section 691(c)(3). Enter the estate’s orAMID = 1,500 – (.02(32,900 – 13,000
per gravesite, paid for maintenance of trust’s share of these deductions on+ AMID))
cemetery property. To the right of the line 19.AMID = 1,500 – (658 – 260 + entry space for line 18, enter the number.02AMID) Line 20—Exemptionof gravesites. Also write “Section 642(i)

AMID = 1,102 – .02AMID trust” in parentheses after the trust’s Decedents’ estates. A decedent’s estate
name at the top of Form 1041. You do not is allowed a $600 exemption.1.02AMID = 1,102
have to complete Schedules B of Form Trusts required to distribute all incomeAMID = 1,080
1041 and K-1 (Form 1041). currently. A trust whose governingDNI = 11,920 (i.e., 13,000 – 1,080)

instrument requires that all income beDo not enter less than zero on line 18.
AGI = 20,980 (i.e., 32,900 – 11,920) distributed currently is allowed a $300

Line 19—Estate Tax DeductionNote. The income distribution deduction exemption, even if it distributed amounts
(Including Certain Generation-is equal to the smaller of the distribution other than income during the tax year.

($17,500) or the DNI ($11,920). Skipping Transfer Taxes) Qualified disability trusts. A qualified
disability trust is allowed a $3,200If the estate or trust includes income inEnter the value of AMID on line 15b
exemption if the trust’s modified AGI isrespect of a decedent (IRD) in its gross(the DNI should equal line 7 of Schedule
less than or equal to $145,950. If itsincome, and such amount was included inB) and complete the rest of Form 1041
modified AGI exceeds $145,950,the decedent’s gross estate for estate taxaccording to the instructions.
complete the worksheet below to figurepurposes, the estate or trust is allowed toIf the 2% floor is more than the the amount of the trust’s exemption. Todeduct in the same tax year that thedeductions subject to the 2% floor, no figure modified AGI, follow theincome is included, that portion of thedeductions are allowed. instructions for figuring AGI for line 15bestate tax imposed on the decedent’s
on page 18, except use zero as theLine 18—Income Distribution estate that is attributable to the inclusion
amount of the trust’s exemption whenof the IRD in the decedent’s estate. ForDeduction
figuring AGI.an example of the computation, seeIf the estate or trust was required to

Regulations section 1.691(c)-1 and Pub. A qualified disability trust is any trust:distribute income currently or if it paid,
559.credited, or was required to distribute any 1. Described in 42 U.S.C.

other amounts to beneficiaries during the If any amount properly paid, credited, 1396p(c)(2)(B)(iv) and established solely
tax year, complete Schedule B to or required to be distributed by an estate for the benefit of an individual under 65
determine the estate’s or trust’s income or trust to a beneficiary consists of IRD years of age who is disabled, and
distribution deduction. However, if you are received by the estate or trust, do not 2. All of the beneficiaries of which are
filing for a pooled income fund, do not include such amounts in determining the determined by the Commissioner of
complete Schedule B. Instead, attach a estate tax deduction for the estate or Social Security to have been disabled for

Exemption Worksheet for Qualified Disability Trusts Only—Line 20 Keep for Your Records

Note: If the trust’s modified AGI* is less than or equal to $145,950, enter $3,200 on Form 1041, line 20.
Otherwise, complete the worksheet below to figure the trust’s exemption.

1. Maximum exemption . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. $3,200

2. Enter the trust’s modified AGI* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

3. Threshold amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3. $145,950

4. Subtract line 3 from line 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.

Note: If line 4 is more than $122,500, stop here. The trust’s exemption is zero.

5. Divide line 4 by $2,500. If the result is not a whole number, increase it to the next higher
whole number (for example, increase 0.0004 to 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

6. Multiply line 5 by 2% (.02) and enter the result as a decimal . . . . . . . . . . . . . . . . . . . . . 6.

7. Multiply line 1 by line 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

8. Exemption. Subtract line 7 from line 1. Enter the result here and on Form 1041, line 20 . . . . . . . . . . . . . . . 8.

*Figure the trust’s modified AGI in the same manner as AGI is figured in the line 15b instructions on page 18,
except use zero when figuring the amount of the trust’s exemption.
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some part of the tax year within the NOL carryover not absorbed in that tax repaid) by: (a) an employer on wages and
meaning of 42 U.S.C. 1382c(a)(3). year by the estate or trust is included as salaries of a decedent received by the

an excess deduction. See the instructions decedent’s estate; (b) a payer of certain
A trust will not fail to meet 2 above just for Schedule K-1, box 11, code A. gambling winnings (for example, state

because the trust’s corpus may revert to a lottery winnings); or (c) a payer of
Line 24a—2005 Estimated Taxperson who is not disabled after the trust distributions from pensions, annuities,

ceases to have any disabled Payments and Amount Applied retirement or profit-sharing plans, IRAs,
beneficiaries. insurance contracts, etc., received by aFrom 2004 Return

decedent’s estate or trust. Attach a copyAll other trusts. A trust not described Enter the amount of any estimated tax
of Form W-2, Form W-2G, or Formabove is allowed a $100 exemption. payment you made with Form 1041-ES
1099-R to the front of the return.for 2005 plus the amount of any

overpayment from the 2004 return thatTax and Payments
Except for backup withholding (aswas applied to the 2005 estimated tax.
explained below), withheld incomeLine 22—Taxable Income If the estate or trust is the beneficiary tax may not be passed through toCAUTION

!
of another trust and received a paymentMinimum taxable income. Line 22 beneficiaries on either Schedule K-1 or
of estimated tax that was credited to thecannot be less than the larger of: Form 1041-T.
trust (as reflected on the Schedule K-1• The inversion gain of the estate or

Backup withholding. If the estate orissued to the trust), then report thistrust, as figured under section 7874, if the
trust received a 2005 Form 1099 showingamount separately with the notationestate or trust is an expatriated entity or a
federal income tax withheld (that is,“section 643(g)” in the space next to linepartner in an expatriated entity, or
backup withholding) on interest income,24a and include this amount in the• The sum of the excess inclusions of the
dividends, or other income, check the boxamount entered on line 24a.estate or trust from Schedule Q (Form
and include the amount withheld on1066), line 2c. Do not include on Form 1041 income retained by the estate or trust inNet operating loss. If line 22 (figured estimated tax paid by an individual the total for line 24e.without regard to the minimum taxable before death. Instead, include theCAUTION

!
income rule stated above) is a loss, the Report on Schedule K-1 (Form 1041),payments on the decedent’s final income
estate or trust may have a net operating box 13, using code B, any credit fortax return.
loss (NOL). Do not include the deductions backup withholding on income distributed

Line 24b—Estimated Taxclaimed on lines 13, 18, and 20 when to the beneficiary.
figuring the amount of the NOL. Payments Allocated to

Line 24f—Credit For Tax PaidBeneficiariesGenerally, an NOL may be carried
on Undistributed Capital Gainsback to the prior 2 tax years (3 years to The trustee (or executor, for the final year

the extent the loss is an eligible loss; 5 Attach Copy B of Form 2439, Notice toof the estate) may elect under section
years to the extent the loss is a farming Shareholder of Undistributed Long-Term643(g) to have any portion of its
loss; 10 years to the extent the loss is a Capital Gains.estimated tax treated as a payment of
specified liability loss). An estate or trust estimated tax made by a beneficiary or
may also elect to carry an NOL forward Line 24g—Credit for Federalbeneficiaries. The election is made on
only, instead of first carrying it back. For Form 1041-T, Allocation of Estimated Tax Tax on Fuels
more information, see the Instructions for Payments to Beneficiaries, which must be Enter any credit for federal excise taxesForm 1045. filed by the 65th day after the close of the paid on fuels that are ultimately used for

trust’s tax year. Form 1041-T shows theComplete Schedule A of Form 1045, nontaxable purposes (for example, an
amounts to be allocated to eachApplication for Tentative Refund, to figure off-highway business use). Attach Form
beneficiary. This amount is reported onthe amount of the NOL that is available 4136, Credit for Federal Tax Paid on
the beneficiary’s Schedule K-1, box 13,for carryback or carryover. Use Form Fuels. See Pub. 378, Fuel Tax Credits
using code A.1045 or file an amended return to apply and Refunds, for more information.

for a refund based on an NOL carryback. Attach Form 1041-T to your return only
For more details, see Pub. 536, Net Line 26—Estimated Tax Penaltyif you have not yet filed it; however,
Operating Losses (NOLs) for Individuals, attaching Form 1041-T to Form 1041 If line 27 is at least $1,000 and more than
Estates, and Trusts. does not extend the due date for filing 10% of the tax shown on Form 1041, or

Form 1041-T. If you have already filed the estate or trust underpaid its 2005On the termination of the estate or
Form 1041-T, do not attach a copy to estimated tax liability for any paymenttrust, any unused NOL carryover that
your return. period, it may owe a penalty. See Formwould be allowable to the estate or trust

2210 to determine whether the estate orin a later tax year, but for the termination, Failure to file Form 1041-T by the trust owes a penalty and to figure theis allowed to the beneficiaries succeeding due date (March 6, 2006, for amount of the penalty.to the property of the estate or trust. See calendar year estates and trusts)CAUTION
!

the instructions for Schedule K-1, box 11, will result in an invalid election. An invalid Note. The penalty may be waived undercodes D and E. election will require the filing of amended certain conditions. See Pub. 505, Tax
Excess deductions on termination. If Schedules K-1 for each beneficiary who Withholding and Estimated Tax, for
the estate or trust has for its final year was allocated a payment of estimated tax. details.
deductions (excluding the charitable

Line 24d—Tax Paid With Line 27—Tax Duededuction and exemption) in excess of its
gross income, the excess is allowed as Form 7004 You must pay the tax in full when the
an itemized deduction to the beneficiaries return is filed. Make the check or moneyIf you filed Form 7004 to request an
succeeding to the property of the estate order payable to the “United Statesextension of time to file Form 1041, enter
or trust. Treasury.” Write the EIN and “2005 Formthe amount that you paid with the

1041” on the payment. Enclose, but doextension request.In general, an unused NOL carryover
not attach, the payment with Form 1041.that is allowed to beneficiaries (as Line 24e—Federal Income Taxexplained above) cannot also be treated

You may use EFTPS to pay theWithheldas an excess deduction. However, if the
tax due for a trust. See Electronicfinal year of the estate or trust is also the Use line 24e to claim a credit for any
Deposits on page 8.last year of the NOL carryover period, the federal income tax withheld (and not

TIP
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election on an amended return filed no which amounts are paid, permanently setLine 29a—Credited to 2006
later than 6 months after the due date of aside, or to be used for charitableEstimated Tax
the return (excluding extensions). Write purposes, the specific provisions control.

Enter the amount from line 28 that you “Filed pursuant to section 301.9100-2” at In all other cases, determine the amount
want applied to the estate’s or trust’s the top of the amended return and file it at of tax-exempt income allocable to
2006 estimated tax. the same address you used for your charitable contributions by multiplying line

original return. 1 by a fraction, the numerator of which is
the total tax-exempt income of the estateFor more information about theSchedule A—Charitable or trust, and the denominator of which ischaritable deduction, see section 642(c)
the gross income of the estate or trust. DoDeduction and related regulations.
not include in the denominator any losses

Specific Instructions allocated to corpus.General Instructions
Generally, any part of the gross income of Line 4—Capital Gains for the TaxLine 1—Amounts Paid or
an estate or trust (other than a simple Year Allocated to Corpus and PaidPermanently Set Aside fortrust) that, under the terms of the will or or Permanently Set Aside forCharitable Purposes From Grossgoverning instrument, is paid (or treated

Charitable PurposesIncomeas paid) during the tax year for a
Enter the total of all capital gains for theEnter amounts that were paid for acharitable purpose specified in section
tax year that are:charitable purpose out of the estate’s or170(c) is allowed as a deduction to the
• Allocated to corpus, andtrust’s gross income, including any capitalestate or trust. It is not necessary that the
• Paid or permanently set aside forgains that are attributable to incomecharitable organization be created or
charitable purposes.under the governing instrument or localorganized in the United States.

law. Include amounts paid during the taxA pooled income fund, a nonexempt Line 6—Section 1202 Exclusionyear from gross income received in acharitable trust treated as a private Allocable to Capital Gains Paid orprior tax year, but only if no deductionfoundation, or a trust with unrelated Permanently Set Aside forwas allowed for any prior tax year forbusiness income should attach a
these amounts. Charitable Purposesseparate sheet to Form 1041 instead of

Estates, and certain trusts, may claim If the exclusion of gain from the sale orusing Schedule A of Form 1041 to figure
a deduction for amounts permanently set exchange of qualified small businessthe charitable deduction.
aside for a charitable purpose from gross stock was claimed, enter the part of theAdditional return to be filed by trusts.
income. Such amounts must be gain included on Schedule A, lines 1 andTrusts that claim a charitable deduction
permanently set aside during the tax year 4, that was excluded under section 1202.must also file Form 1041-A. See Form
to be used exclusively for religious,1041-A for exceptions.
charitable, scientific, literary, orElection to treat contributions as paid educational purposes, or for thein the prior tax year. The fiduciary of an Schedule B—Incomeprevention of cruelty to children orestate or trust may elect to treat as paid animals, or for the establishment, Distribution Deductionduring the tax year any amount of gross acquisition, maintenance, or operation ofincome received during that tax year or a public cemetery not operated for profit. General Instructionsany prior tax year that was paid in the

For a trust to qualify, the trust may not If the estate or trust was required tonext tax year for a charitable purpose.
be a simple trust, and the set aside distribute income currently or if it paid,For example, if a calendar year estate amounts must be required by the terms of credited, or was required to distribute anyor trust makes a qualified charitable a trust instrument that was created on or other amounts to beneficiaries during thecontribution on February 7, 2006, from before October 9, 1969. tax year, complete Schedule B toincome earned in 2005 or prior, then the

determine the estate’s or trust’s incomeFurther, the trust instrument mustfiduciary can elect to treat the contribution
distribution deduction.provide for an irrevocable remainderas paid in 2005.

interest to be transferred to or for the use Note. Use Schedule I to compute theTo make the election, the fiduciary of an organization described in section DNI and income distribution deduction onmust file a statement with Form 1041 for 170(c); or the trust must have been a minimum tax basis.the tax year in which the contribution is created by a grantor who was at all timestreated as paid. This statement must Pooled income funds. Do not completeafter October 9, 1969, under a mentalinclude: Schedule B for these funds. Instead,disability to change the terms of the trust.
attach a separate statement to support1. The name and address of the Also, certain testamentary trusts that the computation of the income distributionfiduciary; were established by a will that was deduction. See Pooled Income Funds on2. The name of the estate or trust; executed on or before October 9, 1969, page 7 for more information.3. An indication that the fiduciary is may qualify. See Regulations sectionmaking an election under section Separate share rule. If a single trust or1.642(c)-2(b).642(c)(1) for contributions treated as paid an estate has more than one beneficiary,Do not include any capital gains for theduring such tax year; and if different beneficiaries havetax year allocated to corpus and paid or4. The name and address of each substantially separate and independentpermanently set aside for charitableorganization to which any such shares, their shares are treated aspurposes. Instead, enter these amountscontribution is paid; and separate trusts or estates for the soleon line 4.5. The amount of each contribution purpose of determining the DNI allocable

and date of actual payment or, if to the respective beneficiaries.Line 2—Tax-Exempt Income
applicable, the total amount of Allocable to Charitable If the separate share rule applies,contributions paid to each organization Contributions figure the DNI allocable to eachduring the next tax year, to be treated as

Any estate or trust that pays or sets aside beneficiary on a separate sheet andpaid in the prior tax year.
any part of its income for a charitable attach the sheet to this return. Any

The election must be filed by the due purpose must reduce the deduction by deduction or loss that is applicable solely
date (including extensions) for Form 1041 the portion allocable to any tax-exempt to one separate share of the trust or
for the next tax year. If the original return income. If the governing instrument estate is not available to any other share
was filed on time, you may make the specifically provides as to the source from of the same trust or estate.
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For more information, see section If the exclusion of gain from the sale or extent of the DNI. The beneficiary
663(c) and related regulations. exchange of qualified small business includes such amounts in his or her

stock was claimed, do not reduce the gain income to the extent of his or herWithholding of tax on foreign persons.
on line 3 by any amount excluded under proportionate share of the DNI.The fiduciary may be liable for withholding
section 1202.tax on distributions to beneficiaries who Line 10—Other Amounts Paid,

are foreign persons. For more Line 5 Credited, or Otherwise Required
information, see Pub. 515, Withholding of To Be DistributedIn figuring the amount of long-term andTax on Nonresident Aliens and Foreign

short-term capital gain for the tax year Line 10 is to be completed only by aEntities, and Forms 1042 and 1042-S.
included on Schedule A, line 1, the decedent’s estate or complex trust. These
specific provisions of the governingSpecific Instructions distributions consist of any other amounts
instrument control if the instrument paid, credited, or required to be

Line 1—Adjusted Total Income specifically provides as to the source from distributed and are referred to as second
which amounts are paid, permanently setGenerally, enter on line 1, Schedule B, tier distributions. Such amounts include
aside, or to be used for charitablethe amount from line 17 on page 1 of annuities to the extent not paid out of
purposes.Form 1041. However, if both line 4 and income, mandatory and discretionary

line 17 on page 1 of Form 1041 are distributions of corpus, and distributionsIn all other cases, determine the
losses, enter on line 1, Schedule B, the of property in kind.amount to enter by multiplying line 1 of
smaller of those losses. If line 4 is zero or Schedule A by a fraction, the numerator If Form 1041-T was timely filed to elect
a gain and line 17 is a loss, enter zero on of which is the amount of net capital gains to treat estimated tax payments as made
line 1, Schedule B. that are included in the accounting by a beneficiary, the payments are

income of the estate or trust (that is, notIf you are filing for a simple trust, treated as paid or credited to the
allocated to corpus) and are distributed tosubtract from adjusted total income any beneficiary on the last day of the tax year
charities, and the denominator of which isextraordinary dividends or taxable stock and must be included on line 10.
all items of income (including the amountdividends included on page 1, line 2, and Unless a section 643(e)(3) election isof such net capital gains) included in thedetermined under the governing made, the value of all noncash propertyDNI.instrument and applicable local law to be actually paid, credited, or required to be

allocable to corpus. Reduce the amount on line 5 by any distributed to any beneficiaries is the
allocable section 1202 exclusion. smaller of:Line 2—Adjusted Tax-Exempt

1. The estate’s or trust’s adjustedInterest Line 8—Accounting Income
basis in the property immediately beforeTo figure the adjusted tax-exempt If you are filing for a decedent’s estate or
distribution, plus any gain or minus anyinterest: a simple trust, skip this line. If you are
loss recognized by the estate or trust onfiling for a complex trust, enter the incomeStep 1. Add tax-exempt interest the distribution (basis of beneficiary), orfor the tax year determined under theincome on line 2 of Schedule A, any 2. The fair market value (FMV) ofterms of the governing instrument andexpenses allowable under section 212 such property.applicable local law. Do not includeallocable to tax-exempt interest, and any

extraordinary dividends or taxable stockinterest expense allocable to tax-exempt If a section 643(e)(3) election is made
dividends determined under theinterest. by the fiduciary, then the amount entered
governing instrument and applicable local on line 10 will be the FMV of the property.Step 2. Subtract the Step 1 total from
law to be allocable to corpus.the amount of tax-exempt interest A fiduciary of a complex trust or a

(including exempt-interest dividends) Lines 9 and 10 decedent’s estate may elect to treat any
received. amount paid or credited to a beneficiaryDo not include any:

Section 212 expenses that are directly within 65 days following the close of the• Amounts deducted on prior year’s
allocable to tax-exempt interest are tax year as being paid or credited on thereturn that were required to be distributed
allocated only to tax-exempt interest. A last day of that tax year. To make thisin the prior year;
reasonable proportion of section 212 election, see the instructions for Question• Amount that is properly paid or credited
expenses that are indirectly allocable to 6 on page 25.as a gift or bequest of a specific amount
both tax-exempt interest and other of money or specific property. (To qualify The beneficiary includes the amounts
income must be allocated to each class of as a gift or bequest, the amount must be on line 10 in his or her income only to the
income. paid in three or fewer installments.) An extent of his or her proportionate share of

amount that can be paid or credited onlyFigure the interest expense allocable the DNI.
from income is not considered a gift orto tax-exempt interest according to the Complex trusts. If the second tierbequest; orguidelines in Rev. Proc. 72-18, 1972-1 distributions exceed the DNI allocable to• Amount paid or permanently set asideC.B. 740. the second tier, the trust may have anfor charitable purposes or otherwiseSee Regulations sections 1.643(a)-5 accumulation distribution. See the line 11qualifying for the charitable deduction.and 1.265-1 for more information. instructions below.
Line 9—Income Required To BeLine 3 Line 11—Total DistributionsDistributed Currently

Include all capital gains, whether or not If line 11 is more than line 8, and you are
Line 9 is to be completed by all simpledistributed, that are attributable to income filing for a complex trust that has
trusts as well as complex trusts andunder the governing instrument or local previously accumulated income, see the
decedent’s estates, that are required tolaw. For example, if the trustee distributed instructions on page 39 to see if you must
distribute income currently, whether it is50% of the current year’s capital gains to complete Schedule J (Form 1041).
distributed or not. The determination ofthe income beneficiaries (and reflects this
whether trust income is required to be Line 12—Adjustment foramount in column (1), line 15 of Schedule
distributed currently depends on the Tax-Exempt IncomeD (Form 1041)), but under the governing
terms of the governing instrument and theinstrument all capital gains are In figuring the income distribution
applicable local law.attributable to income, then include 100% deduction, the estate or trust is not

of the capital gains on line 3. If the The line 9 distributions are referred to allowed a deduction for any item of the
amount on Schedule D (Form 1041), line as first tier distributions and are DNI that is not included in the gross
15, column (1) is a net loss, enter zero. deductible by the estate or trust to the income of the estate or trust. Thus, for
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purposes of figuring the allowable income Form 1041 and any taxable income (line
22), then figure the estate’s or trust’s taxdistribution deduction, the DNI (line 7) is Schedule G—Tax using the worksheet below and enter thefigured without regard to any tax-exempt
tax on line 1a.interest. Computation
Note. You must reduce the amount youIf tax-exempt interest is the only Line 1a
enter on line 2b(2) of Form 1041 by thetax-exempt income included in the total

2005 tax rate schedule. For tax years portion of the section 691(c) deductiondistributions (line 11), and the DNI (line 7)
beginning in 2005, figure the tax using the claimed on line 19 of Form 1041 if theis less than or equal to line 11, then enter
Tax Rate Schedule below and enter the estate or trust received qualifiedon line 12 the amount from line 2.
tax on line 1a. However, see the dividends that were income in respect of
instructions for Schedule D and theIf tax-exempt interest is the only a decedent.
Qualified Dividends Tax Worksheettax-exempt income included in the total
below. Line 2a—Foreign Tax Creditdistributions (line 11), and the DNI is

more than line 11 (that is, the estate or Attach Form 1116, Foreign Tax Credit
2005 Tax Rate Scheduletrust made a distribution that is less than (Individual, Estate, or Trust), if you elect

the DNI), then figure the adjustment by to claim credit for income or profits taxesIf taxable
multiplying line 2 by a fraction, the paid or accrued to a foreign country or aincome
numerator of which is the total is: U.S. possession. The estate or trust may

Of thedistributions (line 11), and the claim credit for that part of the foreignBut notOver — Its tax is: amountdenominator of which is the DNI (line 7). taxes not allocable to the beneficiariesover — over —Enter the result on line 12. (including charitable beneficiaries). Enter
$0 $2,000 15% $0 the estate’s or trust’s share of the credit2,000 4,700 $300.00 + 25% 2,000If line 11 includes tax-exempt income on line 2a. See Pub. 514, Foreign Tax4,700 7,150 975.00 + 28% 4,700other than tax-exempt interest, figure line Credit for Individuals, for details.7,150 9,750 1,661.00 + 33% 7,150

12 by subtracting the total of the following 9,750 ----- 2,519.00 + 35% 9,750
from tax-exempt income included on Line 2b—Other Nonbusiness
line 11: CreditsSchedule D and Schedule D Tax

1. The charitable contribution Worksheet. Use Part V of Schedule D or Qualified electric vehicle credit.deduction allocable to such tax-exempt the Schedule D Tax Worksheet, Complete and attach Form 8834,income, and whichever is applicable, to figure the Qualified Electric Vehicle Credit, if the2. Expenses allocable to tax-exempt estate’s or trust’s tax if the estate or trust estate or trust claims a credit for theincome. files Schedule D and has: purchase of a new qualified electric• A net capital gain and any taxable vehicle. Include the credit on line 2b.
income, orExpenses that are directly allocable to
• Qualified dividends on line 2b(2) oftax-exempt income are allocated only to Nonconventional source fuel credit.
Form 1041 and any taxable income.tax-exempt income. A reasonable Complete and attach Form 8907,

proportion of expenses indirectly allocable Qualified Dividends Tax Worksheet.  If Nonconventional Source Fuel Credit, if an
to both tax-exempt income and other you do not have to complete Part I or Part estate or trust claims this credit. A
income must be allocated to each class of II of Schedule D and the estate or trust calendar year estate or trust must include
income. has an amount entered on line 2b(2) of the credit on line 2b.

Qualified Dividends Tax Worksheet—Schedule G, line 1a Keep for Your Records

Caution: Do not use this worksheet if the estate or trust must complete Schedule D.

1. Enter the amount from Form 1041, line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2. Enter the amount from Form 1041, line 2b(2) . . . . . . . . 2.
3. If you are claiming investment interest expense on Form

4952, enter the amount from line 4g; otherwise enter -0- 3.
4. Subtract line 3 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . 4.
5. Subtract line 4 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . 5.
6. Enter the smaller of the amount on line 1 or $2,000 . . . . . . . . . . . . . . . . . . . 6.
7. Is the amount on line 5 equal to or more than the amount on line 6?

 Yes. Skip lines 7 through 9; go to line 10 and check the ‘‘No’’ box.
No. Enter the amount from line 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

8. Subtract line 7 from line 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Multiply line 8 by 5% (.05) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.
10. Are the amounts on lines 4 and 8 the same?

 Yes. Skip lines 10 through 13; go to line 14.
No. Enter the smaller of line 1 or line 4 . . . . . . . . . . . . . . . . . . . . . . . . 10.

11. Enter the amount from line 8 (if line 8 is blank, enter -0-) . . . . . . . . . . . . . . . . 11.
12. Subtract line 11 from line 10 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.
13. Multiply line 12 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. Figure the tax on the amount on line 5. Use the 2005 Tax Rate Schedule . . . . . . . . . . . . . . . . . . . . 14.
15. Add lines 9, 13, and 14 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.
16. Figure the tax on the amount on line 1. Use the 2005 Tax Rate Schedule . . . . . . . . . . . . . . . . . . . . 16.
17. Tax on all taxable income. Enter the smaller of line 15 or line 16 here and on Sch. G, line 1a . . . . 17.
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Alternative motor vehicle credit. • Investment credit (Form 3468). 4255, Recapture of Investment Credit, to
Complete and attach Form 8910, • Work opportunity credit (Form 5884). figure the recapture tax allocable to the
Alternative Motor Vehicle Credit, if the • Welfare-to-work credit (Form 8861). estate or trust.
estate claims a credit for alternative motor • Credit for increasing research activities

Recapture of low-income housingvehicles. Include the credit on line 2b. (Form 6765).
credit. If the estate or trust disposed of• Low-income housing credit (FormAlternative fuel vehicle refueling property (or there was a reduction in the8586).property credit. Complete and attach qualified basis of the property) on which• Enhanced oil recovery credit (FormForm 8911, Alternative Fuel Vehicle the low-income housing credit was8830).Refueling Property Credit, if the estate claimed, see Form 8611, Recapture of• Disabled access credit (Form 8826).claims a credit for alternative fuel vehicle Low-Income Housing Credit, to figure any• Renewable electricity, refined coal, andrefueling property. Include the credit on recapture tax allocable to the estate orIndian coal production credit (Form 8835,line 2b. trust.Section A only).

Clean renewable energy bond (CREB) • Indian employment credit (Form 8845). Recapture of qualified electric vehicleand Gulf bond tax credit. Complete and • Credit for employer social security and credit. If the estate or trust claimed theattach new Form 8912, if the estate Medicare taxes paid on certain employee qualified electric vehicle credit in a priorclaims a credit for holding a CREB and tips (Form 8846). tax year for a vehicle that ceased toGulf bond. Include the credit on line 2b. • Orphan drug credit (Form 8820). qualify for the credit, part or all of theAlso, see the instructions for Form 8912 • New markets credit (Form 8874). credit may have to be recaptured. Seeto determine if the estate must include the • Credit for small employer pension plan Pub. 535 for details. If the estate or trustamount of the credit in interest income. startup costs (Form 8881). owes any recapture tax, include it on line
• Credit for employer-provided child care 5 and write “QEVCR” on the dotted line toLine 2c—General Business
facilities and services (Form 8882). the left of the entry space.Credit • Qualified railroad track maintenance

Recapture of the Indian employmentcredit (Form 8900).Do not include any amounts that credit. Generally, if the estate or trust• Biodiesel and renewable diesel fuelsare allocated to a beneficiary. terminates a qualified employee less thancredit (Form 8864).Credits that are allocated betweenCAUTION
!

1 year after the date of initial employment,• Low sulfur diesel fuel production creditthe estate or trust and the beneficiaries any Indian employment credit allowed for(Form 8896).are listed in the instructions for Schedule a prior tax year by reason of wages paid• Distilled spirits credit (Form 8906).K-1, box 13, on page 44. Generally, these or incurred to that employee must be• Nonconventional source fuel creditcredits are apportioned on the basis of recaptured. See Form 8845 for details. If(fiscal year taxpayers only) (Form 8907).the income allocable to the estate or trust the estate or trust owes any recapture• Energy efficient home credit (Formand the beneficiaries. tax, include it on line 5 and write “IECR”8908).
Enter on line 2c the estate’s or trust’s on the dotted line to the left of the entry• Alternative motor vehicle credit (Form

total general business credit. space.8910).
• Alternative fuel vehicle refuelingIf the estate or trust is filing Form Recapture of the new markets credit. If
property credit (Form 8911).8844, Empowerment Zone and Renewal the estate or trust owes any new markets• Credit for contributions to selectedCommunity Employment Credit; Form recapture tax, include it on line 5 and
community development corporations6478, Credit for Alcohol Used as Fuel; or write “NMCR” on the dotted line to the left
(Form 8847).Form 8835, Renewable Electricity, of the entry space. For more information,• General credits from an electing largeRefined Coal, and Indian Coal Production including how to figure the recapture
partnership. Report these credits on FormCredit; that has a credit from Section B, amount, see section 45D(g).
3800, line 1y.check the “Forms” box, enter the form
• Credits for employers affected by Recapture of the credit fornumber in the space provided and include
Hurricane Katrina, Rita, or Wilma (Form employer-provided child care facilities.the allowable credit on line 2c.
5884-A). If the facility ceased to operate as aThe estate or trust must file Form qualified child care facility or there was a3800, General Business Credit, if any of Line 2d—Credit for Prior Year change in ownership, part or all of thethe following apply. Minimum Tax credit may have to be recaptured. See

1. The estate or trust has more than Form 8882 for details. If the estate or trustAn estate or trust that paid alternativeone of the credits listed on Form 3800, owes any recapture tax, include it on lineminimum tax in a previous year may belines 1a through 1z. 5 and write “ECCFR” on the dotted line toeligible for a minimum tax credit in 2005.2. Any of those credits (other than the the left of the entry space.See Form 8801, Credit for Prior Yearlow-income housing credit) is from a Minimum Tax—Individuals, Estates, andpassive activity, or the estate or trust has Line 6—HouseholdTrusts.a carryback or carryforward of any of Employment Taxes
those credits. Line 3—Total Credits If any of the following apply, get Schedule3. The estate or trust has general If the estate or trust received a qualified H (Form 1040), Household Employmentcredits from an electing large partnership zone academy bond credit as a Taxes, and its instructions, to see if theshown in box 7 of Schedule K-1 (Form shareholder in an S corporation, include estate or trust owes these taxes.1065-B). the credit in the line 3 total. To figure the 1. The estate or trust paid any one4. The estate or trust is claiming a amount of the allowable credit, the estate household employee cash wages ofgeneral business credit from Form or trust must complete Form 8860, $1,400 or more in 2005. Cash wages5884-A, 8906, 8907, 8908, 8910, or 8911. Qualified Zone Academy Bond Credit. On include wages paid by checks, money
If the estate or trust must file Form 3800, the dotted line to the left of the entry, write orders, etc. When figuring the amount of
check the “Form 3800” box and include “QZAB” and the amount of the credit. cash wages paid, combine cash wages
the allowable credit on line 2c. paid by the estate or trust with cashLine 5—Recapture TaxesIf the estate or trust does not have to wages paid to the household employee in
file Form 3800, check the “Forms” box, Recapture of investment credit. If the the same calendar year by the household
enter the form number, and include the estate or trust disposed of investment of the decedent or beneficiary for whom
allowable credit from the applicable form credit property or changed its use before the administrator, executor, or trustee of
listed below. the end of the recapture period, see Form the estate or trust is acting.
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2. The estate or trust withheld federal use Form 5329 to pay the excise tax. To financial account in a foreign country. You
income tax during 2005 at the request of the left of the entry space, write “From can get Form TD F 90-22.1 from the IRS
any household employee. Form 5329” and the amount of the tax. website at www.irs.gov/pub/irs-pdf/

3. The estate or trust paid total cash f9022-1.pdf.
wages of $1,000 or more in any calendar If you checked “Yes” for Question 3,
quarter of 2004 or 2005 to household Other Information file Form TD F 90-22.1 by June 30, 2006,
employees. with the Department of the Treasury at

Question 1 the address shown on the form. Form TD
Line 7—Total Tax F 90-22.1 is not a tax return, so do not fileIf the estate or trust received tax-exempt

it with Form 1041.income, figure the allocation of expensesTax on electing small business trusts
between tax-exempt and taxable income(ESBTs). Attach the tax computation to If you are required to file Form TD
on a separate sheet and attach it to thethe return. To the left of the line 7 entry F 90-22.1 but do not, you may
return. Enter only the deductible amountsspace, write “Sec. 641(c)” and the amount have to pay a penalty of up toCAUTION

!
on the return. Do not figure the allocationof tax on the S corporation items. Include $10,000 (more in some cases).
on the return itself. For more information,this amount in the total tax on line 7. Question 4see the instructions for Allocation of

See Electing Small Business Trusts on Deductions for Tax-Exempt Income on The estate or trust may be required to filepage 7 for the special tax computation page 16. Form 3520, Annual Return To Reportrules that apply to the portion of an ESBT
Transactions With Foreign Trusts andReport the amount of tax-exemptconsisting of stock in one or more S
Receipt of Certain Foreign Gifts, if:interest income received or accrued in thecorporations. • It directly or indirectly transferredspace provided below Question 1.Interest on deferred tax attributable to property or money to a foreign trust. ForAlso, include any exempt-interestinstallment sales of certain timeshares this purpose, any U.S. person whodividends the estate or trust received as aand residential lots and certain created a foreign trust is considered ashareholder in a mutual fund or othernondealer real property installment transferor;regulated investment company.obligations. If an obligation arising from • It is treated as the owner of any part of

the disposition of real property to which the assets of a foreign trust under theQuestion 2
section 453(l) or 453A applies is grantor trust rules; orAll salaries, wages, and otheroutstanding at the close of the year, the • It received a distribution from a foreigncompensation for personal services mustestate or trust must include the interest trust.be included on the return of the persondue under section 453(l)(3)(B) or 453A(c),

who earned the income, even if the An owner of a foreign trust mustwhichever is applicable, in the amount to
income was irrevocably assigned to a ensure that the trust files anbe entered on line 7 of Schedule G, Form
trust by a contract assignment or similar annual information return on Form1041, with the notation “Section 453(l)

TIP

arrangement. 3520-A, Annual Information Return ofinterest” or “Section 453A(c) interest,”
Foreign Trust With a U.S. Owner.The grantor or person creating thewhichever is applicable. Attach a

trust is considered the owner if he or sheschedule showing the computation. Question 5
keeps “beneficial enjoyment” of orForm 4970, Tax on Accumulation An estate or trust claiming an interestsubstantial control over the trust property.Distribution of Trusts. Include on this deduction for qualified residence interestThe trust’s income, deductions, andline any tax due on an accumulation (as defined in section 163(h)(3)) oncredits are allocable to the owner.distribution from a trust. To the left of the seller-provided financing, must include on

If you checked “Yes” for Question 2,entry space, write “From Form 4970” and an attachment to the 2005 Form 1041 the
see Special Filing Instructions for Grantorthe amount of the tax. name, address, and taxpayer identifying
Type Trusts, Pooled Income Funds, andForm 8697, Interest Computation number of the person to whom the
Electing Small Business Trusts onUnder the Look-Back Method for interest was paid or accrued (that is, the
page 5.Completed Long-Term Contracts. seller).

Include the interest due under the If the estate or trust received orQuestion 3
look-back method of section 460(b)(2). accrued such interest, it must provideCheck the “Yes” box and enter the nameTo the left of the entry space, write “From identical information on the person liableof the foreign country if either 1 or 2Form 8697” and the amount of interest for such interest (that is, the buyer). Thisbelow applies.due. information does not need to be reported1. The estate or trust owns more than if it duplicates information alreadyForm 8866, Interest Computation 50% of the stock in any corporation that reported on Form 1098.Under the Look-Back Method for owns one or more foreign bank accounts.Property Depreciated Under the 2. At any time during the year the Question 6Income Forecast Method. Include the estate or trust had an interest in or To make the section 663(b) election tointerest due under the look-back method signature or other authority over a bank, treat any amount paid or credited to aof section 167(g)(2). To the left of the securities, or other financial account in a beneficiary within 65 days following theentry space, write “From Form 8866” and foreign country. close of the tax year as being paid orthe amount of interest due.

Exception. Check “No” if either of the credited on the last day of that tax year,Interest on deferral of gain from following applies to the estate or trust: check the box. This election can be madecertain constructive ownership • The combined value of the accounts by the fiduciary of a complex trust or thetransactions. Include the interest due was $10,000 or less during the whole executor of a decedent’s estate. For theunder section 1260(b) on any deferral of year, or election to be valid, you must file Formgain from certain constructive ownership • The accounts were with a U.S. 1041 by the due date (includingtransactions. To the left of the entry military banking facility operated by a U.S. extensions). Once made, the election isspace, write “1260(b)” and the amount of financial institution. irrevocable.interest due.
Question 7Form 5329, Additional Taxes on Get Form TD F 90-22.1, Report of

Qualified Plans (Including IRAs) and Foreign Bank and Financial Accounts, to To make the section 643(e)(3) election to
Other Tax-Favored Accounts. If the see if the estate or trust is considered to recognize gain on property distributed in
estate or trust fails to receive the have an interest in or signature or other kind, check the box and see the
minimum distribution under section 4974, authority over a bank, securities, or other instructions for Schedule D (Form 1041).
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carryforward will be important in Step 1. On line 1 of Form 4952, add anyQuestion 9
completing Schedule I for 2006. interest expense allocable to specifiedGenerally, a beneficiary is a skip person if

private activity bonds issued after Augustthe beneficiary is in a generation that is Credit for Prior Year Minimum Tax 7, 1986, to the other interest expense. Fortwo or more generations below the Estates and trusts that paid alternative a definition of “specified private activitygeneration of the transferor to the trust. minimum tax in 2004, or had a minimum bonds,” see the instructions for line 8.
To determine if a beneficiary that is a tax credit carryforward, may be eligible for Step 2. On line 2, enter the AMTtrust is a skip person, and for exceptions a minimum tax credit in 2005. See disallowed investment interest expenseto the general rules, see the definition of a Form 8801. from 2004.skip person in the instructions for

Partners, Shareholders, etc. Step 3. When completing Part II of FormSchedule R of Form 706.
4952, refigure gross income from propertyAn estate or trust that is a partner in a
held for investment, any net gain from thepartnership or a shareholder in an S
disposition of property held forcorporation must take into account itsSchedule I—Alternative investment, and any investmentshare of items of income and deductions
expenses, taking into account all AMTthat enter into the computation of itsMinimum Tax
adjustments and tax preference items thatadjustments and tax preference items.
apply. Include any interest income andWhat’s New

Allocation of Deductions to investment expenses from private activityFor tax years beginning in 2005, the Beneficiaries bonds issued after August 7, 1986.estate or trust can use its entire
The distributable net alternative minimumalternative minimum tax foreign tax credit To figure the adjustment for line 2,
taxable income (DNAMTI) of the estate orto reduce its pre-credit tentative minimum subtract the total interest allowable for
trust does not include amounts oftax. The 90% limit no longer applies. AMT purposes from the interest deduction
depreciation, depletion, and amortization claimed on line 10 of page 1. If the totalGeneral Instructions that are allocated to the beneficiaries, just interest expense allowed for AMT
as the distributable net income (DNI) ofUse Schedule I to compute: purposes is more than that allowed for
the estate or trust does not include these regular tax purposes, enter the difference1. The estate’s or trust’s alternative
items for regular tax purposes. as a negative amount on line 2.minimum taxable income;

Report separately in box 12 of2. The income distribution deduction Line 3—TaxesSchedule K-1 (Form 1041) anyon a minimum tax basis; and
Enter any state, local, or foreign realadjustments or tax preference items3. The estate’s or trust’s alternative
property taxes; state or local personalattributable to depreciation (code G),minimum tax (AMT).
property taxes; and state, local, or foreigndepletion (code H), and amortization
income taxes that were included on line(code I) that were allocated to theWho Must Complete
11 of page 1.beneficiaries.• Complete Schedule I, Parts I and II, if
Line 5—Refund of Taxesthe estate or trust is required to complete Optional Write-Off for Certain

Schedule B. Enter any refunds received in 2005 ofExpenditures• Complete Schedule I if the estate’s or taxes described for line 3 above that wereThere is no AMT adjustment for thetrust’s share of alternative minimum deducted in a tax year after 1986.following items if the estate or trust electstaxable income (Part I, line 29) exceeds
to deduct them ratably over the period of Line 6—Depletion$22,500.
time shown for the regular tax. Refigure the depletion deduction for AMT• Complete Schedule I if the estate or • Circulation expenditures—3 years purposes by using only the income andtrust claims a credit on line 2b, 2c, or 2d
(section 173). deductions allowed for the AMT whenof Schedule G. • Research and experimental refiguring the limit based on taxable
expenditures—10 years (section 174).Recordkeeping income from the property under section• Intangible drilling costs—60 monthsSchedule I contains adjustments and tax 613(a) and the limit based on taxable
(section 263(c)).preference items that are treated income, with certain adjustments, under• Mining exploration and developmentdifferently for regular tax and AMT section 613A(d)(1). Also, the depletion
costs—10 years (sections 616(a) andpurposes. If you, as fiduciary for the deduction for mines, wells, and other
617(a)).estate or trust, completed a form to figure natural deposits under section 611 is

an item for regular tax purposes, you may The election must be made in the year limited to the property’s adjusted basis at
have to complete it a second time for the expenditure was made and may be the end of the year, as refigured for the
AMT purposes. Generally, the difference revoked only with IRS consent. See AMT, unless the estate or trust is an
between the amounts on the two forms is section 59(e) for more details. independent producer or royalty owner
the AMT adjustment or tax preference claiming percentage depletion for oil andSpecific Instructionsitem to enter on Schedule I. Except for gas wells. Figure this limit separately for
Form 1116, any additional form each property. When refiguring thePart I—Estate’s or Trust’s Share ofcompleted for AMT purposes does not property’s adjusted basis, take into

Alternative Minimum Taxablehave to be filed with Form 1041. account any AMT adjustments made this
Income year or in previous years that affect basisFor regular tax purposes, some

(other than the current year’s depletion).deductions and credits may result in Line 2—Interest
carrybacks or carryforwards to other tax Enter on line 6 the difference between

In determining the alternative minimumyears. Examples are: investment interest the regular tax and AMT deduction. If the
taxable income, qualified residenceexpense; a net operating loss deduction; AMT deduction is more than the regular
interest (other than qualified housinga capital loss; and the foreign tax credit. tax deduction, enter the difference as a
interest defined in section 56(e)) is notBecause these items may be refigured for negative amount.
allowed.the AMT, the carryback or carryforward

Line 7—Net Operating Lossamount may be different for regular and If you completed Form 4952 for regular
DeductionAMT purposes. Therefore, you should tax purposes, you may have an

keep records of these different adjustment on this line. Refigure your Enter any net operating loss deduction
carryforward and carryback amounts for investment interest expense on another (NOLD) from line 15a of page 1 as a
the AMT and regular tax. The AMT Form 4952 as follows. positive amount.
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incentive stock option by the amount ofLine 8—Interest From Specified Line 14—Depreciation of Assets
the adjustment.Private Activity Bonds Exempt Placed in Service After 1986

From the Regular Tax This section describes when depreciation
Line 11—Other Estates and Trusts must be refigured for the AMT and how toEnter the interest earned from specified
If the estate or trust is the beneficiary of figure the amount to enter on line 14.private activity bonds reduced (but not
another estate or trust, enter thebelow zero) by any deduction that would Do not include on this line anyadjustment for minimum tax purposeshave been allowable if the interest were depreciation adjustment from:from box 12, code A, Schedule K-1 (Formincludible in gross income for regular tax • An activity for which the estate or trust1041).purposes. Specified private activity bonds

is not at risk or income or loss from aare any qualified bonds (as defined in
partnership or an S corporation if theLine 12—Electing Largesection 141) issued after August 7, 1986.
basis limitations under section 704(d) orPartnershipsSee section 57(a)(5) for more information.
1366(d) apply. Take this adjustment into

If the estate or trust is a partner in anExempt-interest dividends paid by a account on line 16;
electing large partnership, enter on lineregulated investment company are • A tax shelter farm activity. Take this
12 the amount from Schedule K-1 (Formtreated as interest from specified private adjustment into account on line 23; or
1065-B), box 6. Take into account anyactivity bonds to the extent the dividends • A passive activity. Take this adjustmentamount from Schedule K-1 (Formare attributable to interest received by the into account on line 15.1065-B), box 5, when figuring the amountcompany on the bonds, minus an
to enter on line 15. What depreciation must be refiguredallocable share of the expenses paid or

for the AMT? Generally, you mustincurred by the company in earning the
Line 13—Disposition of Property refigure depreciation for the AMT,interest.

including depreciation allocable toUse this line to report any AMTLine 9—Qualified Small Business inventory costs, for:adjustment related to the disposition ofStock • Property placed in service after 1998property resulting from refiguring:
If the estate or trust claimed the exclusion that is depreciated for the regular tax1. Gain or loss from the sale,
under section 1202 for gain on qualified using the 200% declining balance methodexchange, or involuntary conversion of
small business stock held more than 5 (generally 3-, 5-, 7-, or 10-year propertyproperty reported on Form 4797, Sales of
years, multiply the excluded gain (as under the modified cost recovery systemBusiness Property;
shown on Schedule D (Form 1041)) by (MACRS)),2. Casualty gain or loss to business or
7% (.07). Enter the result on line 9 as a • Section 1250 property placed in serviceincome-producing property reported on
positive amount. after 1998 that is not depreciated for theForm 4684, Casualties and Thefts;

regular tax using the straight line method,3. Ordinary income from theLine 10—Exercise of Incentive anddisposition of property not taken intoStock Options • Tangible property placed in serviceaccount in 1 or 2 above or on any otherFor regular tax purposes, no income is after 1986 and before 1999. If theline on Schedule I, such as a disqualifyingrecognized when an incentive stock transitional election was made underdisposition of stock acquired in a prioroption (as defined in section 422(b)) is section 203(a)(1)(B) of the Tax Reformyear by exercising an incentive stockexercised. However, this rule does not Act of 1986, this rule applies to propertyoption; andapply for AMT purposes. Instead, the placed in service after July 31, 1986.4. Capital gain or loss (including anyestate or trust must generally include on carryover that is different for the AMT) What depreciation is not refigured forline 10 the excess, if any, of: reported on Schedule D (Form 1041). the AMT? Do not refigure depreciation1. The FMV of the stock acquired
for the AMT for the following items.through exercise of the option • Residential rental property placed inThe $3,000 capital loss limitation(determined without regard to any lapse
service after 1998.for the regular tax appliesrestriction) when its rights in the acquired • Nonresidential real property with aseparately for the AMT.stock first become transferable or when CAUTION

!
class life of 27.5 years or more placed inthese rights are no longer subject to a
service after 1998 that is depreciated forFirst, figure any ordinary incomesubstantial risk of forfeiture, over
the regular tax using the straight lineadjustment related to 3 above. Then,2. The amount paid for the stock,
method.refigure Form 4684, Form 4797, andincluding any amount paid for the option • Other section 1250 property placed inSchedule D for the AMT, if applicable, byused to acquire the stock.
service after 1998 that is depreciated fortaking into account any adjustments you
the regular tax using the straight linemade this year or in previous years thatEven if the estate’s or trust’s rights method.affect the estate’s or trust’s basis orin the stock are not transferable • Property (other than section 1250otherwise result in a different amount forand are subject to a substantial

TIP
property) placed in service after 1998 thatAMT. If the estate or trust has a capitalrisk of forfeiture, you may elect to include
is depreciated for the regular tax usingloss after refiguring Schedule D for thein AMT income the excess of the stock’s
the 150% declining balance method orAMT, apply the $3,000 capital lossFMV (determined without regard to any
the straight line method.limitation separately to the AMT loss. Forlapse restriction) over the exercise price • Property for which you elected to useeach of the 4 items listed above, figureupon the transfer to the estate or trust of
the alternative depreciation system (ADS)the difference between the amountthe stock acquired through exercise of the
of section 168(g) for the regular tax.included in taxable income for the regularoption. See section 83(b) for more details. • Property that is qualified property undertax and the amount included in income forThe election must be made no later than
section 168(k)(2) (property eligible for thethe AMT. Treat the difference as a30 days after the date of transfer.
special depreciation allowance). Thenegative amount if (a) both the AMT andIf the estate or trust acquired stock by special allowance is deductible for theregular tax amounts are zero or more andexercising an option and it disposed of AMT and there is also no adjustmentthe AMT amount is less than the regularthat stock in the same year, the tax required for any depreciation figured ontax amount or (b) the AMT amount is atreatment under the regular tax and the the remaining basis of the qualifiedloss, and the regular tax amount is aAMT is the same, and no adjustment is property. Property for which an election issmaller loss, or zero or more.required. in effect under section 168(k)(2)(C)(iii) to
not have the special allowance apply isIncrease the AMT basis of any stock Enter on line 13 the combined
not qualified property. See theacquired through the exercise of an adjustments for the 4 items above.
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instructions for Form 4562 for the deduction is more than the regular tax Line 17—Circulation Costs
definition of qualified property. deduction, enter the difference as a
• Motion picture films, videotapes, or negative amount. Do not make this adjustment for
sound recordings. expenditures for which youIn addition to the AMT adjustment to• Property depreciated under the elected the optional 3-yearCAUTION

!
your deduction for depreciation, you mustunit-of-production method or any other write-off period for regular tax purposes.also adjust the amount of depreciationmethod not expressed in a term of years. Circulation expenditures deductedthat was capitalized, if any, to account for• Qualified Indian reservation property. under section 173(a) for regular taxthe difference between the rules for the• Qualified revitalization expenditures for purposes must be amortized for AMTregular tax and the AMT. Include on thisa building for which you elected to claim purposes over 3 years beginning with theline the current year adjustment to taxablethe commercial revitalization deduction year the expenditures were paid orincome, if any, resulting from theunder section 1400I. incurred.difference.• A natural gas gathering line placed in

Enter the difference between theservice after April 11, 2005. Line 15—Passive Activities regular tax and AMT deduction. If the
How is depreciation refigured for the AMT deduction is greater, enter the
AMT? Do not enter again elsewhere on difference as a negative amount.

this schedule any AMT adjustmentProperty placed in service before If the estate or trust had a loss onor tax preference item included on1999. Refigure depreciation for the AMT CAUTION
!

property for which circulationthis line.using ADS with the same convention expenditures have not been fully
used for the regular tax. See the table For AMT purposes, the rules described amortized for the AMT, the AMT
below for the method and recovery period in section 469 apply, except that in deduction is the smaller of (a) the amount
to use. applying the limitations, minimum tax of the loss allowable for the expenditures

rules apply. had they remained capitalized or (b) the
Property Placed in Service Before 1999 remaining expenditures to be amortizedRefigure passive activity gains and for the AMT.IF the property is... THEN use the... losses on an AMT basis. Refigure a

passive activity gain or loss by taking into Line 18—Long-Term ContractsSection 1250 Straight line method
account all AMT adjustments or tax For AMT purposes, the percentage ofproperty. over 40 years.
preference items that pertain to that completion method of accounting

Tangible property Straight line method activity. described in section 460(b) generally
(other than section over the property’s must be used. However, this rule doesYou may complete a second Form1250 property) AMT class life. not apply to any home construction8582 to determine the passive activitydepreciated using contract (as defined in section 460(e)(6)).losses allowed for AMT purposes, but dostraight line for the

Note. Contracts described in sectionnot send this AMT Form 8582 to the IRS.regular tax.
460(e)(1) are subject to the simplified

Enter the difference between the lossAny other tangible 150% declining method of cost allocation of section
reported on page 1, and the AMT loss, ifproperty. balance method, 460(b)(4).
any.switching to straight

Enter the difference between the AMTline the first tax year
The amount of any passive activity and regular tax income. If the AMTit gives a larger
loss that is not deductible (and is income is smaller, enter the difference asdeduction, over the
therefore carried forward) for AMT a negative amount.property’s AMT class

TIP

life. purposes is likely to differ from the Line 19—Mining Costsamount (if any) that is carried forward for
regular tax purposes. Therefore, it isProperty placed in service after Do not make this adjustment foressential that you retain adequate records1998. Use the same convention and costs for which you elected thefor both AMT and regular tax purposes.recovery period used for the regular tax. optional 10-year write-off periodCAUTION

!
For property other than section 1250 Publicly traded partnerships (PTPs). If under section 59(e) for regular tax
property, use the 150% declining balance the estate or trust had a loss from a PTP, purposes.
method, switching to straight line the first refigure the loss using any AMT Expenditures for the development or
tax year it gives a larger deduction. For adjustments and tax preference items. exploration of a mine or certain other
section 1250 property, use the straight mineral deposits (other than an oil, gas,Line 16—Loss Limitationsline method. or geothermal well) deducted under
How is the AMT class life determined? sections 616(a) and 617(a) for regular taxIf the loss is from a passiveThe class life used for the AMT is not purposes must be amortized for AMTactivity, use line 15 instead. If thenecessarily the same as the recovery purposes over 10 years beginning withloss is from a tax shelter farmCAUTION

!
period used for the regular tax. The class the year the expenditures were paid oractivity (that is not passive), use line 23.lives for the AMT are listed in Rev. Proc. incurred.
87-56, 1987-2 C.B. 674, and in Pub. 946, Refigure your allowable losses for Enter the difference between theHow To Depreciate Property. Use 12 AMT purposes from activities for which amount allowed for AMT purposes andyears for any tangible personal property you are not at risk and basis limitations the amount allowed for regular taxnot assigned a class life. applicable to interests in partnerships and purposes. If the amount allowed for AMT

stock in S corporations, by taking into purposes exceeds the amount deductedSee Pub. 946 for optional tables
account your AMT adjustments and tax for regular tax purposes, enter thethat can be used to figure AMT
preference items. See sections 59(h), difference as a negative amount.depreciation. Rev. Proc. 89-15,

TIP

465, 704(d), and 1366(d).1989-1 C.B. 816, has special rules for If the estate or trust had a loss on
short tax years and for property disposed Enter the difference between the loss property for which mining expenditures
of before the end of the recovery period. reported for regular tax purposes and the have not been fully amortized for the
How is the line 14 adjustment figured? AMT loss. If the AMT loss is more than AMT, the AMT deduction is the smaller of
Subtract the AMT deduction for the loss reported for regular tax purposes, (a) the amount of the loss allowable for
depreciation from the regular tax enter the adjustment as a negative the expenditures had they remained
deduction and enter the result. If the AMT amount. capitalized or (b) the remaining
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expenditures to be amortized for the 2. Subtract the amount that would include on line 23 the total AMT
AMT. have been allowed had you amortized patronage dividend adjustment reported

these IDCs over a 120-month period to the estate or trust from the cooperative.
Line 20—Research and starting with the month the well was • Amortization of pollution controlExperimental Costs placed in production. facilities. The amortization deduction

under section 169 must be refigured for
Do not make this adjustment for Cost depletion can be substituted the AMT. For facilities placed in service
costs paid or incurred in for the amount allowed using after 1986 and before 1999, figure the
connection with an activity inCAUTION

!
amortization over 120 months. amortization deduction for the AMT usingCAUTION

!
which the estate or trust materially the ADS described in section 168(g). ForNet income. Determine net income byparticipated under the passive activity facilities placed in service after 1998,reducing the gross income that the estaterules or for costs for which you elected figure the AMT deduction under MACRSor trust received or accrued during the taxthe optional 10-year write-off for research using the straight line method. Enter theyear from all oil, gas, and geothermaland experimental expenditures under difference between the regular tax andwells by the deductions allocable to thosesection 59(e) for regular tax purposes. AMT deduction. If the AMT amount iswells (reduced by the excess IDCs).

Research and experimental greater, enter the difference as a negativeWhen refiguring net income, use only
expenditures deducted under section amount.income and deductions allowed for the
174(a) for regular tax purposes generally • Tax shelter farm activities. Figure thisAMT.
must be amortized for AMT purposes adjustment only if the tax shelter farmException. The preference for IDCs fromover 10 years beginning with the year the activity (as defined in section 58(a)(2)) isoil and gas wells does not apply toexpenditures were paid or incurred. not a passive activity. If the activity istaxpayers who are independent

passive, include it with any other passiveEnter the difference between the producers (that is, not integrated oil
activities on line 15.amount allowed for AMT purposes and companies as defined in section

the amount allowed for regular tax Refigure all gains and losses reported291(b)(4)). However, this benefit may be
purposes. If the amount for AMT for the regular tax from tax shelter farmlimited. First, figure the IDC preference as
purposes exceeds the amount allowed for activities by taking into account any AMTif this exception did not apply. Then, for
regular tax purposes, enter the difference adjustments and preferences. Determinepurposes of this exception, complete
as a negative amount. tax shelter farm activity gain or loss forSchedule I through line 23, including the

the AMT using the same rules used forIDC preference and combine lines 1If the estate or trust had a loss on
the regular tax with the followingthrough 23. If the amount of the IDCproperty for which research and
modifications. No refigured loss ispreference exceeds 40% of the total ofexperimental costs have not been fully
allowed, except to the extent an estate orlines 1 through 23, enter the excess onamortized for the AMT, the AMT
trust is insolvent (see section 58(c)(1)). Aline 22 (the benefit of this exception isdeduction is the smaller of (a) the loss
refigured loss may not be used in thelimited). Otherwise, do not enter anallowable for the costs had they remained
current tax year to offset gains from otheramount on line 22 (the estate’s or trust’scapitalized or (b) the remaining costs to
tax shelter farm activities. Instead, anybenefit from this exception is not limited).be amortized for the AMT.
refigured loss must be suspended andLine 23—Other AdjustmentsLine 21—Income From Certain carried forward indefinitely until (a) the

Enter on line 23 the total of any other estate or trust has a gain in a subsequentInstallment Sales Before January
adjustments that apply including the tax year from the same activity or (b) the1, 1987
following. activity is disposed of.The installment method does not apply for • Depreciation figured using pre-1987 The AMT amount of any tax shelterAMT purposes to any nondealer rules. For AMT purposes, use the straight farm activity loss that is not deductibledisposition of property that occurred after line method to figure depreciation on real and is carried forward is likely to differAugust 16, 1986, but before the first day property. Use a recovery period of 19 from the regular tax amount. Keepof your tax year that began in 1987, if an years for 19-year real property and 15 adequate records for both the AMT andinstallment obligation to which the years for low-income housing. Enter the regular tax.proportionate disallowance rule applied excess of depreciation claimed for regular

arose from the disposition. Enter on line Enter the difference between thetax purposes over depreciation refigured
21 the amount of installment sale income amount that would be reported for theusing the straight line method. Figure this
that was reported for regular tax activity on Schedule E or F for the AMTamount separately for each property and
purposes. and the regular tax amount. If (a) the AMTinclude on line 23 only positive amounts.

loss is more than the regular tax loss, (b)Line 22—Intangible Drilling Costs For leased personal property other the AMT gain is less than the regular tax
than recovery property, enter the amountPreference (IDCs) gain, or (c) there is an AMT loss and a
by which the regular tax depreciation regular tax gain, then enter the
using the pre-1987 rules exceeds theDo not make this adjustment for adjustment as a negative amount.
depreciation allowable using the straightcosts for which you elected the

Enter any adjustment for amountsline method. For leased 10-year recoveryoptional 60-month write-off underCAUTION
!

reported on Schedule D, Form 4684, orproperty and leased 15-year public utilitysection 59(e) for regular tax purposes.
Form 4797 for the activity on line 13property, enter the amount by which theIDCs from oil, gas, and geothermal instead.depreciation deduction determined forwells are a preference to the extent that • Alcohol fuel credit or biodiesel andregular tax purposes is more than thethe excess IDCs exceed 65% of the net renewable diesel fuels credit. If thededuction allowable using the straight lineincome from the wells. Figure the adjusted total income (line 17, of page 1)method with a half-year convention, nopreference for all oil and gas properties includes the amount of the alcohol fuelsalvage value, and a recovery period ofseparately from the preference for all credit or the biodiesel and renewable15 years (22 years for 15-year publicgeothermal properties. diesel fuels credit under section 87,utility property). Figure this amount

Figure excess IDCs as follows: include that amount as a negative amountseparately for each property and include
on line 23.1. Determine the amount of the on line 23 only positive amounts.

estate’s or trust’s IDCs allowed for the • Patron’s adjustment. Distributions the • Related adjustments. AMT
regular tax under section 263(c), but do estate or trust received from a adjustments and tax preference items
not include any section 263(c) deduction cooperative may be includible in income. may affect deductions that are based on
for nonproductive wells, then Unless the distributions are nontaxable, an income limit other than AGI or
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modified AGI (for example, farm otherwise enter on line 29, enter that on a minimum tax basis, the DNAMTI is
conservation expenses). Refigure these amount instead and write “Sch. Q” on the figured without regard to any tax-exempt
deductions using the income limit as dotted line next to line 29. interest (except for amounts from line 8).
modified for the AMT. Include the If tax-exempt interest is the onlyPart II—Income Distributiondifference between the regular tax and tax-exempt income included in the totalDeduction on a Minimum TaxAMT deduction on line 23. If the AMT distributions (line 40), and the DNAMTIBasisdeduction is more than the regular tax (line 37) is less than or equal to line 40,
deduction, include the difference as a then enter on line 41 the amount fromLine 30—Adjusted Alternativenegative amount. line 31.

Minimum Taxable Income
Do not make an adjustment on If tax-exempt interest is the onlyGenerally, enter on line 30, Schedule I,line 23 for an item you refigured tax-exempt income included in the totalthe amount from line 25, Schedule I.on another line of Schedule I (for distributions (line 40), and the DNAMTI isCAUTION

!
However, if both line 4 on page 1 and lineexample, line 6). more than line 40 (that is, the estate or25, Schedule I, are losses, enter on line trust made a distribution that is less thanLine 24—Alternative Tax Net 30, Schedule I, the smaller of those the DNAMTI), then figure the adjustmentOperating Loss Deduction losses. If line 4 is zero or a gain and line by multiplying line 31 by a fraction, the25 is a loss, enter zero on line 30,(ATNOLD) numerator of which is the totalSchedule I.The ATNOLD is the sum of the alternative distributions (line 40), and the

tax net operating loss (ATNOL) denominator of which is the DNAMTI (lineLine 31—Adjusted Tax-Exempt
carryovers and carrybacks to the tax year, 37). Enter the result on line 41.Interest
subject to the limitation explained below. If line 40 includes tax-exempt incomeTo figure the adjusted tax-exempt interest

For tax years beginning after 1986, the other than tax-exempt interest (except for(including exempt-interest dividends
net operating loss (NOL) under section amounts from line 8), figure line 41 byreceived as a shareholder in a mutual
172(c) is modified for alternative tax subtracting the total expenses allocable tofund or other regulated investment
purposes by (a) adding the adjustments tax-exempt income that are allowable forcompany), subtract the total of any:
made under sections 56 and 58 AMT purposes from tax-exempt income1. Tax-exempt interest from line 2 of(subtracting if the adjustments are included on line 40.Schedule A of Form 1041 figured for AMTnegative); and (b) reducing the NOL by

purposes, and Expenses that are directly allocable toany item of tax preference under section
2. Section 212 expenses allowable for tax-exempt income are allocated only to57 (except the appreciated charitable

AMT purposes allocable to tax-exempt tax-exempt income. A reasonablecontribution preference item). For an
interest, from the amount of tax-exempt proportion of expenses indirectly allocableestate or trust that held a residual interest
interest received. to both tax-exempt income and otherin a real estate mortgage investment

income must be allocated to each class ofconduit (REMIC), figure the ATNOLD Do not subtract any deductions income.without regard to any excess inclusion. reported on lines 2 through 4.
Line 44—Income DistributionIf this estate or trust is the beneficiary Section 212 expenses that are directly

of another estate or trust that terminated Deduction on a Minimum Taxallocable to tax-exempt interest are
in 2005, include any ATNOL carryover Basisallocated only to tax-exempt interest. A
that was reported in box 11, code E of Allocate the income distribution deductionreasonable proportion of section 212
Schedule K-1 (Form 1041). figured on a minimum tax basis amongexpenses that are indirectly allocable to

The estate’s or trust’s ATNOLD may the beneficiaries in the same manner asboth tax-exempt interest and other
be limited. To figure the ATNOLD income was allocated for regular taxincome must be allocated to each class of
limitation, first figure AMTI without regard purposes. You need the allocated incomeincome.
to the ATNOLD. For this purpose, figure a distribution deduction figured on aLine 33tentative amount for line 6 of Schedule I minimum tax basis to figure the

Reduce the amount on line 33 by anyby treating line 24 as if it were zero. Then, beneficiary’s adjustment for minimum tax
allocable section 1202 exclusion (asfigure a tentative total by combining lines purposes, as explained under the
refigured for AMT purposes).1–23 of Schedule I using the line 6 instructions for box 12, code A on

tentative amount. The ATNOLD limitation page 43.Line 34
is 90% of the tentative total.

Enter any capital gains that were paid or Part III—Alternative MinimumEnter on line 24 the smaller of the permanently set aside for charitable Tax ComputationATNOLD or the ATNOLD limitation. purposes from the current year’s income
Any ATNOL not used because of the included on line 1 of Schedule A. Reduce Line 53—Alternative Minimum

ATNOLD limitation can be carried back or the amount on line 34 by any allocable Foreign Tax Credit
forward. See section 172(b) for details. section 1202 exclusion (as refigured for

AMT purposes).The treatment of ATNOLs does not To see if you need to figure the
affect your regular tax NOL. estate’s or trust’s AMT foreign taxLines 35 and 36

credit, fill in line 55 of Schedule I
TIP

If you elected under section Capital gains and losses must take into
as instructed. If the amount on line 55 is172(b)(3) to forego the carryback account any basis adjustments from line
greater than or equal to the amount onperiod for regular tax purposes, 13, Part I.

TIP

line 52, the estate or trust does not owethe election will also apply for the AMT.
Line 41—Adjustment for the AMT. Enter zero on line 56 and see

Line 29—Estate’s or Trust’s Share Who Must Complete on page 26 to findTax-Exempt Income
of Alternative Minimum Taxable out if you must file Schedule I with FormIn figuring the income distribution

1041. However, even if the estate or trustIncome deduction on a minimum tax basis, the
does not owe AMT, you may need toFor an estate or trust that held a residual estate or trust is not allowed a deduction
complete line 53 to see if you have aninterest in a REMIC, line 29 may not be for any item of DNAMTI (line 37) that is
AMT foreign tax credit carryback orless than the estate’s or trust’s share of not included in the gross income of the
carryforward to other tax years.the amount on Schedule E (Form 1040), estate or trust figured on an AMT basis.

line 38, column (c). If that amount is Thus, for purposes of figuring the To figure the AMT foreign tax credit,
larger than the amount you would allowable income distribution deduction follow the steps discussed below.
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Step 1. Complete and attach a separate have qualified for that adjustment Complete an AMT Worksheet for Line
AMT Form 1116, with the notation at the exception if you had completed a Form 17 in the Instructions for Form 1116 to
top, “Alt Min Tax” for each separate 1116 for the regular tax), and figure the amount to enter on Form 1116,
limitation category specified at the top of • Schedule I, line 62 is $175,000 or less. line 17 if:
Form 1116. • Schedule I, line 62 is greater than zero,Foreign capital gains or losses. If • Schedule I, line 74 is smaller thanNote. When applying the separate any capital gain or loss from U.S. or

Schedule I, line 75, andlimitation categories, use the applicable foreign sources is different for the AMT, • The Exception for the line 17 worksheetAMT rate instead of the regular tax rate to use the refigured amounts to complete
below does not apply.determine if any income is “high-taxed.” this step.

Step 2. If you (on behalf of the estate or To figure the adjustment for the If you do not have to complete an AMT
trust) previously made or are making the estate’s or trust’s foreign source capital Worksheet for Line 17, enter the amount
Simplified limitation election (see page gains or losses, you must first determine from Schedule I, line 29 on line 17 of the
32), skip Part I and enter on the AMT whether you can use Worksheet A or AMT Form 1116.
Form 1116, line 16, the same amount you Worksheet B in the Instructions for Form Exception for the line 17 worksheet.entered on that line for the regular tax. If 1116. Otherwise, you must use the You do not have to complete an AMTyou did not complete Form 1116 for the instructions for Capital Gains and Losses Worksheet for Line 17 in the Instructionsregular tax and you previously made or in Pub. 514 to figure the adjustments you for Form 1116 if:are making the simplified limitation must make to the estate’s or trust’s • The estate or trust qualifies for theelection (on behalf of the estate or trust), foreign source capital gains and losses. Adjustment exception discussed undercomplete Part I and lines 14 through 16 of

Use Worksheet A if the estate or trust Qualified Dividends Tax Worksheetthe AMT Form 1116 using regular tax
has foreign source capital gains or losses (Estates and Trusts) or theAdjustments toamounts.
in no more than two separate categories, foreign qualified dividends discussedIf the election does not apply, and any of the following apply. under Schedule D Filers (bothcomplete Part I, using only income and • Schedule D line 14a, column (2) or line discussions are in the Instructions fordeductions allowed for the AMT that are 15, column (2), as refigured for the AMT if Form 1116) when you completed a Formattributable to sources outside the United necessary, is zero or a loss. 1116 for the regular tax (or you wouldStates. If the estate or trust has any • Schedule D line 18, as refigured for the have qualified for that adjustmentforeign source qualified dividends or AMT if necessary, minus the amount on exception if you had completed a Formforeign source capital gains or losses, use Form 4952 line 4e that you elected to 1116 for the regular tax), andthe instructions under Step 3 to determine include on Form 4952 line 4g is zero. • Schedule I, line 62 is $175,000 or less.whether you must make adjustments to • Line 9 of the Schedule D Tax Instructions for completing an AMTthose amounts before you include the Worksheet, as refigured for the AMT if Worksheet for Line 17. To complete anamounts on line 1 or line 5 of the AMT necessary, is zero. AMT Worksheet for Line 17 in theForm 1116. • You were not required to make Instructions for Form 1116, follow theseStep 3. Follow the instructions below, if adjustments to the estate’s or trust’s instructions.applicable, to determine the amount of foreign source qualified dividends under

1. Enter the amount from Schedule I,foreign source qualified dividends and the rules described above (or if the estate
line 29 on line 1 of the worksheet.foreign source capital gains and losses to or trust had foreign source qualified

2. Skip lines 2 and 3 of the worksheet.include on line 1 and line 5 of the AMT dividends, you would not have been
3. Enter the amount from Schedule I,Form 1116. required to make those adjustments).

line 72 on line 4 of the worksheet.Foreign qualified dividends. You Use Worksheet B if you: 4. Multiply line 4 of the worksheet bymust adjust the estate’s or trust’s foreign • Cannot use Worksheet A, 0.1071 (instead of 0.2857) and enter thesource qualified dividends before you • Have foreign source capital gains and results on line 5 of the worksheet.include those amounts on line 1 of the losses in no more than 2 separate 5. Enter the amount from Schedule I,AMT Form 1116 if: categories, and line 70 on line 6 of the worksheet.• Schedule I, line 62 is greater than zero, • Did not have any item of unrecaptured 6. Multiply line 6 of the worksheet by• Schedule I, line 74 is smaller than section 1250 gain or any item of 28% rate 0.4643 (instead of 0.5714 and enter theSchedule I, line 75, and gain or loss for either regular tax or AMT. result on line 7 of the worksheet.• The Exception for foreign qualified
7. Complete lines 8 and 9 of theInstructions for Worksheets A anddividends below does not apply.

worksheet as instructed on theB. When you complete Worksheet A orTo adjust foreign source qualified worksheet.B, use foreign source capital gains anddividends, multiply the estate’s or trust’s
losses as refigured for the AMT, ifforeign source qualified dividends in each Step 7. Enter the amount from Schedulenecessary, and do not use any foreignseparate category by 0.5357. Include the I, line 52, on the AMT Form 1116, line 19.source capital gains that you elected toresults on line 1 of the AMT Form 1116. Complete lines 18, 20, and 21 of the AMTinclude on line 4g of the AMT Form 4952.

Form 1116.Use 0.5357 instead of 0.4286 to completeDo not adjust the amount of any
lines 11, 13, and 15 of Worksheet B andforeign source qualified dividends Step 8. Complete Part IV of the first AMT
to complete Steps 4 and 5 of the Line 15you elected to include on line 4g Form 1116 only.CAUTION

!
Worksheet for Worksheet B.of the AMT Form 4952. Enter on line 53 of Schedule I of Form

Exception for foreign qualified Step 4. Complete Part II and lines 9 1041 the amount from line 33 of the first
dividends. You do not need to make any through 13 of the AMT Form 1116. Use AMT Form 1116.
adjustments if both of the following apply. the estate’s or trust’s AMT foreign tax Attach to the estate’s or trust’s return,• The estate or trust qualifies for the credit carryover, if any, on line 10. all AMT Forms 1116 you used to figureAdjustment exception discussed under

Step 5. If the simplified limitation election your AMTFTC.Qualified Dividends Tax Worksheet
does not apply, complete lines 14 through(Estates and Trusts) or the Adjustments AMT foreign tax credit carryback and
16 of the AMT Form 1116.to foreign qualified dividends discussed carryforward. If the AMT foreign tax

under Schedule D Filers (both Step 6. If you did not complete Part IV of credit is limited, any unused amount can
discussions are in the Instructions for Schedule I, enter the amount from be carried back or forward in accordance
Form 1116) when you completed a Form Schedule I, line 29 on line 17 of the AMT with sections 59(a)(2)(B) and 904(c). The
1116 for the regular tax (or you would Form 1116 and go to Step 7 below. election to forego the carryback period for
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regular tax purposes also applies for the records. Do not attach the AMT Schedule Section 1256 contracts and straddles
AMT. D to Form 1041. are reported on Form 6781, Gains and

Losses From Section 1256 Contracts andSimplified limitation election. The Do not decrease the estate’s or Straddles.estate or trust may elect to use a trust’s section 1202 exclusion by
simplified section 904 limitation to figure the amount, if any, included on Capital AssetCAUTION

!
its AMT foreign tax credit. To do so, use line 9. Each item of property held by the estatethe estate’s or trust’s regular tax income or trust (whether or not connected with itsIf the estate or trust is a beneficiary offor Form 1116, Part I, instead of refiguring trade or business) is a capital assetanother estate or trust. If the estate orthe estate’s or trust’s foreign source except:trust received a Schedule K-1 (Formincome for the AMT, as described in Step • Inventoriable assets or property held1041) from another estate or trust that2 on page 31. The estate or trust must primarily for sale to customers;shows an amount in box 12 with code B,make the election for the first tax year • Depreciable or real property used in aC, D, E, or F, follow the instructions in theafter 1997 for which it claims an trade or business, even if it is fullytable below.alternative minimum tax foreign tax credit. depreciated;If it does not make the election for that IF the code in box THEN include that • Certain copyrights, literary, musical, oryear, it may not make it for a later year. 12 is... amount in the total artistic compositions, letters orOnce made, the election applies to all on... memoranda, or similar property;later tax years and may be revoked only • Accounts or notes receivable acquiredB line 2 of an AMTwith IRS consent. in the ordinary course of a trade orQualified Dividends

business for services rendered or fromPart IV—Line 52 Computation Tax Worksheet; line
the sale of inventoriable assets or19 of an AMTUsing Maximum Capital Gains
property held primarily for sale toSchedule D (FormRates customers;1041); or line 2 of an
• Certain U.S. Government publicationsAMT Schedule D TaxLines 58, 59, and 60
not purchased at the public sale price;Worksheet,

If you used Schedule D, the Schedule D whichever applies. • Certain “commodities derivative
Tax Worksheet, or the Qualified Dividend financial instruments” held by a dealer

C line 3, column (f), ofTax Worksheet, you generally may enter (see section 1221(a)(6));
an AMT Schedule D.the amounts as instructed on Schedule I, • Certain hedging transactions entered

lines 58, 59, and 60. But do not use those into in the normal course of a trade orD line 8, column (f), of
amounts if either of the following applies. business (see section 1221(a)(7)); andan AMT Schedule D.

1. Any gain or loss on Schedule D is • Supplies regularly used in a trade or
E line 11 of an AMTdifferent for the AMT (for example, business.

Unrecaptured Sectionbecause the AMT basis was different due You may find additional helpful1250 Gainto depreciation adjustments or an information in the following publications.Worksheet.incentive stock option adjustment or the • Pub. 544, Sales and Other DispositionsAMT capital loss carryover from 2004 was F line 4 of an AMT 28% of Assets.different). Rate Gain • Pub. 551, Basis of Assets.2. You did not complete Part V of Worksheet.
Schedule D, the Schedule D Tax Short-Term or Long-Term
Worksheet, or the Qualified Dividends Separate the capital gains and losses
Tax Worksheet because Form 1041, line according to how long the estate or trust
22, was zero or less. held or owned the property. The holdingSchedule D (Form 1041)—

3. The estate or trust received a period for short-term capital gains andCapital Gains and LossesSchedule K-1 (Form 1041) that shows an losses is 1 year or less. The holding
amount in box 12 with code B, C, D, E, or period for long-term capital gains andWhat’s NewF. If this applies, see If the estate or trust losses is more than 1 year. Property
is a beneficiary of another estate or trust. acquired from a decedent is consideredQualified small business stock. The

as held for more than 1 year.estate or trust can now exclude up to 60%If 1or 3 above applies, complete Parts of the gain on the sale or exchange of When you figure the length of theI through IV of an AMT Schedule D by qualified small business stock of an period the estate or trust held property,refiguring the amounts of your gains and empowerment zone business if certain begin counting on the day after the estatelosses for the AMT. Next, if 1, 2, or 3 requirements are met. See Exclusion of or trust acquired the property and includeabove applies, complete the following Gain on Qualified Small Business Stock the day the estate or trust disposed of it.lines of the applicable schedule or (Section 1202) on page 33. Use the trade dates for the date ofworksheet:
acquisition and sale of stocks and bonds• Lines 18 through 22 of an AMT General Instructions
traded on an exchange or over-the-Schedule D,
counter market.• Lines 2 through 13 of an AMT Purpose of Form

Schedule D Tax Worksheet, or Use Schedule D (Form 1041) to report Section 643(e)(3) Election• Lines 2 through 4 of a Qualified gains and losses from the sale or For noncash property distributions, aDividends Tax Worksheet. exchange of capital assets by an estate fiduciary may elect to have the estate orIf you were required to complete an AMT or trust. trust recognize gain or loss in the sameForm 4952, use it to figure the amount to
manner as if the distributed property hadTo report the sale or exchange ofenter on line 21 of the AMT Schedule D,
been sold to the beneficiary at its FMV.property used in a trade or business,lines 3 and 4 of the AMT Schedule D Tax
The distribution deduction is theinvoluntary conversions (other thanWorksheet, and line 3 of the Qualified
property’s FMV. This election applies tocasualties and thefts), and certainDividends Tax Worksheet. Use amounts
all distributions made by the estate orordinary gains and losses, see Form 4797from the AMT Schedule D, AMT Schedule
trust during the tax year and, once made,and related instructions.D Tax Worksheet, or Qualified Dividends
may be revoked only with IRS consent.Tax Worksheet to complete Schedule I, If property is involuntarily converted

lines 58, 59, and 60. Keep the AMT because of a casualty or theft, use Form Note that section 267 does not allow a
Schedule D and worksheet for your 4684. trust or a decedent’s estate to claim a
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deduction for any loss on property to than 5 years, you can exclude the amount • As of the date the stock was issued,
which a section 643(e)(3) election of “qualified capital gain” from gross the corporation was a qualified small
applies. In addition, when a trust or a income. See Pub. 954. business. A qualified small business is a
decedent’s estate distributes depreciable • If qualified dividends include domestic C corporation with total gross
property, section 1239 applies to deny extraordinary dividends, any loss on the assets of $50 million or less (a) at all
capital gains treatment for any gain on sale or exchange of the stock is a times after August 9, 1993, and before
property to which a section 643(e)(3) long-term capital loss to the extent of the the stock was issued, and (b) immediately
election applies. extraordinary dividends. An extraordinary after the stock was issued. Gross assets

dividend is a dividend that is at least 10% include those of any predecessor of theRelated Persons (5% in the case of preferred stock) of the corporation. All corporations that are
A trust cannot deduct a loss from the sale basis in the stock. members of the same parent-subsidiary
or exchange of property directly or controlled group are treated as one

Constructive Sales Treatment forindirectly between any of the following: corporation.
• A grantor and a fiduciary of a trust, Certain Appreciated Positions • The estate or trust acquired the stock
• A fiduciary and a fiduciary or at its original issue (either directly orGenerally, the estate or trust must
beneficiary of another trust created by the through an underwriter), either inrecognize gain (but not loss) on the date it
same grantor, exchange for money or other property orenters into a constructive sale of any
• A fiduciary and a beneficiary of the as pay for services (other than as anappreciated position in stock, a
same trust, underwriter) to the corporation. In certainpartnership interest, or certain debt
• A trust fiduciary and a corporation of cases, the estate or trust may meet theinstruments as if the position were
which more than 50% in value of the test if it acquired the stock from anotherdisposed of at FMV on that date.
outstanding stock is owned directly or person who met this test (such as by giftThe estate or trust is treated asindirectly by or for the trust or by or for the or at death) or through a conversion ormaking a constructive sale of angrantor of the trust, or exchange of qualified small businessappreciated position when it (or a related• An executor of an estate and a stock the estate or trust held.person, in some cases) does one of thebeneficiary of that estate, except when • During substantially all the time thefollowing:the sale or exchange is to satisfy a estate or trust held the stock:• Enters into a short sale of the same orpecuniary bequest (that is, a bequest of a 1. The corporation was a Csubstantially identical property (that is, asum of money). corporation,“short sale against the box”),

2. At least 80% of the value of theItems for Special Treatment • Enters into an offsetting notional
corporation’s assets were used in theprincipal contract relating to the same orThe following items may require special
active conduct of one or more qualifiedsubstantially identical property,treatment.
businesses (defined below), and• Enters into a futures or forward contract• Wash sales of stock or securities

3. The corporation was not a foreignto deliver the same or substantially(including contracts or options to acquire
corporation, DISC, former DISC,identical property, oror sell stock or securities) (section 1091).
corporation that has made (or that has a• Acquires the same or substantially• Gain or loss on options to buy or sell
subsidiary that has made) a section 936identical property (if the appreciated(section 1234).
election, regulated investment company,position is a short sale, offsetting notional• Certain real estate subdivided for sale
real estate investment trust, REMIC,principal contract, or a futures or forwardthat may be considered a capital asset
FASIT, or cooperative.contract).(section 1237).
Note. A specialized small business• Gain on disposition of stock in an Exception. Generally, constructive investment company (SSBIC) is treatedinterest charge domestic international sale treatment does not apply if: as having met test 2 above.sales corporation (section 995(c)). • The estate or trust closed the• Gain on the sale or exchange of stock Qualified business. A qualified businesstransaction before the end of the 30th day

in certain foreign corporations (section is any business other than the following:after the end of the year in which it was
1248). • One involving services performed in theentered into,• Sales of stock received under a fields of health, law, engineering,• The estate or trust held the appreciated
qualified public utility dividend architecture, accounting, actuarialposition to which the transaction relates
reinvestment plan. See Pub. 550 for science, performing arts, consulting,throughout the 60-day period starting on
details. athletics, financial services, or brokeragethe date the transaction was closed, and• Transfer of appreciated property to a services;• At no time during that 60-day period
political organization (section 84). • One whose principal asset is thewas the estate’s or trust’s risk of loss• Disposition of market discount bonds reputation or skill of one or morereduced by holding certain other
(section 1276). employees;positions.• Gains from certain constructive • Any banking, insurance, financing,

For details and other exceptions toownership transactions. Gain in excess of leasing, investing, or similar business;
these rules, see Pub. 550.the gain the estate or trust would have • Any farming business (including the

recognized if the estate or trust had held raising or harvesting of trees);Exclusion of Gain on Qualifieda financial asset directly during the term • Any business involving the productionSmall Business Stock (Sectionof a derivative contract must be treated as of products for which percentage1202)ordinary income. See section 1260 for depletion can be claimed; or
details. Section 1202 provides for an exclusion of • Any business of operating a hotel,
• The sale of qualified empowerment 50% of the gain on the sale or exchange motel, restaurant, or similar business.
zone assets acquired after December 21, of qualified small business (QSB) stock. For more details about limits and2000, that the estate or trust held for The section 1202 exclusion applies only additional requirements that may apply,more than 1 year, if you elect to postpone to qualified small business stock held for see section 1202.gain by purchasing other qualified more than 5 years. To be qualified small

Empowerment zone business stock.empowerment zone assets during the business stock, the stock must meet all of
Generally, the estate or trust can exclude60-day period that began on the date of the following tests.
up to 60% of its gain if it meets thethe sale. See Pub. 550 and Pub. 954. • It must be stock in a C corporation (that
following additional requirements.• If you sell or exchange a District of is, not S corporation stock).

Columbia Enterprise Zone (DC Zone) • It must have been originally issued 1. The stock sold or exchanged was
asset that the estate or trust held for more after August 10, 1993. stock in a corporation that qualified as an
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empowerment zone business during the exclusion if you claimed a 60% Column (d)—Sales Price
substantially all of the time the estate or exclusion). Enter either the gross sales price or the
trust held the stock. net sales price from the sale. On sales ofGain from an installment sale of

2. The estate or trust acquired the stocks and bonds, report the grossQSB stock. If all payments are not
stock after December 21, 2000. amount as reported to the estate or trustreceived in the year of sale, a sale of

on Form 1099-B or similar statement.QSB stock that is not traded on an
Requirement 1 will still be met if the However, if the estate or trust wasestablished securities market generally is

corporation ceased to qualify after the advised that gross proceeds lesstreated as an installment sale and is
5-year period that began on the date the commissions and option premiums werereported on Form 6252. Part or all of any
estate or trust acquired the stock. reported to the IRS, enter that net amountgain from the sale that is reported on
However, the gain that qualifies for the in column (d).Form 6252 for the current year may be
60% exclusion cannot be more than the eligible for the section 1202 exclusion. In
gain the estate or trust would have had if Column (e)—Cost or Other Basiscolumn (a) of line 6, enter the name of the
it had sold the stock on the date the corporation whose stock was sold. In Basis of trust property. Generally, thecorporation ceased to qualify. column (f), enter the amount of your basis of property acquired by gift is the

For more information about allowable exclusion as a loss. Also, same as the basis in the hands of the
empowerment zone businesses, see Pub. include the amount of the 50% exclusion donor. If the FMV of the property at the
954. as a gain on line 2 of the 28% Rate Gain time it was transferred to the trust is less

Worksheet (include 2/3 of the exclusion if than the transferor’s basis, then the FMVPass-through entities. If the estate or
you claimed a 60% exclusion). is used for determining any loss ontrust held an interest in a pass-through

disposition.entity (a partnership, S corporation, Rollover of gain from qualified small
mutual fund, or other regulated business stock. If the estate or trust If the property was transferred to the
investment company) that sold qualified held qualified small business stock (as trust after 1976, and a gift tax was paid
small business stock, the estate or trust defined above) for more than 6 months, it under Chapter 12, then increase the
generally must have held the interest on may elect to postpone gain if it purchased donor’s basis as follows:
the date the pass-through entity acquired other qualified small business stock

Multiply the amount of the gift tax paidthe qualified small business stock and at during the 60-day period that began on
by a fraction, the numerator of which isall times thereafter until the stock was the date of the sale.
the net appreciation in value of the giftsold to qualify for the exclusion. The estate or trust must recognize (defined below), and the denominator of

How to report. Report in column (f) of gain to the extent the sale proceeds which is the amount of the gift. For this
line 6 the entire gain realized on the sale exceed the cost of the replacement stock. purpose, the net appreciation in value of
of qualified small business stock. Reduce the basis of the replacement the gift is the amount by which the FMV of
Complete all other columns as indicated. stock by any postponed gain. the gift exceeds the donor’s adjusted
Directly below the line on which you basis.The estate or trust must make thereported the gain, enter in column (a) election no later than the due date Basis of decedent’s estate property.“Section 1202 exclusion,” and enter as a (including extensions) for filing Form 1041 Generally, the basis of property acquired(loss) in column (f) the amount of the for the tax year in which the stock was by a decedent’s estate is the FMV of theallowable exclusion. On line 2 of the 28% sold. If the original Form 1041 was filed property at the date of the decedent’sRate Gain Worksheet, include an amount on time, the election may be made on an death, or the alternate valuation date ifequal to the 50% exclusion (2/3 of the amended return filed no later than 6 the executor elected to use an alternateexclusion if you claimed a 60% months after the due date of the original valuation under section 2032.exclusion). Also, see the instructions for return (excluding extensions). Write “FiledSchedule I, line 9, for information on the See Pub. 551 for a discussion of thepursuant to section 301.9100-2” at the topamount of the exclusion to include on valuation of qualified real property underof the amended return, and file it at theSchedule I. section 2032A.same address used for the original Form

Gain from Form 1099-DIV. If the 1041. Basis of assets held on January 1,
estate or trust received a Form 1099-DIV 2001, where an election to recognizeTo make the election, report the entirewith a gain in box 2c, part or all of that gain was made. If you elected on behalfgain realized on the sale on line 1 or 6.gain (which is also included in box 2a) of an estate or trust to recognize gain onDirectly below the line on which youmay be eligible for the section 1202 an asset held on January 1, 2001, thereported the gain, enter in column (a)exclusion. In column (a) of line 6, enter basis in the asset is its closing market“Section 1045 Rollover” and enter as athe name of the corporation whose stock price or fair market value, whichever(loss) in column (f) the amount of thewas sold. In column (f), enter the amount applies, on the date of the deemed salepostponed gain.of the allowable exclusion as a (loss). and reacquisition, whether the deemed
Also, include the amount of the 50% Specific Instructions sale resulted in a gain or an unallowed
exclusion as a gain on line 2 of the 28% loss.
Rate Gain Worksheet (include 2/3 of the Lines 1 and 6 Adjustments to basis. Before figuringexclusion if you claimed a 60%

Short-term and long-term capital gains any gain or loss on the sale, exchange, orexclusion).
and losses. Enter all sales of stocks, other disposition of property owned by the

Gain from Form 2439. If the estate or bonds, etc. estate or trust, adjustments to the
trust received a Form 2439, Notice to property’s basis may be required.Redemption of stock to pay deathShareholder of Undistributed Long-Term

taxes. If stock is redeemed under the Some items that may increase theCapital Gains, with a gain in box 1c, part
provisions of section 303, list and identify basis include:or all of that gain (which is also included
it on line 6 and give the name of thein box 1a) may be eligible for the section 1. Broker’s fees and commissions,
decedent and the IRS office where the1202 exclusion. In column (a) of line 6, 2. Reinvested dividends that were
estate tax or generation-skipping transferenter the name of the corporation whose previously reported as income,
tax return was filed.stock was sold. In column (f), enter the 3. Reinvested capital gains that were

amount of the allowable exclusion as a If you are reporting capital gain from a previously reported as income,
(loss). Also, include the amount of the lump-sum distribution, see the 4. Costs that were capitalized, and
50% exclusion as a gain on line 2 of the instructions for Form 4972 for information 5. Original issue discount that has
28% Rate Gain Worksheet (include 2/3 of about the federal estate tax. been previously included in income.
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Some items that may decrease the the amount in column (e) from the amount Enter on Form 1041, line 24f, the tax
basis include: paid as shown in box 2 of Form 2439.in column (d). Enter negative amounts in

Add to the basis of your stock the excessparentheses.1. Nontaxable distributions that
of the amount included in income over theconsist of return of capital,
amount of the credit for tax paid. SeeLines 2 and 72. Deductions previously allowed or
Pub. 550 for more details.allowable for depreciation, and Undistributed capital gains. Include on3. Casualty or theft loss deductions. The instructions above assumeline 7, column (f), the amount from box 1a

the estate or trust is a cash basisof Form 2439. This represents theSee Pub. 551 for additional
calendar year taxpayer.estate’s or trust’s share of the CAUTION

!
information.

undistributed long-term capital gains ofSee section 852(f) for treatment of Installment sales. If the estate or trustthe regulated investment companyload charges incurred in acquiring stock sold property (other than publicly traded
(mutual fund) or real estate investmentin a regulated investment company. stocks or securities) at a gain during the
trust. tax year and will receive a payment in aCarryover basis. Carryover basis

later tax year, you generally report thedetermined under repealed section 1023 If there is an amount in box 1b of Form
sale on the installment method and fileapplies to property acquired from a 2439, include that amount on line 11 of Form 6252, Installment Sale Income,decedent who died after December 31, the Unrecaptured Section 1250 Gain unless you elect not to do so.1976, and before November 7, 1978, only Worksheet below if you are required to

if the executor elected it on a Form Also, use Form 6252 to report anycomplete line 14b, column (2) of5970-A, Election of Carryover Basis, that payment received in 2005 from a saleSchedule D. If there is an amount in boxwas filed on time. made in an earlier tax year that was1c of Form 2439, see Exclusion of Gain
reported on the installment method.Column (f)—Gain or (Loss) on Qualified Small Business Stock

(Section 1202) on page 33. If there is anMake a separate entry in this column for To elect out of the installment method,
amount in box 1d of Form 2439, includeeach transaction reported on lines 1 and report the full amount of the gain on a
that amount on line 4 of the 28% Rate6 and any other lines that apply to the timely filed return (including extensions).
Gain Worksheet.estate or trust. For lines 1 and 6, subtract If the original return was filed on time, the

Unrecaptured Section 1250 Gain Worksheet—Line 14b Keep for Your Records

If the estate or trust is not reporting a gain on Form 4797, line 7, skip lines 1 through 9 and go to line
10.

1. If the estate or trust has a section 1250 property in Part III of Form 4797 for which you made an entry in
Part I of Form 4797 (but not on Form 6252), enter the smaller of line 22 or line 24 of Form 4797 for that
property. If the estate or trust did not have any such property, go to line 4. If it had more than one such
property, see instructions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.

2. Enter the amount from Form 4797, line 26g, for the property for which you made an entry on line 1 . . . . 2.
3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Enter the total unrecaptured section 1250 gain included on line 26 or line 37 of Form(s) 6252 from

installment sales of trade or business property held more than 1 year (see instructions) . . . . . . . . . . . . 4.
5. Enter the total of any amounts reported to the estate or trust on a Schedule K-1 from a partnership or an

S corporation as “unrecaptured section 1250 gain” . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.
6. Add lines 3 through 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter the smaller of line 6 or the gain from Form 4797, line 7 . . . . . . . . . . . . . . . . 7.
8. Enter the amount, if any, from Form 4797, line 8 . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Subtract line 8 from line 7. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

10. Enter the amount of any gain from the sale or exchange of an interest in a partnership attributable to
unrecaptured section 1250 gain (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.

11. Enter the total of any amounts reported to the estate or trust on a Schedule K-1, Form 1099-DIV, or
Form 2439 as “unrecaptured section 1250 gain” from an estate, trust, real estate investment trust, or
mutual fund (or other regulated investment company) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.

12. Enter the total of any unrecaptured section 1250 gain from sales (including installment sales) or other
dispositions of section 1250 property held more than 1 year for which you did not make an entry in Part I
of Form 4797 for the year of sale (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.

13. Add lines 9 through 12 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. If the estate or trust had any section 1202 gain or collectibles gain or (loss), enter

the total of lines 1 through 4 of the 28% Rate Gain Worksheet on page 37.
Otherwise, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.

15. Enter the (loss), if any, from Schedule D, line 5. If Schedule D, line 5, is zero or a
gain, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15. ( )

16. Enter the estate’s or trust’s long-term capital loss carryovers from Schedule D, line
11, and from Schedule K-1 (Form 1041), box 11, code C, from another estate or
trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16. ( )

17. Combine lines 14 through 16. If the result is a (loss), enter it as a positive amount. If the result is zero or
a gain, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17.

18. Unrecaptured section 1250 gain. Subtract line 17 from line 13. If zero or less, enter -0-. Enter the
result here and in the appropriate columns of Schedule D, line 14b . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.
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election may be made on an amended Form 4797 (or the comparable lines ofLine 13, Column (2)—Estate’s or
return filed no later than 6 months after Form 4797 for the year of sale) for thatTrust’s Net Short-Term Capital
the due date of the original return property.Gain or Loss
(excluding extensions). Write “Filed Step 2. Reduce the amount figured inEnter the amount of the net short-termpursuant to section 301.9100-2” at the top step 1 by any section 1250 ordinarycapital gain or loss allocable to the estateof the amended return, and file it at the income recapture for the sale. This is theor trust. Include any capital gain paid orsame address used for the original amount from line 26g of the 2005 Formpermanently set aside for a charitableForm 1041. 4797 (or the comparable line of Formpurpose specified in section 642(c).

4797 for the year of sale) for thatExchange of “like-kind” property. Line 13, Column (3)—Total property. The result is the totalGenerally, no gain or loss is recognized
Enter the total of the amounts entered in unrecaptured section 1250 gain that mustwhen property held for productive use in a
columns (1) and (2). The amount in be allocated to the installment paymentstrade or business or for investment is
column (3) should be the same as the received from the sale.exchanged solely for property of a
amount on line 5.like-kind to be held either for productive Step 3. Generally, the amount of

use in a trade or business or for section 1231 gain on each installmentLine 14a—Net Long-Term Capital
investment. However, if a trust exchanges payment is treated as unrecapturedGain or Loss
like-kind property with a related person section 1250 gain until the totalAllocate the net long-term capital gain or(see Related Persons on page 33), and unrecaptured section 1250 gain figured inloss on line 14a in the same manner asbefore 2 years after the date of the last step 2 has been used in full. Figure thethe net short-term capital gain or loss ontransfer that was part of the exchange the amount of gain treated as unrecapturedline 13. However, do not take the sectionrelated person disposes of the property, section 1250 gain for installment1202 exclusion on gain from the sale oror the trust disposes of the property payments received during the tax year, asexchange of qualified small businessreceived in exchange from the related the smaller of (a) the amount from line 26stock into account when figuring netperson, then the original exchange will or line 37 of the 2005 Form 6252,long-term capital gain or loss allocable tonot qualify for nonrecognition. See section whichever applies, or (b) the amount ofthe beneficiaries.1031(f) for exceptions. unrecaptured section 1250 gain

remaining to be reported. This amount isLine 14b—Unrecaptured Section
Complete and attach Form 8824, generally the total unrecaptured section1250 GainLike-Kind Exchanges, to Form 1041 for 1250 gain for the sale reduced by all gainComplete the worksheet on page 35 ifeach exchange. reported in prior years (excluding sectionany of the following apply.

1250 ordinary income recapture).• During the tax year, the estate or trustLine 9—Capital Gain Distributions However, if you chose not to treat all ofsold or otherwise disposed of sectionEnter as a long-term capital gain on line the gain from payments received after1250 property (generally, real property9, column (f), the total capital gain May 6, 1997, and before August 24,that was depreciated) held more than 1distributions paid during the year, 1999, as unrecaptured section 1250 gain,year.regardless of how long the estate or trust use only the amount you chose to treat as• The estate or trust received installmentheld its investment. This amount is shown unrecaptured section 1250 gain for thosepayments during the tax year for sectionin box 2a of Form 1099-DIV. If there is an payments to reduce the total1250 property held more than 1 year foramount in box 2b, include that amount on unrecaptured section 1250 gainwhich it is reporting gain on theline 11 of the Unrecaptured Section 1250 remaining to be reported for the sale.installment method.Gain Worksheet below if you are required Include this amount on line 4.• The estate or trust received a Scheduleto complete the worksheet. If there is an Line 10. Include on line 10 the estate’s orK-1 from an estate or trust, partnership, oramount in box 2c, see Exclusion of Gain
trust’s share of the partnership’sS corporation that shows “unrecapturedon Qualified Small Business (QSB) Stock
unrecaptured section 1250 gain thatsection 1250 gain” reportable for the taxon page 33. If there is an amount in box
would result if the partnership hadyear.2d of Form 1099-DIV, include the amount
transferred all of its section 1250 property• The estate or trust received a Formon line 4 of the 28% Rate Gain
in a fully taxable transaction immediately1099-DIV or Form 2439 from a real estateWorksheet.
before the estate or trust sold orinvestment trust or regulated investment
exchanged its interest in that partnership.company (including a mutual fund) thatThe instructions above assume
If the estate or trust recognized less thanreports “unrecaptured section 1250 gain”the estate or trust is a cash basis
all of the realized gain, the partnership willfor the tax year.calendar year taxpayer.CAUTION

!
be treated as having transferred only a• The estate or trust reported a long-term
proportionate amount of each sectioncapital gain from the sale or exchange ofLine 13, Column (1)— 1250 property.an interest in a partnership that ownedBeneficiaries’ Net Short-Term section 1250 property. Line 12. An example of an amount toCapital Gain or Loss
include on line 12 is unrecaptured sectionInstructions for the UnrecapturedEnter the amount of net short-term capital 1250 gain from the sale of a vacationSection 1250 Gain Worksheetgain or loss allocable to the beneficiary or home previously used as a rental property

beneficiaries. Include only those Lines 1 through 3. If the estate or trust but converted to personal use prior to the
short-term capital losses that are taken had more than one property described on sale. To figure the amount to enter on line
into account in determining the amount of line 1, complete lines 1 through 3 for each 12, follow the applicable instructions
gain from the sale or exchange of capital property on a separate worksheet. Enter below.
assets that is paid, credited, or required to the total of the line 3 amounts for all Installment sales. To figure thebe distributed to any beneficiary during properties on line 3 and go to line 4. amount to include on line 12, follow thethe tax year. See Regulations section Line 4. To figure the amount to enter on steps below for each installment sale of1.643(a)-3 for more information about line 4, follow the steps below for each property held more than 1 year for whichallocation of capital gains and losses. installment sale of trade or business you did not make an entry in Part I of

property held more than 1 year.If the losses from the sale or exchange Form 4797 for the year of sale.
of capital assets are more than the gains, Step 1. Figure the smaller of (a) the • Step 1. Figure the smaller of (a) the
the net loss must be allocated to the depreciation allowed or allowable or (b) depreciation allowed or allowable or (b)
estate or trust and not to the the total gain for the sale. This is the the total gain for the sale. This is the
beneficiaries. smaller of line 22 or line 24 of the 2005 smaller of line 22 or line 24 of the 2005
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Capital Loss Carryover Worksheet Keep for Your Records

Use this worksheet to figure the estate’s or trust’s capital loss carryovers from 2005 to 2006 if Schedule D, line 16,
is a loss and (a) the loss on Schedule D, line 15, col. (3), is more than $3,000 or (b) Form 1041, page 1, line 22,
is a loss.

1. Enter taxable income (or loss) from Form 1041, line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2. Enter the loss from line 16 of Schedule D as a positive amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
3. Enter amount from Form 1041, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Adjusted taxable income. Combine lines 1, 2, and 3. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . 4.
5. Enter the smaller of line 2 or line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

Note: If line 5 of Schedule D is a loss, go to line 6; otherwise, enter -0- on line 6 and go to line 10.
6. Enter loss from Schedule D, line 5, as a positive amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter gain, if any, from Schedule D, line 12. If that line is blank or shows a loss,

enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.
8. Add lines 5 and 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Short-term capital loss carryover to 2006. Subtract line 8 from line 6. If zero or less, enter -0-. If this is

the final return of the estate or trust, also enter on Schedule K-1 (Form 1041), box 11, using code B . . . 9.
Note: If line 12 of Schedule D is a loss, go to line 10; otherwise, skip lines 10 through 14.

10. Enter loss from Schedule D, line 12, as a positive amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
11. Enter gain, if any, from Schedule D, line 5. If that line is blank or shows a loss,

enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.
12. Subtract line 6 from line 5. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . 12.
13. Add lines 11 and 12 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. Long-term capital loss carryover to 2006. Subtract line 13 from line 10. If zero or less, enter -0-. If this

is the final return of the estate or trust, also enter on Schedule K-1 (Form 1041), box 11, using code C 14.

Form 4797 (or comparable lines of Form as unrecaptured section 1250 gain for remaining to be reported for the sale.
4797 for the year of sale) for that installment payments received during the Include this amount on line 12.
property. tax year, as the smaller of (a) the amount
• Step 2. Reduce the amount figured in from line 26 or line 37 of the 2005 Form Other sales or dispositions of
step 1 by any section 1250 ordinary 6252, whichever applies, or (b) the section 1250 property. For each sale of
income recapture for the sale. This is the amount of unrecaptured section 1250 property held more than 1 year (for which
amount from line 26g of the 2005 Form gain remaining to be reported. This an entry was not made in Part I of Form
4797 (or the comparable line of Form amount is generally the total 4797), figure the smaller of (a) the4797 for the year of sale) for that unrecaptured section 1250 gain for the depreciation allowed or allowable or (b)property. The result is the total sale reduced by all gain reported in prior

the total gain for the sale. This is theunrecaptured section 1250 gain that must years (excluding section 1250 ordinary
smaller of line 22 or line 24 of Form 4797be allocated to the installment payments income recapture). However, if you chose
for that property. Next, reduce thatreceived from the sale. not to treat all of the gain from payments
amount by any section 1250 ordinary• Step 3. Generally, the amount of received after May 6, 1997, and before
income recapture for the sale. This is thecapital gain on each installment payment August 24, 1999, as unrecaptured section
amount from line 26g of Form 4797 foris treated as unrecaptured section 1250 1250 gain, use only the amount you
that property. The result is the totalgain until the total unrecaptured section chose to treat as unrecaptured section
unrecaptured section 1250 gain for the1250 gain figured in step 2 has been used 1250 gain for those payments to reduce

in full. Figure the amount of gain treated the total unrecaptured section 1250 gain sale. Include this amount on line 12.

28% Rate Gain Worksheet—Line 14c Keep for Your Records

1. Enter the total of all collectibles gain or (loss) from items reported on line 6, column (f), of Schedule D 1.
2. Enter as a positive number the amount of any section 1202 exclusion reported on line 6, column (f), of

Schedule D, for which you excluded 50% of the gain, plus 2/3 of any section 1202 exclusion reported on
line 6, column (f), for which you excluded 60% of the gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

3. Enter the total of all collectibles gain or (loss) from Form 4684, line 4 (but only if Form 4684, line 15, is
more than zero); Form 6252; Form 6781, Part II; and Form 8824 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Enter the total of any collectibles gain reported to the estate or trust on:
• Form 1099-DIV, box 2d;

} . . . . . . . . . . . . . 4.• Form 2439, box 1d; and
• Schedule K-1 from a partnership, S corporation, estate, or trust.

5. Enter the estate’s or trust’s long-term capital loss carryovers from Schedule D, line 11, and from box 11, 5. ( )code C of Schedule K-1 (Form 1041) from another estate or trust . . . . . . . . . . . . . . . . . . . . . . . . . . . .
6. If Schedule D, line 5, is a (loss), enter that (loss) here. Otherwise, enter -0- . . . . . . . . . . . . . . . . . . . . . 6. ( )
7. Combine lines 1 through 6. If zero or less, enter -0-. If more than zero, also enter this amount in the

appropriate columns of Schedule D, line 14c . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.
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Schedule D Tax Worksheet Keep for Your Records

Complete this worksheet only if line 14b, column (2), or line 14c, column (2), of Schedule D is more than zero.
Exception: Do not use this worksheet to figure the estate’s or trust’s tax if line 14a, column (2), or line 15, column (2), of Schedule D or Form
1041, line 22, is zero or less; instead, see the instructions for Schedule G, line 1a of Form 1041.

1. Enter the estate’s or trust’s taxable income from Form 1041, line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2. Enter qualified dividends, if any, from Form 1041, line 2b(2) . . . . . . . . . . 2.
3. Enter the amount from Form 4952, line 4g . . . . . . . . . . . . . 3.
4. Enter the amount from Form 4952, line 4e* . . . . . . . . . . . . 4.
5. Subtract line 4 from line 3. If zero or less, enter -0- . . . . . . . . . . . . . . . . 5.
6. Subtract line 5 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter the smaller of line 14a, col. (2) or line 15, col. (2) from Sch. D . . . . . 7.
8. Enter the smaller of line 3 or line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Subtract line 8 from line 7. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

10. Add lines 6 and 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
11. Add lines 14b, column (2) and 14c, column (2) from Schedule D . . . . . . . . . . . . . . . . . . . 11.
12. Enter the smaller of line 9 or line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.
13. Subtract line 12 from line 10. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. Subtract line 13 from line 1. If zero or less, enter -0-. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.
15. Enter the smaller of line 1 or $2,000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.
16. Enter the smaller of line 14 or line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.
17. Subtract line 10 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . 17.
18. Enter the larger of line 16 or line 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 18.

If lines 15 and 16 are the same, skip lines 19 and 20 and go to line 21. Otherwise,
go to line 19.

19. Subtract line 16 from line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 19.
20. Multiply line 19 by 5% (.05) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.

If lines 1 and 15 are the same, skip lines 21 through 33 and go to line 34. Otherwise, go to line 21.
21. Enter the smaller of line 1 or line 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.
22. Enter the amount from line 19 (if line 19 is blank, enter -0-) . . . . . . . . . . . . . . . . . . . . . . . 22.
23. Subtract line 22 from line 21. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 23.
24. Multiply line 23 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.

If Schedule D, line 14b, column (2) is zero or blank, skip lines 25 through 30 and go to line 31. Otherwise, go to
line 25.

25. Enter the smaller of line 9 (above) or line 14b, col. (2) (from Schedule D) . . . . . . . . . . . . . 25.
26. Add lines 10 and 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.
27. Enter the amount from line 1 above . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.
28. Subtract line 27 from line 26. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . 28.
29. Subtract line 28 from line 25. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 29.
30. Multiply line 29 by 25% (.25) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30.

If Schedule D, line 14c, column (2) is zero or blank, skip lines 31 through 33 and go to line 34. Otherwise, go to
line 31.

31. Add lines 18, 19, 23, and 29 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.
32. Subtract line 31 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32.
33. Multiply line 32 by 28% (.28) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33
34. Figure the tax on the amount on line 18. Use the 2005 Tax Rate Schedule on page 23 . . . . . . . . . . . . . . . . . . . . . . . . 34.
35. Add lines 20, 24, 30, 33, and 34 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.
36. Figure the tax on the amount on line 1. Use 2005 Tax Rate Schedule on page 23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36.
37. Tax on all taxable income (including capital gains and qualified dividends). Enter the smaller of line 35 or line 36

here and on line 1a of Sch. G, Form 1041 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37.

*If applicable, enter instead the smaller amount entered on the dotted line next to line 4e of Form 4952.

-38-



Page 39 of 48 Instructions for Form 1041 and Schedules A, B, D, G, I, J, and K-1 16:03 - 12-JAN-2006

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

relating to multiple trusts. The trusteeLine 14c—28% Rate Gain Schedule D Tax Worksheet
reports to the IRS the total amount of theComplete the 28% Rate Gain Worksheet If you completed the Schedule D Tax
accumulation distribution before anyif lines 14a and 15 for column (3) are both Worksheet instead of Part V of Schedule
reduction for income accumulated beforegreater than zero and at least one of the D, be sure to enter the amount from line
the beneficiary reaches age 21. If thefollowing apply: 37 of the worksheet on line 1a of
multiple trust rules do not apply, the• The estate or trust reports in Part II, Schedule G, Form 1041.
beneficiary claims the exclusion whencolumn (f), a section 1202 exclusion from
filing Form 4970, Tax on Accumulationthe eligible gain on qualified small
Distribution of Trusts, as you may not bebusiness stock (see page 33), or Schedule J (Form 1041) — aware that the beneficiary may be a• The estate or trust reports in Part II,
beneficiary of other trusts with otherAccumulation Distributioncolumn (f), a collectibles gain or (loss).
trustees.for Certain Complex TrustsA collectibles gain or loss is any

For examples of accumulationlong-term gain or deductible long-term
distributions that include payments fromGeneral Instructionsloss from the sale or exchange of a
one trust to another trust, and amountscollectible that is a capital asset. Use Schedule J (Form 1041) to report an
distributed for a dependent’s support, seeaccumulation distribution for a domesticCollectibles includes works of art, rugs, Regulations section 1.665(b)-1A(b).complex trust that was:antiques, metals (such as gold, silver, and • Previously treated at any time as a Part II—Ordinary Incomeplatinum bullion), gems, stamps, coins,

foreign trust (unless an exception is Accumulation Distributionalcoholic beverages, and certain other
provided in future regulations), ortangible property. Enter the applicable year at the top of• Created before March 1, 1984, unless

each column for each throwback year.Also include gain (but not loss) from that trust would not be aggregated with
the sale or exchange of an interest in a other trusts under the rules of section Line 6—Distributable Net Income
partnership, S corporation, or trust held 643(f) if that section applied to the trust. for Earlier Yearsfor more than 1 year and attributable to An accumulation distribution is the Enter the applicable amounts as follows:unrealized appreciation of collectibles. excess of amounts properly paid,
For details, see Regulations section credited, or required to be distributed Throwback
1.1(h)-1. Also attach the statement year(s) Amount from line(other than income required to be
required under Regulations section distributed currently) over the DNI of the 1969 – 1977 . . . . . . Schedule C, Form 1041, line 51.1(h)-1(e). trust reduced by income required to be 1978 – 1979 . . . . . . Form 1041, line 61

1980 . . . . . . . . . . Form 1041, line 60distributed currently. To have anPart IV—Capital Loss 1981 – 1982 . . . . . . Form 1041, line 58accumulation distribution, the distributionLimitation 1983 – 1996 . . . . . . Schedule B, Form 1041, line 9must exceed the accounting income of
1997 – 2004 . . . . . . Schedule B, Form 1041, line 7If the sum of all the capital losses is more the trust.

than the sum of all the capital gains, then For information about throwbackSpecific Instructionsthese capital losses are allowed as a years, see the instructions for line 13. For
deduction only to the extent of the smaller purposes of line 6, in figuring the DNI ofPart I—Accumulation Distributionof the net loss or $3,000. the trust for a throwback year, subtractin 2005

any estate tax deduction for income inFor any year (including the final year)
respect of a decedent if the income isin which capital losses exceed capital Line 1—Distribution Under Section
includible in figuring the DNI of the trustgains, the estate or trust may have a 661(a)(2)
for that year.capital loss carryover. Use the Capital Enter the amount from Schedule B ofLoss Carryover Worksheet (above) to Form 1041, line 10, for 2005. This is the Line 7—Distributions Made Duringfigure any capital loss carryover. A capital amount properly paid, credited, or Earlier Yearsloss carryover may be carried forward required to be distributed other than the Enter the applicable amounts as follows:indefinitely. Capital losses keep their amount of income for the current tax yearcharacter as either short-term or required to be distributed currently. Throwback Amount from linelong-term when carried over to the
year(s)following year. Line 2—Distributable Net Income
1969 – 1977 . . . . . . Schedule C, Form 1041, line 8Enter the amount from Schedule B of 1978 . . . . . . . . . . Form 1041, line 64Part V—Tax Computation Form 1041, line 7, for 2005. This is the 1979 . . . . . . . . . . Form 1041, line 65Using Maximum Capital Gains amount of distributable net income (DNI) 1980 . . . . . . . . . . Form 1041, line 64

Rates 1981 – 1982 . . . . . . Form 1041, line 62for the current tax year determined under
1983 – 1996 . . . . . . Schedule B, Form 1041, line 13section 643(a).
1997 – 2004 . . . . . . Schedule B, Form 1041, line 11Line 22

Line 3—Distribution Under SectionIf the estate or trust received capital gains
Line 11—Prior Accumulation661(a)(1)or qualified dividends that were derived
Distribution Thrown Back to anyEnter the amount from Schedule B offrom income in respect of a decedent and
Throwback YearForm 1041, line 9, for 2005. This is thea section 691(c) deduction was claimed,

amount of income for the current tax yearyou must reduce line 22 (line 10 of the Enter the amount of prior accumulation
required to be distributed currently.Schedule D Tax Worksheet, if applicable) distributions thrown back to the throwback

by the portion of the section 691(c) years. Do not enter distributions excludedLine 5—Accumulation Distribution
deduction claimed on Form 1041, page 1, under section 663(a)(1) for gifts,

If line 11, Schedule B of Form 1041 isline 19 that is attributable to the amount bequests, etc.
more than line 8, Schedule B of Formon Schedule D, line 22 (or line 10 of the
1041, complete the rest of Schedule J Line 13—Throwback YearsSchedule D Tax Worksheet, if applicable).
and file it with Form 1041, unless the trust Allocate the amount on line 5 that is an
has no previously accumulated income.Line 35 accumulation distribution to the earliest

If the tax using the maximum capital gains Generally, amounts accumulated applicable year first, but do not allocate
rates is less than the regular tax, enter before a beneficiary reaches age 21 may more than the amount on line 12 for any
the amount from line 35 on line 1a of be excluded by the beneficiary. See throwback year. An accumulation
Schedule G, Form 1041. sections 665 and 667(c) for exceptions distribution is thrown back first to the
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earliest preceding tax year in which there Line 18—Regular Tax
Throwback Amount from lineis undistributed net income (UNI). Then, it Enter the applicable amounts as follows: year(s)is thrown back beginning with the next 1987 – 1996 . . . . . . Schedule D, the smaller

earliest year to any remaining preceding Throwback Amount from line of any gain on line 16
year(s)tax years of the trust. The portion of the or line 17, column (b)

accumulation distribution allocated to the 1969 – 1976 . . . . Form 1041, page 1, line 24
earliest preceding tax year is the amount 1977 . . . . . . . . Form 1041, page 1, line 26 1997 – 2001 . . . . . . Schedule D, the smaller

1978 – 1979 . . . . Form 1041, line 27of the UNI for that year. The portion of the of any gain on line 15c or
1980 – 1984 . . . . Form 1041, line 26c line 16, column (2)accumulation distribution allocated to any
1985 – 1986 . . . . Form 1041, line 25cremaining preceding tax year is the 2002 . . . . . . . . . . Schedule D, the smaller1987 . . . . . . . . Form 1041, line 22camount by which the accumulation of any gain on line 15a or1988 – 2004 . . . . Schedule G, Form 1041, line 1a

line 16, column (2)distribution is larger than the total of the
UNI for all earlier preceding tax years. 2003 . . . . . . . . . . Schedule D, the smaller

of any gain on line 15a orLine 19—Trust’s Share of NetA tax year of a trust during which the
line 16a, column (2)trust was a simple trust for the entire year Short-Term Gain 2004 . . . . . . . . . . Schedule D, the smaller

is not a preceding tax year unless (a) of any gain on line 14a or lineFor each throwback year, enter the
during that year the trust received outside 15, column (2)smaller of the capital gain from the two
income, or (b) the trustee did not lines indicated. If there is a capital loss ordistribute all of the trust’s income that was Line 22—Taxable Incomea zero on either or both of the two linesrequired to be distributed currently for that Enter the applicable amounts as follows:indicated, enter zero on line 19.year. In this case, UNI for that year must

Throwback Amount from linenot be more than the greater of the Throwback Amount from line year(s)
outside income or income not distributed year(s)

1969 – 1976 . . . . . . . . Form 1041, page 1, line 23during that year. 1969 – 1970 Schedule D, line 10, column 2, or 1977 . . . . . . . . . . . . Form 1041, page 1, line 25
Schedule D, line 12, column 2The term “outside income” means 1978 – 1979 . . . . . . . . Form 1041, line 26

1980 – 1984 . . . . . . . . Form 1041, line 25amounts that are included in the DNI of
1985 – 1986 . . . . . . . . Form 1041, line 24the trust for that year but that are not 1971 – 1978 Schedule D, line 14, column 2, or
1987 . . . . . . . . . . . . Form 1041, line 21Schedule D, line 16, column 2“income” of the trust as defined in
1988 – 1996 . . . . . . . . Form 1041, line 22Regulations section 1.643(b)-1. Some 1997 . . . . . . . . . . . . Form 1041, line 23

examples of outside income are: (a) 1979 . . . . . Schedule D, line 18, column (b), or 1998 – 2004 . . . . . . . . Form 1041, line 22
Schedule D, line 20, column (b)income taxable to the trust under section

691; (b) unrealized accounts receivable Line 26—Tax on Income Other
that were assigned to the trust; and (c) 1980 – 1981 Schedule D, line 14, column (b), or Than Long-Term Capital Gain

Schedule D, line 16, column (b)distributions from another trust that Enter the applicable amounts as follows:include the DNI or UNI of the other trust.
1982 . . . . . Schedule D, line 16, column (b), or Throwback Amount from lineLine 16—Tax-Exempt Interest Schedule D, line 18, column (b) year(s)

Included on Line 13
1969 . . . . . . . . . . . Schedule D, line 20

For each throwback year, divide line 15 1983 – 1996 Schedule D, line 15, column (b), or 1970 . . . . . . . . . . . Schedule D, line 19
Schedule D, line 17, column (b)by line 6 and multiply the result by the 1971 . . . . . . . . . . . Schedule D, line 50

1972 – 1975 . . . . . . . Schedule D, line 48following: 1997 – 2002 Schedule D, line 14, column (2), or
1976 – 1978 . . . . . . . Schedule D, line 27Schedule D, line 16, column (2)

Throwback Amount from line 2003 . . . . . Schedule D, line 14a, column (2), or
year(s) Schedule D, line 16a, column (2) Line 27—Trust’s Share of Net

2004 . . . . . Schedule D, line 13, column (2), or1969 – 1977 . . . . Schedule C, Form 1041, line 2(a) Short-Term Gain
Schedule D, line 15, column (2)1978 – 1979 . . . . Form 1041, line 58(a) If there is a loss on any of the following1980 . . . . . . . . Form 1041, line 57(a)

lines, enter zero on line 27 for the1981 – 1982 . . . . Form 1041, line 55(a)
applicable throwback year. Otherwise,1983 – 2004 . . . . Schedule B, Form 1041, line 2 Line 20—Trust’s Share of Net
enter the applicable amounts as follows:Long-Term Gain

Part III—Taxes Imposed on Enter the applicable amounts as follows: Throwback Amount from lineUndistributed Net Income year(s)
Throwback Amount from lineFor the regular tax computation, if there is 1969 – 1970 . . . . Schedule D, line 10, column 2year(s)a capital gain, complete lines 18 through 1971 – 1978 . . . . Schedule D, line 14, column 2
1969 – 1970 . . . . . . 50% of Schedule D, line 13(e)25 for each throwback year. If the trustee

elected the alternative tax on capital Line 28—Trust’s Share of Taxable1971 – 1977 . . . . . . 50% of Schedule D, line 17(e)
gains, complete lines 26 through 31 Income Less Section 12021978 . . . . . . . . . . Schedule D, line 17(e), or lineinstead of lines 18 through 25 for each Deduction31, whichever is applicable,
applicable year. If there is no capital gain less Form 1041, line 23 Enter the applicable amounts as follows:for any year, or there is a capital loss for
every year, enter on line 9 the amount of Throwback year(s) Amount from line1979 . . . . . . . . . . Schedule D, line 25 or line 27,
the tax for each year identified in the whichever is applicable, less 1969 . . . . . . . . . . . . Schedule D, line 19instruction for line 18 and do not complete Form 1041, line 23 1970 . . . . . . . . . . . . Schedule D, line 18
Part III. If the trust received an 1971 . . . . . . . . . . . . Schedule D, line 38
accumulation distribution from another 1972 – 1975 . . . . . . . . Schedule D, line 391980 – 1981 . . . . . . Schedule D, line 21, less

1976 – 1978 . . . . . . . . Schedule D, line 21trust, see Regulations section Schedule D, line 22
1.665(b)-1A.

Part IV—Allocation to1982 . . . . . . . . . . Schedule D, line 23, lessNote. The alternative tax on capital gains
Schedule D, line 24 Beneficiarywas repealed for tax years beginning after

December 31, 1978. The maximum rate Complete Part IV for each beneficiary. If
1983 – 1986 . . . . . . Schedule D, line 22, lesson net capital gain for 1981, 1987, and the accumulation distribution is allocated

Schedule D, line 231991 through 2004 is not an alternative to more than one beneficiary, attach an
tax for this purpose. additional copy of Schedule J with Part IV
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completed for each additional beneficiary. request the beneficiary’s identifying deduction), his or her proportionate share
Give each beneficiary a copy of his or her number. of the DNI (as so figured), and
respective Part IV information. If more 2. All other amounts properly paid,Penalty. You may be charged a $50than 5 throwback years are involved, use credited, or required to be distributed, or ifpenalty for each failure to provide aanother Schedule J, completing Parts II the sum of the income required to berequired TIN, unless reasonable cause isand III for each additional throwback year. distributed currently and other amountsestablished for not providing it. Explain properly paid, credited, or required to beIf the beneficiary is a nonresident alien any reasonable cause in a signed affidavit distributed to all beneficiaries exceeds theindividual or a foreign corporation, see and attach it to this return. DNI, his or her proportionate share of thesection 667(e) about retaining the

excess of DNI over the income requiredTax Shelter Identification Numbercharacter of the amounts distributed to
to be distributed currently.determine the amount of the U.S. See Form 8264, Application for

withholding tax. Registration of a Tax Shelter, and Form See Regulations section 1.662(c)-4 for
8271, Investor Reporting of Tax ShelterThe beneficiary uses Form 4970 to a comprehensive example.
Registration Number, and their relatedfigure the tax on the distribution. The For complex trusts that have moreinstructions for information regarding thebeneficiary also uses Form 4970 for the than one beneficiary, and if differentfiduciary’s reporting requirements. Also,section 667(b)(6) tax adjustment if an beneficiaries have substantially separatesee Notice 2005-22, 2005-12 I.R.B. 756.accumulation distribution is subject to and independent shares, their shares are

estate or generation-skipping transfer tax. treated as separate trusts for the soleSubstitute FormsThis is because the trustee may not be purpose of determining the amount of DNIYou do not need IRS approval to use athe estate or generation-skipping transfer allocable to the respective beneficiaries.substitute Schedule K-1 if it is an exacttax return filer. A similar rule applies to treat substantiallycopy of the IRS schedule. The boxes separate and independent shares ofmust use the same numbers and titles different beneficiaries of an estate asand must be in the same order and formatSchedule K-1 (Form separate estates. For examples of theas on the comparable IRS Schedule K-1. application of the separate share rule, see1041)— Beneficiary’s The substitute schedule must include the the regulations under section 663(c).OMB number and the 6-digit form ID codeShare of Income, Gifts and bequests. Do not include inin the upper right hand corner of the
the beneficiary’s income any gifts orschedule.Deductions, Credits, etc.
bequests of a specific sum of money or of

You must provide each beneficiary specific property under the terms of theWhat’s New
with the Instructions for Beneficiary Filing governing instrument that are paid orFor 2005, the Schedule K-1 has been Form 1040 or other prepared specific credited in three installments or less.revised and now follows the format of instructions for each item reported on the Amounts that can be paid or creditedSchedule K-1 for Forms 1065 and 1120S. beneficiary’s Schedule K-1. only from income of the estate or trust doThe instructions for Schedule K-1 have

not qualify as a gift or bequest of aIf you feel you will suffer a financialbeen changed to reflect the extensive
specific sum of money.hardship in producing the 2005 Schedulechanges to Schedule K-1.

K-1 (Form 1041) because of the Past years. Do not include in theGeneral Instructions significant changes, the IRS will consider beneficiary’s income any amounts
Use Schedule K-1 (Form 1041) to report allowing deviations from the official form deducted on Form 1041 for an earlier
the beneficiary’s share of income, for tax year 2005 only. For more year that were credited or required to be
deductions, and credits from a trust or a information about substitute Schedule distributed in that earlier year.
decedent’s estate. K-1s and where to submit a request for a Character of income. The beneficiary’s

change, see Rev. Proc. 2005-74, 2005-50 income is considered to have the sameGrantor type trusts do not use I.R.B. 1098, available at www.irs.gov/irb/. proportion of each class of items enteringSchedule K-1 (Form 1041) to
into the computation of DNI that the totalreport the income, deductions, or Inclusion of Amounts inCAUTION

!
of each class has to the DNI (for example,credits of the grantor (or other person Beneficiaries’ Income half dividends and half interest if thetreated as owner). See Special Filing

Simple trust. The beneficiary of a simple income of the estate or trust is halfInstructions for Grantor Type Trusts,
trust must include in his or her gross dividends and half interest).Pooled Income Funds, and Electing Small
income the amount of the incomeBusiness Trusts on page 5. Allocation of deductions. Generally,
required to be distributed currently, items of deduction that enter into theWho Must File whether or not distributed, or if the computation of DNI are allocated among

The fiduciary (or one of the joint income required to be distributed the items of income to the extent such
fiduciaries) must file Schedule K-1. A currently to all beneficiaries exceeds the allocation is not inconsistent with the rules
copy of each beneficiary’s Schedule K-1 distributable net income (DNI), his or her set out in section 469 and its regulations,
is attached to the Form 1041 filed with the proportionate share of the DNI. The relating to passive activity loss limitations,
IRS and each beneficiary is given a copy determination of whether trust income is in the following order.
of his or her respective Schedule K-1. required to be distributed currently First, all deductions directly attributableOne copy of each Schedule K-1 must be depends on the terms of the trust to a specific class of income are deductedretained for the fiduciary’s records. instrument and applicable local law. See from that income. For example, rentalRegulations section 1.652(c)-4 for a expenses, to the extent allowable, areBeneficiary’s Identifying Number comprehensive example. deducted from rental income.As a payer of income, you are required to

Estates and complex trusts. Therequest and provide a proper identifying Second, deductions that are not
beneficiary of a decedent’s estate ornumber for each recipient of income. directly attributable to a specific class of
complex trust must include in his or herEnter the beneficiary’s number on the income generally may be allocated to any
gross income the sum of:respective Schedule K-1 when you file class of income, as long as a reasonable

Form 1041. Individuals and business 1. The amount of the income required portion is allocated to any tax-exempt
recipients are responsible for giving you to be distributed currently, or if the income income. Deductions considered not
their TIN upon request. You may use required to be distributed currently to all directly attributable to a specific class of
Form W-9, Request for Taxpayer beneficiaries exceeds the DNI (figured income under this rule include fiduciary
Identification Number and Certification, to without taking into account the charitable fees, safe deposit box rental charges, and
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state income and personal property taxes. statement can be placed on the same Part III. Beneficiary’s Share of
The charitable deduction, however, must sheet of paper and should be identified in Current Year Income,
be ratably apportioned among each class alphanumeric order by box number Deductions, Credits, and Otherof income included in DNI. followed by the letter code (if any). For Itemsexample: “Box 9, Code A—Depreciation”Finally, any excess deductions that are

(followed by the information thedirectly attributable to a class of income Box 1—Interestbeneficiary needs).may be allocated to another class of
Enter the beneficiary’s share of theincome. However, in no case can excess Too few entry spaces on Schedule taxable interest income minus allocabledeductions from a passive activity be K-1? If the estate or trust has more deductions.allocated to income from a nonpassive coded items than the number of spaces in

activity, or to portfolio income earned by Box 2a—Total Ordinary Dividendsbox 9 or boxes 11 through 14, do not
the estate or trust. Excess deductions Enter the beneficiary’s share of ordinaryenter a code or dollar amount in the last
attributable to tax-exempt income cannot dividends minus allocable deductions.entry space of the box. In the last entry
offset any other class of income. space, enter an asterisk in the left column Box 3—Net Short-Term CapitalIn no case can deductions be allocated and enter “STMT” in the entry space to Gainto an item of income that is not included the right. Report the additional items on

Enter the beneficiary’s share of the netin the computation of DNI, or attributable an attached statement and provide the
short-term capital gain from line 13,to corpus. box number, the code, description, and
column (1), Schedule D (Form 1041),dollar amount or information for eachYou cannot show any negative
minus allocable deductions. Do not enteradditional item. For example: “Box 13,amounts for any class of income shown in
a loss on line 3. If, for the final year of theCode H—Alcohol Fuel Credit—$500.00.”boxes 1 through 8 of Schedule K-1.
estate or trust, there is a capital lossHowever, for the final year of the estate or
carryover, enter in box 11, using code B,trust, certain deductions or losses can be Specific Instructions
the beneficiary’s share of short-termpassed through to the beneficiary(ies).
capital loss carryover. However, if theSee the instructions for box 11 for more Part I. Information About the beneficiary is a corporation, enter in boxinformation on these deductions and Estate or Trust 11, using code B, the beneficiary’s sharelosses. Also, the beneficiary’s share of

On each Schedule K-1, enter the name, of all short- and long-term capital lossdepreciation and depletion is apportioned
address, and identifying number of the carryovers as a single item. See sectionseparately. These deductions may be
estate or trust. Also, enter the name and 642(h) and related regulations for moreallocated to the beneficiary(ies) in
address of the fiduciary. information.amounts greater than their income. See

Depreciation, Depletion, and Amortization Boxes 4a through 4c—NetItem Don page 15 and Rev. Rul. 74-530, 1974-2 Long-Term Capital Gain
If the fiduciary of a trust or decedent’sC.B. 188.

Enter the beneficiary’s share of the netestate filed Form 1041-T, you must checkBeneficiary’s Tax Year long-term capital gain from lines 14athis box and enter the date it was filed.
through 14c, column (1), Schedule DThe beneficiary’s income from the estate
(Form 1041) minus allocable deductions.or trust must be included in the Item E

beneficiary’s tax year during which the tax Do not enter a loss in boxes 4aIf this is the final year of the estate or
year of the estate or trust ends. See Pub. through 4c. If, for the final year of thetrust, you must check this box.
559 for more information, including the estate or trust, there is a capital loss
effect of the death of a beneficiary during Note.  If this is the final K-1 for the carryover, enter in box 11, using code C,
the tax year of the estate or trust. beneficiary, check the “Final K-1” box at the beneficiary’s share of the long-term

the top of Schedule K-1. capital loss carryover. (If the beneficiary isGeneral Reporting Information
a corporation, see the instructions for line

If the return is for a fiscal year or a short Item F 3.) See section 642(h) and related
tax year, fill in the tax year space at the regulations for more information.If the estate or trust is atop of each Schedule K-1. On each registration-required tax shelter, you must Gains or losses from the complete orSchedule K-1, enter the information about check this box and enter the tax shelter partial disposition of a rental, rental realthe estate or trust and the beneficiary in registration number in Item F. estate, or trade or business activity that isParts I and II (items A through J). In Part

a passive activity, must be shown on anIII, enter the beneficiary’s share of each Item G attachment to Schedule K-1.item of income, deduction, credit, and any
If the estate or trust has invested in aother information the beneficiary needs to Box 5—Other Portfolio and
registration-required tax shelter, you mustfile their income tax return. Nonbusiness Income
check this box and furnish a copy of itsCodes. In box 9 and boxes 11 through Enter the beneficiary’s share of annuities,Form 8271, Investor Reporting of Tax14, identify each item by entering a code royalties, or any other income, minusShelter Registration Number, to thein the column to the left of the entry space allocable deductions (other than directlybeneficiary(ies).for the dollar amount. These codes are apportionable deductions), that is not

identified in these instructions and on the subject to any passive activity lossPart II. Information About theback of the Schedule K-1. limitation rules at the beneficiary level.BeneficiaryAttached statements. Enter an asterisk Use boxes 6 through 8 to report income
Complete a Schedule K-1 for each(*) after the code, if any, in the column to items subject to the passive activity rules
beneficiary. On each Schedule K-1, enterthe left of the dollar amount entry space at the beneficiary’s level.
the beneficiary’s name, address, andfor each item for which you have attached Boxes 6 through 8—Ordinaryidentifying number.a statement providing additional

Business Income, Rental Realinformation. For those informational items
Item J Estate, and Other Rental Incomethat cannot be reported as a single dollar

amount, enter the code and asterisk in Check the foreign beneficiary box if the Enter the beneficiary’s share of trade or
the left-hand column and enter “STMT” in beneficiary is a nonresident alien business, rental real estate, and other
the entry space to the right to indicate that individual, foreign corporation, or a rental income, minus allocable deductions
the information is provided on an attached foreign estate or trust. Otherwise, check (other than directly apportionable
statement. More than one attached the domestic beneficiary box. deductions). To assist the beneficiary in
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figuring any applicable passive activity deductions directly apportioned to each Box 11, Codes B and C—Unused
loss limitations, also attach a separate activity reported in boxes 5 through 8. Capital Loss Carryover
schedule showing the beneficiary’s share Apportion the amortization deductions Upon termination of the trust or
of income derived from each trade or between the estate or trust and the decedent’s estate, the beneficiary
business, rental real estate, and other beneficiaries in the same way that the succeeding to the property is allowed as a
rental activity. depreciation and depletion deductions are deduction any unused capital loss

divided. Report any AMT adjustment carryover under section 1212. If theBox 9—Directly Apportioned attributable to amortization separately in estate or trust incurs capital losses in theDeductions box 12, using code I. final year, use the Capital Loss Carryover
Worksheet on page 37 to figure theThe limitations on passive activity Box 10—Estate Tax Deduction amount of capital loss carryover to belosses and credits under section (Including Certain allocated to the beneficiary.469 apply to estates and trusts.CAUTION

!
Generation-Skipping TransferEstates and trusts that distribute income Box 11, Codes D and E—NetTaxes)to beneficiaries are allowed to apportion

Operating Loss (NOL) Carryoverdepreciation, depletion, and amortization If the distribution deduction consists of
Upon termination of a trust or decedent’sdeductions to the beneficiaries. These any income in respect of a decedent, and
estate, a beneficiary succeeding to itsdeductions are referred to as “directly the estate or trust was allowed a
property is allowed to deduct any unusedapportionable deductions.” deduction under section 691(c) for the
NOL (and any ATNOL) carryover forestate tax paid attributable to suchRules for treating a beneficiary’s
regular and AMT purposes if theincome (see the line 19 instructions onincome and directly apportionable
carryover would be allowable to thepage 19), then the beneficiary is alloweddeductions from an estate or trust and
estate or trust in a later tax year but foran estate tax deduction in proportion toother rules for applying the passive loss
the termination. Enter in box 11, usinghis or her share of the distribution thatand credit limitations to beneficiaries of
codes D and E, the unused carryoverconsists of such income. For an exampleestates and trusts have not yet been
amounts.of the computation, see Regulationsissued.

section 1.691(c)-2. Figure theAny directly apportionable deduction, Box 12—Alternative Minimum Taxcomputation on a separate sheet andsuch as depreciation, is treated by the Itemsattach it to the return.beneficiary as having been incurred in the
same activity as incurred by the estate or Adjustment for minimum tax purposesBox 11, Code A—Excesstrust. However, the character of such (code A). Enter the beneficiary’s share of

Deductions on Terminationdeduction may be determined as if the the adjustment for minimum tax purposes.
If this is the final return of the estate orbeneficiary incurred the deduction

To figure the adjustment, subtract thetrust, and there are excess deductions ondirectly.
beneficiary’s share of the incometermination (see the instructions for lineTo assist the beneficiary in figuring any distribution deduction figured on Schedule22 on page 20), enter the beneficiary’sapplicable passive activity loss limitations, B, line 15, from the beneficiary’s share ofshare of the excess deductions in box 11,also attach a separate schedule showing the income distribution deduction on ausing code A. Figure the deductions on athe beneficiary’s share of directly minimum tax basis figured on Schedule I,separate sheet and attach it to the return.apportionable deductions derived from line 44. The difference is the beneficiary’s

each trade or business, rental real estate, share of the adjustment for minimum taxExcess deductions on terminationand other rental activity. purposes.occur only during the last tax year of the
Enter the beneficiary’s share of directly trust or decedent’s estate when the total Note. Schedule B, line 15 equals theapportioned deductions using codes A deductions (excluding the charitable sum of all Schedule K-1s, box 1, 2a, 3,through C. deduction and exemption) are greater 4a, 5, 6, 7, and 8.

Depreciation (code A). Enter the than the gross income during that tax
AMT adjustment attributable tobeneficiary’s share of the depreciation year.
qualified dividends, net short-termdeductions directly apportioned to each
capital gains, or net long-term capitalGenerally, a deduction based on anactivity reported in boxes 5 through 8.
gains (codes B through D). If any partNOL carryover is not available to aSee the instructions on page 16 for a
of the amount reported in box 12, code A,beneficiary as an excess deduction.discussion of how the depreciation
is attributable to qualified dividends (codeHowever, if the last tax year of the estatededuction is apportioned between the
B), net short-term capital gain (code C),or trust is also the last year in which anbeneficiaries and the estate or trust.
or net long-term capital gain (code D),NOL carryover may be taken (see sectionReport any AMT adjustment or tax
enter that part using the applicable code.172(b)), the NOL carryover is consideredpreference item attributable to

an excess deduction on the termination ofdepreciation separately in box 12, using AMT adjustment attributable to
the estate or trust to the extent it is notcode G. unrecaptured section 1250 gain or 28%
absorbed by the estate or trust during itsNote. An estate or trust cannot make an rate gain (codes E and F). Enter the
final tax year. For more information, seeelection under section 179 to expense beneficiary’s distributive share of any
Regulations section 1.642(h)-4 for acertain tangible property. AMT adjustments to the unrecaptured
discussion of the allocation of the section 1250 gain (code E) or 28% rateDepletion (code B). Enter the carryover among the beneficiaries. gain (code F), whichever is applicable, inbeneficiary’s share of the depletion

box 12.deduction under section 611 directly Only the beneficiary of an estate or
apportioned to each activity reported in trust that succeeds to its property is Accelerated depreciation, depletion,
boxes 5 through 8. See the instructions allowed to deduct that entity’s excess and amortization (codes G through I).
on page 16 for a discussion of how the deductions on termination. A beneficiary Enter any adjustments or tax preference
depletion deduction is apportioned who does not have enough income in that items attributable to depreciation,
between the beneficiaries and the estate year to absorb the entire deduction may depletion, or amortization that were
or trust. Report any tax preference item not carry the balance over to any directly apportioned to the beneficiary.
attributable to depletion separately in box succeeding year. An individual beneficiary For property placed in service before
12, using code H. must be able to itemize deductions in 1987, report separately the accelerated
Amortization (code C). Itemize the order to claim the excess deductions in depreciation of real and leased personal
beneficiary’s share of the amortization determining taxable income. property.
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Exclusion Items (code J). Enter the • Empowerment zone and renewal by the estate or trust. If the estate or trust
beneficiary’s share of the adjustment for community employment credit (code K). has no DNI for the tax year, QPAI and
minimum tax purposes from Schedule • Indian employment credit (code L). W-2 wages are allocated entirely to the
K-1, box 12, code A, that is attributable to • Orphan drug credit (code M). estate or trust.
exclusion items (Schedule I, lines 2 • Credit for employer provided child care Qualified production activities
through 6 and 8). and facilities (code N). income (code C). Enter the beneficiary’s

• Biodiesel and renewable diesel fuels share, if any, of the estate’s or trust’sBox 13—Credits and Credit credit ( code O). QPAI. The QPAI will be less than zero ifRecapture • Nonconventional source fuel credit (for the cost of goods sold and deductions
Enter each beneficiary’s share of the fiscal year taxpayers only) (code P). allocated and apportioned to domestic
credits and credit recapture using the • Clean renewable energy bond and Gulf production gross receipts (DPGR) is more
applicable codes. Listed below are the bond tax credit (code Q). Also, attach a than the estate’s or trust’s DPGR. See
credits that can be allocated to the statement to Schedule K-1 that provides Form 8903, Domestic Production
beneficiary(ies). Attach a statement if the amount of the credit allocated to the Activities Deduction and its instructions
additional information must be provided to beneficiary for each applicable period for more details.
the beneficiary. ending on the credit allowance dates. See W-2 wages (code D).  Use code D to

the instructions for Form 8912 for more• Credit for estimated taxes (code A)— report the beneficiary’s share, if any, of
information.Payment of estimated tax to be credited W-2 wages. Do not enter more than 6%• Credits for employers affected byto the beneficiary (section 643(g)). of the beneficiary’s share, if any, of the
Hurricane Katrina, Rita, or Wilma estate’s or trust’s QPAI. See Form 8903See the instructions for line 24b (code R). and its instructions for more details.on page 20 before you make an • Recapture of credits (code S). On an

entry to allocate any estimated tax Foreign trading gross receiptsCAUTION
!

attached statement to Schedule K-1,
payments to a beneficiary. If the fiduciary (code G). Enter the beneficiary’s share, ifprovide any information the beneficiary
does not make a valid election, then the any, of foreign trading gross receipts. Seewill need to report recapture of credits.
IRS will disallow the estimated tax Form 8873, Extraterritorial Income

Box 14—Other Informationpayment that is reported on Schedule K-1 Exclusion, for more information.
and claimed on the beneficiary’s return. Enter the dollar amounts and applicable Other Information (code H). List on a
• Credit for backup withholding (code B). codes for the items listed under Other separate sheet the tax information the
• The low-income housing credit Information. beneficiary will need to complete their
(code C). return that is not entered elsewhere onDomestic production activities• Qualified rehabilitation expenditures Schedule K-1.information. The estate or trust
(code D). distributes qualified production activity Income tax withheld on wages• Basis of energy property (code E). income (QPAI) (whether positive or cannot be distributed to the• Work opportunity credit (code F). negative) and W-2 wages based on the beneficiary.CAUTION

!
• Welfare-to-work credit (code G). relative proportion of the trust’s or estate’s• Alcohol fuel credit (code H). DNI that is distributed or required to be• Credit for increasing research activities distributed to the beneficiary or is retained
(code I).
• Renewable electricity, refined coal, and
Indian coal production credit (code J).
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Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal Revenue laws
of the United States. You are required to give us the information. We need it to ensure that you are complying with these laws and to
allow us to figure and collect the right amount of tax. Section 6109 requires return preparers to provide their identifying numbers on
the return.

You are not required to provide the information requested on a form that is subject to the Paperwork Reduction Act unless the
form displays a valid OMB control number. Books or records relating to a form or its instructions must be retained as long as their
contents may become material in the administration of any Internal Revenue law. Generally, tax returns and return information are
confidential, as required by Code section 6103.

The time needed to complete and file this form and related schedules will vary depending on individual circumstances. The
estimated average times are:

Form 1041 Schedule D Schedule D Tax Schedule J Schedule K-1
Worksheet

Recordkeeping 52 hr., 49 min. 23 hr., 54 min. 12 hr., 12 min. 39 hr., 27 min. 7 hr., 10 min.
Learning about the law
or the form 20 hr., 39 min. 2 hr., 29 min. - - - - 1 hr., 17 min. 1 hr., 57 min.
Preparing the form 38 hr., 14 min. 3 hr., 18 min. 12 min. 1 hr., 59 min. 3 hr., 5 min.
Copying, assembling, and sending the
form to the IRS 4 hr., 34 min. - - - - - - - - - - - - 16 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making this form and related
schedules simpler, we would be happy to hear from you. You can write to the Internal Revenue Service, Tax Products Coordinating
Committee, SE:W:CAR:MP:T:T:SP, 1111 Constitution Ave. NW, IR-6406, Washington, DC 20224. Do not send the tax form to this
address. Instead, see Where To File on page 48.
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Index

A E Income in respect of a decedent Final . . . . . . . . . . . . . . . . . . . . . . . 14
(See IRD) Nonexempt charitableAccounting income . . . . . . . . . . . . 2 Electing small business

trust . . . . . . . . . . . . . . . . . 13, 14trusts . . . . . . . . . . . . . . . . . . . . 7, 25 Installment sales . . . . . . . . . . . . . 35AGI . . . . . . . . . . . . . . . . . . . . . . . . . . 18
Qualified settlementESBT (S portion only) . . . . . . 13 Elect out of . . . . . . . . . . . . . . . . 35Alaska Native Settlement

funds . . . . . . . . . . . . . . . . . . . . . 5S portion . . . . . . . . . . . . . . . . . . . . 7 Inter vivos . . . . . . . . . . . . . . . . . . . 2, 3Trusts . . . . . . . . . . . . . . . . . . . . . . 5
Split-interest trust . . . . . . . . . . . 14Elections: Interest income . . . . . . . . . . . . . . . 14Allowable miscellaneous itemized
When to file . . . . . . . . . . . . . . . . . 7Out of installmentdeductions (AMID) . . . . . . . . . 18 IRD . . . . . . . . . . . . . . . . . . . . . . . . . . . 3
Who must file . . . . . . . . . . . . . . . 3method . . . . . . . . . . . . . . . . . . 35 Deduction . . . . . . . . . . . . . . . . . . 19Alternative minimum tax . . . . . . 26

Rollover of gain from qualifiedAmended return . . . . . . . . . . . . . . 14
small business stock . . . . . 34 SAmounts paid or permanently set LSection 643(e)(3) . . . . . . . 22, 32 Second tier distributions . . . . . . 22aside . . . . . . . . . . . . . . . . . . . . . . 21 Like-kind exchange . . . . . . . . . . . 36Section 643(g) . . . . . . . . . . . 9, 20 Separate share rule . . . . . . . . . . 21Assembly . . . . . . . . . . . . . . . . . . . . 10 Section 645 . . . . . . . . . . . . . . . . . 3

Special filing instructions:Attachments . . . . . . . . . . . . . . . . . 10 Special rule for qualified M Bankruptcy estates . . . . . . . . . 12revocable trusts . . . . . . . . . . . 3 Minimum taxable income . . . . . . 20 Electing small businessTreating contributions as paid inB Mortgage pools . . . . . . . . . . . 13, 14 trusts . . . . . . . . . . . . . . . . . . . . . 7prior tax year . . . . . . . . . . . . . 21Bankruptcy estate . . . . . . . . . . 5, 13 Employer Identification Grantor trusts . . . . . . . . . . . . . . . 5Electronic deposits . . . . . . . . . . . . 8Bankruptcy information . . . . . . . 11 number . . . . . . . . . . . . . . . . . . 13 Pooled income funds . . . . . . . . 7
ESBTs (See Electing smallBasis . . . . . . . . . . . . . . . . . . . . . . . . 34 Split-interest trust . . . . . . . . . . . . . 14business trusts)

Beneficiary . . . . . . . . . . . . . . . . . . . . 3 Substitute forms . . . . . . . . . . . . . . 41NEstate . . . . . . . . . . . . . . . . . . . . . 3, 41Allocation of estimated tax Net operating loss . . . . . . . . . . . . 20Bankruptcy . . . . . . . . . . . . . . 5, 13payment . . . . . . . . . . . . . . . 9, 20
Exemption for . . . . . . . . . . . . . . 19 Nonexempt charitable TComplex trust . . . . . . . . . . . . . . 41
Foreign . . . . . . . . . . . . . . . . . . . . . 3 deduction . . . . . . . . . . . . . . . . . . 14 Taxable income . . . . . . . . . . . . . . 20Estate . . . . . . . . . . . . . . . . . . . . . 41
Who must file . . . . . . . . . . . . . . . 3 Nonexempt charitable Throwback years . . . . . . . . . . . . . 39Simple trust . . . . . . . . . . . . . . . . 41

Estate tax deduction . . . . . . . . . . 19 trust . . . . . . . . . . . . . . . . . . . 13, 21 Trusts:Tax year for inclusion . . . . . . . 42
Estimated tax . . . . . . . . . . 8, 20, 21 Nonqualified deferred Alaska Native Settlement . . . . 5Withholding on foreign

Allocation of payments to compensation plans . . . . . . . . 13 Blind . . . . . . . . . . . . . . . . . . . . . . 14person . . . . . . . . . . . . . . . . . . . 22
beneficiaries . . . . . . . . . . . 8, 20 Common trust fund . . . . . . . . . . 5Blind trust . . . . . . . . . . . . . . . . . . . . 14

Penalty . . . . . . . . . . . . . . . . . . . . 20 Complex . . . . . . . . . . . . . . . . . . . 41P
Excess deductions . . . . . . . . . . . 20 Domestic . . . . . . . . . . . . . . . . . . . 3Paid preparer . . . . . . . . . . . . . . . . . 8C Exemption for . . . . . . . . . . . . . . 19Exemption . . . . . . . . . . . . . . . . . . . 19

Paid preparer authorization . . . . 8Capital asset . . . . . . . . . . . . . . . . . 32 Foreign . . . . . . . . . . . . . . . . . . . . 25Extraterritorial income
Penalties:Capital loss limitation . . . . . . . . . 39 Grantor . . . . . . . . . . . . . . . . . . . . . 2exclusion . . . . . . . . . . . . . . . . . . 14

Estimated tax . . . . . . . . . . . . . . 20 Inter vivos . . . . . . . . . . . . . . . . 2, 3Cemetery perpetual care
Failure to provide a required Nonexempt charitable . . . . . 13,fund . . . . . . . . . . . . . . . . . . . . . . . 19

F TIN . . . . . . . . . . . . . . . . . . . . . . 41 14, 21Charitable deduction . . . . . . . . . . 21
Failure to provide informationFiduciary . . . . . . . . . . . . . . . . . . . . 3, 8 Pre-need funeral . . . . . . . . . . . 13Collectibles . . . . . . . . . . . . . . . . . . 39 timely . . . . . . . . . . . . . . . . . . . . 9Fiduciary accounting income (FAI) Qualified disability . . . . . . . . . . 19Common trust fund . . . . . . . . . . . . 5 Late filing of return . . . . . . . . . . 9(See Accounting income) Qualified revocable . . . . . . . . . . 4
Late payment of tax . . . . . . . . . 9 Simple . . . . . . . . . . . . . . . . . . . . . 41Final return . . . . . . . . . . . . . . . . . . . 14
Other . . . . . . . . . . . . . . . . . . . . . . . 9D Split-interest . . . . . . . . . . . . . . . 14First tier distributions . . . . . . . . . . 22
Trust fund recovery . . . . . . . . . . 9 Testamentary . . . . . . . . . . . . . 2, 3Definitions: Foreign tax credit . . . . . . . . . . . . . 23 Underpaid estimated tax . . . . . 9 Who must file . . . . . . . . . . . . 3, 41Accumulation Form 1041-T . . . . . . . . . . . . . . . 9, 20 Pooled income funds . . . . . . 7, 13,distribution . . . . . . . . . . . . . . . 39 Form 8855 . . . . . . . . . . . . . . . . . . . . 4 21Beneficiary . . . . . . . . . . . . . . . . . . 3 UPre-need funeral trusts . . . . . . . . 13Complex trust . . . . . . . . . . . . . . 13

Undistributed capital gains . . . . 35Decedent’s estate . . . . . . . . . . 12 G
Unrecaptured section 1250DNI . . . . . . . . . . . . . . . . . . . . . . . . . 3 General business credit . . . . . . . 24 Q gain . . . . . . . . . . . . . . . . . . . . . . . 36Fiduciary . . . . . . . . . . . . . . . . . . . . 3 Grantor trusts . . . . . . . . . . . 2, 5, 13 Qualified disability trust . . . . . . . 19Grantor trusts . . . . . . . . . . . . . . 13 Backup withholding . . . . . . . . . . 7 Qualified Dividends . . . . . . . . . . . 15Income in respect of a Mortgage pools . . . . . . . . . . . . 13 W

Qualified revocable trust . . . . . 3, 4decedent . . . . . . . . . . . . . . . . . 3 Nonqualified deferred Who must file:
Qualified settlement funds . . . . . . 5Outside income . . . . . . . . . . . . 40 compensation plans . . . . . . 13 Bankruptcy estate . . . . . . . . . . 11

Pooled income fund . . . . . . . . 13 Qualified small businessOptional filing methods . . . . . . 6 Decedent’s estate . . . . . . . . . . . 3
Simple trust . . . . . . . . . . . . . . . . 13 stock . . . . . . . . . . . . . . . . . . 22, 33Pre-need funeral trusts . . . . . 13 Trust . . . . . . . . . . . . . . . . . . . . . . . 3
Trust . . . . . . . . . . . . . . . . . . . . . . . 3 Special filing instructions . . . . . 5 Withholding on foreign

Distributable net income (See GST tax deduction . . . . . . . . . . . . 19 person . . . . . . . . . . . . . . . . . . . . . 22RDNI)
Returns:DNI . . . . . . . . . . . . . . . . . . . . . . . . 3, 21 ■Amended . . . . . . . . . . . . . . . . . . 14I

Common trust fund . . . . . . . . . . 5Income distribution
Electronic and magneticdeduction . . . . . . . . . . . . 2, 19, 21

media . . . . . . . . . . . . . . . . . . . . 7
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Where To File

For all estates and trusts, including charitable and split-interest trusts and pooled income funds:

THEN use this address if you:

IF you are located in ... Are not enclosing a check or Are enclosing a check or
money order ... money order ...

Connecticut, Delaware, District of Columbia, Illinois, Indiana, Kentucky, Maine, Internal Revenue Service Internal Revenue ServiceMaryland, Massachusetts, Michigan, New Hampshire, New Jersey, New York, Center, Cincinnati, Ohio Center, Cincinnati, OhioNorth Carolina, Ohio, Pennsylvania, Rhode Island, South Carolina, Vermont, 45999-0048 45999-0148Virginia, West Virginia, Wisconsin

Alabama, Alaska, Arizona, Arkansas, California, Colorado, Florida, Georgia, Internal Revenue Service Internal Revenue ServiceHawaii, Idaho, Iowa, Kansas, Louisiana, Minnesota, Mississippi, Missouri, Center, Ogden, Utah Center, Ogden, UtahMontana, Nebraska, Nevada, New Mexico, North Dakota, Oklahoma, Oregon, 84201-0048 84201-0148South Dakota, Tennessee, Texas, Utah, Washington, Wyoming

Internal Revenue Service Internal Revenue Service
A foreign country or a United States possession Center, Philadelphia, Center, Philadelphia,

Pennsylvania 19255-0048 Pennsylvania 19255-0148
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