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The worksheet will help you correctly de- For estate tax purposes, if there is no execu-
termine the income to report on the tor or administrator appointed, qualified, andWhat’s New
decedent’s final return and on the return acting within the United States, the term execu-
for either the estate or a beneficiary. tor includes anyone in actual or constructive

Requests for Extension of Time To File Form possession of any property of the decedent. It
1041. You can request an automatic 6-month includes, among others, the decedent’s agentsComments and suggestions. We welcomeextension of time to file Form 1041, U.S. Income and representatives; safe-deposit companies,your comments about this publication and yourTax Return for Estates and Trusts, by filing Form warehouse companies, and other custodians ofsuggestions for future editions.7004, Application for Automatic 6-Month Exten- property in this country; brokers holding securi-You can write to us at the following address:sion of Time To File Certain Business Income ties of the decedent as collateral; and the debt-
Tax, Information, and Other Returns (Rev. De- ors of the decedent who are in this country.Internal Revenue Servicecember 2005). Form 7004 replaces the use of

A personal representative for a decedent’sSE:W:CAR:MP:T:T:SPForm 2758, Application for Extension of Time To
estate can be an executor, administrator, or any-1111 Constitution Ave. NW, IR-6406File Certain Excise, Income, Information, and
one in charge of the decedent’s property, so theWashington, DC 20224Other Returns. For additional information, see
term personal representative will be usedForm 7004.
throughout this publication.

We respond to many letters by telephone.
Therefore, it would be helpful if you would in- Dutiesclude your daytime phone number, including theReminders area code, in your correspondence. The primary duties of a personal representative

You can email us at *taxforms@irs.gov. (The are to collect all the decedent’s assets, pay the
asterisk must be included in the address.)Estate tax return. Generally, if the decedent creditors, and distribute the remaining assets to
Please put “Publications Comment” on the sub-died during 2005, an estate tax return (Form the heirs or other beneficiaries.
ject line. Although we cannot respond individu-706) must be filed if the gross estate is more The personal representative also must per-
ally to each email, we do appreciate yourthan $1,500,000. form the following duties.
feedback and will consider your comments as

Estate tax repeal. The estate tax is repealed • Apply for an employer identification num-we revise our tax products.
for decedents dying after 2009. ber (EIN) for the estate.

Useful Items • File any income tax return and the estateConsistent treatment of estate and trust
You may want to see: tax return when due.items. Beneficiaries must generally treat es-

tate items the same way on their individual re- • Pay the tax determined up to the date ofPublicationturns as they are treated on the estate’s return. discharge from duties.
❏ 950 Introduction to Estate and Gift

Individual taxpayer identification number Other duties of the personal representative inTaxes
(ITIN). The IRS will issue an ITIN to a nonresi- federal tax matters are discussed in other sec-

❏ 3920 Tax Relief for Victims of Terroristdent or resident alien who does not have and is tions of this publication. If any beneficiary is a
Attacksnot eligible to get a social security number nonresident alien, see Publication 515, With-

(SSN). To apply for an ITIN, file Form W-7, holding of Tax on Nonresident Aliens and For-❏ 4492 Information for Taxpayers Affected
Application for IRS Individual Taxpayer Identifi- eign Entities, for information on the personalby Hurricanes Katrina, Rita, and
cation Number, with the IRS. It usually takes 4 to representative’s duties as a withholding agent.Wilma
6 weeks to get an ITIN.

Penalty. There is a penalty for failure to fileAn ITIN is for tax use only. It does not entitle Form (and Instructions) a tax return when due unless the failure is due tothe holder to social security benefits or change
reasonable cause. Reliance on an agent (attor-❏ 1040 U.S. Individual Income Tax Returnthe holder’s employment or immigration status
ney, accountant, etc.) is not reasonable causeunder U.S. law. ❏ 1041 U.S. Income Tax Return for Estates for late filing. It is the personal representative’s

and Trusts duty to file the returns for the decedent and thePhotographs of missing children. The Inter-
estate when due.❏ 706 United States Estate (andnal Revenue Service is a proud partner with the

Generation-Skipping Transfer) TaxNational Center for Missing and Exploited Chil-
Identification number. The first action youReturndren. Photographs of missing children selected
should take if you are the personal representa-by the Center may appear in this publication on ❏ 1310 Statement of Person Claiming tive for the decedent is to apply for an employerpages that would otherwise be blank. You can Refund Due a Deceased Taxpayer identification number (EIN) for the estate. Youhelp bring these children home by looking at the
should apply for this number as soon as possibleSee How To Get Tax Help near the end ofphotographs and calling 1-800-THE-LOST
because you need to enter it on returns, state-this publication for information about getting(1-800-843-5678) if you recognize a child.
ments, and other documents that you file con-publications and forms.
cerning the estate. You also must give the
number to payers of interest and dividends and
other payers who must file a return concerningIntroduction the estate.Personal

This publication is designed to help those in You can get an EIN by applying online at
charge of the property (estate) of an individual www.irs.gov/businesses  or by cal l ingRepresentative
who has died (decedent). It shows them how to 1-800-829-4933, Monday through Friday from 7
complete and file federal income tax returns and a.m. to 10 p.m. (local time). You can also applyA personal representative of an estate is an
points out their responsibility to pay any taxes using  Form SS-4, Application for Employerexecutor, administrator, or anyone who is in
due. Identification Number. Generally, if you apply bycharge of the decedent’s property. Generally, an

mail, it takes about 4 weeks to get your EIN. SeeA comprehensive example, using tax forms, executor (or executrix) is named in a decedent’s
the form instructions for other ways to apply.is included near the end of this publication. Also will to administer the estate and distribute

included at the end of this publication are the properties as the decedent has directed. An Payers of interest and dividends report
following items. administrator (or administratrix) is usually ap- amounts on Forms 1099 using the identification

pointed by the court if no will exists, if no execu- number of the person to whom the account is• A checklist of the forms you may need and tor was named in the will, or if the named payable. After a decedent’s death, the Forms
their due dates. executor cannot or will not serve. 1099 must reflect the identification number of

• A worksheet to reconcile amounts re- In general, an executor and an administrator the estate or beneficiary to whom the amounts
ported in the decedent’s name on informa- perform the same duties and have the same are payable. As the personal representative
tion Forms W-2, 1099-INT, 1099-DIV, etc. responsibilities. handling the estate, you must furnish this identi-
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fication number to the payer. For example, if quest. It must be filed separately from any other liable if he or she was aware or should have
interest is payable to the estate, the estate’s EIN document. The request should be filed with the been aware of their existence.
number must be provided to the payer and used IRS office where the return was filed. If Form
to report the interest on Form 1099-INT, Interest 4810 is not used, you must clearly indicate that Fees Received by
Income. If the interest is payable to a surviving you are making a request for prompt assess- Personal Representativesjoint owner, the survivor’s identification number ment under section 6501(d) of the Internal Rev-
must be provided to the payer and used to report enue Code. You must identify the type of tax and All personal representatives must include in
the interest. the tax period for which the prompt assessment their gross income fees paid to them from an

The deceased individual’s identifying num- is requested. estate. If paid to a professional executor or ad-
ber must not be used to file an individual tax As the personal representative for the ministrator, self-employment tax also applies to
return after the decedent’s final tax return. It also decedent’s estate, you are responsible for any such fees. For a nonprofessional executor ormust not be used to make estimated tax pay- additional taxes that may be due. You can re- administrator (a person serving in such capacityments for a tax year after the year of death. quest prompt assessment of any of the in an isolated instance, such as a friend or rela-

decedent’s taxes (other than federal estatePenalty. If you do not include the EIN or the tive of the decedent), self-employment tax only
taxes) for any years for which the statutory pe-taxpayer identification number of another per- applies if a trade or business is included in the
riod for assessment is open. This applies evenson where it is required on a return, statement, estate’s assets, the executor actively partici-
though the returns were filed before theor other document, you are liable for a penalty pates in the business, and the fees are related to
decedent’s death.for each failure, unless you can show reasona- operation of the business.

ble cause. You also are liable for a penalty if you Failure to report income. If you or the de-
do not give the taxpayer identification number of cedent failed to report substantial amounts of
another person when required on a return, state- gross income (more than 25% of the gross in-
ment, or other document. come reported on the return) or filed a false or Final Return

fraudulent return, your request for prompt as-Notice of fiduciary relationship. The term
sessment will not shorten the period during for Decedentfiduciary means any person acting for another
which the IRS may assess the additional tax.person. It applies to persons who have positions
However, such a request may relieve you of The personal representative (defined earlier)of trust on behalf of others. A personal represen-
personal liability for the tax if you did not have must file the final income tax return (Form 1040)tative for a decedent’s estate is a fiduciary.
knowledge of the unpaid tax. of the decedent for the year of death and anyIf you are appointed to act in any fiduciary

returns not filed for preceding years. A survivingcapacity for another, you must file a written no-
Request for discharge from personal liability spouse, under certain circumstances, may havetice with the IRS stating this. Form 56, Notice
for tax. An executor can make a written re- to file the returns for the decedent. See JointConcerning Fiduciary Relationship, can be used
quest for discharge from personal liability for a Return, later.for this purpose. The instructions and other re-
decedent’s income and gift taxes. The requestquirements are given on the back of the form.
must be made after the returns for those taxesYou should file the written notice (or Form Return for preceding year. If an individual
are filed. It must clearly indicate that the request56) as soon as all of the necessary information died after the close of the tax year, but before
is for discharge from personal liability under sec-(including the EIN) is available. It notifies the IRS the return for that year was filed, the return for
tion 6905 of the Internal Revenue Code. For thisthat, as the fiduciary, you are assuming the the year just closed will not be the final return.
purpose, an executor is an executor or adminis-powers, rights, duties, and privileges of the de- The return for that year will be a regular return
trator that is appointed, qualified, and actingcedent, and allows the IRS to mail to you all tax and the personal representative must file it.
within the United States.notices concerning the person (or estate) you

represent. The notice remains in effect until you Within 9 months after receipt of the request, Example. Samantha Smith died on March
notify the appropriate IRS office that your rela- the IRS will notify the executor of the amount of 21, 2005, before filing her 2004 tax return. Her
tionship to the estate has terminated. taxes due. If this amount is paid, the executor personal representative must file her 2004 re-

will be discharged from personal liability for any turn by April 15, 2005. Her final tax return is dueTermination notice. When you are relieved
future deficiencies. If the IRS has not notified the April 17, 2006.of your responsibilities as personal representa-
executor, he or she will be discharged fromtive, you must advise the IRS office where you
personal liability at the end of the 9-month pe-filed the written notice (or Form 56) either that Filing Requirements
riod.the estate has been terminated or that your

The gross income, age, and filing status of asuccessor has been appointed. Use Form 56 for Even if the executor is discharged
decedent generally determine whether a returnthe termination notice by completing the appro- from personal liability, the IRS will still
must be filed. Gross income usually is all incomepriate part on the form. If another person has be able to assess tax deficienciesCAUTION

!
received by an individual in the form of money,been appointed to succeed you as the personal against the executor to the extent that he or she
goods, property, and services that is not tax-ex-representative, you should give the name and still has any of the decedent’s property.
empt. It includes gross receipts from self-em-address of your successor.
ployment, but if the business involvesInsolvent estate. Generally, if a decedent’s

Request for prompt assessment (charge) of manufacturing, merchandising, or mining, sub-estate is insufficient to pay all the decedent’s
tax. The IRS ordinarily has 3 years from the tract any cost of goods sold. In general, filingdebts, the debts due the United States must be
date an income tax return is filed, or its due date, status depends on whether the decedent waspaid first. Both the decedent’s federal income
whichever is later, to charge any additional tax tax liabilities at the time of death and the estate’s considered single or married at the time of
that is due. However, as a personal representa- income tax liability are debts due the United death. See the income tax return instructions or
tive, you may request a prompt assessment of States. The personal representative of an insol- Publication 501, Exemptions, Standard Deduc-tax after the return has been filed. This reduces vent estate is personally responsible for any tax tion, and Filing Information.the time for making the assessment to 18 liability of the decedent or of the estate if he or
months from the date the written request for she had notice of such tax obligations or had
prompt assessment was received. This request failed to exercise due care in determining if such Refundcan be made for any income tax return of the obligations existed before distribution of the
decedent and for the income tax return of the A return should be filed to obtain a refund if taxestate’s assets and before being discharged
decedent’s estate. This may permit a quicker was withheld from salaries, wages, pensions, orfrom duties. The extent of such personal respon-
settlement of the tax liability of the estate and an annuities, or if estimated tax was paid, even if asibility is the amount of any other payments
earlier final distribution of the assets to the bene- return is not required to be filed. Also, the dece-made before paying the debts due the United
ficiaries. dent may be entitled to other credits that result inStates, except where such other debt paid has

a refund. These advance payments of tax andpriority over the debts due the United States.Form 4810. Form 4810, Request for Prompt
The income tax liabilities need not be formally credits are discussed later under Credits, OtherAssessment Under Internal Revenue Code Sec-
assessed for the personal representative to betion 6501(d), can be used for making this re- Taxes, and Payments.
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Form 1310. Generally, a person who is filing a representative may revoke an election to file a ing partners. The decedent’s distributive share
return for a decedent and claiming a refund must joint return that was previously made by the of partnership items must be figured as if the
file Form 1310 with the return. However, if the surviving spouse alone. This is done by filing a partnership’s tax year ended on the date the
person claiming the refund is a surviving spouse separate return for the decedent within one year partner died. To avoid an interim closing of the
filing a joint return with the decedent, or a from the due date of the return (including any partnership books, the partners can agree to
court-appointed or certified personal represen- extensions). The joint return made by the surviv- estimate the decedent’s distributive share by
tative filing an original return for the decedent, ing spouse will then be regarded as the separate prorating the amounts the partner would have
Form 1310 is not needed. The personal repre- return of that spouse by excluding the included for the entire partnership tax year.
sentative must attach to the return a copy of the decedent’s items and refiguring the tax liability. On the decedent’s final return, include thecourt certificate showing that he or she was

decedent’s distributive share of partnershipRelief from joint liability. In some cases,appointed the personal representative.
items for the following periods.one spouse may be relieved of joint liability forIf the personal representative is filing a claim

tax, interest, and penalties on a joint return forfor refund on Form 1040X, Amended U.S. Indi-
1. The partnership’s tax year that endeditems of the other spouse that were incorrectlyvidual Income Tax Return, or Form 843, Claim

within or with the decedent’s final tax yearreported on the joint return. If the decedent qual-for Refund and Request for Abatement, and the
(the year ending on the date of death).ified for this relief while alive, the personal repre-court certificate has already been filed with the

sentative can pursue an existing request, or fileIRS, attach Form 1310 and write “Certificate 2. The period, if any, from the end of the
a request, for relief from joint liability. For infor-Previously Filed” at the bottom of the form. partnership’s tax year in (1) to the
mation on requesting this relief, see Publication decedent’s date of death.

Example. Mr. Green died before filing his 971, Innocent Spouse Relief.
tax return. You were appointed the personal

Example. Mary Smith was a partner in XYZrepresentative for Mr. Green’s estate, and you Income To Include
partnership and reported her income on a taxfile his Form 1040 showing a refund due. You do
year ending December 31. The partnership usesnot need Form 1310 to claim the refund if you The decedent’s income includible on the final
a tax year ending June 30. Mary died August 31,attach a copy of the court certificate showing you return is generally determined as if the person

were appointed the personal representative. 2005, and her estate established its tax yearwere still alive except that the taxable period is
through August 31.usually shorter because it ends on the date ofIf you are a surviving spouse and you

death. The method of accounting regularly used The distributive share of partnership itemsreceive a tax refund check in both
by the decedent before death also determines based on the decedent’s partnership interest isyour name and your deceased

TIP

the income includible on the final return. This reported as follows.spouse’s name, you can have the check reis-
section explains how some types of income aresued in your name alone. Return the joint-name

• Final Return for the Decedent—January 1reported on the final return.check and a completed Form 1310 to your local
through August 31, 2005, includes XYZIRS office or the service center where you For more information about accounting
partnership items from (a) the partnershipmailed your return. A new check will be issued in methods, see Publication 538, Accounting Peri-
tax year ending June 30, 2005, and (b) theyour name and mailed to you. ods and Methods.
partnership tax year beginning July 1,
2005, and ending August 31, 2005 (the

Nonresident Alien date of death).Under the Cash Method
• Income Tax Return of the Estate—Sep-If the decedent was a nonresident alien who If the decedent accounted for income under the

tember 1, 2005, through August 31, 2006,would have had to file Form 1040NR, U.S. Non- cash method, only those items actually or con-
includes XYZ partnership items for the pe-resident Alien Income Tax Return, you must file structively received before death are included in
riod September 1, 2005, through June 30,that form for the decedent’s final tax year. See the final return.

the instructions for Form 1040NR for the filing 2006.
requirements, due date, and where to file. Constructive receipt of income. Interest

from coupons on the decedent’s bonds was con- S Corporation Income
structively received by the decedent if the cou-Joint Return If the decedent was a shareholder in an S corpo-pons matured in the decedent’s final tax year,

ration, include on the final return the decedent’sbut had not been cashed. Include the interest inGenerally, the personal representative and the
share of the S corporation’s items of income,the final return.surviving spouse can file a joint return for the
loss, deduction, and credit for the following peri-Generally, a dividend was constructively re-decedent and the surviving spouse. However,
ods.ceived if it was available for use by the decedentthe surviving spouse alone can file the joint

return if no personal representative has been without restriction. If the corporation customarily
1. The corporation’s tax year that endedappointed before the due date for filing the final mailed its dividend checks, the dividend was

within or with the decedent’s final tax yearjoint return for the year of death. This also ap- includible when received. If the individual died
(the year ending on the date of death).plies to the return for the preceding year if the between the time the dividend was declared and

decedent died after the close of the preceding the time it was received in the mail, the decedent 2. The period, if any, from the end of the
tax year and before filing the return for that year. did not constructively receive it before death. Do corporation’s tax year in (1) to the
The income of the decedent that was includible not include the dividend in the final return. decedent’s date of death.
on his or her return for the year up to the date of
death (see Income To Include, later) and the
income of the surviving spouse for the entire Under an Accrual Method

Self-Employment Incomeyear must be included in the final joint return.
Generally, under an accrual method of account-A final joint return with the decedent cannot

Include self-employment income actually oring, income is reported when earned.be filed if the surviving spouse remarried before
constructively received or accrued, dependingthe end of the year of the decedent’s death. The If the decedent used an accrual method, only
on the decedent’s accounting method. Forfiling status of the decedent in this instance is the income items normally accrued before death
self-employment tax purposes only, themarried filing a separate return. are included in the final return.
decedent’s self-employment income will includeFor information about tax benefits to which a
the decedent’s distributive share of asurviving spouse may be entitled, see Tax Ben-
partnership’s income or loss through the end ofefits for Survivors, later, under Other Tax Infor- Partnership Income
the month in which death occurred. For thismation.
purpose, the partnership’s income or loss is con-The death of a partner closes the partnership’s
sidered to be earned ratably over thetax year for that partner. Generally, it does notPersonal representative may revoke joint re-
partnership’s tax year.close the partnership’s tax year for the remain-turn election. A court-appointed personal
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tion contains a detailed discussion of medicalCommunity Income HSA or Archer MSA
expenses because, under certain conditions,

If the decedent was married and domiciled in a The treatment of a health savings account the tax treatment can be different for the medical
(HSA), an Archer MSA, or a Medicare Advan-community property state, half of the income expenses of the decedent. See Medical Ex-
tage at the death of the account holder dependsreceived and half of the expenses paid during penses, later.
on who acquires the interest in the account. Ifthe decedent’s tax year by either the decedent
the decedent’s estate acquires the interest, theor spouse may be considered to be the income
fair market value of the assets in the account on Exemptionsand expenses of the other. For more informa-
the date of death is included in income on thetion, see Publication 555, Community Property.

You can claim the decedent’s personal exemp-decedent’s final return. The estate tax deduc-
tion on the final income tax return. If the dece-tion, discussed later, does not apply to this
dent was another person’s dependent (foramount.Interest and Dividend Income
example, a parent’s), you cannot claim the per-If a beneficiary acquires the interest, see the(Forms 1099)
sonal exemption on the decedent’s final return.discussion under Income in Respect of the De-

A Form 1099 should be received for the dece- cedent, later. For other information on HSAs and
Archer MSAs, see Publication 969, Health Sav-dent reporting interest and dividends earned

Standard Deductionings Account and Other Tax-Favored Healthbefore death and included on the decedent’s
Plans.final return. A separate Form 1099 should show If you do not itemize deductions on the final

the interest and dividends earned after the date return, the full amount of the appropriate stan-
of the decedent’s death and paid to the estate or dard deduction is allowed regardless of the dateCoverdell Education Savingsother recipient that must include those amounts of death. For information on the appropriateAccount (ESA)on its return. You can request corrected Forms standard deduction, see the income tax return
1099 if these forms do not properly reflect the instructions or Publication 501.Generally, the balance in a Coverdell ESA must
right recipient or amounts. be distributed within 30 days after the individual

For example, a Form 1099-INT reporting in- for whom the account was established reaches
Medical Expensesterest payable to the decedent may include in- age 30, or dies, whichever is earlier. The treat-

ment of the Coverdell ESA at the death of ancome that should be reported on the final Medical expenses paid before death by the de-
individual under age 30 depends on who ac-income tax return of the decedent, as well as cedent are deductible, subject to limits, on the
quires the interest in the account. If theincome that the estate or other recipient should final income tax return if deductions are item-
decedent’s estate acquires the interest, thereport, either as income earned after death or as ized. This includes expenses for the decedent,
earnings on the account must be included on theincome in respect of the decedent (discussed as well as for the decedent’s spouse and depen-
final income tax return of the decedent. Thelater). For income earned after death, you dents.
estate tax deduction, discussed later, does notshould ask the payer for a Form 1099 that prop-

Qualified medical expenses are notapply to this amount. If a beneficiary acquireserly identifies the recipient (by name and identifi-
deductible if paid with a tax-free distri-the interest, see the discussion under Income incation number) and the proper amount. If that is
bution from an Archer MSA.Respect of the Decedent, later. CAUTION

!
not possible, or if the form includes an amount

The age 30 limitation does not apply if thethat represents income in respect of the dece- Election for decedent’s expenses. Medicalindividual for whom the account was establisheddent, report the interest as shown next under expenses that were not paid before death areor the beneficiary that acquires the account is anHow to report. liabilities of the estate and are shown on theindividual with special needs. This includes an
federal estate tax return (Form 706). However, ifSee U.S. savings bonds acquired from dece- individual who, because of a physical, mental, or
medical expenses for the decedent are paid outdent under Income in Respect of the Decedent, emotional condition (including a learning disabil-
of the estate during the 1-year period beginninglater, for information on savings bond interest ity), requires additional time to complete his or
with the day after death, you can elect to treat allthat may have to be reported on the final return. her education.
or part of the expenses as paid by the decedentFor more information on Coverdell ESAs,
at the time they were incurred.see Publication 970, Tax Benefits for Education.How to report. If you are preparing the If you make the election, you can claim all or

decedent’s final return and you have received a part of the expenses on the decedent’s income
Form 1099-INT for the decedent that includes tax return, if deductions are itemized, rather thanAccelerated Death Benefits
amounts belonging to the decedent and to an- on the federal estate tax return (Form 706). You
other recipient (the decedent’s estate or another can deduct expenses incurred in the year ofAccelerated death benefits are amounts re-
beneficiary), report the total interest shown on death on the final income tax return. You shouldceived under a life insurance contract before the
Form 1099-INT on Schedule 1 (Form 1040A) or file an amended return (Form 1040X) for medi-death of the insured individual. These benefits

cal expenses incurred in an earlier year, unlesson Schedule B (Form 1040). Next, enter a sub- also include amounts received on the sale or
the statutory period for filing a claim for that yearassignment of the contract to a viatical settle-total of the interest shown on Forms 1099, and
has expired.ment provider.the interest reportable from other sources for

The amount you can deduct on the incomeGenerally, if the decedent received acceler-which you did not receive Forms 1099. Then,
tax return is the amount above 7.5% of adjustedated death benefits either on his or her own lifeshow any interest (including any interest you
gross income. The amounts not deductible be-or on the life of another person, those benefitsreceive as a nominee) belonging to another re-
cause of this percentage cannot be claimed onare not included in the decedent’s income. Thiscipient separately and subtract it from the sub-
the federal estate tax return.exclusion applies only if the insured was a termi-total. Identify the amount of this adjustment as

nally or chronically ill individual. For more infor-“Nominee Distribution” or other appropriate des- Making the election. You make the elec-
mation, see the discussion under Gifts,ignation. tion by attaching a statement, in duplicate, to the
Insurance, and Inheritances under Other Tax decedent’s income tax return or amended re-Report dividend income for which you re- Information, later. turn. The statement must state that you have notceived a Form 1099-DIV, Dividends and Distri-

claimed the amount as an estate tax deduction,butions, on the appropriate schedule using the Exemptions and that the estate waives the right to claim thesame procedure.
amount as a deduction. This election appliesand Deductions
only to expenses incurred for the decedent, not

Note. If the decedent received amounts as a Generally, the rules for exemptions and deduc- to expenses incurred to provide medical care for
nominee, you must give the actual owner a Form tions allowed to an individual also apply to the dependents.
1099, unless the owner is the decedent’s decedent’s final income tax return. Show on the
spouse. See General Instructions for Forms final return deductible items the decedent paid Example. Richard Brown used the cash
1099, 1098, 5498, and W-2G for more informa- (or accrued, if the decedent reported deductions method of accounting and filed his income tax
tion on filing Forms 1099. on an accrual method) before death. This sec- return on a calendar year basis. Mr. Brown died
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on June 1, 2005, after incurring $800 in medical payer does not materially participate. To deter- General business tax credit. The general
expenses. Of that amount, $500 was incurred in mine material participation, see Publication 925. business credit available to a taxpayer is limited.
2004 and $300 was incurred in 2005. Richard Rental activities are passive activities regard- Any credit arising in a tax year beginning before
itemized his deductions when he filed his 2004 less of the taxpayer’s participation, unless the 1998 that has not been used up can be carried
income tax return. The personal representative taxpayer meets certain eligibility requirements. forward for up to 15 years. Any unused credit
of the estate paid the entire $800 liability in Individuals, estates, and trusts can offset arising in a tax year beginning after 1997 has a
August 2005. passive activity losses only against passive ac- 1-year carryback and a 20-year carryforward

The personal representative may file an tivity income. Passive activity losses or credits period.
amended return (Form 1040X) for 2004 claiming that are not allowed in one tax year can be After the carryforward period, a deduction
the $500 medical expense as a deduction, sub- carried forward to the next year. may be allowed for any unused business credit.
ject to the 7.5% limit. The $300 of expenses If a passive activity interest is transferred If the taxpayer dies before the end of the car-
incurred in 2005 can be deducted on the final because a taxpayer dies, the accumulated un- ryforward period, the deduction generally is al-
income tax return if deductions are itemized, used passive activity losses are allowed as a lowed in the year of death.
subject to the 7.5% limit. The personal represen- deduction against the decedent’s income in the For more information on the general busi-
tative must file a statement in duplicate with year of death. Losses are allowed only to the ness credit, see Publication 334, Tax Guide for
each return stating that these amounts have not extent they are greater than the excess of the Small Business.
been claimed on the federal estate tax return transferee’s (recipient of the interest trans-
(Form 706), and waiving the right to claim such a ferred) basis in the property over the decedent’s

Other Taxesdeduction on Form 706 in the future. adjusted basis in the property immediately
before death. The portion of the losses that is

Medical expenses not paid by estate. If you Taxes other than income tax that may be owedequal to the excess is not allowed as a deduc-
paid medical expenses for your deceased on the final return of a decedent include self-em-tion for any tax year.
spouse or dependent, claim the expenses on ployment tax and alternative minimum tax,Use Form 8582, Passive Activity Loss Limi-
your tax return for the year in which you paid which are reported on Form 1040.tations, to summarize losses and income from
them, whether they are paid before or after the passive activities and to figure the amounts al- Self-employment tax. Self-employment taxdecedent’s death. If the decedent was a child of lowed. For more information, see Publication may be owed on the final return if either of thedivorced or separated parents, the medical ex- 925. following applied to the decedent in the year ofpenses can usually be claimed by both the cus-

death.todial and noncustodial parent to the extent paid Credits, Other Taxes,by that parent during the year.
1. Net earnings from self-employment (ex-and Payments

cluding income described in (2)) wereInsurance reimbursements. Insurance reim-
$400 or more.bursements of previously deducted medical ex- This section includes brief discussions of some

penses due a decedent at the time of death and of the tax credits, types of taxes that may be 2. Wages from services performed as a
later received by the decedent’s estate are in- owed, income tax withheld, and estimated tax church employee were $108.28 or more.
cludible in the income tax return of the estate payments that are reported on the final return of
(Form 1041) for the year the reimbursements a decedent. Alternative minimum tax (AMT). The taxare received. The reimbursements are also in-

laws give special treatment to some kinds ofcludible in the decedent’s gross estate.
income and allow special deductions and creditsCredits for some kinds of expenses. The alternative
minimum tax (AMT) was enacted so that certainYou can claim on the final income tax return anyDeduction for Losses
taxpayers who benefit from these laws still paytax credits that applied to the decedent before
at least a minimum amount of tax. In general, theA decedent’s net operating loss deduction from death. Some of these credits are discussed
AMT is the excess of the tentative minimum taxa prior year and any capital losses (including next.
over the regular tax shown on the return.capital loss carryovers) can be deducted only on

Earned income credit. If the decedent wasthe decedent’s final income tax return. A net Form 6251.  Use Form 6251, Alternativean eligible individual, you can claim the earnedoperating loss on the decedent’s final income Minimum Tax—Individuals, to determine if thisincome credit on the decedent’s final returntax return can be carried back to prior years. tax applies to the decedent. See the form in-even though the return covers less than 12(See Publication 536, Net Operating Losses structions for information on when you mustmonths. If the allowable credit is more than the(NOLs) for Individuals, Estates, and Trusts.) attach the form to the tax return.tax liability for the year, the excess is refunded.You cannot deduct any unused net operating
For more information, see Publication 596,loss or capital loss on the estate’s income tax

Earned Income Credit (EIC).return. Payments of Tax
Credit for the elderly or the disabled. ThisAt-risk loss limits. Special at-risk rules apply

The income tax withheld from the decedent’scredit is allowable on a decedent’s final incometo most activities that are engaged in as a trade
salary, wages, pensions, or annuities, and thetax return if the decedent met both of the follow-or business or for the production of income.
amount paid as estimated tax, for example, areing requirements in the year of death. The dece-These rules limit the deductible loss to the
credits (advance payments of tax) that you mustdent:amount for which the individual was considered
claim on the final return.at risk in the activity. An individual generally will • Was a “qualified individual,” and

be considered at risk to the extent of the money
Name, Address,• Had income (adjusted gross income (AGI)and the adjusted basis of property that he or she

and nontaxable social security and pen-contributed to the activity and certain amounts and Signature
sions) less than certain limits.the individual borrowed for use in the activity. An

The word “DECEASED,” the decedent’s name,individual will be considered at risk for amounts
and the date of death should be written acrossFor details on qualifying for or figuring theborrowed only if he or she was personally liable
the top of the tax return. If filing a joint return, youcredit, see Publication 524, Credit for the Elderlyfor the repayment or if the amounts borrowed
should write the name and address of the dece-or the Disabled.were secured by property other than that used in
dent and the surviving spouse in the name andthe activity. The individual is not considered at

Child tax credit. If the decedent had a qualify- address space. If a joint return is not being filed,risk for borrowed amounts if the lender has an
ing child, you may be able to claim the child tax write the decedent’s name in the name spaceinterest in the activity or if the lender is related to
credit on the decedent’s final return even though and the personal representative’s name and ad-a person who has an interest in the activity. For
the return covers less than 12 months. You may dress in the remaining space.more information, see Publication 925, Passive
be able to claim the additional child tax creditActivity and At-Risk Rules.
and get a refund if the credit is more than the Third party designee. You can check the

Passive activity rules. A passive activity is decedent’s liability. For more information, see “Yes” box in the Third Party Designee area of
any trade or business activity in which the tax- your form instructions. the return to authorize the IRS to discuss the
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return with a friend, family member, or any other been assessed, the assessment will be forgiven. Specified Terrorist Victim
person you choose. This allows the IRS to call If the tax has been collected (regardless of the

 The Victims of Terrorism Tax Relief Act of 2001the person you identified as the designee to date of collection), that tax will be credited or
(the Act) provides tax relief for those injured oranswer any questions that may arise during the refunded.
killed as a result of terrorist attacks, certain sur-processing of the return. It also allows the desig- Any of the decedent’s income tax for tax
vivors of those killed as a result of terrorist at-nee to perform certain actions. See the income years before those mentioned above that re- tacks, and others who were affected by terroristtax package for details. mains unpaid as of the actual (or presumptive) attacks. Under the Act, the federal income tax

date of death will not be assessed. If any unpaidSignature. If a personal representative has liability of those killed in the following attacks
tax (including interest, additions to the tax, andbeen appointed, that person must sign the re- (specified terrorist victim) is forgiven for certain
additional amounts) has been assessed, thisturn. If it is a joint return, the surviving spouse tax years.
assessment will be forgiven. Also, if any tax wasmust also sign it. If no personal representative

• The April 19, 1995, terrorist attack on thecollected after the date of death, that amount willhas been appointed, the surviving spouse (on a
Alfred P. Murrah Federal Buildingjoint return) should sign the return and write in be credited or refunded.
(Oklahoma City).the signature area “Filing as surviving spouse.” The date of death of a member of the Armed

If no personal representative has been ap- Forces reported as missing in action or as a • The September 11, 2001, terrorist attacks.
pointed and if there is no surviving spouse, the prisoner of war is the date his or her name is • The terrorist attacks involving anthrax oc-person in charge of the decedent’s property removed from missing status for military pay curring after September 10, 2001, andmust file and sign the return as “personal repre- purposes. This is true even if death actually before January 1, 2002.sentative.” occurred earlier.

For other tax information for members of thePaid preparer. If you pay someone to pre- The Act also exempts from federal income tax
Armed Forces, see Publication 3, Armedpare, assist in preparing, or review the tax re- the following types of income.
Forces’ Tax Guide.turn, that person must sign the return and fill in • Qualified disaster relief payments madethe other blanks in the paid preparer’s area of

after September 10, 2001, to cover per-the return. See the income tax package for de-
sonal, family, living, or funeral expensesMilitary or Terrorist Actionstails.
incurred because of a terrorist attack.

The decedent’s income tax liability is forgiven if, • Certain disability payments received in taxWhen and Where To File at death, he or she was a military or civilian years ending after September 10, 2001 for
employee of the United States who died be-The final income tax return is due at the same injuries sustained in a terrorist attack.
cause of wounds or injury incurred:time the decedent’s return would have been due • Certain death benefits paid by an em-had death not occurred. A final return for a • While a U.S. employee, and ployer to the survivor of an employee be-decedent who was a calendar year taxpayer is

cause the employee died as a result of a• In a military or terrorist action.generally due on April 15 following the year of
terrorist attack.death, regardless of when during that year death

The forgiveness applies to the tax year inoccurred. However, when the due date falls on a • Payments from the September 11th Victim
which death occurred and for any prior tax yearSaturday, Sunday, or legal holiday, the return is Compensation Fund 2001.
in the period beginning with the year before thefiled timely if filed by the next business day.

The tax return must be prepared on a form year in which the wounds or injury occurred. The Act also reduces the estate tax of individ-
for the year of death regardless of when during uals who die as a result of a terrorist attack. See

Example. The income tax liability of a civil-the year death occurred. Publication 3920, Tax Relief for Victims of Ter-
Generally, you must file the final income tax ian employee of the United States who died in rorist Attacks, for more information.

return of the decedent with the Internal Revenue 2004 because of wounds incurred while a U.S.
Service Center for the place where you live. A employee in a terrorist attack that occurred in

Astronautstax return for a decedent can be electronically 1989 will be forgiven for 2004 and for all prior tax
filed. A personal representative may also obtain years in the period 1988 through 2003. Refunds

For astronauts who died in the line of duty afteran income tax filing extension on behalf of a are allowed for the tax years for which the period
December 31, 2002, legislation extended the taxdecedent. for filing a claim for refund has not ended, as
relief available under The Victims of Terrorism

discussed later. Tax Relief Act of 2001 (the Act). The decedent’sTax Forgiveness for income tax liability is forgiven for the tax year in
Military or terrorist action defined. A militaryArmed Forces Members, which death occurs, and for the tax year prior to
or terrorist action means the following. death. For information on death benefit pay-Victims of Terrorism, and

ments and the reduction of federal estate taxes,Astronauts • Any terrorist activity that most of the evi-
see Publication 3920. However, the discussionsdence indicates was directed against the
in that publication under, Death Benefits andIncome tax liability may be forgiven for a dece- United States or any of its allies.
Estate Tax Reduction, should be modified fordent who dies due to service in a combat zone,

• Any military action involving the U.S. astronauts (for example, by using the date ofdue to military or terrorist actions, as a result of a
Armed Forces and resulting from violence death of the astronaut rather than Septemberterrorist attack, or while serving in the line of duty
or aggression against the United States or 11, 2001).as an astronaut.
any of its allies, or the threat of such vio- For more information on the Act, see Publi-
lence or aggression. cation 3920.

Combat Zone
Terrorist activity includes criminal offenses in-

If a member of the Armed Forces of the United Claim for Credit or Refundtended to coerce, intimidate, or retaliate against
States dies while in active service in a combat the government or civilian population. Military

If any of these tax-forgiveness situations applieszone or from wounds, disease, or injury incurred action does not include training exercises. Any
to a prior year tax, any tax paid for which thein a combat zone, the decedent’s income tax multinational force in which the United States is
period for filing a claim has not ended will beliability is abated (forgiven) for the entire year in participating is treated as an ally of the United
credited or refunded. If any tax is still due, it willwhich death occurred and for any prior tax year States.
be canceled. The normal period for filing a claimending on or after the first day the person served

Determining if a terrorist activity or mili- for credit or refund is 3 years after the return wasin a combat zone in active service. For this
tary action has occurred. You may rely on filed or 2 years after the tax was paid, whicheverpurpose, a qualified hazardous duty area is
published guidance from the IRS to determine if is later.treated as a combat zone.
a particular event is considered a terrorist activ-If the tax (including interest, additions to the If death occurred in a combat zone or from
ity or military action.tax, and additional amounts) for these years has wounds, disease, or injury incurred in a combat
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zone, the period for filing the claim is extended ees killed overseas, attach a certification from c. If you are not filing a joint return as the
by: surviving spouse and a personal repre-the Department of State.

sentative has not been appointed, fileIf you do not have enough tax information to
1. The amount of time served in the combat the return and attach Form 1310.file a timely claim for refund, you can suspend

zone (including any period in which the the period for filing a claim by filing Form 1040X.
individual was in missing status), plus Attach Form 1310, any required documentation

2. The period of continuous qualified hospital- currently available, and a statement that you will
ization for injury from service in the combat file an amended claim as soon as you have the
zone, if any, plus required tax information. Other Tax Information

3. The next 180 days. Joint returns. If a joint return was filed, only
This section contains information about the ef-

the decedent’s part of the income tax liability isQualified hospitalization means any hospitaliza- fect of an individual’s death on the income tax
eligible for forgiveness. Determine thetion outside the United States and any hospitali- liability of the survivors (including widows and
decedent’s tax liability as follows.zation in the United States of not more than 5 widowers), the beneficiaries, and the estate.

years.
1. Figure the income tax for which the dece-This extended period for filing the claim also Tax Benefits for Survivorsdent would have been liable if a separateapplies to a member of the Armed Forces who

return had been filed.was deployed outside the United States in a Survivors can qualify for certain benefits when
designated contingency operation. 2. Figure the income tax for which the spouse filing their own income tax returns.

would have been liable if a separate return
Filing a claim. Use the following procedures Joint return by surviving spouse. A surviv-had been filed.
to file a claim. ing spouse can file a joint return for the year of

3. Multiply the joint tax liability by a fraction. death and may qualify for special tax rates for• If a U.S. individual income tax return The numerator of the fraction is the the following 2 years, as explained under Quali-(Form 1040, 1040A, or 1040EZ) has not amount in (1), above. The denominator of fying widows and widowers, later.been filed, you should make a claim for the fraction is the total of (1) and (2).
refund of any withheld income tax or esti-

Decedent as your dependent. If the dece-The amount in (3) above is the decedent’smated tax payments by filing Form 1040.
dent qualified as your dependent for a part of thetax liability that is eligible for forgiveness.Form W-2, Wage and Tax Statement,
year before death, you can claim the exemptionmust accompany all returns.
for the dependent on your tax return, regardlessFiling Reminders• If a U.S. individual income tax return has of when death occurred during the year.

been filed, you should make a claim for If the decedent was your qualifying child, youTo minimize the time needed to process the
refund by filing Form 1040X. You must file may be able to claim the child tax credit or thedecedent’s final return and issue any refund, be
a separate Form 1040X for each year in earned income credit.sure to follow these procedures.
question.

Qualifying widows and widowers. If your1. Write “DECEASED,” the decedent’s name,
You must file these returns and claims at the spouse died within the 2 tax years preceding theand the date of death across the top of the

following address for regular mail (U.S. Postal year for which your return is being filed, you maytax return.
Service). be eligible to claim the filing status of qualifying

2. If a personal representative has been ap- widow(er) with dependent child and qualify toInternal Revenue Service pointed, the personal representative must use the married-filing-jointly tax rates.P.O. Box 4053 sign the return. If it is a joint return, the
Woburn, MA 01888 Requirements. Generally, you qualify forsurviving spouse must also sign it.

this special benefit if you meet all of the followingIdentify all returns and claims for refund by
3. If you are the decedent’s spouse filing a requirements.writing “Iraq—KIA,” “Enduring Freedom—KIA,”

joint return with the decedent and no per-“Kosovo Operation—KIA,” “Desert Storm—
sonal representative has been appointed, • You were entitled to file a joint return withKIA,” or “Former Yugoslavia—KIA” in bold let-
write “Filing as surviving spouse” in the your spouse for the year of death—ters on the top of page 1 of the return or claim.
area where you sign the return. whether or not you actually filed jointly.On Forms 1040 and 1040X, write the same

phrase on the line for total tax. If the individual 4. If no personal representative has been ap- • You did not remarry before the end of the
was killed in a terrorist or military action, put pointed and if there is no surviving spouse, current tax year.
“KITA” on the front of the return and on the line the person in charge of the decedent’s • You have a child, stepchild, or foster childfor total tax. property must file and sign the return as

who qualifies as your dependent for theAn attachment should include a computation “personal representative.”
tax year.of the decedent’s tax liability and a computation

5. To claim a refund for the decedent, do theof the amount that is to be forgiven. On joint • You provide more than half the cost of
following.returns, you must make an allocation of the tax maintaining your home, which is the princi-

as described later under Joint returns. If you pal residence of that child for the entirea. If you are the decedent’s spouse filing a
cannot make a proper allocation, you should year except for temporary absences.joint return with the decedent, file only
attach a statement of all income and deductions the tax return to claim the refund.
allocable to each spouse and the IRS will make

Example. William Burns’ wife died in 2003.b. If you are the personal representativethe proper allocation.
Mr. Burns has not remarried and continuedand the return is not a joint return filedYou must attach Form 1310 to all returns and
throughout 2004 and 2005 to maintain a homewith the decedent’s surviving spouse,claims for refund. However, for exceptions to
for himself and his dependent child. For 2003,file the return and attach a copy of thefiling Form 1310, see Form 1310 under Refund,
he was entitled to file a joint return for himselfcertificate that shows your appointmentearlier.
and his deceased wife. For 2004 and 2005, heby the court. (A power of attorney or aYou must also attach proof of death that
qualifies to file as a qualifying widower with de-copy of the decedent’s will is not ac-includes a statement that the individual was a
pendent child. For later years, he may qualify toceptable evidence of your appointmentU.S. employee on the date of injury and on the
file as a head of household.as the personal representative.) If youdate of death and died as the result of a military

are filing an amended return, attachor terrorist action. For military and civilian em- Figuring your tax. Check the box on line 5
Form 1310 and a copy of the certificateployees of the Department of Defense, attach (Form 1040 or 1040A) under filing status on your
of appointment (or, if you have alreadyDD Form 1300. For other U.S. civilian employ- tax return and enter the year of death in the
sent the certificate of appointment toees killed in the United States, attach a death parentheses. Use the Tax Rate Schedule or the
IRS, write “Certificate Previously Filed”certificate and a certification (letter) from the column in the Tax Table for Married filing jointly,
at the bottom of Form 1310).federal employer. For other U.S. civilian employ- which gives you the split-income benefits.
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The last year you can file jointly with, or claim High died on February 15, before receiving pay- to the obligor), the rules explained in Publication
an exemption for, your deceased spouse is the ment. The gain to be reported as income in 537 for figuring gain or loss on the disposition
year of death. respect of a decedent is the $1,000 difference apply to you.

between the decedent’s basis in the property Transfer to obligor. A transfer of a right toJoint return filing rules. If you are the surviv- and the sale proceeds. In other words, the in- income, discussed earlier, has occurred if theing spouse and a personal representative is come in respect of a decedent is the gain the decedent (seller) had sold property using thehandling the estate for the decedent, you should decedent would have realized had he lived. installment method and the installment obliga-coordinate filing your return for the year of death
tion is transferred to the obligor (buyer or personwith this personal representative. See Joint Re- Example 4. Cathy O’Neil was entitled to a
legally obligated to pay the installments). Aturn earlier under Final Return for Decedent. large salary payment at the date of her death.
transfer also occurs if the obligation is canceledThe amount was to be paid in five annual install-
either at death or by the estate or person receiv-Income in Respect ments. The estate, after collecting two install-
ing the obligation from the decedent. An obliga-ments, distributed the right to the remainingof a Decedent tion that becomes unenforceable is treated asinstallments to you, the beneficiary. The pay-
having been canceled.All income the decedent would have received ments are income in respect of a decedent.

If such a transfer occurs, the amount in-had death not occurred that was not properly None of the payments were includible on
cluded in the income of the transferor (the estateincludible on the final return, discussed earlier, Cathy’s final return. The estate must include in
or beneficiary) is the greater of the amount re-is income in respect of a decedent. its income the two installments it received, and
ceived or the fair market value of the installmentyou must include in your income each of theIf the decedent is a specified terrorist obligation at the time of transfer, reduced by thethree installments as you receive them.victim (see Specified Terrorist Victim, basis of the obligation. The basis of the obliga-

earlier), income received after the tion is the decedent’s basis, adjusted for allCAUTION
!

Example 5. You inherited the right to re-date of death and before the end of the installment payments received after theceive renewal commissions on life insurancedecedent’s tax year (determined without regard decedent’s death and before the transfer.sold by your father before his death. You inher-to death) is excluded from the recipient’s gross If the decedent and obligor were related per-ited the right from your mother, who acquired itincome. This exclusion does not apply to certain sons, the fair market value of the obligationby bequest from your father. Your mother diedincome. For more information, see Publication cannot be less than its face value.before she received all the commissions she3920.
had the right to receive, so you received the rest.
The commissions are income in respect of a Specific Types of Incomedecedent. None of these commissions were in-How To Report in Respect of a Decedentcludible in your father’s final return. The com-
missions received by your mother were includedIncome in respect of a decedent must be in- This section explains and provides examples of
in her income. The commissions you receivedcluded in the income of one of the following: some specific types of income in respect of a
are not includible in your mother’s income, even decedent.• The decedent’s estate, if the estate re- on her final return. You must include them in

ceives it; your income. Wages. The entire amount of wages or other
• The beneficiary, if the right to income is employee compensation earned by the dece-Character of income. The character of the

passed directly to the beneficiary and the dent but unpaid at the time of death is income inincome you receive in respect of a decedent is
beneficiary receives it; or respect of a decedent. The income is not re-the same as it would be to the decedent if he or

duced by any amounts withheld by the em-she were alive. If the income would have been a• Any person to whom the estate properly
ployer. If the income is $600 or more, thecapital gain to the decedent, it will be a capitaldistributes the right to receive it.
employer should report it in box 3 of Formgain to you.
1099-MISC and give the recipient a copy of the

Transfer of right to income. If you transferIf you have to include income in re- form or a similar statement.
your right to income in respect of a decedent,spect of a decedent in your gross in- Wages paid as income in respect of a dece-
you must include in your income the greater of:come and an estate tax return (Form dent are not subject to federal income tax with-

TIP

706) was filed for the decedent, you may be able holding. However, if paid during the calendar• The amount you receive for the right, or
to claim a deduction for the estate tax paid on year of death, they are subject to withholding for

• The fair market value of the right youthat income. See Estate Tax Deduction, later. social security and Medicare taxes. These taxes
transfer. should be included on the decedent’s Form W-2

Example 1. Frank Johnson owned and op- with the taxes withheld before death. These
If you make a gift of such a right, you musterated an apple orchard. He used the cash wages are not included in box 1 of Form W-2.

include in your income the fair market value ofmethod of accounting. He sold and delivered Wages paid as income in respect of a dece-
the right at the time of the gift.1,000 bushels of apples to a canning factory for dent after the year of death generally are not

If the right to income from an installment$2,000, but did not receive payment before his subject to withholding for any federal taxes.
obligation is transferred, the amount you mustdeath. The proceeds from the sale are income in

Farm income from crops, crop shares, andinclude in income is reduced by the basis of therespect of a decedent. When the estate was
livestock. A farmer’s growing crops and live-obligation. See Installment obligations, later.settled, payment had not been made and the
stock at the date of death normally would notestate transferred the right to the payment to his Transfer defined. A transfer for this pur-
give rise to income in respect of a decedent orwidow. When Frank’s widow collects the $2,000, pose includes a sale, exchange, or other dispo-
income to be included in the final return. How-she must include that amount in her return. It is sition, the satisfaction of an installment
ever, when a cash method farmer receives rentnot reported on the final return of the decedent obligation at other than face value, or the cancel-
in the form of crop shares or livestock and ownsor on the return of the estate. lation of an installment obligation.
the crop shares or livestock at the time of death,

Installment obligations. If the decedent had the rent is income in respect of a decedent andExample 2. Assume the same facts as in
sold property using the installment method and is reported in the year in which the crop sharesExample 1, except that Frank used the accrual
you collect payments on an installment obliga- or livestock are sold or otherwise disposed of.method of accounting. The amount accrued
tion you acquired from the decedent, use the The same treatment applies to crop shares orfrom the sale of the apples would be included on
same gross profit percentage the decedent used livestock the decedent had a right to receive ashis final return. Neither the estate nor the widow
to figure the part of each payment that repre- rent at the time of death for economic activitieswould realize income in respect of a decedent
sents profit. Include in your income the same that occurred before death.when the money is later paid.
profit the decedent would have included had If the individual died during a rental period,

Example 3. On February 1, George High, a death not occurred. For more information, see only the proceeds from the portion of the rental
cash method taxpayer, sold his tractor for Publication 537, Installment Sales. period ending with death are income in respect
$3,000, payable March 1 of the same year. His If you dispose of an installment obligation of a decedent. The proceeds from the portion of
adjusted basis in the tractor was $2,000. Mr. acquired from a decedent (other than by transfer the rental period from the day after death to the
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end of the rental period are income to the estate. 2. If the election in (1), above, was not made, distribution is income to (and reportable by) the
the interest earned to the date of death is estate.Cash rent or crop shares and livestock received
income in respect of the decedent and isas rent and reduced to cash by the decedent are Cashing U.S. savings bonds. When you
not included in the decedent’s final return.includible in the final return even though the cash a U.S. savings bond that you acquired from
In this case, all of the interest earnedrental period did not end until after death. a decedent, the bank or other payer that re-
before and after the decedent’s death is deems it must give you a Form 1099-INT if theExample. Alonzo Roberts, who used the income to the transferee (estate or benefi- interest part of the payment you receive is $10 or

cash method of accounting, leased part of his ciary). A transferee who uses the cash more. Your Form 1099-INT should show the
method of accounting and who has notfarm for a 1-year period beginning March 1. The difference between the amount received and the
chosen to report the interest annually mayrental was one-third of the crop, payable in cash cost of the bond. The interest shown on your
defer reporting any of it until the bonds arewhen the crop share is sold at the direction of Form 1099-INT will not be reduced by any inter-
cashed or the date of maturity, whicheverRoberts. Roberts died on June 30 and was alive est reported by the decedent before death, or, if
is earlier. In the year the interest is re-during 122 days of the rental period. Seven elected, by the personal representative on the
ported, the transferee may claim a deduc-months later, Roberts’ personal representative final income tax return of the decedent, or by the
tion for any federal estate tax paid thatordered the crop to be sold and was paid estate on the estate’s income tax return. Your
arose because of the part of interest (if$1,500. Of the $1,500, 122/365, or $501, is Form 1099-INT may show more interest than
any) included in the decedent’s estate.income in respect of a decedent. The balance of you must include in your income.

the $1,500 received by the estate, $999, is in- You must make an adjustment on your tax
come to the estate. Example 1. Your uncle, a cash method tax- return to report the correct amount of interest.

payer, died and left you a $1,000 series EE Report the total interest shown on Form
Partnership income. If the partner who died bond. He had bought the bond for $500 and had 1099-INT on your Schedule 1 (Form 1040A) or
had been receiving payments representing a not chosen to report the increase in value each Schedule B (Form 1040). Enter a subtotal of the
distributive share or guaranteed payment in liq- year. At the date of death, interest of $94 had interest shown on Forms 1099, and the interest
uidation of the partner’s interest in a partnership, accrued on the bond, and its value of $594 at reportable from other sources for which you did
the remaining payments made to the estate or date of death was included in your uncle’s es- not receive Forms 1099. Show the total interest
other successor in interest are income in respect tate. Your uncle’s personal representative did that was previously reported and subtract it from
of a decedent. The estate or the successor re- not choose to include the $94 accrued interest in the subtotal. Identify this adjustment as “U.S.
ceiving the payments must include them in in- the decedent’s final income tax return. You are a Savings Bond Interest Previously Reported.”
come when received. Similarly, the estate or cash method taxpayer and do not choose to
other successor in interest receives income in Interest accrued on U.S. Treasury bonds.report the increase in value each year as it is
respect of a decedent if amounts are paid by a The interest accrued on U.S. Treasury bondsearned. Assuming you cash it when it reaches
third person in exchange for the successor’s owned by a cash method taxpayer and redeem-maturity value of $1,000, you would report $500
right to the future payments. able for the payment of federal estate taxes thatinterest income (the difference between maturity

was not received as of the date of theFor a discussion of partnership rules, see value of $1,000 and the original cost of $500) in
individual’s death is income in respect of a dece-Publication 541, Partnerships. that year. You also are entitled to claim, in that
dent. This interest is not included in theyear, a deduction for any federal estate tax re-

U.S. savings bonds acquired from decedent. decedent’s final income tax return. The estatesulting from the inclusion in your uncle’s estate
If series EE or series I U.S. savings bonds that will treat such interest as taxable income in theof the $94 increase in value.
were owned by a cash method individual who tax year received if it chooses to redeem the
had chosen to report the interest each year (or U.S. Treasury bonds to pay federal estate taxes.Example 2. If, in Example 1, the personal
by an accrual method individual) are transferred If the person entitled to the bonds (by bequest,representative had chosen to include the $94
because of death, the increase in value of the devise, or inheritance, or because of the deathinterest earned on the bond before death in the
bonds (interest earned) in the year of death up to of the individual) receives them, that person willfinal income tax return of your uncle, you would
the date of death must be reported on the treat the accrued interest as taxable income inreport $406 ($500 − $94) as interest when you
decedent’s final return. The transferee (estate or the year the interest is received. Interest thatcashed the bond at maturity. This $406 repre-
beneficiary) reports on its return only the interest accrues on the U.S. Treasury bonds after thesents the interest earned after your uncle’s
earned after the date of death. owner’s death does not represent income indeath and was not included in his estate, so no

respect of a decedent. The interest, however, isThe redemption values of U.S. savings deduction for federal estate tax is allowable for
taxable income and must be included in thebonds generally are available from local banks, this amount.
income of the respective recipients.savings and loan institutions, or your nearest

Federal Reserve Bank. Example 3. Your uncle died owning series
Interest accrued on savings certificates.HH bonds that he acquired in exchange for se-You also can get information by writing to the
The interest accrued on savings certificates (re-ries EE bonds. You were the beneficiary onfollowing address.
deemable after death without forfeiture of inter-these bonds. Your uncle used the cash method

Bureau of the Public Debt est) that is for the period from the date of the lastof accounting and had not chosen to report the
P.O. Box 1328 interest payment and ending with the date of theincrease in redemption price of the series EE
Parkersburg, WV 26106-1328 decedent’s death, but not received as of thatbonds each year as it accrued. Your uncle’s

date, is income in respect of a decedent. Interestpersonal representative made no election to in-O r ,  o n  t h e  I n t e r n e t ,  v i s i t for a period after the decedent’s death that be-clude any interest earned before death in thewww.publicdebt.treas.gov comes payable on the certificates after death isdecedent’s final return. Your income in respect
not income in respect of a decedent, but isof the decedent is the sum of the unreported

If the bonds transferred because of death taxable income includible in the income of theincrease in value of the series EE bonds, which
were owned by a cash method individual who respective recipients.constituted part of the amount paid for series HH
had not chosen to report the interest each year bonds, and the interest, if any, payable on the Inherited IRAs. If a beneficiary receives aand had purchased the bonds entirely with per- series HH bonds but not received as of the date lump-sum distribution from a traditional IRA hesonal funds, interest earned before death must of the decedent’s death. or she inherited, all or some of it may be taxable.be reported in one of the following ways. 

Specific dollar amount legacy satisfied by The distribution is taxable in the year received
1. The person (executor, administrator, etc.) transfer of bonds. If you receive series EE or as income in respect of a decedent up to the

who must file the final income tax return of series I bonds from an estate in satisfaction of a decedent’s taxable balance. This is the
the decedent can elect to include in it all of specific dollar amount legacy and the decedent decedent’s balance at the time of death, includ-
the interest earned on the bonds before was a cash method taxpayer who did not elect to ing unrealized appreciation and income accrued
the decedent’s death. The transferee (es- report interest each year, only the interest to date of death, minus any basis (nondeductible
tate or beneficiary) then includes in its re- earned after you receive the bonds is your in- contributions). Amounts distributed that are
turn only the interest earned after the date come. The interest earned to the date of death more than the decedent’s entire IRA balance
of death. plus any further interest earned to the date of (includes taxable and nontaxable amounts) at
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the time of death are the income of the benefi- individual under age 30 depends on who ac- Similar treatment is given to the foreign tax
ciary. credit. A beneficiary who must pay a foreign taxquires the interest in the account. If the

If the beneficiary of a traditional IRA is the on income in respect of a decedent will be enti-decedent’s estate acquires the interest, see the
decedent’s surviving spouse who properly rolls tled to claim the foreign tax credit.discussion under Final Return for Decedent,
over the distribution into another traditional IRA, earlier.

Depletion. The deduction for percentage de-the distribution is not currently taxed. A surviving
The age 30 limitation does not apply if pletion is allowable only to the person (estate orspouse also can roll over tax free the taxable
the individual for whom the account beneficiary) who receives income in respect of apart of the distribution into a qualified plan, sec-
was established or the beneficiary decedent to which the deduction relates,CAUTION

!
tion 403 annuity, or section 457 plan.

that acquires the account is an individual with whether or not that person receives the property
special needs. This includes an individual who, from which the income is derived. An heir whoExample 1. At the time of his death, Greg
because of a physical, mental, or emotional con- (because of the decedent’s death) receives in-owned a traditional IRA. All of the contributions
dition (including a learning disability), requires come as a result of the sale of units of mineral byby Greg to the IRA had been deductible contri-
additional time to complete his or her education. the decedent (who used the cash method) willbutions. Greg’s nephew, Mark, was the sole

be entitled to the depletion allowance for thatIf the decedent’s spouse or other familybeneficiary of the IRA. The entire balance of the
income. If the decedent had not figured the de-member is the designated beneficiary of theIRA, including income accruing before and after
duction on the basis of percentage depletion,decedent’s account, the Coverdell ESA be-Greg’s death, was distributed to Mark in a lump
any depletion deduction to which the decedentcomes that person’s Coverdell ESA. It is subjectsum. Mark must include the total amount re-
was entitled at the time of death would be allow-to the rules discussed in Publication 970.ceived in his income. The portion of the
able on the decedent’s final return, and no de-Any other beneficiary (including a spouse orlump-sum distribution that equals the amount of
pletion deduction in respect of a decedent wouldfamily member who is not the designated benefi-the balance in the IRA at Greg’s death, including
be allowed to anyone else.ciary) must include in income the earnings por-the income earned before death, is income in

For more information about depletion, seetion of the distribution. Any balance remaining atrespect of the decedent. Mark may take a de-
chapter 10 in Publication 535, Business Ex-the close of the 30-day period is deemed to beduction for any federal estate taxes that were
penses.distributed at that time. The amount included inpaid on that portion.

income is reduced by any qualified education
Estate Tax DeductionExample 2. Assume the same facts as in expenses of the decedent that are paid by the

Example 1, except that some of Greg’s contribu- beneficiary within 1 year after the decedent’s
Income that a decedent had a right to receive istions to the IRA had been nondeductible contri- date of death. An estate tax deduction, dis-
included in the decedent’s gross estate and isbutions. To determine the amount to include in cussed later, applies to the amount included in
subject to estate tax. This income in respect of aincome, Mark must subtract the total nondeduct- income by a beneficiary other than the
decedent is also taxed when received by theible contributions made by Greg from the total decedent’s spouse or family member.
recipient (estate or beneficiary). However, anamount received (including the income that was
income tax deduction is allowed to the recipientearned in the IRA both before and after Greg’s HSA or Archer MSA. The treatment of an
for the estate tax paid on the income.death). Income in respect of a decedent is the HSA, Archer MSA, or a Medicare Advantage

The deduction for estate tax can be claimedtotal amount included in income less the income MSA, at the death of the account holder de-
only for the same tax year in which the income inearned after Greg’s death. pends on who acquires the interest in the ac-
respect of a decedent must be included in theFor more information on inherited IRAs, see count. If the decedent’s estate acquired the
recipient’s income. (This also is true for incomePublication 590, Individual Retirement Arrange- interest, see the discussion under Final Return
in respect of a prior decedent.)ments (IRAs). for Decedent, earlier.

Individuals can claim this deduction only as
If the decedent’s spouse is the designatedRoth IRAs. Qualified distributions from a Roth an itemized deduction on line 27 of Schedule A

beneficiary of the account, the account becomesIRA are not subject to tax. A distribution made to (Form 1040). This deduction is not subject to the
that spouse’s Archer MSA. It is subject to thea beneficiary or to the Roth IRA owner’s estate 2% limit on miscellaneous itemized deductions.
rules discussed in Publication 969.on or after the date of death is a qualified distri- Estates can claim the deduction on the line pro-

Any other beneficiary (including a spousebution if it is made after the 5-tax-year period vided for the deduction on Form 1041. For the
that is not the designated beneficiary) must in-beginning with the first tax year in which a contri- alternative minimum tax computation, the de-
clude in income the fair market value of thebution was made to any Roth IRA of the owner. duction is not included in the itemized deduc-
assets in the account on the decedent’s date ofGenerally, the entire interest in the Roth IRA tions that are an adjustment to taxable income.
death. This amount must be reported for themust be distributed by the end of the fifth calen- If income in respect of a decedent is capital
beneficiary’s tax year that includes thedar year after the year of the owner’s death gain income, you must reduce the gain, but not
decedent’s date of death. The amount includedunless the interest is payable to a designated below zero, by any deduction for estate tax paid
in income is reduced by any qualified medicalbeneficiary over his or her life or life expectancy. on such gain. This applies in figuring the follow-
expenses for the decedent that are paid by theIf paid as an annuity, the distributions must be- ing:
beneficiary within 1 year after the decedent’sgin before the end of the calendar year following

• The maximum tax on net capital gain,date of death. An estate tax deduction, dis-the year of death. If the sole beneficiary is the
cussed later, applies to the amount included indecedent’s spouse, the spouse can delay the • The 50% exclusion for gain on small busi-
income by a beneficiary other than thedistributions until the decedent would have ness stock, and
decedent’s spouse.reached age 701/2 or can treat the Roth IRA as

• The limitation on capital losses.his or her own Roth IRA.
Part of any distribution to a beneficiary that is Deductions in Respect

not a qualified distribution may be includible in Computationof a Decedent
the beneficiary’s income. Generally, the part in-
cludible is the earnings in the Roth IRA. Earn- To figure a recipient’s estate tax deduction, de-Items such as business expenses, income-pro-
ings attributable to the period ending with the termine:ducing expenses, interest, and taxes, for which
decedent’s date of death are income in respect the decedent was liable but that are not properly • The estate tax that qualifies for the deduc-of a decedent. Additional earnings are the in- allowable as deductions on the decedent’s final tion, andcome of the beneficiary. income tax return will be allowed as a deduction

For more information on Roth IRAs, see • The recipient’s part of the deductible tax.to one of the following when paid:
Publication 590.

• The estate; or
Coverdell education savings account (ESA). Deductible estate tax. The estate tax is the

• The person who acquired an interest inGenerally, the balance in a Coverdell ESA must tax on the taxable estate, reduced by any credits
the decedent’s property (subject to suchbe distributed within 30 days after the individual allowed. The estate tax qualifying for the deduc-
obligations) because of the decedent’sfor whom the account was established reaches tion is the part of the net value of all the items in
death, if the estate was not liable for theage 30 or dies, whichever is earlier. The treat- the estate that represents income in respect of a
obligation.ment of the Coverdell ESA at the death of an decedent. Net value is the excess of the items of
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income in respect of a decedent over the items contract is considered income in respect of a Chronically ill individual. A chronically ill
of expenses in respect of a decedent. The de- individual is one who has been certified as onedecedent. The deceased annuitant must have
ductible estate tax is the difference between the of the following:died after the annuity starting date. You must
actual estate tax and the estate tax determined make a special computation to figure the estate • An individual who, for at least 90 days, is
without including net value. tax deduction for the surviving annuitant. See unable to perform at least two activities of

Regulations section 1.691(d)-1. daily living without substantial assistanceExample 1. Jack Sage used the cash
due to a loss of functional capacity, ormethod of accounting. At the time of his death, Gifts, Insurance,

he was entitled to receive $12,000 from clients • An individual who requires substantial su-and Inheritancesfor his services and he had accrued bond inter- pervision to be protected from threats to
est of $8,000, for a total income in respect of a health and safety due to severe cognitiveProperty received as a gift, bequest, or inheri-
decedent of $20,000. He also owed $5,000 for impairment.tance is not included in your income. However, ifbusiness expenses for which his estate is liable.

property you receive in this manner later pro-The income and expenses are reported on A certification must have been made by a
duces income, such as interest, dividends, orJack’s estate tax return. licensed health care practitioner within the previ-
rents, that income is taxable to you. The incomeThe tax on Jack’s estate is $9,460 after cred- ous 12 months.
from property donated to a trust that is paid,its. The net value of the items included as in-

Exclusion limited.  If the insured was acredited, or distributed to you is taxable incomecome in respect of the decedent is $15,000
chronically ill individual, your exclusion of accel-to you. If the gift, bequest, or inheritance is the($20,000 − $5,000). The estate tax determined
erated death benefits is limited to the cost youincome from property, that income is taxable towithout including the $15,000 in the taxable es-
incurred in providing qualified long-term careyou.tate is $4,840, after credits. The estate tax that
services for the insured. In determining the costIf you receive property from a decedent’squalifies for the deduction is $4,620 ($9,460 −
incurred, do not include amounts paid or reim-estate in satisfaction of your right to the income$4,840).
bursed by insurance or otherwise. Subject toof the estate, it is treated as a bequest or inheri-
certain limits, you can exclude payments re-Recipient’s deductible part. Figure the tance of income from property. See Distributions
ceived on a periodic basis without regard to yourrecipient’s part of the deductible estate tax by to Beneficiaries From an Estate, later.
costs.dividing the estate tax value of the items of

income in respect of a decedent included in the Insurance received in installments. If you
recipient’s income (the numerator) by the total Insurance receive life insurance proceeds in installments,
value of all items included in the estate that you can exclude part of each installment fromThe proceeds from a decedent’s life insurancerepresents income in respect of a decedent (the your income.policy paid by reason of his or her death gener-denominator). If the amount included in the To determine the part excluded, divide the

ally are excluded from income. The exclusionrecipient’s income is less than the estate tax amount held by the insurance company (gener-
applies to any beneficiary, whether a familyvalue of the item, use the lesser amount in the ally the total lump sum payable at the death of
member or other individual, a corporation, or anumerator. the insured person) by the number of install-
partnership. ments to be paid. Include anything over thisExample 2. As the beneficiary of Jack’s es-

excluded part in your income as interest.tate (Example 1), you collect the $12,000 ac- Veterans’ insurance proceeds. Veterans’ in-
counts receivable from his clients. You will Specified number of installments. If yousurance proceeds and dividends are not taxable
include the $12,000 in your income in the tax will receive a specified number of installmentseither to the veteran or to the beneficiaries.
year you receive it. If you itemize your deduc- under the insurance contract, figure the part ofInterest on dividends left on deposit with the
tions in that tax year, you can claim an estate tax each installment you can exclude by dividing theDepartment of Veterans Affairs is not taxable.
deduction of $2,772 figured as follows: amount held by the insurance company by the

number of installments to which you are entitled.Value included in your Life insurance proceeds. Life insurance pro-
A secondary beneficiary, in case you die beforeincome ceeds paid to you because of the death of theEstate tax X you receive all of the installments, is entitled toqualifying for insured (or because the insured is a member ofTotal value of income in the same exclusion.deduction the U.S. uniformed services who is missing inrespect of decedent

action) are not taxable unless the policy was Example. As beneficiary, you choose to re-
turned over to you for a price. This is true even if ceive $40,000 of life insurance proceeds in 10
the proceeds are paid under an accident or annual installments of $6,000. Each year, you$12,000 health insurance policy or an endowment con- can exclude from your income $4,000 ($40,000X $4,620 = $2,772 tract. If the proceeds are received in install-$20,000 ÷ 10) as a return of principal. The balance of the
ments, see the discussion under Insurance installment, $2,000, is taxable as interest in-If the amount you collected for the accounts received in installments, later. come.receivable was more than $12,000, you would

still claim $2,772 as an estate tax deduction Specified amount payable. If each install-Accelerated death benefits. You can ex-
because only the $12,000 actually reported on ment you receive under the insurance contractclude from income accelerated death benefits
the estate tax return can be used in the above is a specific amount based on a guaranteed rateyou receive on the life of an insured individual if
computation. However, if you collected less than of interest, but the number of installments youcertain requirements are met. Accelerated
the $12,000 reported on the estate tax return, will receive is uncertain, the part of each install-death benefits are amounts received under a life
use the smaller amount to figure the estate tax ment that you can exclude from income is theinsurance contract before the death of the in-
deduction. amount held by the insurance company dividedsured. These benefits also include amounts re-

by the number of installments necessary to useceived on the sale or assignment of the contractEstates. The estate tax deduction allowed an
up the principal and guaranteed interest in theto a viatical settlement provider. This exclusionestate is figured in the same manner as just
contract.applies only if the insured was a terminally illdiscussed. However, any income in respect of a

individual or a chronically ill individual. This ex-decedent received by the estate during the tax
Example. The face amount of the policy isclusion does not apply if the insured is a director,year is reduced by any such income that is

$200,000, and as beneficiary you choose toofficer, employee, or has a financial interest, inproperly paid, credited, or required to be distrib-
receive annual installments of $12,000. Theany trade or business carried on by you.uted by the estate to a beneficiary. The benefi-
insurer’s settlement option guarantees you thisciary would include such distributed income in Terminally ill individual. A terminally ill in- amount for 20 years based on a guaranteed raterespect of a decedent for figuring the dividual is one who has been certified by a of interest. It also provides that extra interestbeneficiary’s deduction.

physician as having an illness or physical condi- may be credited to the principal balance accord-
tion that reasonably can be expected to result inSurviving annuitants. For the estate tax de- ing to the insurer’s earnings. The excludable
death in 24 months or less from the date ofduction, an annuity received by a surviving an- part of each guaranteed installment is $10,000
certification.nuitant under a joint and survivor annuity ($200,000 ÷ 20 years). The balance of each
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guaranteed installment, $2,000, is interest in- individual during the 1-year period ending on the lowed before Fred’s death were $20,000.
come to you. The full amount of any additional date of that individual’s death and you (or your Anne’s basis in the property is $80,000 figured
payment for interest is income to you. spouse) later acquired the same property from as follows:

the decedent, your basis in the property is theInstallments for life. If, as the beneficiary Anne’s original basis . . . . . . $15,000same as the decedent’s adjusted basis immedi-under an insurance contract, you are entitled to Interest acquired from Fred (3/4ately before death. 75,000 $90,000receive the proceeds in installments for the rest of $100,000) . . . . . . . . . . .
Minus: 1/2 of $20,000 depreciation . . . . 10,000of your life without a refund or period-certain Appreciated property. Appreciated prop-
Anne’s basis . . . . . . . . . . . . . . . . $80,000guarantee, you figure the excluded part of each erty is property that had an FMV greater than its

installment by dividing the amount held by the adjusted basis on the day it was transferred to
Qualified joint interest. One-half of theinsurance company by your life expectancy. If the decedent.

value of property owned by a decedent andthere is a refund or period-certain guarantee, the
Special-use valuation. If you are a qualified spouse as tenants by the entirety, or as jointamount held by the insurance company for this
heir and you receive a farm or other closely held tenants with right of survivorship if the decedentpurpose is reduced by the actuarial value of the
business real property from the estate for which and spouse are the only joint tenants, is includedguarantee.
the personal representative elected special-use in the decedent’s gross estate. This is true re-
valuation, the property is valued on the basis of gardless of how much each contributed towardExample. As beneficiary, you choose to re-
its actual use rather than its FMV. the purchase price.ceive the $50,000 proceeds from a life insur-

If you are a qualified heir and you buy Figure the basis for a surviving spouse byance contract under a life-income-with-
special-use valuation property from the estate, adding one-half of the property’s cost basis tocash-refund option. You are guaranteed $2,700
your basis is the estate’s basis (determined the value included in the gross estate. Subtracta year for the rest of your life (which is estimated
under the special-use valuation method) imme- from this sum any deductions for wear and tear,by use of mortality tables to be 25 years from the
diately before your purchase increased by any such as depreciation or depletion, allowed oninsured’s death). The actuarial value of the re-
gain recognized by the estate. that property to the surviving spouse.fund feature is $9,000. The amount held by the

You are a qualified heir if you are an ancestorinsurance company, reduced by the value of the
(parent, grandparent, etc.), the spouse, or a Example. Dan and Diane Gilbert owned, asguarantee, is $41,000 ($50,000 − $9,000) and
lineal descendant (child, grandchild, etc.) of the tenants by the entirety, rental property they pur-the excludable part of each installment repre-
decedent, a lineal descendant of the decedent’s chased for $60,000. Dan paid $15,000 of thesenting a return of principal is $1,640 ($41,000 ÷
parent or spouse, or the spouse of any of these purchase price and Diane paid $45,000. Under25). The remaining $1,060 ($2,700 − $1,640) is
lineal descendants. local law, each had a half interest in the incomeinterest income to you. If you should die before

For more information on special-use valua- from the property. When Diane died, the FMV ofreceiving the entire $50,000, the refund payable
tion, see Form 706. the property was $100,000. Depreciation deduc-to the refund beneficiary is not taxable.

tions allowed before Diane’s death wereIncreased basis for special-use valuation
Interest option on insurance. If an insurance $20,000. Dan’s basis in the property is $70,000property. Under certain conditions, some or
company pays you interest only on proceeds figured as follows:all of the estate tax benefits obtained by using
from life insurance left on deposit, the interest the special-use valuation will be subject to re- One-half of cost basis (1/2 ofyou are paid is taxable. $30,000capture. Generally, an additional estate tax must $60,000) . . . . . . . . . . . . . .

be paid by the qualified heir if the property isFlexible premium contracts. A life insurance Interest acquired from Diane 50,000 $80,000disposed of, or is no longer used for a qualifying (1/2 of $100,000) . . . . . . . . .contract (including any qualified additional ben-
Minus: 1/2 of $20,000 depreciation . . . . 10,000purpose within 10 years of the decedent’s death.efits) is a flexible premium life insurance con-
Dan’s basis . . . . . . . . . . . . . . . . . $70,000If you must pay any additional estate (recap-tract if it provides for the payment of one or more

ture) tax, you can elect to increase your basis inpremiums that are not fixed by the insurer as to
More information. See Publication 551, Ba-the special-use valuation property to its FMV onboth timing and amount. For a flexible premium
sis of Assets, for more information on basis. Ifthe date of the decedent’s death (or on thecontract issued before January 1, 1985, the pro-
you and your spouse lived in a community prop-alternate valuation date, if it was elected by theceeds paid under the contract because of the
erty state, see the discussion in that publicationpersonal representative). If you elect to increasedeath of the insured will be excluded from the
about figuring the basis of your community prop-your basis, you must pay interest on the recap-recipient’s income only if the contract meets the
erty after your spouse’s death.ture tax for the period from the date 9 monthsrequirements explained under section 101(f) of

after the decedent’s death until the date you paythe Internal Revenue Code. Depreciation. If you can depreciate propertythe recapture tax.
you inherited, you generally must use the modi-For more information on the recapture tax,
fied accelerated cost recovery system (MACRS)see Instructions for Form 706-A.Basis of Inherited Property
to determine depreciation.

For joint interests and qualified joint inter-S corporation stock. The basis of inherited SYour basis in property you inherit from a dece-
ests, you must make the following computationscorporation stock must be reduced if there isdent is generally one of the following:
to figure depreciation.income in respect of a decedent attributable to

• The fair market value (FMV) of the prop- that stock. • The first computation is for your originalerty at the date of the individual’s death;
basis in the property.Joint interest. Figure the surviving tenant’s• The FMV on the alternate valuation date new basis of property that was jointly owned • The second computation is for the inher-(discussed in the instructions for Form (joint tenancy or tenancy by the entirety) by ited part of the property.706), if so elected by the personal repre- adding the surviving tenant’s original basis in the

sentative for the estate; Continue depreciating your original basis underproperty to the value of the part of the property
the same method you had used in previous(one of the values described earlier) included in• The value under the special-use valuation
years. Depreciate the inherited part usingthe decedent’s estate. Subtract from the summethod for real property used in farming
MACRS.any deductions for wear and tear, such as de-or other closely held business (see

preciation or depletion, allowed to the survivingSpecial-use valuation, later), if so elected MACRS consists of two depreciation sys-
tenant on that property.by the personal representative; or tems, the General Depreciation System (GDS)

and the Alternative Depreciation System (ADS).• The decedent’s adjusted basis in land to Example. Fred and Anne Maple (brother For more information on MACRS, see Publica-the extent of the value excluded from the and sister) owned, as joint tenants with right of tion 946, How To Depreciate Property.decedent’s taxable estate as a qualified survivorship, rental property they purchased for
conservation easement (discussed in the $60,000. Anne paid $15,000 of the purchase Substantial valuation misstatement. If the
instructions for Form 706). price and Fred paid $45,000. Under local law, value or adjusted basis of any property claimed

each had a half interest in the income from the on an income tax return is 200% or more of the
Exception for appreciated property. If you property. When Fred died, the FMV of the prop- amount determined to be the correct amount,
or your spouse gave appreciated property to an erty was $100,000. Depreciation deductions al- there is a substantial valuation misstatement. If
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this misstatement results in an underpayment of The provisions apply to a chaplain If a distribution from a traditional IRA is from
killed in the line of duty after Septem- contributions that were deducted or from earn-tax of more than $5,000, an addition to tax of
ber 10, 2001. The chaplain must have ings and gains in the IRA, it is fully taxable20% of the underpayment can apply. The pen- CAUTION

!
been responding to a fire, rescue, or police income. If there were nondeductible contribu-alty increases to 40% if the value or adjusted
emergency as a member or employee of a fire or tions, an allocation between taxable and nontax-basis is 400% or more of the amount determined
police department. able income must be made. For information onto be the correct amount. If the value shown on

distributions from a Roth IRA, see the discus-the estate tax return is overstated and you use Death benefits. The death benefit payable
sion earlier under Income in Respect of a Dece-that value as your basis in the inherited property, to eligible survivors of public safety officers who
dent. The inherited IRA cannot be rolled overyou could be liable for the addition to tax. die as a result of traumatic injuries sustained in
into, or receive a rollover from, another IRA. NoThe IRS may waive all or part of the addition the line of duty is not included in either the
deduction is allowed for amounts paid into thatto tax if you have a reasonable basis for the beneficiaries’ income or the decedent’s gross
inherited IRA. For more information about IRAs,claimed value. The fact that the adjusted basis estate. The benefit is administered through the
see Publication 590.on your income tax return is the same as the Bureau of Justice Assistance (BJA).

value on the estate tax return is not enough to The BJA can pay the eligible survivors an Estate income. Estates may have to pay fed-show that you had a reasonable basis to claim emergency interim benefit up to $3,000 if it de- eral income tax. Beneficiaries may have to paythe valuation. termines that a public safety officer’s death is tax on their share of estate income. However,
one for which a death benefit will probably be there is never a double tax. See Distributions toHolding period. If you sell or dispose of inher- paid. If there is no final payment, the recipient of Beneficiaries From an Estate, later.ited property that is a capital asset, you have a the interim benefit is liable for repayment. How-

long-term gain or loss from property held for ever, the BJA may waive all or part of the repay-
more than 1 year, regardless of how long you ment if it will cause a hardship. If all or part of the
held the property. repayment is waived, that amount is not in- Income Tax Returncluded in income.
Property distributed in kind. Your basis in of an Estate—Survivor benefits. Generally, a survivorproperty distributed in kind by a decedent’s es-

annuity received by the spouse, former spouse,tate is the same as the estate’s basis immedi- Form 1041or child of a public safety officer killed in the lineately before the distribution plus any gain, or
of duty is excluded from the recipient’s income.minus any loss, recognized by the estate. Prop-

An estate is a taxable entity separate from theThe annuity must be provided under a govern-erty is distributed in kind if it satisfies your right to
decedent and comes into being with the death ofment plan and is excludable to the extent that itreceive another property or amount, such as the
the individual. It exists until the final distributionis attributable to the officer’s service as a publicincome of the estate or a specific dollar amount.
of its assets to the heirs and other beneficiaries.safety officer.Property distributed in kind generally includes
The income earned by the assets during thisThe exclusion does not apply if theany noncash property you receive from the es-
period must be reported by the estate under therecipient’s actions were responsible for thetate other than the following:
conditions described in this publication. The taxofficer’s death. It also does not apply in the
generally is figured in the same manner and on• A specific bequest (unless it must be dis- following circumstances.
the same basis as for individuals, with certaintributed in more than three installments);

• The death was caused by the intentional differences in the computation of deductionsor
misconduct of the officer or by the officer’s and credits, as explained later.• Real property, the title to which passes intention to cause such death. The estate’s income, like an individual’s in-

directly to you under local law. come, must be reported annually on either a• The officer was voluntarily intoxicated at
For information on an estate’s recognized gain calendar or fiscal year basis. As the personalthe time of death.
or loss on distributions in kind, see Income To representative, you choose the estate’s ac-

• The officer was performing his or her du-Include under Income Tax Return of an Es- counting period when you file its first Form 1041.
ties in a grossly negligent manner at thetate—Form 1041, later. The estate’s first tax year can be any period that
time of death. ends on the last day of a month and does not

exceed 12 months.Other Items of Income
Once you choose the tax year, you generallySalary or wages. Salary or wages paid after

cannot change it without IRS approval. Also, onSome other items of income that you, as a survi- the employee’s death are usually taxable in-
the first income tax return, you must choose thevor or beneficiary, may receive are discussed come to the beneficiary. See Wages, earlier,
accounting method (cash, accrual, or other) youbelow. Lump-sum payments you receive as the under Specific Types of Income in Respect of a
will use to report the estate’s income. Once yousurviving spouse or beneficiary of a deceased Decedent.
have used a method, you ordinarily cannotemployee may represent:

Rollover distributions. An employee’s sur- change it without IRS approval. For a more com-
• Accrued salary payments; viving spouse who receives an eligible rollover plete discussion of accounting periods and

distribution may roll it over tax free into an IRA, a methods, see Publication 538.• Distributions from employee profit-sharing,
qualified plan, a section 403 annuity, or a sectionpension, annuity, and stock bonus plans;
457 plan. A distribution to a beneficiary otheror Filing Requirements
than the employee’s surviving spouse is not an

• Other items that should be treated sepa- eligible rollover distribution and is subject to tax. Every domestic estate with gross income of
rately for tax purposes. If the decedent was born before January 2, $600 or more during a tax year must file a Form

1936, the beneficiary may be able to use op- 1041. If one or more of the beneficiaries of theThe treatment of these lump-sum payments de-
tional methods to figure the tax on the distribu- domestic estate are nonresident alien individu-pends on what the payments represent.
tion. For more information, see Publication 575, als, the personal representative must file Form
Pension and Annuity Income. 1041, even if the gross income of the estate isIf the decedent is a specified terrorist

less than $600.victim (see Specified Terrorist Victim, Pensions and annuities. For beneficiaries
A fiduciary for a nonresident alien estate withearlier), certain income received byCAUTION

!
who receive pensions and annuities, see Publi-

U.S. source income, including any income thatthe beneficiary or the estate is not included in cation 575. For beneficiaries of federal civil serv-
is effectively connected with the conduct of aincome. For more information, see Publication ice employees or retirees, see Publication 721,
trade or business in the United States, must file3920. Tax Guide to U.S. Civil Service Retirement Ben-
Form 1040NR, U.S. Nonresident Alien Incomeefits.

Public safety officers. Special rules apply to Tax Return, as the income tax return of the
certain amounts received because of the death estate. Inherited IRAs. If a person other than the
of a public safety officer (law enforcement of- A nonresident alien who was a resident ofdecedent’s spouse inherits the decedent’s tradi-
ficers, fire fighters, chaplains, ambulance crews, Puerto Rico, Guam, American Samoa, or thetional IRA or Roth IRA, that person cannot treat
and rescue squads). Commonwealth of the Northern Mariana Islandsthe IRA as one established on his or her behalf.
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for the entire tax year will, for this purpose, be has appointed an agent in the United States to son designated or appointed to administer prop-
treated as a resident alien of the United States. file a federal income tax return. However, you erty in a state other than that of the decedent’s

must attach to the estate’s return (Form 1041) a permanent home is called an “ancillary repre-
copy of the document that appoints the sentative.”

Schedule K-1 (Form 1041) beneficiary’s agent.
Separate Forms 1041. Each representativeYou also must file  Form 1042, Annual With-
must file a separate Form 1041 with the appro-As personal representative, you must file a sep- holding Tax Return for U.S. Source Income of
priate IRS office for the representative’s loca-arate Schedule K-1 (Form 1041), or an accept- Foreign Persons, and Form 1042-S, Foreign
tion. The domiciliary representative mustable substitute (described below), for each Person’s U.S. Source Income Subject to With-
include the estate’s entire income in the return.beneficiary. File these schedules with Form holding, to report and transmit withheld tax on
The ancillary representative should provide the1041. distributable net income (discussed later) actu-
following information on the return.You must show each beneficiary’s taxpayer ally distributed. This applies to the extent the

identification number. A $50 penalty is charged distribution consists of an amount subject to • The name and address of the domiciliary
for each failure to provide the identifying number withholding. For more information, see Publica- representative,
of each beneficiary unless reasonable cause is tion 515. • The amount of gross income received byestablished for not providing it. When you as-

the ancillary representative, andsume your duties as the personal representa-
tive, you must ask each beneficiary to give you a Amended Return • The deductions claimed against that in-
taxpayer identification number (TIN). A nonresi- come (including any income properly paid

If you have to file an amended Form 1041, use adent alien beneficiary that gives you a withhold- or credited by the ancillary representative
copy of the form for the appropriate year anding certificate generally must provide you with a to a beneficiary).
check the Amended return box. Complete theTIN (see Publication 515). A TIN is not required
entire return, correct the appropriate lines withfor an executor or administrator of the estate Estate of a nonresident alien. If the estate
the new information, and refigure the tax liability.unless that person is also a beneficiary. of a nonresident alien has a nonresident alien
On an attached sheet, explain the reason for theAs personal representative, you must also domiciliary representative and an ancillary rep-
changes and identify the lines and amountsfurnish a Schedule K-1 (Form 1041), or a substi- resentative who is a citizen or resident of the
changed.tute, to the beneficiary by the date on which the United States, the ancillary representative, in

If the amended return results in a change toForm 1041 is filed. Failure to provide this payee addition to filing a Form 1040NR to provide the
income, or a change in distribution of any in-statement can result in a penalty of $50 for each information described in the preceding para-
come or other information provided to a benefi-failure. This penalty also applies if you omit graph, must also file the return that the domicili-
ciary, you must file an amended Schedule K-1information or include incorrect information on ary representative otherwise would have to file.
(Form 1041) and give a copy to each benefi-the payee statement.
ciary. Check the Amended K-1 box at the top ofYou do not need prior approval for a substi-
Schedule K-1.tute Schedule K-1 (Form 1041) that is an exact Copy of the Will

copy of the official schedule or that follows the
You do not have to file a copy of the decedent’sspecifications in Publication 1167, General

Information Returns will unless requested by the IRS. If requested,Rules and Specifications for Substitute Forms
you must attach a statement to it indicating theand Schedules. You must have prior approval

Even though you may not have to file an income provisions that, in your opinion, determine howfor any other substitute Schedule K-1 (Form
tax return for the estate, you may have to file much of the estate’s income is taxable to the1041).
Form 1099-DIV, Form 1099-INT, or Form estate or to the beneficiaries. You should also
1099-MISC if you receive the income as a nomi- attach a statement signed by you under penal-Beneficiaries. The personal representative
nee or middleman for another person. For more ties of perjury that the will is a true and completehas a fiduciary responsibility to the ultimate re-
information on filing information returns, see the copy.cipients of the income and the property of the
General Instructions for Forms 1099, 1098,estate. While the courts use a number of names
5498, and W-2G.to designate specific types of beneficiaries or Income To IncludeYou will not have to file information returnsthe recipients of various types of property, it is
for the estate if the estate is the owner of recordsufficient in this publication to call all of them The estate’s taxable income generally is figured
and you file an income tax return for the estatebeneficiaries. the same way as an individual’s income, except
on Form 1041 giving the name, address, and as explained in the following discussions.Liability of the beneficiary. The income identifying number of each actual owner and

tax liability of an estate attaches to the assets of If the decedent is a specified terroristfurnish a completed Schedule K-1 (Form 1041)
the estate. If the income is distributed or must be victim (see Specified Terrorist Victimto each actual owner.
distributed during the current tax year, the in- earlier), certain income received byCAUTION

!
Penalty. A penalty of up to $50 can become is reportable by each beneficiary on his or the estate is not included in income. See Publi-
charged for each failure to file or failure to in-her individual income tax return. If the income cation 3920.
clude correct information on an information re-does not have to be distributed, and is not dis- Gross income of an estate consists of all
turn. (Failure to include correct informationtributed but is retained by the estate, the income items of income received or accrued during the
includes failure to include all the informationtax on the income is payable by the estate. If the tax year. It includes dividends, interest, rents,
required.) If it is shown that such failure is due toincome is distributed later without the payment royalties, gain from the sale of property, and
intentional disregard of the filing requirement,of the taxes due, the beneficiary can be liable for income from business, partnerships, trusts, and
the penalty amount increases.tax due and unpaid to the extent of the value of any other sources. For a discussion of income

See the General Instructions for Formsthe estate assets received. from dividends, interest, and other investment
1099, 1098, 5498, and W-2G, for more informa- income as well as gains and losses from the saleIncome of the estate is taxed to either the
tion. of investment property, see Publication 550. Forestate or the beneficiary, but not to both.

a discussion of gains and losses from the sale of
Nonresident alien beneficiary. As a resi- other property, including business property, see

dent or domestic fiduciary, in addition to filing Two or More Publication 544, Sales and Other Dispositions of
Form 1041, you may have to file the income tax Personal Representatives Assets.
return (Form 1040NR) and pay the tax for a If, as the personal representative, your du-
nonresident alien beneficiary. Depending upon If property is located outside the state in which ties include the operation of the decedent’s busi-
a number of factors, you may or may not have to the decedent’s home was located, more than ness, see Publication 334. That publication
file Form 1040NR for that beneficiary. For infor- one personal representative may be designated provides general information about the tax laws
mation on who must file Form 1040NR, see by the will or appointed by the court. The person that apply to a sole proprietorship.
Publication 519, U.S. Tax Guide for Aliens. designated or appointed to administer the estate

You do not have to file the nonresident in the state of the decedent’s permanent home is Income in respect of a decedent. As the
alien’s return and pay the tax if that beneficiary called the “domiciliary representative.” The per- personal representative of the estate, you may
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receive income that the decedent would have Holding period. An estate (or other recipi- Gain or loss on distributions in kind. An
ent) that acquires a capital asset from a dece- estate recognizes gain or loss on a distributionreported had death not occurred. For an expla-
dent and sells or otherwise disposes of it is of property in kind to a beneficiary only in thenation of this income, see Income in Respect of
considered to have held that asset for more than following situations.a Decedent under Other Tax Information, ear-
1 year, regardless of how long the asset is held.lier. An estate may qualify to claim a deduction

1. The distribution satisfies the beneficiary’sfor estate taxes if the estate must include in Basis of asset. The basis used to figure
right to receive either:gross income for any tax year an amount of gain or loss for property the estate receives from

income in respect of a decedent. See Estate Tax the decedent usually is its fair market value at a. A specific dollar amount (whether pay-Deduction, earlier, under Other Tax Information. the date of death. See Basis of Inherited Prop- able in cash, in unspecified property, or
erty under Other Tax Information, earlier, for in both); orGain (or loss) from sale of property. During other basis in inherited property.

b. A specific property other than the prop-the administration of the estate, you may find it If the estate purchases property after the
erty distributed.necessary or desirable to sell all or part of the decedent’s death, the basis generally will be its

estate’s assets to pay debts and expenses of cost.
2. You choose to recognize the gain or lossadministration, or to make proper distributions of The basis of certain appreciated property the

on the estate’s income tax return (sectionthe assets to the beneficiaries. While you may estate receives from the decedent will be the
643(e)(3) election).have the legal authority to dispose of the prop- decedent’s adjusted basis in the property imme-

erty, title to it may be vested (given a legal diately before death. This applies if the property The gain or loss is usually the difference be-
interest in the property) in one or more of the was acquired by the decedent as a gift during tween the fair market value of the property
beneficiaries. This is usually true of real prop- the 1-year period before death, the property’s when distributed and the estate’s basis in the
erty. To determine whether any gain or loss fair market value on the date of the gift was property. However, see Gain from sale of
must be reported by the estate or by the benefi- greater than the donor’s adjusted basis, and the special-use valuation property, earlier, for a
ciaries, consult local law to determine the legal proceeds of the sale of the property are distrib- limit on the gain recognized on a transfer of
owner. uted to the donor (or the donor’s spouse). such property to a qualified heir.

Redemption of stock to pay death taxes. Schedule D (Form 1041). To report gains If you choose to recognize gain or loss, the
Under certain conditions, a distribution to a (and losses) from the sale or exchange of capital choice applies to all noncash distributions during
shareholder (including the estate) in redemption assets by the estate, file Schedule D (Form the tax year except charitable distributions and
of stock that was included in the decedent’s 1041), Capital Gains and Losses, with Form specific bequests. To make the choice, report
gross estate may be allowed capital gain (or 1041. For additional information about the treat- the transaction on Schedule D (Form 1041) at-
loss) treatment. ment of capital gains and losses, see the instruc- tached to the estate’s Form 1041 and check the

tions for Schedule D (Form 1041). box on line 7 in the “Other Information” section ofCharacter of asset. The character of an
Form 1041. You must make the choice by theasset in the hands of an estate determines Installment obligations. If an installment ob- due date (including extensions) of the estate’swhether gain or loss on its sale or other disposi- ligation owned by the decedent is transferred by income tax return for the year of distribution.tion is capital or ordinary. The asset’s character the estate to the obligor (buyer or person obli- However, if you timely filed your return for thedepends on how the estate holds or uses it. If it gated to pay) or is canceled at death, include the year without making the choice, you can stillwas a capital asset to the decedent, it generally income from that event in the gross income of make the choice by filing an amended returnwill be a capital asset to the estate. If it was land the estate. See Installment obligations under within six months of the due date of the return

or depreciable property used in the decedent’s Income in Respect of the Decedent, earlier. See (excluding extensions). Attach Schedule D
business and the estate continues the business, Publication 537 for information about installment (Form 1041) to the amended return and write
it generally will have the same character to the sales. “Filed pursuant to section 301.9100-2” on the
estate that it had in the decedent’s hands. If it form. File the amended return at the same ad-
was held by the decedent for sale to customers, Gain from sale of special-use valuation prop- dress you filed the original return. You must get

erty. If you elected special-use valuation forit generally will be considered to be held for sale the consent of the IRS to revoke the choice.
farm or other closely held business real propertyto customers by the estate if the decedent’s

For more information, see Property distrib-and that property is sold to a qualified heir, thebusiness continues to operate during the admin-
uted in kind under Distributions Deduction, later.estate will recognize gain on the sale if the fairistration of the estate.

market value on the date of the sale exceeds the Under the related persons rules, youAn estate and a beneficiary of that fair market value on the date of the decedent’s cannot claim a loss for property dis-estate are generally treated as related death (or on the alternate valuation date if it was tributed to a beneficiary unless theCAUTION
!

persons for purposes of treating theCAUTION
!

elected). distribution is in discharge of a pecuniary be-gain on the sale of depreciable property be-
quest. Also, any gain on the distribution ofQualified heirs. Qualified heirs include thetween the parties as ordinary income. This does
depreciable property is ordinary income.decedent’s ancestors (parents, grandparents,not apply to a sale or exchange made to satisfy a

etc.) and spouse, the decedent’s lineal descend-pecuniary bequest.
ants (children, grandchildren, etc.) and their Exemption

Sale of decedent’s residence. If the estate spouses, and lineal descendants (and their and Deductionsis the legal owner of a decedent’s residence and spouses) of the decedent’s parents or spouse.
the personal representative sells it in the course For more information about special-use valu- In figuring taxable income, an estate is generally
of administration, the tax treatment of gain or ation, see Form 706 and its instructions. allowed the same deductions as an individual.
loss depends on how the estate holds or uses Special rules, however, apply to some deduc-
the former residence. For example, if, as the Gain from transfer of property to a political tions for an estate. This section includes discus-
personal representative, you intend to realize organization. Appreciated property trans- sions of those deductions affected by the special
the value of the house through sale, the resi- ferred to a political organization is treated as rules.
dence is a capital asset held for investment and sold by the estate. Appreciated property is prop-
gain or loss is capital gain or loss (which may be erty that has a fair market value (on the date of
deductible). This is the case even though it was the transfer) greater than the estate’s basis. The Exemption Deduction
the decedent’s personal residence and even if gain recognized is the difference between the
you did not rent it out. If, however, the house is estate’s basis and the fair market value on the An estate is allowed an exemption deduction of
not held for business or investment use (for date transferred. $600 in figuring its taxable income. No exemp-
example, if you intend to permit a beneficiary to A political organization is any party, commit- tion for dependents is allowed to an estate. Even
live in the residence rent-free and then distribute tee, association, fund, or other organization though the first return of an estate may be for a
it to the beneficiary to live in), and you later formed and operated to accept contributions or period of less than 12 months, the exemption is
decide to sell the residence without first con- make expenditures for influencing the nomina- $600. If, however, the estate was given permis-
verting it to business or investment use, any gain tion, election, or appointment of an individual to sion to change its accounting period, the exemp-
is capital gain, but a loss is not deductible. any federal, state, or local public office. tion is $50 for each month of the short year.
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adjusted gross income of the estate used toContributions Depreciation and Depletion
figure the deductible loss, you deduct any ad-

An estate qualifies for a deduction for amounts The allowable deductions for depreciation andministration expenses claimed. Use Form 4684,
of gross income paid or permanently set aside depletion that accrue after the decedent’s deathCasualties and Thefts, and its instructions to
for qualified charitable organizations. The ad- must be apportioned between the estate and thefigure any loss deduction.
justed gross income limits for individuals do not beneficiaries, depending on the income of the
apply. However, to be deductible by an estate, estate that is allocable to each.Carryover losses. Carryover losses resulting
the contribution must be specifically provided for from net operating losses or capital losses sus-

Example. In 2005, the decedent’s estate re-in the decedent’s will. If there is no will, or if the tained by the decedent before death cannot be
alized $3,000 of business income during thewill makes no provision for the payment to a deducted on the estate’s income tax return.
administration of the estate. The personal repre-charitable organization, then a deduction will not
sentative distributed $1,000 of the income to thebe allowed even though all of the beneficiaries
decedent’s son, Ned, and $2,000 to anothermay agree to the gift. Administration Expenses
son, Bill. The allowable depreciation on the busi-You cannot deduct any contribution from in-

Expenses of administering an estate can be ness property is $300. Ned can take a deductioncome not included in the estate’s gross income.
deducted either from the gross estate in figuring of $100 [($1,000 ÷ $3,000) × $300], and Bill canIf the will specifically provides that the contribu-
the federal estate tax on Form 706 or from the take a deduction of $200 [($2,000 ÷ $3,000) ×tions are to be paid out of the estate’s gross
estate’s gross income in figuring the estate’s $300].income, the contributions are fully deductible.
income tax on Form 1041. However, these ex-However, if the will contains no specific provi-
penses cannot be claimed for both estate taxsions, the contributions are considered to have

Distributions Deductionand income tax purposes. In most cases, thisbeen paid and are deductible in the same pro-
rule also applies to expenses incurred in the saleportion as the gross income bears to the total of

An estate is allowed a deduction for the tax yearof property by an estate (not as a dealer).all classes (taxable and nontaxable) of income.
for any income that must be distributed currentlyYou cannot deduct a qualified conservation To prevent a double deduction, amounts oth-
and for other amounts that are properly paid,easement granted after the date of death and erwise allowable in figuring the decedent’s tax-
credited, or required to be distributed to benefi-before the due date of the estate tax return. A able estate for federal estate tax on Form 706
ciaries. The deduction is limited to the distributa-contribution deduction is allowed to the estate will not be allowed as a deduction in figuring the
ble net income of the estate.for estate tax purposes. income tax of the estate or of any other person

For special rules that apply in figuring theFor more information about contributions, unless the personal representative files a state-
estate’s distribution deduction, see Bequestsee Publication 526, Charitable Contributions, ment, in duplicate, that the items of expense, as
under Distributions to Beneficiaries From an Es-and Publication 561, Determining the Value of listed in the statement, have not been claimed
tate, later.Donated Property. as deductions for federal estate tax purposes

and that all rights to claim such deductions are Distributable net income. Distributable net
waived. One deduction or part of a deduction income (determined on Schedule B of FormLosses can be claimed for income tax purposes if the 1041) is the estate’s income available for distri-
appropriate statement is filed, while another de- bution. It is the estate’s taxable income, with theGenerally, an estate can claim a deduction for a duction or part is claimed for estate tax pur- following modifications.loss it sustains on the sale of property. This poses. Claiming a deduction in figuring the

includes a loss from the sale of property (other Distributions to beneficiaries. Distribu-estate income tax is not prevented when the
than stock) to a personal representative of the tions to beneficiaries are not deducted.same deduction is claimed on the estate tax
estate, unless that person is a beneficiary of the

return so long as the estate tax deduction is not Estate tax deduction. The deduction forestate.
finally allowed and the preceding statement is estate tax on income in respect of the decedentFor a discussion of an estate’s recognized
filed. The statement can be filed with the income is not allowed.loss on a distribution of property in kind to a
tax return or at any time before the expiration ofbeneficiary, see Income To Include, earlier. Exemption deduction. The exemption de-the statute of limitations that applies to the tax

duction is not allowed.An estate and a beneficiary of that year for which the deduction is sought. This
estate are generally treated as related waiver procedure also applies to casualty losses Capital gains. Capital gains ordinarily are
persons for purposes of the disallow- incurred during administration of the estate.CAUTION

!
not included in distributable net income. How-

ance of a loss on the sale of an asset between ever, you include them in distributable net in-
Accrued expenses. The rules preventingrelated persons. The disallowance does not ap- come if any of the following apply.
double deductions do not apply to deductions forply to a sale or exchange made to satisfy a

• The gain is allocated to income in the ac-taxes, interest, business expenses, and otherpecuniary bequest.
counts of the estate or by notice to theitems accrued at the date of death. These ex-
beneficiaries under the terms of the will orNet operating loss deduction. An estate can penses are allowable as a deduction for estate
by local law.claim a net operating loss deduction, figured in tax purposes as claims against the estate and

the same way as an individual’s, except that it also are allowable as deductions in respect of a • The gain is allocated to the corpus or prin-
cannot deduct any distributions to beneficiaries decedent for income tax purposes. Deductions cipal of the estate and is actually distrib-
(discussed later) or the deduction for charitable for interest, business expenses, and other items uted to the beneficiaries during the tax
contributions in figuring the loss or the loss car- not accrued at the date of the decedent’s death year.
ryover. For a discussion of the carryover of an are allowable only as a deduction for administra-

• The gain is used, under either the terms ofunused net operating loss to a beneficiary upon tion expenses for both estate and income tax
the will or the practice of the personal rep-termination of the estate, see Termination of purposes and do not qualify for a double deduc-
resentative, to determine the amount thatEstate, later. tion.
is distributed or must be distributed.For information on net operating losses, see

Expenses allocable to tax-exempt income.Publication 536. • Charitable contributions are made out of
When figuring the estate’s taxable income on capital gains.Casualty and theft losses. Losses incurred Form 1041, you cannot deduct administration

from casualties and thefts during the administra- expenses allocable to any of the estate’s tax-ex- Generally, when you determine capital gainstion of the estate can be deducted only if they empt income. However, you can deduct these to be included in distributable net income, thehave not been claimed on the federal estate tax administration expenses when figuring the tax- exclusion for gain from the sale or exchange ofreturn (Form 706). You must file a statement able estate for federal estate tax purposes on qualified small business stock is not taken intowith the estate’s income tax return waiving the Form 706. account.deduction for estate tax purposes. See Adminis-
Interest on estate tax. Interest paid on install-tration Expenses, later. Capital losses. Capital losses are excluded
ment payments of estate tax is not deductible forThe same rules that apply to individuals ap- in figuring distributable net income unless they
income or estate tax purposes.ply to the estate, except that in figuring the enter into the computation of any capital gain
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that is distributed or must be distributed during distributable net income for Michael’s separate as a deduction to the estate only in the year
the year. share includes all other income. actually paid, credited, or distributed. If there is

no specific requirement by local law or by theTax-exempt interest. Tax-exempt interest, Income in respect of a decedent. This in-
terms of the will that income earned by theincluding exempt-interest dividends, though ex- come is allocated among the separate shares
estate during administration be distributed cur-cluded from the estate’s gross income, is in- that could potentially be funded with these
rently, a deduction for distributions to the benefi-cluded in the distributable net income, but is amounts, even if the share is not entitled to
ciaries will be allowed to the estate, but only forreduced by the following items. receive any income under the will or applicable
the actual distributions during the tax year.local law. This allocation is based on the relative• The expenses that were not allowed in If the personal representative has discretionvalue of each share that could potentially becomputing the estate’s taxable income be- as to when the income is distributed, the deduc-funded with these amounts.cause they were attributable to tax-exempt tion is allowed only in the year of distribution.

interest (see Expenses allocable to tax- The personal representative can elect toExample 1. Frank’s will directs you, the ex-
exempt income under Administration Ex- treat distributions paid or credited within 65 daysecutor, to divide the residue of his estate (valued
penses, earlier). after the close of the estate’s tax year as havingat $900,000) equally between his two children,

been paid or credited on the last day of that taxJudy and Ann. Under the will, you must fund• The part of the tax-exempt interest
year. The election is made by completing line 6Judy’s share first with the proceeds of Frank’sdeemed to have been used to make a
in the “Other Information” section of Form 1041.traditional IRA. The $90,000 balance in the IRAcharitable contribution. See Contributions,
If a tax return is not required, the election iswas distributed to the estate during the year.earlier.
made on a statement filed with the IRS officeThis amount is included in the estate’s gross
where the return would have been filed. Theincome as income in respect of a decedent andThe total tax-exempt interest earned by an
election is irrevocable for the tax year and is onlyis allocated to the corpus of the estate. Theestate must be shown in the  “Other Information”
effective for the year of the election.estate has two separate shares, one for thesection of Form 1041. The beneficiary’s part of

benefit of Judy and one for the benefit of Ann. Ifthe tax-exempt interest is shown on Schedule Alimony and separate maintenance. Ali-
any distributions are made to either Judy or AnnK-1 (Form 1041). mony and separate maintenance payments that
during the year, then, for purposes of determin- must be included in the spouse’s or formerSeparate shares rule. The separate shares ing the distributable net income for each sepa- spouse’s income may be deducted as incomerule must be used if both of the following are rate share, the $90,000 of income in respect of a that must be distributed currently if they are paid,true. decedent must be allocated only to Judy’s credited, or distributed out of the income of the

• The estate has more than one beneficiary. share. estate for the tax year. That spouse or former
spouse is treated as a beneficiary.• The economic interest of a beneficiary Example 2. Assume the same facts as in

does not affect and is not affected by the Payment of beneficiary’s obligations. AnyExample 1, except that you must fund Judy’s
economic interest of another beneficiary. payment made by the estate to satisfy a legalshare first with DEF Corporation stock valued at

obligation of any person is deductible as income$300,000, rather than the IRA proceeds. To de-A bequest of a specific sum of money or of
that must be distributed currently or as any othertermine the distributable net income for eachproperty is not a separate share (see Bequest,
amount paid, credited, or required to be distrib-separate share, the $90,000 of income in re-later).
uted. This includes a payment made to satisfyspect of a decedent must be allocated between

If the separate shares rule applies, the sepa- the person’s obligation under local law to sup-the two shares to the extent they could poten-
rate shares are treated as separate estates for port another person, such as the person’s minortially be funded with that income. The maximum
the sole purpose of determining the distributable child. The person whose obligation is satisfied isamount of Judy’s share that could be funded
net income allocable to a share. Each share’s treated as a beneficiary of the estate.with that income is $150,000 ($450,000 value of
distributable net income is based on that share’s This does not apply to a payment made toshare less $300,000 funded with stock). The
portion of gross income and any applicable de- satisfy a person’s obligation to pay alimony ormaximum amount of Ann’s share that could be
ductions or losses. You must use a reasonable separate maintenance.funded is $450,000. Based on the relative val-
and equitable method to make the allocations. ues, Judy’s distributable net income includes Interest in real estate. The value of an inter-Generally, gross income is allocated among $22,500 ($150,000/$600,000 X $90,000) of the est in real estate owned by a decedent, title tothe separate shares based on the income each income in respect of a decedent and Ann’s dis- which passes directly to the beneficiaries undershare is entitled to under the will or applicable tributable net income includes $67,500 local law, is not included as any other amountlocal law. This includes gross income not re- ($450,000/$600,000 X $90,000). paid, credited, or required to be distributed.ceived in cash, such as a distributive share of

Income that must be distributed currently.partnership tax items.
Property distributed in kind. If an estate dis-The distributions deduction includes any incomeIf a beneficiary is not entitled to any of the
tributes property in kind, the estate’s deductionthat, under the terms of the decedent’s will or byestate’s income, the distributable net income for
ordinarily is the lesser of its basis in the propertyreason of local law, must be distributed cur-that beneficiary is zero. The estate cannot de-
or the property’s fair market value when distrib-rently. This includes an amount that may be paidduct any distribution made to that beneficiary
uted. However, the deduction is the property’sout of income or corpus (such as an annuity) toand the beneficiary does not have to include the
fair market value if the estate recognizes gain onthe extent it is paid out of income for the tax year.distribution in its gross income. However, see
the distribution. See Gain or loss on distributionsThe deduction is allowed to the estate even if theIncome in respect of a decedent, later in this
in kind under Income To Include, earlier.personal representative does not make the dis-discussion.

Property is distributed in kind if it satisfies thetribution until a later year or makes no distribu-
beneficiary’s right to receive another property orExample. Patrick’s will directs you, the ex- tion until the final settlement and termination of
amount, such as the income of the estate or aecutor, to distribute ABC Corporation stock and the estate.
specific dollar amount. It generally includes anyall dividends from that stock to his son, Edward,

Support allowances. The distribution de- noncash distribution other than the following:and the residue of the estate to his son, Michael.
duction includes any support allowance that,The estate has two separate shares consisting • A specific bequest (unless it must be dis-under a court order or decree or local law, theof the dividends on the stock left to Edward and tributed in more than three installments);estate must pay the decedent’s survivingthe residue of the estate left to Michael. The orspouse or other dependent for a limited perioddistribution of the ABC Corporation stock quali-
during administration of the estate. The allow- • Real property, the title to which passesfies as a bequest, so it is not a separate share.
ance is deductible as income that must be dis- directly to the beneficiary under local law.If any distributions, other than the ABC Cor-
tributed currently or as any other amount paid,poration stock, are made during the year to
credited, or required to be distributed, as dis-either Edward or Michael, you must determine Character of amounts distributed. If the
cussed next.the distributable net income for each separate decedent’s will or local law does not provide for

share. The distributable net income for Edward’s Any other amount paid, credited, or required the allocation of different classes of income, you
separate share includes only the dividends at- to be distributed. Any other amount paid, must treat the amount deductible for distribu-
tributable to the ABC Corporation stock. The credited, or required to be distributed is allowed tions to beneficiaries as consisting of the same
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proportion of each class of items entering into these expenses are paid within the 1-year pe- Tax for Estates and Trusts, to determine the
the computation of distributable net income as riod beginning with the day after the decedent’s estimated tax to be paid.
the total of each class bears to the total distribut- death, you can elect to deduct them on the Generally, you must pay estimated tax if the
able net income. For more information about the decedent’s income tax return (Form 1040) for estate is expected to owe, after subtracting any
character of distributions, see Character of Dis- the year in which they were incurred. See Medi- withholding and credits, at least $1,000 in tax for
tributions under Distributions to Beneficiaries cal Expenses under Final Return for Decedent, 2006. You will not, however, have to pay esti-
From an Estate, later. earlier. mated tax if you expect the withholding and

credits to be at least:
Example. An estate has distributable net in- Credits, Tax,

come of $2,000, consisting of $1,000 of taxable 1. 90% of the tax to be shown on the 2006and Paymentsinterest and $1,000 of rental income. Distribu- return, or
tions to the beneficiary total $1,500. The distri- This section includes brief discussions of some 2. 100% of the tax shown on the 2005 returnbution deduction consists of $750 of taxable of the tax credits, types of taxes that may be (assuming the return covered all 12interest and $750 of rental income, unless the owed, and estimated tax payments reported on months).will or local law provides a different allocation. the estate’s income tax return, Form 1041.

The percentage in (2) above is 110% if theLimit on deduction for distributions. You
estate’s 2005 adjusted gross income (AGI) wascannot deduct any amount of distributable net
more than $150,000. To figure the estate’s AGI,Creditsincome not included in the estate’s gross in-
see the instructions for line 15b, Form 1041.come.

Estates generally are allowed some of the same The general rule is that you must make your
tax credits that are allowed to individuals. TheExample. An estate has distributable net in- first estimated tax payment by April 17, 2006.
credits generally are allocated between the es-come of $2,000, consisting of $1,000 of divi- You can either pay all of your estimated tax at
tate and the beneficiaries. However, estates aredends and $1,000 of tax-exempt interest. that time or pay it in four equal amounts that are
not allowed the credit for the elderly or the dis-Distributions to the beneficiary total $1,500. Ex- due by April 17, 2006; June 15, 2006; Septem-
abled, the child tax credit, or the earned incomecept for this rule, the distribution deduction ber 15, 2006; and January 15, 2007. For excep-
credit discussed earlier under Final Return forwould be $1,500 ($750 of dividends and $750 of tions to the general rule, see the instructions for
Decedent.tax-exempt interest). However, as the result of Form 1041-ES and Publication 505, Tax With-

this rule, the distribution deduction is limited to holding and Estimated Tax.Foreign tax credit. The foreign tax credit is
$750, because no deduction is allowed for the discussed in Publication 514, Foreign Tax Credit If your return is on a fiscal year basis, your
tax-exempt interest distributed. for Individuals. due dates are the 15th day of the 4th, 6th, and

9th months of your fiscal year and the 1st monthDenial of double deduction. A deduction General business credit. The general busi- of the following fiscal year. If any of these datescannot be claimed twice. If an amount is consid- ness credit is available to an estate that is in- fall on a Saturday, Sunday, or legal holiday, theered to have been distributed to a beneficiary of volved in a business. For more information, see payment must be made by the next businessan estate in a preceding tax year, it cannot again Publication 334. day.be included in figuring the deduction for the year
of the actual distribution. You may be charged a penalty for not paying

enough estimated tax or for not making the pay-Tax
Example. The decedent’s will provides that ment on time in the required amount (even if you

the estate must distribute currently all of its in- have an overpayment on your tax return). YouAn estate cannot use the Tax Table that applies
come to a beneficiary. For administrative conve- can use Form 2210, Underpayment of Esti-to individuals. The tax rate schedule to use is in
nience, the personal representative did not the instructions for Form 1041. mated Tax by Individuals, Estates, and Trusts,
make a distribution of a part of the income for the to figure any penalty, or you can let the IRS

Alternative minimum tax (AMT). An estatetax year until the first month of the next tax year. figure the penalty.
may be liable for the alternative minimum tax. ToThe amount must be deducted by the estate in For more information, see the instructions forfigure the alternative minimum tax, use Sched-the first tax year, and must be included in the Form 1041-ES and Publication 505.ule I (Form 1041), Alternative Minimum Tax.income of the beneficiary in that year. This
Certain credits may be limited by any tentativeamount cannot be deducted again by the estate Name, Address,minimum tax figured on line 54, Part III of Sched-in the following year when it is paid to the benefi-
ule I (Form 1041), even if there is no alternative and Signatureciary, nor must the beneficiary again include the
minimum tax liability.amount in income in that year.

In the top space of the name and address areaIf the estate takes a deduction for distribu-
Charitable contribution. The amount of a of Form 1041, enter the exact name of the estatetions to beneficiaries, complete Part I and Part II
charitable contribution used as a deduction by used to apply for the estate’s employer identifi-of Schedule I even if the estate does not owe
the estate in determining taxable income cannot cation number. In the remaining spaces, enteralternative minimum tax. Allocate the income
be claimed again as a deduction for a distribu- the name and address of the personal represen-distribution deduction figured on a minimum tax
tion to a beneficiary. tative (fiduciary) of the estate.basis among the beneficiaries and report each

beneficiary’s share on Schedule K-1 (Form
1041). Also, show each beneficiary’s share of Signature. The personal representative (or itsFuneral and Medical Expenses any adjustments or tax preference items for de- authorized officer if the personal representative
preciation, depletion, and amortization. is not an individual) must sign the return. AnNo deduction can be taken for funeral expenses

For more information, see the Instructions for individual who prepares the return for pay mustor medical and dental expenses on the estate’s
Form 1041. sign the return as preparer. You can check a boxincome tax return, Form 1041.

in the signature area that authorizes the IRS to
Funeral expenses. Funeral expenses paid by contact that paid preparer for certain informa-
the estate are not deductible in figuring the Payments tion. See the instructions for Form 1041 for more
estate’s taxable income on Form 1041. They are information.

The estate’s income tax liability must be paid indeductible only for determining the taxable es-
full when the return is filed. You may have to paytate for federal estate tax purposes on Form When and Where To Fileestimated tax, however, as explained below.706.

When you file Form 1041 (or Form 1040NR if itMedical and dental expenses of a decedent. Estimated tax. Estates with tax years ending
applies) depends on whether you choose a cal-The medical and dental expenses of a decedent 2 or more years after the date of the decedent’s
endar year or a fiscal year as the estate’s ac-paid by the estate are not deductible in figuring death must pay estimated tax in the same man-
counting period. Where you file Form 1041the estate’s taxable income on Form 1041. You ner as individuals.
depends on where you, as the personal repre-can deduct them in figuring the taxable estate for If you must make estimated tax payments for
sentative, live or have your principal office.federal estate tax purposes on Form 706. If 2006, use Form 1041-ES, Estimated Income
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When to file. If you choose the calendar year ment, the income is reportable only when distrib- Example 2. Assume the same facts as in
as the estate’s accounting period, the Form Example 1 except that the estate has an addi-uted.
1041 for 2005 is due by April 17, 2006 (June 15, tional $1,000 of administration expenses, com-If the estate has more than one beneficiary,
2006, in the case of Form 1040NR for a nonresi- missions, etc., that are chargeable to corpus.the separate shares rule discussed earlier under
dent alien estate that does not have an office in The estate’s distributable net income (figuredDistributions Deduction may have to be used to
the United States). If you choose a fiscal year, before the charitable contribution) is now $2,000determine the distributable net income allocable
the Form 1041 is due by the 15th day of the 4th ($3,000 − $1,000 additional expense). Theto each beneficiary. The beneficiaries in the ex-
month (6th month in the case of Form 1040NR) amount treated as currently distributable incomeamples shown next do not meet the require-
after the end of the tax year. If the due date is a is still $2,500 ($2,000 to Fred and $500 toments of the separate shares rule.
Saturday, Sunday, or legal holiday, the form Sharon). The $2,500, treated as distributed cur-
must be filed by the next business day. rently, is more than the $2,000 distributable netIncome That Must Be income, so Fred has to include only $1,600Extension of time to file. You can request Distributed Currently [($2,000 ÷ $2,500) × $2,000] in his gross incomean automatic 6-month extension of time to file

and Sharon has to include only $400 [($500 ÷Form 1041 by filing Form 7004, Application for Beneficiaries who are entitled to receive cur- $2,500) × $2,000] in her gross income. Fred andAutomatic 6-month Extension of Time To File rently distributable income generally must in- Sharon are beneficiaries of amounts that mustCertain Business Income Tax, Information, and clude in gross income the entire amount due be distributed currently, so they do not benefitOther Returns. Form 7004 will replace the use of them. However, if the currently distributable in- from the reduction of distributable net income byForm 2758, Application for Extension of Time To come is more than the estate’s distributable net the charitable contribution deduction.File Certain Excise, Income, Information, and income figured without deducting charitable
Other Returns, to request an extension. The contributions, each beneficiary must include in Other Amountsextension is automatic, so you do not have to gross income a ratable part of the distributable
sign the form or provide a reason for your re- Distributednet income.
quest. You must file Form 7004 on or before the

Any other amount paid, credited, or required toregular due date of  Form 1041. You can file Example. Under the terms of the will of Ger-
be distributed to the beneficiary for the tax yearForm 7004 electronically beginning with tax year ald Peters, $5,000 a year is to be paid to his
also must be included in the beneficiary’s gross2005. For additional information, see Form widow and $2,500 a year is to be paid to his
income. Such an amount is in addition to those7004. daughter out of the estate’s income during the amounts that must be distributed currently, asGenerally, an extension of time to file a re- period of administration. There are no charitable discussed earlier. It does not include gifts orturn does not extend the time for payment of tax contributions. For the year, the estate’s distribut- bequests of specific sums of money or specificdue. You must pay the total income tax esti- able net income is only $6,000. The distributable property if such sums are paid in three or fewermated to be due on Form 1041 in full by the net income is less than the currently distributa- installments. However, amounts that can beregular due date of the return. For additional ble income, so the widow must include in her paid only out of income are not excluded underinformation, see Form 7004. gross income only $4,000 [($5,000 ÷ $7,500) × this rule. If the sum of the income that must be

$6,000], and the daughter must include in her distributed currently and other amounts paid,Where to file. As the personal representative
gross income only $2,000 [($2,500 ÷ $7,500) × credited, or required to be distributed exceedsof an estate, file the estate’s income tax return
$6,000]. distributable net income, these other amounts(Form 1041) with the Internal Revenue Service

are included in the beneficiary’s gross incomeCenter for the state where you live or have your
Annuity payable out of income or corpus. only to the extent distributable net income ex-principal place of business. A list of the states
Income that must be distributed currently in- ceeds the income that must be distributed cur-and addresses that apply is in the instructions
cludes any amount that must be paid out of rently. If there is more than one beneficiary,for Form 1041.
income or corpus (principal of the estate) to the each will include in gross income only a pro rataYou must send Form 1040NR to:
extent the amount is satisfied out of income for share of such amounts.
the tax year. An annuity that must be paid in all The personal representative can elect toInternal Revenue Service Center
events (either out of income or corpus) would treat distributions paid or credited by the estatePhiladelphia, PA 19255
qualify as income that must be distributed cur- within 65 days after the close of the estate’s tax
rently to the extent there is income of the estate year as having been paid or credited on the last

Electronic filing. Form 1041 can be filed not paid, credited, or required to be distributed to day of that tax year.
electronically or on magnetic media. See the other beneficiaries for the tax year.

The following are examples of otherInstructions for Form 1041 for more information.
amounts distributed.Example 1. Henry Frank’s will provides that

$500 be paid to the local Community Chest out • Distributions made at the discretion of the
of income each year. It also provides that $2,000 personal representative.Distributions a year is currently distributable out of income to • Distributions required by the terms of thehis brother, Fred, and an annuity of $3,000 is to

will upon the happening of a specificto Beneficiaries be paid to his sister, Sharon, out of income or
event.corpus. Capital gains are allocable to corpus,From an Estate

but all expenses are to be charged against in- • Annuities that must be paid in any event,
but only out of corpus (principal).come. Last year, the estate had income ofIf you are the beneficiary of an estate that must

$6,000 and expenses of $3,000. The personaldistribute all its income currently, you must re- • Distributions of property in kind as defined
representative paid the $500 to the Communityport your share of the distributable net income earlier in  Distributions Deduction under
Chest and made the distributions to Fred andwhether or not you have actually received it. Income Tax Return of an Estate—Form
Sharon as required by the will.If you are the beneficiary of an estate that 1041.

The estate’s distributable net income (fig-does not have to distribute all its income cur- • Distributions required for the support ofured before the charitable contribution) isrently, you must report all income that must be
the decedent’s surviving spouse or other$3,000. The currently distributable income totalsdistributed to you (whether or not actually dis-
dependent for a limited period, but only$2,500 ($2,000 to Fred and $500 to Sharon).tributed) plus all other amounts paid, credited, or
out of corpus (principal).The income available for Sharon’s annuity isrequired to be distributed to you, up to your

only $500 because the will requires that theshare of distributable net income. As explained If an estate distributes property in kind, the
charitable contribution be paid out of currentearlier in Distributions Deduction under Income amount of the distribution ordinarily is the lesser
income. The $2,500 treated as distributed cur-Tax Return of an Estate—Form 1041, for an of the estate’s basis in the property or the
rently is less than the $3,000 distributable netamount to be currently distributable income, property’s fair market value when distributed.
income (before the contribution), so Fred mustthere must be a specific requirement for current However, the amount of the distribution is the
include $2,000 in his gross income and Sharondistribution either under local law or the terms of property’s fair market value if the estate recog-
must include $500 in her gross income.the decedent’s will. If there is no such require- nizes gain on the distribution. See Gain or loss

Page 20



Page 21 of 43 of Publication 559 11:17 - 28-FEB-2006

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

on distributions in kind in the discussion Income Example 2. Assume in Example 1 that the as it had in the hands of the estate. If the items of
To Include under Income Tax Return of an Es- will provides for the payment of the taxable inter- income distributed or considered to be distrib-
tate—Form 1041, earlier. est to Jim and the rental income to Ted and that uted to you include dividends, tax-exempt inter-

the personal representative distributed the in- est, or capital gains, they will keep the same
Example. The terms of Michael Scott’s will come under those provisions. Jim is treated as character in your hands for purposes of the tax

require the distribution of $2,500 of income an- having received $1,200 in taxable interest and treatment given those items. Generally, you re-
nually to his wife, Susan. If any income remains, Ted is treated as having received $1,800 of port the dividends on line 9a of your Form 1040,
it may be accumulated or distributed to his two rental income. and the capital gains on your Schedule D (Form
children, Joe and Alice, in amounts at the discre- 1040). The tax-exempt interest, while not in-

Charitable contribution made. If a charitabletion of the personal representative. The per- cluded in taxable income, must be shown on line
contribution is made by an estate and the termssonal representative also may invade the corpus 8b of your Form 1040. Report business and
of the will or local law provide for the contribution(principal) for the benefit of Scott’s wife and other nonpassive income in Part III of your
to be paid from specified sources, that provisionchildren. Schedule E (Form 1040).
governs. If no provision or requirement exists,Last year, the estate had income of $6,000 The estate’s personal representative should
the charitable contribution deduction must beafter deduction of all expenses. Its distributable provide you with the classification of the various
allocated among the classes of income enteringnet income is also $6,000. The personal repre- items that make up your share of the estate
into the computation of the income of the estatesentative distributed the required $2,500 of in- income and the credits you should take into
before allocation of other deductions among thecome to Susan. In addition, the personal consideration so you can properly prepare your
items of distributable net income. In allocatingrepresentative distributed $1,500 each to Joe individual income tax return. See Schedule K-1
items of income and deductions to beneficiariesand Alice and an additional $2,000 to Susan. (Form 1041), later.
to whom income must be distributed currently,Susan includes in her gross income the
the charitable contribution deduction is not taken$2,500 of currently distributable income. The When to report estate income. If income
into account to the extent that it exceeds incomeother amounts distributed totaled $5,000 from the estate is credited or must be distributed
for the year reduced by currently distributable($1,500 + $1,500 + $2,000) and are includible in to you for a tax year, report that income (even if
income.the income of Susan, Joe, and Alice to the ex- not distributed) on your return for that year. The

tent of $3,500 (distributable net income of personal representative can elect to treat distri-
Example. The will of Harry Thomas re-$6,000 minus currently distributable income to butions paid or credited within 65 days after the

quires a current distribution out of income ofSusan of $2,500). Susan will include an addi- close of the estate’s tax year as having been
$3,000 a year to his wife, Betty, during the ad-tional $1,400 [($2,000 ÷ $5,000) × $3,500] in her paid or credited on the last day of that tax year. If
ministration of the estate. The will also providesgross income. Joe and Alice each will include this election is made, you must report that distri-
that the personal representative, using discre-$1,050 [($1,500 ÷ $5,000) × $3,500] in their bution on your return for that year.
tion, may distribute the balance of the currentgross incomes. Report other income from the estate on yourearnings either to Harry’s son, Tim, or to one or

return for the year in which you receive it. If yourmore of certain designated charities. Last year,Discharge of a tax year is different from the estate’s tax year,the estate’s income consisted of $4,000 of tax-
see Different tax years, next.Legal Obligation able interest and $1,000 of tax-exempt interest.

There were no deductible expenses. The per- Different tax years. You must include yourIf an estate, under the terms of a will, discharges
sonal representative distributed the $3,000 to share of the estate income in your return for youra legal obligation of a beneficiary, the discharge
Betty, made a contribution of $2,500 to the local tax year in which the last day of the estate’s taxis included in that beneficiary’s income as either
heart association, and paid $1,500 to Tim. year falls. If the tax year of the estate is thecurrently distributable income or other amount

The distributable net income for determining calendar year and your tax year is a fiscal yearpaid. This does not apply to the discharge of a
the character of the distribution to Betty is ending on June 30, you will include in grossbeneficiary’s obligation to pay alimony or sepa-
$3,000. The charitable contribution deduction to income for the tax year ended June 30 yourrate maintenance.
be taken into account for this computation is share of the estate’s distributable net incomeThe beneficiary’s legal obligations include a
$2,000 (the estate’s income ($5,000) minus the distributed or considered distributed during thelegal obligation of support, for example, of a
currently distributable income ($3,000)). The calendar year ending the previous Decemberminor child. Local law determines a legal obliga-
$2,000 charitable contribution deduction must 31.tion of support.
be allocated: $1,600 [($4,000 ÷ $5,000) ×

Death of individual beneficiary. If an indi-$2,000] to taxable interest and $400 [($1,000 ÷
vidual beneficiary dies, the beneficiary’s shareCharacter of Distributions $5,000) × $2,000] to tax-exempt interest. Betty
of the estate’s distributable net income may beis considered to have received $2,400 ($4,000 −An amount distributed to a beneficiary for inclu- distributed or be considered distributed by the$1,600) of taxable interest and $600 ($1,000 −sion in gross income retains the same character estate for its tax year that does not end with or$400) of tax-exempt interest. She must includefor the beneficiary that it had for the estate. within the last tax year of the beneficiary. In thisthe $2,400 in her gross income. She must report
case, the estate income that must be included inthe $600 of tax-exempt interest, but it is notNo charitable contribution made. If no chari- the gross income on the beneficiary’s final returntaxable.table contribution is made during the tax year, is based on the amounts distributed or consid-

To determine the amount to be included inyou must treat the distributions as consisting of ered distributed during the tax year of the estate
Tim’s gross income, however, take into accountthe same proportion of each class of items en- in which his or her last tax year ended. However,
the entire charitable contribution deduction. Thetering into the computation of distributable net for a cash basis beneficiary, the gross income of
currently distributable income is greater than theincome as the total of each class bears to the the last tax year includes only the amounts actu-
estate’s income after taking into account thetotal distributable net income. Distributable net ally distributed before death. Income that must
charitable contribution deduction, so none of theincome was defined earlier in Distributions De- be distributed to the beneficiary but, in fact, is
amount paid to Tim must be included in hisduction under Income Tax Return of an Es- distributed to the beneficiary’s estate after death
gross income for the year.tate—Form 1041. However, if the will or local is included in the gross income of the

law specifically provides or requires a different beneficiary’s estate as income in respect of a
allocation, you must use that allocation. How and When To Report decedent.

Termination of nonindividual beneficiary.Example 1. An estate has distributable net How you report your income from the estate
If a beneficiary that is not an individual, for ex-income of $3,000, consisting of $1,800 in rents depends on the character of the income in the
ample a trust or a corporation, ceases to exist,and $1,200 in taxable interest. There is no provi- hands of the estate. When you report the income
the amount included in its gross income for itssion in the will or local law for the allocation of depends on whether it represents amounts
last tax year is determined as if the beneficiaryincome. The personal representative distributes credited or required to be distributed to you or
were a deceased individual. However, income$1,500 each to Jim and Ted, beneficiaries under other amounts.
that must be distributed before termination, buttheir father’s will. Each will be treated as having
which is actually distributed to the beneficiary’sreceived $900 in rents and $600 of taxable inter- How to report estate income. Each item of
successor in interest, is included in the grossest. income keeps the same character in your hands
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income of the nonindividual beneficiary for its ascertainable at the date of Dave Rogers’ death. paid or credited in a single installment. Also, all
last tax year. The bequest of a specific sum of money to Marie bequests payable at any one specified time

is determinable on the same date. under the terms of the will are treated as a singleSchedule K-1 (Form 1041). The personal
installment.representative for the estate must provide you Example 2. Mike Jenkins’ will provided that

with a copy of Schedule K-1 (Form 1041) or a Testamentary trust. In determining thehis widow, Helen, would receive money or prop-
substitute Schedule K-1. You should not file the number of installments that must be paid orerty to be selected by the personal representa-
form with your Form 1040, but should keep it for credited to a beneficiary, the decedent’s estatetive equal in value to half of his adjusted gross
your personal records. and a testamentary trust created by theestate. The identity of the property and the

Each beneficiary (or nominee of a benefi- decedent’s will are treated as separate entities.money in the bequest are dependent on the
ciary) who receives a distribution from the estate Amounts paid or credited by the estate and bypersonal representative’s discretion and the
for the tax year or to whom any item is allocated the trust are counted separately.payment of administration expenses and other
must receive a Schedule K-1 or substitute. The charges, which are not determinable at the date
personal representative handling the estate Termination of Estateof Mike’s death. As a result, the provision is not a
must furnish the form to each beneficiary or bequest of a specific sum of money or of specific
nominee by the date on which the Form 1041 is The termination of an estate generally is markedproperty, and any distribution under that provi-
filed. by the end of the period of administration and bysion is a deduction for the estate and income to

the distribution of the assets to the beneficiariesthe beneficiary (to the extent of the estate’sNominees. A person who holds an interest
under the terms of the will or under the laws ofdistributable net income). The fact that the be-in an estate as a nominee for a beneficiary must
succession of the state if there is no will. Thesequest will be specific sometime before distribu-provide the estate with the name and address of
beneficiaries may or may not be the same per-tion is immaterial. It is not ascertainable by thethe beneficiary, and any other required informa-
sons as the beneficiaries of the estate’s income.terms of the will as of the date of death.tion. The nominee must provide the beneficiary

with the information received from the estate. Distributions not treated as bequests. The
Penalty. A personal representative (or nom- following distributions are not bequests that Period of Administration

inee) who fails to provide the correct information meet all the requirements listed earlier that allow
The period of administration is the time actuallymay be subject to a $50 penalty for each failure. a distribution to be excluded from the
required by the personal representative to as-beneficiary’s income and do not allow it as aConsistent treatment of items. You must semble all of the decedent’s assets, pay all thededuction to the estate.treat estate items the same way on your individ- expenses and obligations, and distribute the as-

ual return as they are treated on the estate’s Paid only from income. An amount that sets to the beneficiaries. This may be longer or
income tax return. If your treatment is different can be paid only from current or prior income of shorter than the time provided by local law for
from the estate’s treatment, you must file Form the estate does not qualify even if it is specific in the administration of estates.
8082, Notice of Inconsistent Treatment or Ad- amount and there is no provision for installment

Ends if all assets distributed. If all assetsministrative Adjustment Request (AAR), with payments.
are distributed except for a reasonable amountyour return to identify the difference. If you do Annuity. An annuity or a payment of money set aside, in good faith, for the payment of unas-not file Form 8082 and the estate has filed a or of specific property in lieu of, or having the certained or contingent liabilities and expensesreturn, the IRS can immediately assess and effect of, an annuity is not the payment of spe- (but not including a claim by a beneficiary, as acollect any tax and penalties that result from cific property or a sum of money. beneficiary), the estate will be considered termi-adjusting the item to make it consistent with the
nated.Residuary estate. If the will provides for theestate’s treatment.

payment of the balance or residue of the estate
Ends if period unreasonably long. If settle-to a beneficiary of the estate after all expensesBequest ment is prolonged unreasonably, the estate willand other specific legacies or bequests, that
be treated as terminated for federal income taxresiduary bequest is not a payment of specificA bequest is the act of giving or leaving property purposes. From that point on, the income, de-property or a sum of money.to another through the last will and testament. ductions, and credits of the estate are consid-

Generally, any distribution of income (or prop- Gifts made in installments. Even if the gift ered those of the person or persons succeeding
erty in kind) to a beneficiary is an allowable or bequest is made in a lump sum or in three or to the property of the estate.
deduction to the estate and is includible in the fewer installments, it will not qualify as specific
beneficiary’s gross income to the extent of the property or a sum of money if the will provides
estate’s distributable net income. However, a that the amount must be paid in more than three Transfer of Unused
distribution will not be an allowable deduction to installments. Deductions to Beneficiaries
the estate and will not be includible in the

Conditional bequests. A bequest of specificbeneficiary’s gross income if the distribution If the estate has unused loss carryovers or ex-
property or a sum of money that may otherwisemeets the following requirements. cess deductions for its last tax year, they are
be excluded from the beneficiary’s gross income allowed to those beneficiaries who succeed to• It is required by the terms of the will. will not lose the exclusion solely because the the estate’s property. See Successor benefi-
payment is subject to a condition.• It is a gift or bequest of a specific sum of ciary, later.

money or property. Installment payments. Certain rules apply in Unused loss carryovers. An unused net op-
determining whether a bequest of specific prop-• It is paid out in three or fewer installments erating loss carryover or capital loss carryover
erty or a sum of money has to be paid or creditedunder the terms of the will. existing upon termination of the estate is al-
to a beneficiary in more than three installments. lowed to the beneficiaries succeeding to the

property of the estate. That is, these deductionsPersonal items. Do not take into accountSpecific sum of money or property. To meet
will be claimed on the beneficiary’s tax return.bequests of articles for personal use, such asthis test, the amount of money or the identity of
This treatment occurs only if a carryover wouldpersonal and household effects and automo-the specific property must be determinable
have been allowed to the estate in a later taxbiles.under the decedent’s will as of the date of death.
year if the estate had not been terminated.To qualify as specific property, the property Real property. Do not take into account Both types of carryovers generally keep theirmust be identifiable both as to its kind and its specifically designated real property, the title to same character for the beneficiary as they hadamount. which passes under local law directly to the for the estate. However, if the beneficiary of a

beneficiary.Example 1. Dave Rogers’ will provided that capital loss carryover is a corporation, the cor-
his son, Ed, receive Dave’s interest in the Other property. All other bequests under poration will treat the carryover as a short-term
Rogers-Jones partnership. Dave’s daughter, the decedent’s will for which no time of payment capital loss regardless of its status in the estate.
Marie, would receive a sum of money equal to or crediting is specified and that are to be paid or The net operating loss carryover and the capital
the value of the partnership interest given to Ed. credited in the ordinary course of administration loss carryover are used in figuring the
The bequest to Ed is a gift of a specific property of the estate are considered as required to be beneficiary’s adjusted gross income and taxable
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income. The beneficiary may have to adjust any amount, the spouse is the beneficiary to the and must be reported in box 13, Schedule K-1
net operating loss carryover in figuring the alter- (Form 1041) using code A. If the estate termi-extent of the deficiency.
native minimum tax. nated in 2005, this amount is treated as a pay-If decedent had a will. If the decedent had

The first tax year to which the loss is carried ment of 2005 estimated tax made by the
a will, a beneficiary normally means the residu-is the beneficiary’s tax year in which the estate beneficiary on January 16, 2006.
ary beneficiaries (including residuary trusts).terminates. If the loss can be carried to more
Those beneficiaries who receive a specific prop-than one tax year, the estate’s last tax year
erty or a specific amount of money ordinarily are(whether or not a short tax year) and the
not considered residuary beneficiaries, exceptbeneficiary’s first tax year to which the loss is Form 706to the extent the specific amount is not paid incarried each constitute a tax year for figuring the
full.number of years to which a loss may be carried. Generally, for estate tax purposes, you must file

Also, a beneficiary who is not strictly a resid-A capital loss carryover from an estate to a Form 706, United States Estate (and
uary beneficiary, but whose devise or bequest iscorporate beneficiary will be treated as though it Generation-Skipping Transfer) Tax Return. If
determined by the value of the estate as re-resulted from a loss incurred in the estate’s last death occurs in 2005 or 2006, Form 706 must be
duced by the loss or deduction, is entitled to thetax year (whether or not a short tax year), re- filed if the gross estate is more than $1,500,000
carryover or the deduction. For example, thisgardless of when the estate actually incurred the or $2,000,000, respectively.
would include the following beneficiaries.loss.

If you must file Form 706, it has to be done
If the last tax year of the estate is the last tax within 9 months after the date of the decedent’s• A beneficiary of a fraction of theyear to which a net operating loss may be car-

death unless you receive an extension of time todecedent’s net estate after payment ofried, see No double deductions, later. For a
file. Use Form 4768, Application for Extension ofdebts, expenses, and specific bequests.general discussion of net operating losses, see
Time To File a Return and/or Pay U.S. EstatePublication 536. For a discussion of capital • A nonresiduary beneficiary, when the es- (and Generation-Skipping Transfer) Taxeslosses and capital loss carryovers, see Publica- tate is unable to satisfy the bequest in full. (Rev. January 2006), to apply for an automatiction 550.
6-month extension of time.• A surviving spouse receiving a fractional

share of the estate in fee under a statutoryExcess deductions. If the deductions in the
right of election when the losses or deduc-estate’s last tax year (other than the exemption
tions are taken into account in determiningdeduction or the charitable contributions deduc-
the share. However, such a beneficiary Comprehensivetion) are more than gross income for that year,
does not include a recipient of a dower orthe beneficiaries succeeding to the estate’s Examplecurtesy, or a beneficiary who receives anyproperty can claim the excess as a deduction in
income from the estate from which thefiguring taxable income. To establish these de-

The following is an example of a typical situa-loss or excess deduction is carried over.ductions for the beneficiaries, a return must be
tion. All figures on the filled-in forms have beenfiled for the estate along with a schedule show-
rounded to the nearest whole dollar.ing the computation of each kind of deduction Allocation among beneficiaries. The total of

On April 9, 2005, your father, John R. Smith,and the allocation of each to the beneficiaries. the unused loss carryovers or the excess deduc-
died at the age of 62. He had not resided in aAn individual beneficiary must itemize de- tions on termination that may be deducted by the
community property state. His will named you toductions to claim these excess deductions. The successor beneficiaries is to be divided accord-
serve as his executor (personal representative).deduction is claimed on Schedule A (Form ing to the share of each in the burden of the loss
Except for specific bequests to your mother,1040), subject to the 2% limit on miscellaneous or deduction.
Mary, of your parents’ home and your father’sitemized deductions. The beneficiaries can
automobile and a bequest of $5,000 to hisclaim the deduction only for the tax year in which Example. Under his father’s will, Arthur is to
church, your father’s will named your motheror with which the estate terminates, whether the receive $20,000. The remainder of the estate is
and his brother as beneficiaries.year of termination is a normal year or a short to be divided equally between his brothers, Mark

tax year. After the court has approved your appoint-and Tom. After all expenses are paid, the estate
ment as the executor, you should obtain anhas sufficient funds to pay Arthur only $15,000,No double deductions. A net operating
employer identification number for the estate.loss deduction allowable to a successor benefi- with nothing to Mark and Tom. In the estate’s
(See Duties under Personal Representatives,ciary cannot be considered in figuring the ex- last tax year, there are excess deductions of
earlier.) Next, you use Form 56 to notify thecess deductions on termination. However, if the $5,000 and $10,000 of unused loss carryovers.
Internal Revenue Service that you have beenestate’s last tax year is the last year in which a The total of the excess deductions and unused
appointed executor of your father’s estate.deduction for a net operating loss can be taken, loss carryovers is $15,000 and Arthur is consid-

the deduction, to the extent not absorbed in the ered a successor beneficiary to the extent of
Assets of the estate. Your father had the fol-last return of the estate, is treated as an excess $5,000, so he is entitled to one-third of the un-
lowing assets when he died.deduction on termination. Any item of income or used loss carryover and one-third of the excess

deduction, or any part thereof, that is taken into deductions. His brothers may divide the other • His checking account balance was $2,550
account in figuring a net operating loss or a two-thirds of the excess deductions and the un- and his savings account balance was
capital loss carryover of the estate for its last tax used loss carryovers between them. $53,650.
year cannot be used again to figure the excess

• Your father inherited your parents’ homededuction on termination.
from his parents on March 5, 1979. At thatTransfer of Credit for
time it was worth $42,000, but was ap-Successor beneficiary. A beneficiary entitled Estimated Tax Payments
praised at the time of your father’s deathto an unused loss carryover or an excess deduc-
at $150,000. The home was free of ex-tion is the beneficiary who, upon the estate’s When an estate terminates, the personal repre-
isting debts (or mortgages) at the time oftermination, bears the burden of any loss for sentative can choose to transfer to the benefi-
his death.which a carryover is allowed or of any deduc- ciaries the credit for all or part of the estate’s

tions more than gross income. estimated tax payments for the last tax year. To • Your father owned 500 shares of ABC
make this choice, the personal representative Company stock that had cost him $10.20If decedent had no will. If the decedent
must complete Form 1041-T, Allocation of Esti- a share in 1983. The stock had a meanhad no will, the beneficiaries are those heirs or
mated Tax Payments to Beneficiaries, and file it selling price (midpoint between highestnext of kin to whom the estate is distributed. If
either separately or with the estate’s final Form and lowest selling price) of $25 a share onthe estate is insolvent, the beneficiaries are
1041. The Form 1041-T must be filed by the the day he died. He also owned 500those to whom the estate would have been dis-
65th day after the close of the estate’s tax year. shares of XYZ Company stock that hadtributed had it not been insolvent. If the

The estimated tax allocated to each benefi- cost him $30 a share in 1988. The stockdecedent’s spouse is entitled to a specified dol-
had a mean selling price on the date ofciary is treated as paid or credited to the benefi-lar amount of property before any distributions to
death of $22.other heirs and the estate is less than that ciary on the last day of the estate’s final tax year
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Health insurance . . . . . . . . . . . . . . . $4,250• The appraiser valued your father’s auto- come he received between January 1 and the
State income tax paid . . . . . . . . . . . . 891mobile at $6,300 and the household ef- date of his death. You will have to file an income
Real estate tax on home . . . . . . . . . . . 1,100fects at $18,500. tax return for him for the period during which he
Contributions to church . . . . . . . . . . . 3,800lived. (You determine that he timely filed his• Your father owned a coin collection and a

2004 income tax return before he died.) The final Rental expenses included real estate taxesstamp collection. The face value of the
return is not due until April 17, 2006, the same of $700 and mortgage interest of $410. In addi-coins in the collection was only $600, but
date it would have been due had your father tion, insurance premiums of $260 and paintingthe appraiser valued it at $2,800. The
lived during all of 2005. and repair expenses for $350 were paid. Thesestamp collection was valued at $3,500.

The check representing unpaid salary and rental expenses totaled $1,720.
• Your father’s employer sent a check to earned but unused vacation time was not paid to Your mother and father owned the property

your mother for $11,082 ($12,000 − $918 your father before he died, so the $12,000 is not as joint tenants with right of survivorship and
for social security and Medicare taxes), reported as income on his final return. It is re- they were the only joint tenants, so her basis in
representing unpaid salary and payment ported on the income tax return for the estate this property upon your father’s death is
for accrued vacation time. The statement (Form 1041) for 2005. The only taxable income $95,859. This is found by adding the $60,000
that came with the check indicated that no to be reported for your father will be the $11,000 value of the half interest included in your father’s
amount was withheld for income tax. The salary (as shown on the Form W-2), the $1,900 gross estate to your mother’s $45,000 share of
check was made out to the estate, so your interest, and his portion of the rental income that the cost basis and subtracting your mother’s
mother gave you the check. he received in 2005. $9,141 share of depreciation (including 2005

Your father was a cash basis taxpayer and depreciation for the period before your father’s• The Easy Life Insurance Company gave
did not report the interest accrued on the series death), as explained next.your mother a check for $275,000 be-
EE U.S. savings bonds on prior tax returns that For 2005, you must make the following com-cause she was the beneficiary of his life
he filed jointly with your mother. As the personal putations to figure the depreciation deduction.insurance policy.
representative of your father’s estate, you

1. For the period before your father’s death,• Your father was the owner of several se- choose to report the interest earned on these
depreciate the property using the sameries EE U.S. savings bonds on which he bonds before your father’s death ($840) on the
method, basis, and life used by your par-named your mother as co-owner. Your fa- final income tax return.
ents in previous years. They used thether purchased the bonds during the past The rental property was leased the entire
mid-month convention, so the amount de-several years. The cost of these bonds year of 2005 for $1,000 per month. Under local
ductible for three and a half months istotaled $2,500. After referring to the ap- law, your parents (as joint tenants) each had a
$547. (This brings the total depreciation topropriate table of redemption values (see half interest in the income from the property.
$22,032 ($21,485 + $547) at the time ofU.S. savings bonds acquired from dece- Your father’s will, however, stipulates that the
your father’s death.)dent, earlier), you determine that interest entire rental income is to be paid directly to your

of $840 had accrued on the bonds at the mother. None of the rental income will be re- 2. For the period after your father’s death,
date of your father’s death. You must in- ported on the income tax return for the estate. you must make two computations.
clude the redemption value of these bonds Instead, your mother will report all the rental
at date of death, $3,340, in your father’s a. Your mother’s cost basis ($45,000) mi-income and expenses on Form 1040. Checking
gross estate. nus one-half of the amount allocated tothe records and prior tax returns of your parents,

the land ($7,500) is her depreciable ba-you find that they previously elected to use the• On July 1, 1993, your parents purchased a
sis ($37,500) for half of the property.alternative depreciation system (ADS) with thehouse for $90,000. They have held the
She continues to use the same life andmid-month convention. Under ADS, the rentalproperty for rental purposes continuously
depreciation method as was originallyhouse is depreciated using the straight-linesince its purchase. Your mother paid
used for the property. The amount de-method over a 40-year recovery period. Theyone-third of the purchase price, or
ductible for the remaining eight and aallocated $15,000 of the cost to the land (which$30,000, and your father paid $60,000.
half months is $664.is never depreciable) and $75,000 to the rentalThey owned the property, however, as

house. Salvage value was disregarded for thejoint tenants with right of survivorship. An b. The other half of the property must be
depreciation computation. Before 2005,appraiser valued the property at $120,000. depreciated using a depreciation
$21,485 had been allowed as depreciation. (ForYou include $60,000, one-half of the method that is acceptable for property
information on ADS, see Publication 946.)value, in your father’s gross estate be- placed in service in 2005. You chose to

cause your parents owned the property as use ADS with the mid-month conven-Deductions. During the year, you received a
joint tenants with right of survivorship and tion. The value included in the estatebill from the hospital for $615 and bills from your
they were the only joint tenants. ($60,000) less the value allocable to thefather’s doctors totaling $475. You paid these

land ($10,000) is the depreciable basisbills as they were presented. In addition, you find
Your mother also gave you a Form W-2, ($50,000) for this half of the property.other bills from his doctors totaling $185 that

Wage and Tax Statement, that your father’s The amount deductible for this half ofyour father paid in 2005 and receipts for pre-
employer had sent. In examining it, you discover the property is $886 ($50,000 ×scribed drugs he purchased totaling $536. The
that your father had been paid $11,000 in salary .01771). See chapter 4 and Table A-13funeral home presented you a bill for $6,890 for
between January 1, 2005, and April 9, 2005 (the in Publication 946.the expenses of your father’s funeral, which you
date he died). The Form W-2 showed $11,000 in paid.
box 1 and $23,000 ($11,000 + $12,000) in boxes Show the total of the amounts in (1) andThe medical expenses you paid from the
3 and 5. The Form W-2 indicated $805 as fed- (2)(a), above, on line 17 of Form 4562, Depreci-estate’s funds ($615 and $475) were for your
eral income tax withheld in box 2. The estate ation and Amortization. Show the amount infather’s care and were paid within 1 year after
received a Form 1099-MISC from the employer (2)(b) on line 20c. The total depreciation deduc-his death. They will not be used to figure the
showing $12,000 in box 3. The estate received a tion allowed for the year is $2,097.taxable estate so you can treat them as having
Form 1099-INT for your father showing he was been paid by your father when he received the Filing status. After December 31, 2005, whenpaid $1,900 interest on his savings account at medical services. See Medical Expenses under your mother determines the amount of her in-the First S&L of Juneville, in 2005, before he Final Return for Decedent, earlier. However, you come, you and your mother must decidedied. cannot deduct the funeral expenses either on whether you will file a joint return or separate

your father’s final return or on the estate’s in- returns for your parents for 2005. Your motherFinal Return come tax return. They are deductible only on the has rental income and $400 of interest income
federal estate tax return (Form 706).for Decedent from her savings account at the Mayflower Bank

In addition, after going over other receipts of Juneville, so it appears to be to her advantage
From the papers in your father’s files, you deter- and canceled checks for the tax year with your to file a joint return.
mine that the $11,000 paid to him by his em- mother, you determine that the following items
ployer (as shown on the Form W-2), rental are deductible on your parents’ 2005 income tax Tax computation. The illustrations of Form
income, and interest are the only items of in- return. 1040 and related schedules appear near the
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end of this publication. These illustrations are estate tax on Form 706, and that all rights to 2006 income tax return for estate. On Janu-
based on information in this example. The tax claim that deduction on Form 706 are waived. ary 7, 2006, you receive a dividend check from
refund is $232. The computation is as follows: the XYZ Company for $500. You also have inter-Distributions. You made a distribution of

est posted to the savings account in January$2,000 to your father’s brother, James. The dis-Income: totaling $350. On January 28, 2006, you make atribution was made from current income of theSalary (per Form W-2) . . . . $11,000 final accounting to the court and obtain permis-estate under the terms of the will.Interest income . . . . . . . 3,140 sion to close the estate. In the accounting, you
Net rental income . . . . . 8,183 The income distribution deduction ($2,000)

list $1,650 as the balance of the expense ofAdjusted gross income . . . . $22,323 is figured on Schedule B of Form 1041 and
administering the estate.Minus: Itemized deductions 10,178 deducted on line 18 (Form 1041).

You advise the court that you plan to payBalance . . . . . . . . . . . . . $12,145 You characterized the $2,000 that is in-
$5,000 to Hometown Church under the provi-Minus: Exemptions (2) . . 6,400 cluded in income and reported it on ScheduleTaxable Income . . . . . . . . $5,745 sions of the will, and that you will distribute theK-1 (Form 1041) as follows:
balance of the property to your mother, the re-

Income tax from tax table $573 maining beneficiary.Step 1Minus: Tax withheld . . . . 805
Allocation of Income & Deductions Gross income. After making the distribu-Refund of taxes . . . . . . . $232

tions already described, you can wind up the
Type of Distributable affairs of the estate. The gross income of theIncome Amount Deductions Net IncomeIncome Tax Return estate for 2006 is more than $600, so you must
Interestof an Estate—Form 1041 file a final income tax return, Form 1041, for
(15%) $ 2,250 (386) $ 1,864 2006 (not shown). The estate’s gross income for
DividendsThe illustrations of Form 1041 and the related 2006 is $850 (dividends $500 and interest(5%) 750 (129) 621schedules for 2005 appear near the end of this $350).Otherpublication. These illustrations are based on the Income Deductions. After making the followinginformation that follows. (80%) 12,000 (2,060) 9,940 computations, you determine that none of the
Total $15,000 (2,575) $12,4252005 income tax return. Having determined distributions made to your mother must be in-

the tax liability for your father’s final return, you cluded in her taxable income for 2006.Step 2now figure the estate’s taxable income. You
Allocation of Distributiondecide to use the calendar year and the cash Gross income for 2006:(Report on the Schedule K–1 for James)

Dividends . . . . . . . . . . . . . . . . . . . $500method of accounting to report the estate’s in-
Interest . . . . . . . . . . . . . . . . . . . . 350come. This return also is due by April 17, 2006. Line 1 –  Interest

$850In addition to the amount you received from $2,000 × (1,864 ÷ 12,425) . . . . . . . . $300
Less deductions:your father’s employer for unpaid salary and for Line 2b –  Total dividends

Administration expense . . . . . . . . . . $1,650$2,000 × (621 ÷ 12,425) . . . . . . . . . 100vacation pay ($12,000) entered on line 8 (Form Loss . . . . . . . . . . . . . . . . . . . . . . . ($800)Line 5a –  Other Income1041), you received a dividend check from the
$2,000 × (9,940 ÷12,425) . . . . . . . . 1,600 Note that because the contribution of $5,000XYZ Company on June 17, 2005. The check

Total Distribution . . . . . . . . . . . . . . $2,000 to Hometown Church was not required underwas for $750 and you enter it on line 2a (Form
the terms of the will to be paid out of the gross1041). The amount is a qualified dividend and The estate took an income distribution de-
income of the estate, it is not deductible and wasyou show the allocation to the beneficiaries and duction, so you must prepare Schedule I (Form
not included in the computation.the estate on line 2b. The amount allocated to 1041), Alternative Minimum Tax, regardless of

The estate had no distributable net income inthe beneficiary ($121) is based on the distributa- whether the estate is liable for the alternative
2006, so none of the distributions made to yourble dividend income before any deductions. The minimum tax.
mother have to be included in her gross income.estate received a Form 1099-INT showing The other distribution you made out of the
Furthermore, because the estate in the year of$2,250 interest paid by the bank on the savings assets of the estate in 2005 was the transfer of
termination had deductions in excess of itsaccount in 2005 after your father died. Show this the automobile to your mother on July 1. This is
gross income, the excess of $800 will be allowedamount on line 1 (Form 1041). included in the bequest of property, so it is not
as a miscellaneous itemized deduction subjectIn September, a local coin collector offered taken into account in computing the distributions
to the 2%-of-adjusted-gross-income limit to youryou $3,000 for your father’s coin collection. Your of income to the beneficiary. The life insurance
mother on her individual return for the yearmother was not interested in keeping the collec- proceeds of $275,000 paid directly to your
2006, if she itemizes deductions.tion, so you accepted the offer and sold him the mother by the insurance company are not an

collection on September 23, 2005. asset of the estate. Termination of estate. You have made the
You will have to report the sale on Schedule final distribution of the assets of the estate andTax computation. The taxable income ofD (Form 1041) when you file the income tax you are now ready to terminate the estate. Youthe estate for 2005 is $10,025, figured as fol-return of the estate. The estate has a capital must notify the IRS, in writing, that the estatelows:gain of $200 from the sale of the coins. The gain has been terminated and that all of the assets

is the excess of the sale price, $3,000, over the Gross income: have been distributed to the beneficiaries. Form
value of the collection at the date of your father’s Income in respect of a decedent . . . . $12,000 56 can be used for this purpose. Be sure to
death, $2,800. See  Gain (or loss) from sale of Dividends . . . . . . . . . . . . . . . . . . . 750 report the termination to the IRS office where

Interest . . . . . . . . . . . . . . . . . . . . 2,250property under Income Tax Return of an Es- you filed Form 56 and to include the employer
Capital gain . . . . . . . . . . . . . . . . . 200tate—Form 1041 and its discussion, Income To identification number on this notification.

$15,200Include, earlier.
Minus: Deductions and income

Deductions. In November 2005, you re- distribution
Real estate taxes . . . . . . . . $2,250ceived a bill for the real estate taxes on your
Attorney’s fee . . . . . . . . . . 325parents’ home. The bill was for $2,250, which
Exemption . . . . . . . . . . . . 600you paid. Include real estate taxes on line 11
Distribution . . . . . . . . . . . . 2,000 5,175(Form 1041). Real estate tax on the rental prop-

Taxable income . . . . . . . . . . . . . . . $10,025erty was $700; this amount, however, is re-
The estate had a net capital gain and taxableflected on Schedule E (Form 1040).

income, so you use the Schedule D Tax Work-You paid $325 for attorney’s fees in connec-
sheet to figure the tax, $2,486, for 2005.tion with administration of the estate. This is an

expense of administration and is deducted on Note. For purpose of this example, we have
line 14 (Form 1041). You must, however, file illustrated the filled-in worksheet. You would not
with the return a statement in duplicate that such file the worksheet with the return. You would
expense has not been claimed as a deduction keep the worksheet for your records.
from the gross estate for figuring the federal
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DECEASED John R. Smith -- April 9, 2005

John R. Smith

Mary L.

6406 Mayflower St.

Juneville, ME 00000

234 00 7890

567 00 0123

�

2

11,000
3,140

8,183

22,323

22,323

�

�

Smith

� �

Department of the Treasury—Internal Revenue Service1040 U.S. Individual Income Tax Return
OMB No. 1545-0074For the year Jan. 1–Dec. 31, 2005, or other tax year beginning , 2005, ending , 20

Last nameYour first name and initial Your social security number

(See
instructions
on page 16.)

L
A
B
E
L

H
E
R
E

Last name Spouse’s social security numberIf a joint return, spouse’s first name and initial

Use the IRS
label.
Otherwise,
please print
or type.

Home address (number and street). If you have a P.O. box, see page 16. Apt. no.

City, town or post office, state, and ZIP code. If you have a foreign address, see page 16.

Presidential
Election Campaign �

1 Single
Filing Status Married filing jointly (even if only one had income)2

Check only
one box.

3
Qualifying widow(er) with dependent child (see page 17)

6a Yourself. If someone can claim you as a dependent, do not check box 6a
Exemptions Spouseb

(4) if qualifying
child for child tax

credit (see page 19)

Dependents:c (2) Dependent’s
social security number

(3) Dependent’s
relationship to

you(1) First name Last name

If more than four
dependents, see
page 19.

d Total number of exemptions claimed

7Wages, salaries, tips, etc. Attach Form(s) W-27
8a8a Taxable interest. Attach Schedule B if requiredIncome

8bb Tax-exempt interest. Do not include on line 8aAttach Form(s)
W-2 here. Also
attach Forms
W-2G and
1099-R if tax
was withheld.

9a9a Ordinary dividends. Attach Schedule B if required

1010 Taxable refunds, credits, or offsets of state and local income taxes (see page 23)
1111 Alimony received
1212 Business income or (loss). Attach Schedule C or C-EZ

Enclose, but do
not attach, any
payment. Also,
please use
Form 1040-V.

1313 Capital gain or (loss). Attach Schedule D if required. If not required, check here �

1414 Other gains or (losses). Attach Form 4797
15a 15bIRA distributions b Taxable amount (see page 25)15a

16b16aPensions and annuities b Taxable amount (see page 25)16a
1717 Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E
1818 Farm income or (loss). Attach Schedule F
1919 Unemployment compensation

20b20a b Taxable amount (see page 27)20a Social security benefits
2121

22 Add the amounts in the far right column for lines 7 through 21. This is your total income � 22

25

IRA deduction (see page 31)

23

27

33

One-half of self-employment tax. Attach Schedule SE

Self-employed health insurance deduction (see page 30)

34

30

26

Self-employed SEP, SIMPLE, and qualified plans

31a

27

Penalty on early withdrawal of savings

32

29

Alimony paid  b Recipient’s SSN �

36Add lines 23 through 31a and 32 through 35

28

Subtract line 36 from line 22. This is your adjusted gross income �

30

Adjusted
Gross
Income

37

If you did not
get a W-2,
see page 22.

Fo
rm

Married filing separately. Enter spouse’s SSN above
and full name here. �

Cat. No. 11320B

�

Label

Form 1040 (2005)

IRS Use Only—Do not write or staple in this space.

Head of household (with qualifying person). (See page 17.) If
the qualifying person is a child but not your dependent, enter
this child’s name here. �

Other income. List type and amount (see page 29)

Moving expenses. Attach Form 3903

32

26

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 78.

Boxes checked
on 6a and 6b
No. of children
on 6c who:

Dependents on 6c
not entered above

Add numbers on
lines above �

● lived with you
● did not live with
you due to divorce
or separation
(see page 20)

31a

34
Student loan interest deduction (see page 33) 33

36

Checking a box below will not
change your tax or refund.

Check here if you, or your spouse if filing jointly, want $3 to go to this fund (see page 16) � SpouseYou

(99)

Tuition and fees deduction (see page 34)

37

4

5

23Educator expenses (see page 29)

9bb Qualified dividends (see page 23)

24 Certain business expenses of reservists, performing artists, and
fee-basis government officials. Attach Form 2106 or 2106-EZ 24

25 Health savings account deduction. Attach Form 8889

28

2005

35 Domestic production activities deduction. Attach Form 8903 35

� �You must enter
your SSN(s) above.

2

29
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22,323

10,178
12,145

6,200
5,945

573

805

805
232
232

3-25-06

3-25-06

Charles R. Smith, Executor

Mary L. Smith

573

573

573

Married filing
jointly or
Qualifying
widow(er),
$10,000

Head of
household,
$7,300

Itemized deductions (from Schedule A) or your standard deduction (see left margin)

Add lines 64, 65, 66a, and 67 through 70. These are your total payments �

Page 2Form 1040 (2005)

Amount from line 37 (adjusted gross income)38 38

Check
if:

39a
Tax and
Credits

39a

Single or
Married filing
separately,
$5,000

If your spouse itemizes on a separate return or you were a dual-status alien, see page 35 and check here �b 39b

40 40

41Subtract line 40 from line 3841

42
If line 38 is over $109,475, or you provided housing to a person displaced by Hurricane Katrina,
see page 37. Otherwise, multiply $3,200 by the total number of exemptions claimed on line 6d

42

43Taxable income. Subtract line 42 from line 41. If line 42 is more than line 41, enter -0-43

44 44

49

53

Education credits. Attach Form 8863

48

Other credits. Check applicable box(es):

47

56

57
Add lines 47 through 55. These are your total credits
Subtract line 56 from line 46. If line 56 is more than line 46, enter -0- �

56

Self-employment tax. Attach Schedule SE

57

Other
Taxes

58

72

Social security and Medicare tax on tip income not reported to employer. Attach Form 4137
60Additional tax on IRAs, other qualified retirement plans, etc. Attach Form 5329 if required

59

61

Add lines 57 through 62. This is your total tax �

62 62

Federal income tax withheld from Forms W-2 and 109964 64

652005 estimated tax payments and amount applied from 2004 return65
Payments

66a

69Amount paid with request for extension to file (see page 59)

68

67Excess social security and tier 1 RRTA tax withheld (see page 59)

69

71
Payments from:70

73a73a

74 74

If line 71 is more than line 63, subtract line 63 from line 71. This is the amount you overpaid

75 75

Amount of line 72 you want refunded to you �
Refund

76

Amount of line 72 you want applied to your 2006 estimated tax �

Estimated tax penalty (see page 60)

Under penalties of perjury, I declare that I have examined this return and accompanying schedules and statements, and to the best of my knowledge and
belief, they are true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

76

You were born before January 2, 1941, Blind.

Spouse was born before January 2, 1941, Blind.

a Form 3800

b Form 8801 c Form

a Form 2439 b Form 4136

60

Household employment taxes. Attach Schedule H

61

70

Amount
You Owe

Sign
Here

DateYour signature

Keep a copy
for your
records.

DateSpouse’s signature. If a joint return, both must sign.

Preparer’s SSN or PTINDatePreparer’s
signature

Check if
self-employed

Paid
Preparer’s
Use Only

Firm’s name (or
yours if self-employed),
address, and ZIP code

EIN

Phone no.

�
�

�

Your occupation

Tax (see page 37). Check if any tax is from:

Amount you owe. Subtract line 71 from line 63. For details on how to pay, see page 60 �

b

Direct deposit?
See page 59
and fill in 73b,
73c, and 73d.

Routing number

Account number

c Checking Savings

a Form(s) 8814 Form 4972

b
d

�

�

71

54

Retirement savings contributions credit. Attach Form 8880

58
59

Advance earned income credit payments from Form(s) W-2

72

�

Child tax credit (see page 41). Attach Form 8901 if required

Credits from:

52

Additional child tax credit. Attach Form 8812

67
68

Standard
Deduction
for—

Joint return?
See page 17.

Daytime phone number

( )

Earned income credit (EIC)

Credit for the elderly or the disabled. Attach Schedule R

45

46

Alternative minimum tax (see page 39). Attach Form 6251

Add lines 44 and 45 �

Credit for child and dependent care expenses. Attach Form 2441

50

If you have a
qualifying
child, attach
Schedule EIC.

45

46

66a

Spouse’s occupation

( )

Form 1040 (2005)

● People who
checked any
box on line
39a or 39b or
who can be
claimed as a
dependent,
see page 36.

● All others:

Designee’s
name �

Do you want to allow another person to discuss this return with the IRS (see page 61)?Third Party
Designee Phone

no. � ( )

Yes. Complete the following. No

Personal identification
number (PIN) �

55

Foreign tax credit. Attach Form 1116 if required

55
a Form 8396 b Form 8859

51

Adoption credit. Attach Form 8839

63 63

Type:

c Form 8885

Total boxes
checked �� �

51

49

53

48

47

54

52

50

66bNontaxable combat pay election �b
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John R. (Deceased) & Mary L. Smith 234 00 7890

6,061
22,323

1,674
4,387

891

1,100

1,991

3,800

3,800

10,178

OMB No. 1545-0074SCHEDULES A&B Schedule A—Itemized Deductions
(Form 1040)

(Schedule B is on back)
Department of the Treasury
Internal Revenue Service � Attach to Form 1040.

Attachment
Sequence No. 07

Name(s) shown on Form 1040 Your social security number

Caution. Do not include expenses reimbursed or paid by others.Medical
and
Dental
Expenses

1Medical and dental expenses (see page A-2)1
22

3Multiply line 2 by 7.5% (.075)3
Subtract line 3 from line 1. If line 3 is more than line 1, enter -0-4 4

5
State and local (check only one box):5Taxes You 

Paid

6Real estate taxes (see page A-5)6

Other taxes. List type and amount �8

(See
page A-2.)

8
Add lines 5 through 89 9

Home mortgage interest and points reported to you on Form 109810Interest
You Paid

10

Home mortgage interest not reported to you on Form 1098. If paid
to the person from whom you bought the home, see page A-6
and show that person’s name, identifying no., and address �

11
(See
page A-5.)

11

12
Points not reported to you on Form 1098. See page A-6
for special rules

12

13 Investment interest. Attach Form 4952 if required. (See
page A-6.) 13

14 14Add lines 10 through 13

Gifts to 
Charity 15a

15a Total gifts by cash or check. If you made any gift of $250
or more, see page A-7

16
Other than by cash or check. If any gift of $250 or more,
see page A-7. You must attach Form 8283 if over $500

16

17Carryover from prior year17
18 Add lines 15a, 16, and 17 18

Casualty or theft loss(es). Attach Form 4684. (See page A-8.)19
Casualty and 
Theft Losses 19

Unreimbursed employee expenses—job travel, union
dues, job education, etc. Attach Form 2106 or 2106-EZ
if required. (See page A-8.) �

20Job Expenses
and Certain
Miscellaneous
Deductions

22 Other expenses—investment, safe deposit box, etc. List
type and amount �

(See
page A-8.)

Add lines 20 through 2223
Enter amount from Form 1040, line 3824
Multiply line 24 by 2% (.02)25
Subtract line 25 from line 23. If line 25 is more than line 23, enter -0-26 26

Other—from list on page A-9. List type and amount � 27Other
Miscellaneous
Deductions 27

28Total
Itemized
Deductions 28

Schedule A (Form 1040) 2005For Paperwork Reduction Act Notice, see Form 1040 instructions.

24

20

22
23

If you made a
gift and got a
benefit for it,
see page A-7.

25

Enter amount from Form 1040, line 38

No. Your deduction is not limited. Add the amounts in the far right column
for lines 4 through 27. Also, enter this amount on Form 1040, line 40.

Yes. Your deduction may be limited. See page A-9 for the amount to enter.

Cat. No. 11330X

�

Note.
Personal
interest is
not
deductible.

�

7Personal property taxes7

21Tax preparation fees21

Is Form 1040, line 38, over $145,950 (over $72,975 if married filing separately)?

(99) � See Instructions for Schedules A&B (Form 1040).

a Income taxes, or
b General sales taxes (see page A-3) �

2005

If you elect to itemize deductions even though they are less than your standard deduction, check here �29

b Gifts by cash or check after August
27, 2005, that you elect to treat as
qualified contributions (see page A-7) 15b

�
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First S&L of Juneville

Mayflower Bank of Juneville

1,900

400

3,140

-0-
3,140

�

�

Series EE U.S. Savings Bonds -- Interest
Includible Before Decedent’s Death

840

Page 2OMB No. 1545-0074Schedules A&B (Form 1040) 2005

Name(s) shown on Form 1040. Do not enter name and social security number if shown on other side. Your social security number

Attachment
Sequence No. 08Schedule B—Interest and Ordinary Dividends

Part I
Interest
(See page B-1
and the
instructions for
Form 1040,
line 8a.)

AmountList name of payer. If any interest is from a seller-financed mortgage and the
buyer used the property as a personal residence, see page B-1 and list this
interest first. Also, show that buyer’s social security number and address �

1

Note. If you
received a Form
1099-INT, Form
1099-OID, or
substitute
statement from
a brokerage firm,
list the firm’s
name as the
payer and enter
the total interest
shown on that
form.

1

2Add the amounts on line 12

3
Excludable interest on series EE and I U.S. savings bonds issued after 1989.
Attach Form 8815

3

Subtract line 3 from line 2. Enter the result here and on Form 1040, line 8a �4 4

Part II
Ordinary
Dividends

Amount

(See page B-1
and the
instructions for
Form 1040,
line 9a.)

5 List name of payer �

Note. If you
received a Form
1099-DIV or
substitute
statement from
a brokerage firm,
list the firm’s
name as the
payer and enter
the ordinary
dividends shown
on that form.

5

66 Add the amounts on line 5. Enter the total here and on Form 1040, line 9a �

For Paperwork Reduction Act Notice, see Form 1040 instructions. Schedule B (Form 1040) 2005

Note. If line 4 is over $1,500, you must complete Part III.

Note. If line 6 is over $1,500, you must complete Part III.

You must complete this part if you (a) had over $1,500 of taxable interest or ordinary dividends; or (b) had
a foreign account; or (c) received a distribution from, or were a grantor of, or a transferor to, a foreign trust.Part III

Foreign
Accounts
and Trusts

NoYes

At any time during 2005, did you have an interest in or a signature or other authority over a financial
account in a foreign country, such as a bank account, securities account, or other financial account?
See page B-2 for exceptions and filing requirements for Form TD F 90-22.1

7a

b If “Yes,” enter the name of the foreign country � 
(See
page B-2.) During 2005, did you receive a distribution from, or were you the grantor of, or transferor to, a

foreign trust? If “Yes,” you may have to file Form 3520. See page B-2
8
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John R. (Deceased) & Mary L. Smith 234 00 7890

House, 137 Main Street
Juneville, ME 00000 �

12,000

260

410

350

700

1,720

2,097
3,817

8,183

8,183

8,183

12,000

410

1,720

2,097

SCHEDULE E OMB No. 1545-0074Supplemental Income and Loss
(Form 1040) (From rental real estate, royalties, partnerships,

S corporations, estates, trusts, REMICs, etc.)
� Attach to Form 1040 or Form 1041. � See Instructions for Schedule E (Form 1040).

Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 13

Your social security numberName(s) shown on return

Income or Loss From Rental Real Estate and Royalties Note. If you are in the business of renting personal property, use
Schedule C or C-EZ (see page E-3). Report farm rental income or loss from Form 4835 on page 2, line 40.

List the type and location of each rental real estate property:1

A

B

C

NoYes2

A

B

C
Properties Totals

(Add columns A, B, and C.)Income: CBA
3 33 Rents received

4 Royalties received 44

Expenses:
5Advertising5
6Auto and travel (see page E-4)6
7Cleaning and maintenance7
8Commissions8
9Insurance9

1010 Legal and other professional fees
11

Mortgage interest paid to banks,
etc. (see page E-4) 12

11

12

Other interest

12

13

Repairs
13

14

Supplies
14

15

Taxes
15

16

Utilities
16

1717
Other (list) �18

18

1919Add lines 5 through 1819

Depreciation expense or depletion
(see page E-4)

20
20 20
21Total expenses. Add lines 19 and 2021

Income or (loss) from rental real
estate or royalty properties.
Subtract line 21 from line 3 (rents)
or line 4 (royalties). If the result is
a (loss), see page E-5 to find out
if you must file Form 6198

22

22

Deductible rental real estate loss.
Caution. Your rental real estate
loss on line 22 may be limited. See
page E-5 to find out if you must
f i le  Form 8582. Real estate
professionals must complete line
43 on page 2

23

)( )()(23
2424 Income. Add positive amounts shown on line 22. Do not include any losses

)(25Losses. Add royalty losses from line 22 and rental real estate losses from line 23. Enter total losses here25
26 Total rental real estate and royalty income or (loss). Combine lines 24 and 25. Enter the result here.

If Parts II, III, IV, and line 40 on page 2 do not apply to you, also enter this amount on Form 1040, 
line 17. Otherwise, include this amount in the total on line 41 on page 2 26

For Paperwork Reduction Act Notice, see page E-7 of the instructions. Cat. No. 11344L Schedule E (Form 1040) 2005

Part I

Management fees

(99)

For each rental real estate property
listed on line 1, did you or your family
use it during the tax year for personal
purposes for more than the greater of:
● 14 days or
● 10% of the total days rented at

fair rental value?
(See page E-3.)

2005
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John R. (Deceased) & Mary L. Smith 234-00-7890

4-05 50,000 886

1,211

2,097

OMB No. 1545-0172Depreciation and Amortization4562Form
(Including Information on Listed Property)

Department of the Treasury
Internal Revenue Service

Attachment
Sequence No. 67� See separate instructions.

Identifying numberName(s) shown on return Business or activity to which this form relates

Election To Expense Certain Property Under Section 179
Note: If you have any listed property, complete Part V before you complete Part I.

$105,0001Maximum amount. See the instructions for a higher limit for certain businesses1
2Total cost of section 179 property placed in service (see instructions)2

$420,0003Threshold cost of section 179 property before reduction in limitation3
4Reduction in limitation. Subtract line 3 from line 2. If zero or less, enter -0-4

Dollar limitation for tax year. Subtract line 4 from line 1. If zero or less, enter -0-. If married filing
separately, see instructions

5
5

(a) Description of property (b) Cost (business use only) (c) Elected cost

6

7Listed property. Enter the amount from line 297
88 Total elected cost of section 179 property. Add amounts in column (c), lines 6 and 7
9Tentative deduction. Enter the smaller of line 5 or line 89

10Carryover of disallowed deduction from line 13 of your 2004 Form 456210
11Business income limitation. Enter the smaller of business income (not less than zero) or line 5 (see instructions)11
12Section 179 expense deduction. Add lines 9 and 10, but do not enter more than line 1112

13 Carryover of disallowed deduction to 2006. Add lines 9 and 10, less line 12 � 13
Note: Do not use Part II or Part III below for listed property. Instead, use Part V.

MACRS Depreciation (Do not include listed property.) (See instructions.)

(b) Month and
year placed in

service

(c) Basis for depreciation
(business/investment use

only—see instructions)

(d) Recovery
period(a) (e) Convention (f) Method (g) Depreciation deduction

Section B—Assets Placed in Service During 2005 Tax Year Using the General Depreciation System

3-year property19a
5-year propertyb
7-year propertyc

10-year propertyd
15-year propertye
20-year propertyf

S/LMM27.5 yrs.Residential rental
property

h
S/LMM27.5 yrs.
S/LMMNonresidential real

property
i

S/LMM
Section C—Assets Placed in Service During 2005 Tax Year Using the Alternative Depreciation System

S/L20a Class life
12 yrs. S/Lb 12-year
40 yrs. MM S/Lc 40-year

Special Depreciation Allowance and Other Depreciation (Do not include listed property.) (See instructions.)

MACRS deductions for assets placed in service in tax years beginning before 200517 17

15Property subject to section 168(f)(1) election15
Other depreciation (including ACRS)16 16

Summary (see instructions)
2121 Listed property. Enter amount from line 28

Total. Add amounts from line 12, lines 14 through 17, lines 19 and 20 in column (g), and line 21.
Enter here and on the appropriate lines of your return. Partnerships and S corporations—see instr.

22
22

23 For assets shown above and placed in service during the current year,
enter the portion of the basis attributable to section 263A costs 23

Form 4562  (2005) (Rev. 1-2006)For Paperwork Reduction Act Notice, see separate instructions. Cat. No. 12906N

Part IV

Part I

Part II

Part III

� Attach to your tax return.

39 yrs.

Section A

18 If you are electing to group any assets placed in service during the tax year into one or more
general asset accounts, check here �

Classification of property

25-year propertyg 25 yrs. S/L

Special allowance for certain aircraft, certain property with a long production period, and qualified NYL
or GO Zone property (other than listed property) placed in service during the tax year (see instructions)

14
14

(Rev. January 2006) 2005
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Estate of John R. Smith

Charles R. Smith, Executor

6406 Mayflower St.

Juneville, ME 00000
�

10 01234

4-9-05

IRD Salary and Vacation Pay

2,250
750

200

12,000
15,200

2,250

325

2,575
12,625
2,000

600
2,600
10,025
2,486

�

3-24-06Charles R. Smith

2,486

121 629

Department of the Treasury—Internal Revenue Service

Fo
rm 1041 U.S. Income Tax Return for Estates and Trusts OMB No. 1545-0092

For calendar year 2005 or fiscal year beginning , 2005, and ending , 20
Name of estate or trust (If a grantor type trust, see page 12 of the instructions.) C

A

Decedent’s estate

Name and title of fiduciary D
Simple trust

Complex trust

Number, street, and room or suite no. (If a P.O. box, see page 12 of the instructions.)

Grantor type trust

E Nonexempt charitable and split-
interest trusts, check applicable
boxes (see page 13 of the instr.):

Bankruptcy estate–Ch. 7

City or town, state, and ZIP code

Pooled income fund

Described in section 4947(a)(1)

Check
applicable
boxes:

Initial return Final return Amended return

Not a private foundation

Change in fiduciary’s name Change in fiduciary’s address

Described in section 4947(a)(2)

11 Interest income
2a2a Total ordinary dividends

3Business income or (loss) (attach Schedule C or C-EZ (Form 1040))3
4Capital gain or (loss) (attach Schedule D (Form 1041))4
5Rents, royalties, partnerships, other estates and trusts, etc. (attach Schedule E (Form 1040))5In

co
m

e

6Farm income or (loss) (attach Schedule F (Form 1040))6
7Ordinary gain or (loss) (attach Form 4797)7

Other income. List type and amount8 8
Total income. Combine lines 1, 2a, and 3 through 8 �9 9

10Interest. Check if Form 4952 is attached �10
11Taxes11
12Fiduciary fees12
13Charitable deduction (from Schedule A, line 7)13
14Attorney, accountant, and return preparer fees14

Other deductions not subject to the 2% floor (attach schedule)15a 15a

b Allowable miscellaneous itemized deductions subject to the 2% floor 15b

D
ed

uc
ti

o
ns

16Add lines 10 through 15b �16
Adjusted total income or (loss). Subtract line 16 from line 917

1818 Income distribution deduction (from Schedule B, line 15) (attach Schedules K-1 (Form 1041))
1919 Estate tax deduction (including certain generation-skipping taxes) (attach computation)
20Exemption20

Add lines 18 through 20 �21 21
2222 Taxable income. Subtract line 21 from line 17. If a loss, see page 20 of the instructions
23Total tax (from Schedule G, line 7)23

24aPayments: a 2005 estimated tax payments and amount applied from 2004 return24
24bb Estimated tax payments allocated to beneficiaries (from Form 1041-T)
24cSubtract line 24b from line 24ac
24dTax paid with Form 7004 (see page 20 of the instructions)d
24eFederal income tax withheld. If any is from Form(s) 1099, check �e
24hOther payments: f Form 2439 ; g Form 4136 ; Total �

25Total payments. Add lines 24c through 24e, and 24h �25

Ta
x 

an
d

 P
ay

m
en

ts

2626
27Tax due. If line 25 is smaller than the total of lines 23 and 26, enter amount owed27
28Overpayment. If line 25 is larger than the total of lines 23 and 26, enter amount overpaid28

Amount of line 28 to be: a Credited to 2006 estimated tax � ; b Refunded � 2929

Cat. No. 11370H Form 1041 (2005)For Privacy Act and Paperwork Reduction Act Notice, see the separate instructions.

Employer identification number

Date entity created

Type of entity (see instr.):

F

Pooled mortgage account (see page 14 of the instructions):G Bought Sold Date:

Number of Schedules K-1
attached (see
instructions) �

B

Bankruptcy estate–Ch. 11

Estimated tax penalty (see page 20 of the instructions)

Under penalties of perjury, I declare that I have examined this return, including accompanying schedules and statements, and to the best of my knowledge and belief, it is true,
correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.Sign

Here
EIN of fiduciary if a financial institutionDateSignature of fiduciary or officer representing fiduciary

Date Preparer’s SSN or PTINPreparer’s
signature

Check if
self-employed

Paid
Preparer’s
Use Only

Firm’s name (or
yours if self-employed),
address, and ZIP code

EIN

Phone no. ( )

May the IRS discuss this return
with the preparer shown below
(see instr.)? Yes No�

�
�

�

Qualified disability trust

ESBT (S portion only)

Qualified dividends allocable to: (1) Beneficiaries (2) Estate or trustb

2005

Change in fiduciary

Change in trust’s name

17

1

12,625
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12,625

(200)
12,425

2,000
2,000

2,000
12,425
2,000

2,486

2,486

2,486
-0-

2,486

�

�

�

�

�

�

Form 1041 (2005) Page 2
Charitable Deduction. Do not complete for a simple trust or a pooled income fund.

1Amounts paid or permanently set aside for charitable purposes from gross income (see page 21)1
2 2

33
4

Tax-exempt income allocable to charitable contributions (see page 21 of the instructions)

4

5

Subtract line 2 from line 1

5

Charitable deduction. Subtract line 6 from line 5. Enter here and on page 1, line 13

6
6

Income Distribution Deduction
11 Adjusted total income (see page 22 of the instructions)
2Adjusted tax-exempt interest2

Total net gain from Schedule D (Form 1041), line 15, column (1) (see page 22 of the instructions)3 3

Enter amount from Schedule A, line 4 (reduced by any allocable section 1202 exclusion)4 4

Capital gains for the tax year included on Schedule A, line 1 (see page 22 of the instructions)5 5

6 Enter any gain from page 1, line 4, as a negative number. If page 1, line 4, is a loss, enter the
loss as a positive number 6

7
8

7Distributable net income (DNI). Combine lines 1 through 6. If zero or less, enter -0-

9

8

10

If a complex trust, enter accounting income for the tax year as
determined under the governing instrument and applicable local law

9

11

Income required to be distributed currently
10Other amounts paid, credited, or otherwise required to be distributed

12

11

13

Total distributions. Add lines 9 and 10. If greater than line 8, see page 22 of the instructions
12

14

Enter the amount of tax-exempt income included on line 11
13Tentative income distribution deduction. Subtract line 12 from line 11

15
14Tentative income distribution deduction. Subtract line 2 from line 7. If zero or less, enter -0-
15Income distribution deduction. Enter the smaller of line 13 or line 14 here and on page 1, line 18

Tax Computation (see page 23 of the instructions)

1d

Tax:1

2aForeign tax credit (attach Form 1116)2a
2bb Other nonbusiness credits (attach schedule)

General business credit. Enter here and check which forms are attached:c
2cForm 3800
2dCredit for prior year minimum tax (attach Form 8801)d

3Total credits. Add lines 2a through 2d �3
4Subtract line 3 from line 1d. If zero or less, enter -0- 4
5Recapture taxes. Check if from:5

Alternative minimum tax (from Schedule I, line 56)

7Total tax. Add lines 4 through 6. Enter here and on page 1, line 23 �7

Schedule B

Schedule A

Schedule G

Section 1202 exclusion allocable to capital gains paid or permanently set aside for charitable
purposes (see page 21 of the instructions)

77

Tax on taxable income (see page 23 of the instructions)
b

Total. Add lines 1a through 1c �

Tax on lump-sum distributions (attach Form 4972)

d

1a
1b

Other Information NoYes
Did the estate or trust receive tax-exempt income? If “Yes,” attach a computation of the allocation of expenses1

2 Did the estate or trust receive all or any part of the earnings (salary, wages, and other compensation) of any
individual by reason of a contract assignment or similar arrangement?
At any time during calendar year 2005, did the estate or trust have an interest in or a signature or other authority
over a bank, securities, or other financial account in a foreign country?

3

4

5

If this is an estate or a complex trust making the section 663(b) election, check here (see page 25) �6
To make a section 643(e)(3) election, attach Schedule D (Form 1041), and check here (see page 25) �

If the decedent’s estate has been open for more than 2 years, attach an explanation for the delay in closing the estate, and check here �

7

Enter the amount of tax-exempt interest income and exempt-interest dividends � $

a

Did the estate or trust receive, or pay, any qualified residence interest on seller-provided financing? If “Yes,”
see page 25 for required attachment

8

Forms (specify) �

Form 4255 Form 8611
6Household employment taxes. Attach Schedule H (Form 1040)6

Capital gains for the tax year allocated to corpus and paid or permanently set aside for charitable purposes
Add lines 3 and 4

Are any present or future trust beneficiaries skip persons? See page 26 of the instructions9

1cc

See page 25 of the instructions for exceptions and filing requirements for Form TD F 90-22.1. If “Yes,” enter
the name of the foreign country �

Form 1041 (2005)

During the tax year, did the estate or trust receive a distribution from, or was it the grantor of, or transferor to,
a foreign trust? If “Yes,” the estate or trust may have to file Form 3520. See page 25 of the instructions

-0-
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12,625

2,250

14,875

2,000
12,875

2,000

14,875

200

14,675

2,000
2,000

2,000

14,675

2,000

Schedule I

44

Part I—Estate’s or Trust’s Share of Alternative Minimum Taxable Income
1Adjusted total income or (loss) (from page 1, line 17)1
2Interest2
3Taxes3

5Refund of taxes5
6Depletion (difference between regular tax and AMT)6
7Net operating loss deduction. Enter as a positive amount7

( )

8Interest from specified private activity bonds exempt from the regular tax8
9Qualified small business stock (see page 27 of the instructions)9

Exercise of incentive stock options (excess of AMT income over regular tax income)10 10
11Other estates and trusts (amount from Schedule K-1 (Form 1041), box 12, code A)11
12Electing large partnerships (amount from Schedule K-1 (Form 1065-B), box 6)12
13Disposition of property (difference between AMT and regular tax gain or loss)13
14Depreciation on assets placed in service after 1986 (difference between regular tax and AMT)14
15Passive activities (difference between AMT and regular tax income or loss)15
16Loss limitations (difference between AMT and regular tax income or loss)16
17Circulation costs (difference between regular tax and AMT)17
18Long-term contracts (difference between AMT and regular tax income)18
19Mining costs (difference between regular tax and AMT)19
2020
2121

Research and experimental costs (difference between regular tax and AMT)
Income from certain installment sales before January 1, 1987

22Intangible drilling costs preference22
Other adjustments, including income-based related adjustments23 23

24Alternative tax net operating loss deduction (See the instructions for the limitation that applies.)24

26
27

28

29

Note: Complete Part II below before going to line 26.
Income distribution deduction from Part II, line 44
Estate tax deduction (from page 1, line 19)
Add lines 26 and 27
Estate’s or trust’s share of alternative minimum taxable income. Subtract line 28 from line 25

28

Form 1041 (2005) Page 3
Alternative Minimum Tax (see pages 26 through 32 of the instructions)

4 Miscellaneous itemized deductions (from page 1, line 15b)

Adjusted alternative minimum taxable income. Combine lines 1 through 2425 25

● $22,500 or less, stop here and enter -0- on Schedule G, line 1c. The estate or trust is not
liable for the alternative minimum tax.
● Over $22,500, but less than $165,000, go to line 45.
● $165,000 or more, enter the amount from line 29 on line 51 and go to line 52.

If line 29 is:

27
26

Form 1041 (2005)

4

29

( )

( )

Part II—Income Distribution Deduction on a Minimum Tax Basis

31
Adjusted alternative minimum taxable income (see page 30 of the instructions)

31
32

Adjusted tax-exempt interest (other than amounts included on line 8)
32

33

Total net gain from Schedule D (Form 1041), line 15, column (1). If a loss, enter -0-
33 Capital gains for the tax year allocated to corpus and paid or permanently set aside for charitable

purposes (from Schedule A, line 4)
34

34
Capital gains paid or permanently set aside for charitable purposes from gross income (see page
30 of the instructions)

35 35 ( )

36
Capital gains computed on a minimum tax basis included on line 25

36 Capital losses computed on a minimum tax basis included on line 25. Enter as a positive amount
37

37
38

Distributable net alternative minimum taxable income (DNAMTI). Combine lines 30 through 36.
If zero or less, enter -0-

38
39

Income required to be distributed currently (from Schedule B, line 9)
39

40
Other amounts paid, credited, or otherwise required to be distributed (from Schedule B, line 10)

40
41

Total distributions. Add lines 38 and 39

42 42
Tax-exempt income included on line 40 (other than amounts included on line 8)

43

Tentative income distribution deduction on a minimum tax basis. Subtract line 41 from line 40
43 Tentative income distribution deduction on a minimum tax basis. Subtract line 31 from line 37.

If zero or less, enter -0-
44 Income distribution deduction on a minimum tax basis. Enter the smaller of line 42 or

line 43. Enter here and on line 26

41

3030

44
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N/A

Page 4Form 1041 (2005)

Part III—Alternative Minimum Tax
4545 Exemption amount

$75,00047Phase-out of exemption amount47

49Multiply line 48 by 25% (.25)49
50Subtract line 49 from line 45. If zero or less, enter -0-50
51Subtract line 50 from line 4651

52

52

54Tentative minimum tax. Subtract line 53 from line 5254
Enter the tax from Schedule G, line 1a (minus any foreign tax credit from Schedule G, line 2a)55
Alternative minimum tax. Subtract line 55 from line 54. If zero or less, enter -0-. Enter here and
on Schedule G, line 1c 56

53 Alternative minimum foreign tax credit (see page 30 of the instructions) 53

● $175,000 or less, multiply line 51 by 26% (.26).
● Over $175,000, multiply line 51 by 28% (.28) and subtract $3,500 from the result

$22,500
46Enter the amount from line 2946

48Subtract line 47 from line 46. If zero or less, enter -0-48

56

Go to Part IV of Schedule I to figure line 52 if the estate or trust has qualified dividends or has
a gain on lines 14a and 15 of column (2) of Schedule D (Form 1041) (as refigured for the AMT,
if necessary). Otherwise, if line 51 is—

55

00

00

Form 1041 (2005)

58

59

Part IV—Line 52 Computation Using Maximum Capital Gains Rates

Enter the amount from line 51

Enter the amount from Schedule D (Form 1041), line 22, line 13 of the
Schedule D Tax Worksheet, or line 4 of the Qualified Dividends Tax
Worksheet, whichever applies (as refigured for the AMT, if necessary)

Enter the amount from Schedule D (Form 1041), line 14b, column (2)
(as refigured for the AMT, if necessary). If you did not complete
Schedule D for the regular tax or the AMT, enter -0-

If you did not complete a Schedule D Tax Worksheet for the regular tax
or the AMT, enter the amount from line 58. Otherwise, add lines 58 and
59 and enter the smaller of that result or the amount from line 10 of the
Schedule D Tax Worksheet (as refigured for the AMT, if necessary)

Subtract line 61 from line 57
If line 62 is $175,000 or less, multiply line 62 by 26% (.26). Otherwise, multiply line 62 by
28% (.28) and subtract $3,500 from the result �

Maximum amount subject to the 5% rate

Enter the smaller of line 57 or line 58

Enter the smaller of line 74 or line 75 here and on line 52

57

58

59

60

64

67

69
70
71

72
73
74

57

62
63

62

63

Caution: If you did not complete Part V of Schedule D (Form 1041), the Schedule D Tax Worksheet,
or the Qualified Dividends Tax Worksheet, see page 32 of the instructions before completing this part.

71

75

Multiply line 68 by 5% (.05) �

76
75

Enter the smaller of line 57 or line 6061 61

65

Enter the smaller of line 66 or line 6768

66

Subtract line 68 from line 67
Multiply line 70 by 15% (.15) �

Subtract line 67 from line 61 72

Multiply line 72 by 25% (.25) �

Add lines 63, 69, 71, and 73
If line 57 is $175,000 or less, multiply line 57 by 26% (.26). Otherwise, multiply line 57 by
28% (.28) and subtract $3,500 from the result

64

60

If line 59 is zero or blank, skip lines 72 and 73 and go to line 74. Otherwise, go to line 72.

70

73
74

76

69

Enter the amount from line 23 of Schedule D (Form 1041), line 14 of
the Schedule D Tax Worksheet, or line 5 of the Qualified Dividends
Tax Worksheet, whichever applies (as figured for the regular tax). If
you did not complete Schedule D or either worksheet for the regular
tax, enter -0-

65

Subtract line 65 from line 64. If zero or less, enter -0-66
67
68

$2,000 00
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Estate of John R. Smith 10 0123456

Coin Collection 4-9-05 9-23-05 3,000 2,800

200 200

200

200 200

200 200

200

OMB No. 1545-0092SCHEDULE D
Capital Gains and Losses(Form 1041)

� Attach to Form 1041, Form 5227, or Form 990-T. See the separate
instructions for Form 1041 (also for Form 5227 or Form 990-T, if applicable).

Department of the Treasury
Internal Revenue Service

Employer identification numberName of estate or trust

Note: Form 5227 filers need to complete only Parts I and II.

Short-Term Capital Gains and Losses—Assets Held One Year or Less

1

2Short-term capital gain or (loss) from Forms 4684, 6252, 6781, and 88242
33 Net short-term gain or (loss) from partnerships, S corporations, and other estates or trusts

)
Short-term capital loss carryover. Enter the amount, if any, from line 9 of the 2004 Capital Loss
Carryover Worksheet

4

Net short-term gain or (loss). Combine lines 1 through 4 in column (f). Enter here and on line 13,
column (3) below �

5

Long-Term Capital Gains and Losses—Assets Held More Than One Year

6

7Long-term capital gain or (loss) from Forms 2439, 4684, 6252, 6781, and 88247
8Net long-term gain or (loss) from partnerships, S corporations, and other estates or trusts8

Capital gain distributions9 9

Gain from Form 4797, Part I10 10

11
11

12

Long-term capital loss carryover. Enter the amount, if any, from line 14 of the 2004 Capital Loss
Carryover Worksheet
Net long-term gain or (loss). Combine lines 6 through 11 in column (f). Enter here and on line 14a,
column (3) below � 12

(2) Estate’s
or trust’s

(1) Beneficiaries’
(see page 36)

(3) Total
Summary of Parts I and II

14b

13
14 Net long-term gain or (loss):

Note: If line 15, column (3), is a net gain, enter the gain on Form 1041, line 4. If lines 14a and 15, column (2), are net gains, go to
Part V, and do not complete Part IV. If line 15, column (3), is a net loss, complete Part IV and the Capital Loss Carryover Worksheet,
as necessary.

For Paperwork Reduction Act Notice, see the Instructions for Form 1041. Schedule D (Form 1041) 2005Cat. No. 11376V

Part I

Part II

Part III

(c) Date sold
(mo., day, yr.)

(b) Date
acquired

(mo., day, yr.)
(d) Sales price (e) Cost or other basis

(see page 34)
(a) Description of property
(Example, 100 shares 7%

preferred of “Z” Co.)

(f) Gain or (Loss)
for the entire year
(col. (d) less col. (e))

(c) Date sold
(mo., day, yr.)

(b) Date
acquired

(mo., day, yr.)
(d) Sales price (e) Cost or other basis

(see page 34)
(a) Description of property
(Example, 100 shares 7%

preferred of “Z” Co.)

(f) Gain or (Loss)
for the entire year
(col. (d) less col. (e))

Net short-term gain or (loss)

b

c

14a

13

(4

)(

15Total net gain or (loss). Combine lines 13 and 14a �15

Unrecaptured section 1250 gain (see line 18 of the
worksheet on page 35)

14c

5

28% rate gain or (loss)

Caution: Read the instructions before completing this part.

2005

a Total for year
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OMB No. 1545-0092

or tax year beginning , 2005

, 20

Schedule K-1
(Form 1041)

Information About the Estate or Trust

Beneficiary’s Share of Income, Deductions,
Credits, etc.

Department of the Treasury
Internal Revenue Service

2005

and ending

Part III

Part I

Part II

A Estate’s or trust’s employer identification number

B Estate’s or trust’s name

C Fiduciary’s name, address, city, state, and ZIP code

D Check if Form 1041-T was filed and enter the date it was filed

E Check if this is the final Form 1041 for the estate or trust

F Tax shelter registration number, if any

Information About the Beneficiary

G Check if Form 8271 is attached

H Beneficiary’s identifying number

I Beneficiary’s name, address, city, state, and ZIP code

J Domestic beneficiary Foreign beneficiary

Final K-1 Amended K-1

Beneficiary’s Share of Current Year Income,
Deductions, Credits, and Other Items

1 Interest income

2a Ordinary dividends

11 Final year deductions

3 Net short-term capital gain

4a

Cat. No. 11380D Schedule K-1 (Form 1041) 2005

� See back of form and instructions.

661105

Net long-term capital gain

4b 28% rate gain

4c Unrecaptured section 1250 gain

5 Other portfolio and
nonbusiness income

6 Ordinary business income

7 Net rental real estate income

8 Other rental income

10 Estate tax deduction

9 Directly apportioned deductions

13 Credits and credit recapture

14 Other information

For Paperwork Reduction Act Notice, see the Instructions for Form 1041.

2b Qualified dividends

*See attached statement for additional information.

Fo
r 

IR
S

 U
se

 O
nl

y

/ /

12 Alternative minimum tax adjustment

Note: A statement must be attached showing the
beneficiary’s share of income and directly apportioned
deductions from each business, rental real estate, and
other rental activity.

For calendar year 2005,

10-0123456

Estate of John R. Smith

Charles R. Smith, Executor
6406 Mayflower Street
Juneville, ME 00000

123-00-6789

James Smith
6407 Mayflower Street
Juneville, ME 00000

300

100

100

1,600

�
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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. 10,025
2. Enter qualified dividends, if any, from Form 1041, line 2b(2) . . . . . . . . . . 2. 629
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. -0-
6. Subtract line 5 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6. 629
7. Enter the smaller of line 14a, col. (2) or line 15, col. (2) from Sch. D . . . . . 7. 200
8. Enter the smaller of line 3 or line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . 8. -0-
9. Subtract line 8 from line 7. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9. 200

10. Add lines 6 and 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10. 829
11. Add lines 14b, column (2) and 14c, column (2) from Schedule D . . . . . . . . . . . . . . . . . . . 11. 200
12. Enter the smaller of line 9 or line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12. 200
13. Subtract line 12 from line 10. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13. 629
14. Subtract line 13 from line 1. If zero or less, enter -0-. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14. 9,396
15. Enter the smaller of line 1 or $1,950 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15. 1,950
16. Enter the smaller of line 14 or line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16. 1,950
17. Subtract line 10 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . 17. 9,196
18. Enter the larger of line 16 or line 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 18. 9,196

If lines 15 and 16 are the same, skip lines 19 through 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. 629
22. Enter the amount from line 19 (if line 19 is blank, enter -0-) . . . . . . . . . . . . . . . . . . . . . . . 22. -0-
23. Subtract line 22 from line 21. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 23. 629
24. Multiply line 23 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24. 94

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. 9,825
32. Subtract line 31 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32. 200
33. Multiply line 32 by 28% (.28) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 56
34. Figure the tax on the amount on line 18. Use the 2005 Tax Rate Schedule on page 23 . . . . . . . . . . . . . . . . . . . . . . . . 34. 2,336
35. Add lines 20, 24, 30, 33, and 34 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35. 2,486
36. Figure the tax on the amount on line 1. Use 2005 Tax Rate Schedule on page 23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36. 2,615
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. 2,486

*If applicable, enter instead the smaller amount entered on the dotted line next to line 4e of Form 4952.
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Table A. Checklist of Forms and Due Dates—For Executor, Administrator, or Personal Representative

Form No. Title Due Date

As soon as possible. The identification number must
SS-4 Application for Employer Identification Number be included in returns, statements, and other

documents.

56 Notice Concerning Fiduciary Relationship As soon as all necessary information is available.*

United States Estate (and Generation-Skipping Transfer) Tax706 9 months after date of decedent’s death.Return

6 months after cessation or disposition of706-A United States Additional Estate Tax Return special-use valuation property.

706-GS(D) Generation-Skipping Transfer Tax Return for Distributions See form instructions.

706-GS(D-1) Notification of Distribution From a Generation-Skipping Trust See form instructions.

706-GS(T) Generation-Skipping Transfer Tax Return for Terminations See form instructions.

United States Estate (and Generation-Skipping Transfer) Tax
706-NA Return, Estate of nonresident not a citizen of the United 9 months after date of decedent’s death.

States

712 Life Insurance Statement Part I to be filed with estate tax return.

1040 U.S. Individual Income Tax Return Generally, April 15th of the year after death.

1040NR U.S. Nonresident Alien Income Tax Return See form instructions.

1041 U.S. Income Tax Return for Estates and Trusts 15th day of 4th month after end of estate’s tax year.

U.S. Information Return—Trust Accumulation of Charitable1041-A April 15th.Amounts

1041-T Allocation of Estimated Tax Payments to Beneficiaries 65th day after end of estate’s tax year.

Generally, April 15, June 15, Sept. 15, and Jan. 151041-ES Estimated Income Tax for Estates and Trusts for calendar-year filers.

Annual Withholding Tax Return for U.S. Source Income of1042 March 15th.Foreign Persons

1042-S Foreign Person’s U.S. Source Income Subject to Withholding March 15th.

Statement of Person Claiming Refund Due a Deceased1310 See form instructions.Taxpayer

Application for Additional Extension of Time To File U.S. August 16th or the extended due date of decedent’s2688 Individual Income Tax Return income tax return.

Application for Extension of Time To File a Return and/or Pay4768 See form instructions.U.S. Estate (and Generation-Skipping Transfer) Taxes

Request for Prompt Assessment under Internal Revenue As soon as possible after filing Form 1040 or Form4810 Code Section 6501(d) 1041.

Application for Automatic Extension of Time To File U.S.4868 April 15th.Individual Income Tax Return

Report of Cash Payments Over $10,000 Received in a Trade8300 15th day after the date of the transaction.or Business

8822 Change of Address As soon as the address is changed.

* A personal representative must report the termination of the estate, in writing, to the Internal Revenue Service. Form 56 can be used for this purpose.
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Table B. Worksheet To Reconcile Amounts Reported in Name of Decedent on Information Returns (Forms
W–2, 1099–INT, 1099–DIV, etc.) (Keep for your records)

Name of Decedent Date of Death Decedent’s Social Security Number

Name of Personal Representative, Executor, or Administrator Estate’s Employer Identification Number (If Any)

A B C D
Amount

Enter part of reportable on Part of column C
Source Enter total amount amount in estate’s or that is income in

(list each payer) shown on column A beneficiary’s respect of a
information return reportable on income tax decedent

decedent’s final return (column A
return minus column B)

1. Wages

2. Interest income

3. Dividends

4. State income tax refund

5. Capital gains

6. Pension income

7. Rents, royalties

8. Taxes withheld*

9. Other items, such as social security,
business and farm income or loss,
unemployment compensation, etc.

* List each withholding agent (employer, etc.)
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• Search publications online by topic or ies have the Internal Revenue Code, reg-
keyword. ulations, Internal Revenue Bulletins, andHow To Get Tax Help

Cumulative Bulletins available for re-• View Internal Revenue Bulletins (IRBs)
search purposes.You can get help with unresolved tax issues, published in the last few years.

order free publications and forms, ask tax ques- • Services. You can walk in to your local• Figure your withholding allowances using
tions, and get information from the IRS in sev- Taxpayer Assistance Center every busi-our Form W-4 calculator.
eral ways. By selecting the method that is best ness day for personal, face-to-face tax• Sign up to receive local and national tax
for you, you will have quick and easy access to help. An employee can explain IRS let-news by email.
tax help. ters, request adjustments to your tax ac-• Get information on starting and operating

count, or help you set up a payment plan.Contacting your Taxpayer Advocate. If you a small business.
If you need to resolve a tax problem,have attempted to deal with an IRS problem

Phone. Many services are available have questions about how the tax lawunsuccessfully, you should contact your Tax-
by phone. applies to your individual tax return, orpayer Advocate.

you’re more comfortable talking withThe Taxpayer Advocate independently rep-
someone in person, visit your local Tax-resents your interests and concerns within the • Ordering forms, instructions, and publica-
payer Assistance Center where you canIRS by protecting your rights and resolving tions. Call 1-800-829-3676 to order
spread out your records and talk with anproblems that have not been fixed through nor- current-year forms, instructions, and pub-

mal channels. While Taxpayer Advocates can- IRS representative face-to-face. No ap-lications and prior-year forms and instruc-
not change the tax law or make a technical tax pointment is necessary, but if you prefer,tions. You should receive your order
decision, they can clear up problems that re- you can call your local Center and leavewithin 10 days.
sulted from previous contacts and ensure that a message requesting an appointment to• Asking tax questions. Call the IRS with
your case is given a complete and impartial resolve a tax account issue. A represen-your tax questions at 1-800-829-1040.
review. tative will call you back within 2 business• TTY/TDD equipment. If you have accessTo contact your Taxpayer Advocate: days to schedule an in-person appoint-

to TTY/TDD equipment, call
ment at your convenience. To find the• Call the Taxpayer Advocate toll free at 1-800-829-4059 to ask tax questions or
number, go to www.irs.gov/localcontacts1-877-777-4778. to order forms and publications.
or look in the phone book under United

• Call, write, or fax the Taxpayer Advocate • TeleTax topics. Call 1-800-829-4477 and States Government, Internal Revenue
office in your area. press 2 to listen to pre-recorded Service.

messages covering various tax topics.• Call 1-800-829-4059 if you are a Mail. You can send your order for• Refund information. If you would like toTTY/TDD user. forms, instructions, and publicationscheck the status of your 2005 refund, call
to the address below and receive a• Visit www.irs.gov/advocate. 1-800-829-4477 and press 1 for auto-

response within 10 business days after yourmated refund information or call
request is received.For more information, see Publication 1546, 1-800-829-1954. Be sure to wait at least

How To Get Help With Unresolved Tax National Distribution Center6 weeks from the date you filed your re-
Problems (now available in Chinese, Korean, P.O. Box 8903turn (3 weeks if you filed electronically).
Russian, and Vietnamese, in addition to English Bloomington, IL 61702-8903Have your 2005 tax return available be-and Spanish.

cause you will need to know your social CD-ROM for tax products. You can
Free tax services. To find out what services security number, your filing status, and order Publication 1796, IRS Tax
are available, get Publication 910, IRS Guide to the exact whole dollar amount of your Products CD-ROM, and obtain:
Free Tax Services. It contains a list of free tax refund. • A CD that is released twice so you havepublications and an index of tax topics. It also

the latest products. The first releasedescribes other free tax information services, Evaluating the quality of our telephone serv- ships in late December and the final re-including tax education and assistance pro- ices. To ensure that IRS representatives give lease ships in late February.grams and a list of TeleTax topics. accurate, courteous, and professional answers, • Current-year forms, instructions, and
we use several methods to evaluate the qualityInternet. You can access the IRS publications.
of our telephone services. One method is for awebsite 24 hours a day, 7 days a • Prior-year forms, instructions, and publi-week at www.irs.gov to: second IRS representative to sometimes listen

cations.in on or record telephone calls. Another is to ask• E-file your return. Find out about com- • Tax Map: an electronic research tool andsome callers to complete a short survey at themercial tax preparation and e-file serv- finding aid.end of the call.ices available free to eligible taxpayers. • Tax law frequently asked questions
Walk-in. Many products and services• Check the status of your 2005 refund.

(FAQs).are available on a walk-in basis.Click on Where’s My Refund. Be sure to
• Tax Topics from the IRS telephone re-wait at least 6 weeks from the date you

sponse system.filed your return (3 weeks if you filed • Products. You can walk in to many post • Fill-in, print, and save features for mostelectronically). Have your 2005 tax return offices, libraries, and IRS offices to pick
tax forms.available because you will need to know up certain forms, instructions, and publi-

your social security number, your filing • Internal Revenue Bulletins.cations. Some IRS offices, libraries, gro-
status, and the exact whole dollar • Toll-free and email technical support.cery stores, copy centers, city and county
amount of your refund. government offices, credit unions, and of- Buy the CD-ROM from National Technical Infor-

• Download forms, instructions, and publi- fice supply stores have a collection of mation Service (NTIS) at www.irs.gov/cdorders
cations. products available to print from a for $25 (no handling fee) or call 1-877-233-6767

• Order IRS products online. CD-ROM or photocopy from reproducible toll free to buy the CD-ROM for $25 (plus a $5
proofs. Also, some IRS offices and librar- handling fee).• Research your tax questions online.
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To help us develop a more useful index, please let us know if you have ideas for index entries.
Index See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.

Property, in kind . . . . . . . . . . . . 18 Substantial valuationA G
misstatement . . . . . . . . . . . . 13Accelerated death Gift, property . . . . . . . . . . . . . . . . 12

Personal representative:benefits . . . . . . . . . . . . . . . . . 5, 12 E
Defined . . . . . . . . . . . . . . . . . . . . . 2Archer MSA . . . . . . . . . . . . . . . 5, 11 Education savings account, I Duties . . . . . . . . . . . . . . . . . . . . . . 2Astronauts: Coverdell . . . . . . . . . . . . . . . 5, 11 Identification number, Fees received . . . . . . . . . . . . . . . 3Tax forgiveness . . . . . . . . . . . . . 7 Estate: application . . . . . . . . . . . . . . . . . 2 Penalty . . . . . . . . . . . . . . . . . . . 2, 3

Income tax return . . . . . . . . . . 14 Income: Two or more . . . . . . . . . . . . . . . 15
Insolvent . . . . . . . . . . . . . . . . . . . . 3B Community . . . . . . . . . . . . . . . . . 5 Prompt assessment,Nonresident alien . . . . . . . . . . 15 Distributable net income . . . . 17Basis: request . . . . . . . . . . . . . . . . . . . . 3Period of administration . . . . . 22 Distributed currently . . . . . . . . 20Inherited property . . . . . . . . . . 13 Public safety officers, deathTax deduction . . . . . . . . . . . . . . 11 Interest and dividend . . . . . . . . 5Joint interest property . . . . . . . 13 benefits . . . . . . . . . . . . . . . . . . . 14Termination . . . . . . . . . . . . . . . . 22 Partnership, final return . . . . . . 4Qualified joint interest . . . . . . . 13
Transfer of unused S corporation . . . . . . . . . . . . . . . 4Beneficiary:

deductions . . . . . . . . . . . . . . . 22 RSelf-employment . . . . . . . . . . . . 4Basis of property . . . . . . . . . . . 13
Estate tax deduction . . . . . . . . 11 Refund:Income in respect ofCharacter of
Estimated tax . . . . . . . . . . . 19, 23 File for decedent . . . . . . . . . . . . 3decedent . . . . . . . . . . . . . . . . 9, 10distributions . . . . . . . . . . . . . . 21

Military or terrorist actionExample:Excess deductions . . . . . . . . . 23 Income tax return of an estate:
deaths . . . . . . . . . . . . . . . . . . . . 7Comprehensive . . . . . . . . . . . . 23Income received . . . . . . . . . . . 14 Credits, tax, and

Decedent’s final return . . . . . . 24 Release from liability . . . . . . . . . 3Liability, estate’s income payments . . . . . . . . . . . . . . . . 19
Estate’s tax return . . . . . . . . . . 25tax . . . . . . . . . . . . . . . . . . . . . . 15 Exemption and Return:

Nonresident alien . . . . . . . . . . 15 deductions . . . . . . . . . . . . . . . 16Exemption: Decedent’s final . . . . . . . . . . . . . 3
Reporting distributions . . . . . . 21 Filing requirements . . . . . . . . . 14Estate’s tax return . . . . . . . . . . 16 Estate’s income tax . . . . . . . . . 14
Successor . . . . . . . . . . . . . . . . . 23 Income to include . . . . . . . . . . 15Final return for decedent . . . . . 5 Information . . . . . . . . . . . . . . . . 15
Treatment of Name, address, andExpenses: Roth IRA . . . . . . . . . . . . . . . . . . . . 11

distributions . . . . . . . . . . . . . . 20 signature . . . . . . . . . . . . . . . . 19Accrued . . . . . . . . . . . . . . . . . . . 17
Unused loss carryovers . . . . . 22 When and where to file . . . . . 19Administration . . . . . . . . . . . . . . 17 S

Bequest: Inherited IRAs . . . . . . . . . . . . . . . 14Deductions in respect of
Separate shares rule . . . . . . . . 18Defined . . . . . . . . . . . . . . . . . . . . 22 decedent . . . . . . . . . . . . . . . . 11 Inherited property . . . . . . . . . . . 12
Suggestions . . . . . . . . . . . . . . . . . 2Property received . . . . . . . . . . 12 Funeral . . . . . . . . . . . . . . . . . . . . 19 Installment obligations . . . . . . . 9,
Survivors:Medical . . . . . . . . . . . . . . . . . . 5, 19 16

Income . . . . . . . . . . . . . . . . . . . . 14Extension to file Form Insurance . . . . . . . . . . . . . . . . . . . 12C Tax benefits . . . . . . . . . . . . . . . . . 81041 . . . . . . . . . . . . . . . . . . . . . . 20Claim, credit or refund . . . . . . . 7
Combat zone . . . . . . . . . . . . . . . . . 7 J TFComments . . . . . . . . . . . . . . . . . . . 2 Joint return: Tax:Fiduciary relationship . . . . . . . . 3Coverdell education savings Revoked by personal Alternative minimum:Filing requirements:account (ESA) . . . . . . . . . . . 5, 11 representative . . . . . . . . . . . . 4 Estate . . . . . . . . . . . . . . . . . . . 19Decedent’s final return . . . . . . . 3 Who can file . . . . . . . . . . . . . . . . 4Credit: Individuals . . . . . . . . . . . . . . . . 6Estate’s tax return . . . . . . . . . . 14Child tax . . . . . . . . . . . . . . . . . . . . 6 Benefits, survivors . . . . . . . . . . . 8

Final return for decedent:Earned income . . . . . . . . . . . . . . 6 L Estimated, estate . . . . . . . 19, 23
Credits . . . . . . . . . . . . . . . . . . . . . 6Elderly or disabled . . . . . . . . . . . 6 Payments, final return . . . . . . . 6Losses:Exemption andFinal return for decedent . . . . . 6 Refund of income (claim) . . . . 4Deduction on final return . . . . . 6deductions . . . . . . . . . . . . . . . . 5General business . . . . . . . . . . . 6 Self-employment . . . . . . . . . . . . 6Estate’s tax return . . . . . . . . . . 17Filing requirements . . . . . . . . . . 3 Transfer of credit . . . . . . . . . . . 23
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See How To Get Tax Help for a variety of ways to get forms, including by computer, phone, and mail.

U.S. Individual Income Tax Return
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