
Userid: ________ Leading adjust: 16% ❏ Draft ❏ Ok to Print
PAGER/SGML Fileid: I1041.cvt (19-Dec-2003) (Init. & date)

Filename: D:\Epic\2003\i1041_31_afterRefs.sgm

Page 1 of 44 Instructions for Form 1041 and Schedules A, B, D, G, I, J, and K-1 10:39 -
19-DEC-2003

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

Department of the Treasury
Internal Revenue Service2003

Instructions for Form 1041
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U.S. Income Tax Return for Estates and Trusts
Section references are to the Internal Revenue Code unless otherwise noted.
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1-877-777-4778 (toll free). Persons who Abusive trust arrangements often useIncome Taxation of Trusts
have access to TTY/TDD equipment may trusts to hide the true ownership of assets

and Decedents’ Estatescall 1-800-829-4059 and ask for Taxpayer and income or to disguise the substance
Advocate assistance. If the estate or trust of transactions. These arrangementsA trust (except a grantor type trust) or a
prefers, it may call, write, or fax the frequently involve more than one trust,decedent’s estate is a separate legal
Taxpayer Advocate office in its area. See each holding different assets of theentity for Federal tax purposes. A
Pub. 1546, The Taxpayer Advocate taxpayer (e.g., the taxpayer’s business,decedent’s estate comes into existence at
Service of the IRS, for a list of addresses business equipment, home, automobile,the time of death of an individual. A trust
and fax numbers. etc.). Some trusts may hold interests inmay be created during an individual’s life

other trusts, purport to involve charities,(inter vivos) or at the time of his or her
death under a will (testamentary). If the or are foreign trusts. Funds may flow fromHow To Get Forms and
trust instrument contains certain one trust to another trust by way of rentalPublications provisions, then the person creating the agreements, fees for services, purchase
trust (the grantor) is treated as the owner agreements, and distributions.Personal Computer of the trust’s assets. Such a trust is a

Some of the abusive trustYou can access the IRS web site 24 grantor type trust. See page 5 for special
arrangements that have been identifiedhours a day, 7 days a week at rules for grantor trusts.
include unincorporated business trusts (orwww.irs.gov to:

A trust or decedent’s estate figures its organizations), equipment or service• Download forms, instructions, and
gross income in much the same manner trusts, family residence trusts, charitablepublications.
as an individual. Most deductions and trusts, and final trusts. In each of these• Order IRS products online.
credits allowed to individuals are also trusts, the original owner of the assets• See answers to frequently asked tax
allowed to estates and trusts. However, that are nominally subject to the trustquestions.
there is one major distinction. A trust or effectively retains the authority to cause• Search publications online by topic or
decedent’s estate is allowed an income financial benefits of the trust to be directlykeyword.
distribution deduction for distributions to or indirectly returned or made available to• Send us comments or request help by
beneficiaries. To figure this deduction, the the owner. For example, the trustee mayemail.
fiduciary must complete Schedule B. The be the promoter, or a relative or friend of• Sign up to receive local and national
income distribution deduction determines the owner who simply carries out thetax news by email.
the amount of any distributions taxed to directions of the owner whether or notYou can also reach us using file
the beneficiaries. permitted by the terms of the trust.transfer protocol at ftp.irs.gov.

For this reason, a trust or decedent’s When trusts are used for legitimateCD-ROM
estate sometimes is referred to as a business, family, or estate planningOrder Pub. 1796, Federal Tax Products “pass-through” entity. The beneficiary, purposes, either the trust, the beneficiary,on CD-ROM, and get: and not the trust or decedent’s estate, or the transferor to the trust will pay the• Current year forms, instructions, and pays income tax on his or her distributive tax on income generated by the trustpublications. share of income. Schedule K-1 (Form property. Trusts cannot be used to• Prior year forms, instructions, and 1041) is used to notify the beneficiaries of transform a taxpayer’s personal, living, orpublications. the amounts to be included on their educational expenses into deductible• Frequently requested tax forms that income tax returns. items, and will not seek to avoid taxmay be filled in electronically, printed out

liability by ignoring either the trueBefore preparing Form 1041, thefor submission, and saved for
ownership of income and assets or thefiduciary must figure the accountingrecordkeeping.
true substance of transactions. Therefore,income of the estate or trust under the will• The Internal Revenue Bulletin.
the tax results promised by the promotersor trust instrument and applicable localBuy the CD-ROM on the Internet at
of abusive trust arrangements are notlaw to determine the amount, if any, ofwww.irs.gov/cdorders from the National
allowable under the law, and theincome that is required to be distributed,Technical Information Service (NTIS) for
participants in and promoters of thesebecause the income distribution$22 (no handling fee) or call
arrangements may be subject to civil ordeduction is based, in part, on that1-877-CDFORMS (1-877-233-6767) toll
criminal penalties in appropriate cases.amount.free to buy the CD-ROM for $22 (plus a

$5 handling fee). For more details, including the legal
principles that control the proper taxAbusive TrustBy Phone and in Person treatment of these abusive trustArrangementsYou can order forms and publications 24 arrangements, see Notice 97-24, 1997-1

hours a day, 7 days a week, by calling Certain trust arrangements purport to C.B. 409.
1-800-TAX-FORM (1-800-829-3676). You reduce or eliminate Federal taxes in ways
can also get most forms and publications that are not permitted under the law. Definitionsat your local IRS office. Abusive trust arrangements typically are

promoted by the promise of tax benefits Beneficiarywith no meaningful change in theGeneral Instructions A beneficiary includes an heir, a legatee,taxpayer’s control over or benefit from the
or a devisee.taxpayer’s income or assets. ThePurpose of Form promised benefits may include reduction
Distributable Net Income (DNI)The fiduciary of a domestic decedent’s or elimination of income subject to tax;
The income distribution deductionestate, trust, or bankruptcy estate uses deductions for personal expenses paid by
allowable to estates and trusts forForm 1041 to report: the trust; depreciation deductions of an
amounts paid, credited, or required to be• The income, deductions, gains, losses, owner’s personal residence and
distributed to beneficiaries is limited toetc. of the estate or trust; furnishings; a stepped-up basis for
distributable net income (DNI). This• The income that is either accumulated property transferred to the trust; the
amount, which is figured on Schedule B,or held for future distribution or distributed reduction or elimination of
line 7, is also used to determine howcurrently to the beneficiaries; self-employment taxes; and the reduction
much of an amount paid, credited, or• Any income tax liability of the estate or or elimination of gift and estate taxes.
required to be distributed to a beneficiarytrust; and These promised benefits are inconsistent
will be includible in his or her gross• Employment taxes on wages paid to with the tax rules applicable to trust
income.household employees. arrangements.
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applicable local law to be distributed in • One or more U.S. persons have theIncome, Deductions, and
the year it is received. The fiduciary must authority to control all substantialCredits in Respect of a
be under a duty to distribute the income decisions of the trust (control test).Decedent currently, even if the actual distribution is See Regulations section 301.7701-7

Income. When completing Form 1041, not made until after the close of the trust’s for more information on the court and
you must take into account any items that tax year. See Regulations section control tests.
are income in respect of a decedent 1.651(a)-2. Also treated as a domestic trust is a
(IRD). trust (other than a trust treated as whollyFiduciary

owned by the grantor) that:In general, income in respect of a A fiduciary is a trustee of a trust; or an • Was in existence on August 20, 1996,decedent is income that a decedent was executor, executrix, administrator, • Was treated as a domestic trust onentitled to receive but that was not administratrix, personal representative, or August 19, 1996, andproperly includible in the decedent’s final person in possession of property of a • Elected to continue to be treated as aincome tax return under the decedent’s decedent’s estate. domestic trust.method of accounting.
A trust that is not a domestic trust isNote: Any reference in these instructions

IRD includes: treated as a foreign trust. If you are theto “you” means the fiduciary of the estate• All accrued income of a decedent who trustee of a foreign trust, file Formor trust.
reported his or her income on the cash 1040NR instead of Form 1041. Also, a
method of accounting; Trust foreign trust with a U.S. owner generally
• Income accrued solely because of the must file Form 3520-A, AnnualA trust is an arrangement created either
decedent’s death in the case of a Information Return of Foreign Trust Withby a will or by an inter vivos declaration
decedent who reported his or her income a U.S. Owner.by which trustees take title to property for
on the accrual method of accounting; and the purpose of protecting or conserving it If a domestic trust becomes a foreign• Income to which the decedent had a for the beneficiaries under the ordinary trust, it is treated under section 684 ascontingent claim at the time of his or her rules applied in chancery or probate having transferred all of its assets to adeath. courts. foreign trust, except to the extent aSome examples of IRD of a decedent

grantor or another person is treated aswho kept his or her books on the cash Who Must File the owner of the trust when the trustmethod are:
becomes a foreign trust.• Deferred salary payments that are Decedent’s Estatepayable to the decedent’s estate. Special Rule for CertainThe fiduciary (or one of the joint• Uncollected interest on U.S. savings Revocable Trustsfiduciaries) must file Form 1041 for abonds.

domestic estate that has:  Section 645 provides that if both the• Proceeds from the completed sale of
executor (if any) of an estate (the relatedfarm produce. 1. Gross income for the tax year of
estate) and the trustee of a qualified• The portion of a lump-sum distribution $600 or more or
revocable trust (QRT) elect the treatmentto the beneficiary of a decedent’s IRA that 2. A beneficiary who is a nonresident
in section 645, the trust shall be treatedequals the balance in the IRA at the time alien.
and taxed as part of the related estateof the owner’s death. This includes An estate is a domestic estate if it is during the election period. This electionunrealized appreciation and income not a foreign estate. A foreign estate is may be made by a QRT even if noaccrued to that date, less the aggregate one the income of which, from sources executor is appointed for the relatedamount of the owner’s nondeductible outside the United States that is not estate.contributions to the IRA. Such amounts effectively connected with the conduct ofare included in the beneficiary’s gross In general, Form 8855 must be filed bya U.S. trade or business, is not includibleincome in the tax year that the distribution the due date for Form 1041 for the firstin gross income. If you are the fiduciary ofis received. tax year of the related estate. This appliesa foreign estate, file Form 1040NR, U.S.The IRD has the same character it even if the combined related estate andNonresident Alien Income Tax Return,would have had if the decedent lived and electing trust do not have sufficientinstead of Form 1041.received such amount. income to be required to file Form 1041.
However, if the estate is granted anTrustDeductions and credits. The following
extension of time to file Form 1041 for itsdeductions and credits, when paid by the The fiduciary (or one of the joint
first tax year, the due date for Form 8855decedent’s estate, are allowed on Form fiduciaries) must file Form 1041 for a
is the extended due date.1041 even though they were not domestic trust taxable under section 641

allowable on the decedent’s final income that has: Once made, the election is irrevocable.
tax return: 1. Any taxable income for the tax Qualified revocable trusts. In general, a• Business expenses deductible under year, QRT is any trust (or part of a trust) that,section 162. 2. Gross income of $600 or more on the day the decedent died, was treated• Interest deductible under section 163. (regardless of taxable income), or as owned by the decedent because the• Taxes deductible under section 164. 3. A beneficiary who is a nonresident decedent held the power to revoke the• Investment expenses described in alien. trust as described in section 676. Ansection 212 (in excess of 2% of AGI). electing trust is a QRT for which a sectionTwo or more trusts are treated as one• Percentage depletion allowed under 645 election has been made.trust if such trusts have substantially thesection 611.

same grantor(s) and substantially the Election period. The election period is• Foreign tax credit.
same primary beneficiary(ies) and a the period of time during which anFor more information, see section 691
principal purpose of such trusts is electing trust is treated as part of itsor Income in Respect of a Decedent in
avoidance of tax. This provision applies related estate.Pub. 559, Survivors, Executors, and
only to that portion of the trust that isAdministrators. The election period begins on the dateattributable to contributions to corpus of the decedent’s death and terminatesmade after March 1, 1984.Income Required To Be on the earlier of:

Distributed Currently A trust is a domestic trust if: • The day on which the electing trust and
Income required to be distributed • A U.S. court is able to exercise primary related estate, if any, distribute all of their
currently is income that is required under supervision over the administration of the assets or
the terms of the governing instrument and trust (court test) and • The day before the applicable date.
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To determine the applicable date, first share rule on page 20 and Regulations includes (a) the items of income,
determine whether a Form 706, United section 1.645-1(e)(2)(iii). deduction, and credit for the related
States Estate (and Generation-Skipping • The executor is responsible for insuring estate for its entire tax year, and (b) the
Transfer) Tax Return, is required to be that the estate’s share of the combined income, deductions, and credits for the
filed as a result of the decedent’s death. If tax obligation is paid. electing trust for the period that ends with
no Form 706 is required to be filed, the  For additional information, including the last day of the election period. If the
applicable date is 2 years after the date of treatment of transfers between shares estate will not continue after the close of
the decedent’s death. If Form 706 is and charitable contribution deductions, the tax year, indicate that this Form 1041
required, the applicable date is the later of see Regulations section 1.645-1(e). is a final return.
2 years after the date of the decedent’s  If there is no executor. If no At the end of the last day of thedeath or 6 months after the final executor has been appointed for the election period, the combined entity isdetermination of liability for estate tax. For related estate, the trustee of the electing deemed to distribute the share comprisingadditional information, see Regulations trust files Form 1041 as if it was an the electing trust to a new trust. All itemssection 1.645-1(f). estate. File using the TIN that the QRT of income, including net capital gains, that
Taxpayer identification number. All obtained after the death of the decedent. are attributable to the share comprising
QRTs must obtain a new taxpayer The trustee can choose a fiscal year as the electing trust are included in the
identification number (TIN) following the the trust’s tax year during the election calculation of distributable net income of
death of the decedent whether or not a period. Be sure to check the Decedent’s the electing trust and treated as
section 645 election is made. (Use Form estate box at the top of page 1 during the distributed. The distribution rules of
W-9, Request for Taxpayer Identification election period. The electing trust is sections 661 and 662 apply to this
Number and Certification, to notify payers entitled to a single $600 personal deemed distribution. The combined entity
of the new TIN.) exemption on returns filed for the election is entitled to an income distribution

period. deduction for this deemed distribution,An electing trust that continues after
and the ‘‘new’’ trust must include its shareIf there is more than one electing trust,the termination of the election period does
of the distribution in its income. Seethe trusts must appoint one trustee as thenot need to obtain a new TIN following
Regulations sections 1.645-1(e)(2)(iii) andfiling trustee. Form 1041 is filed under thethe termination unless:
1.645-1(h) for more information.name and TIN of the filing trustee’s trust.• An executor was appointed and agreed

A statement providing the sameto the election after the electing trust If the electing trust continues in
information regarding the electing trustsmade a valid section 645 election, and existence after the termination of the
(except the filing trust) that is listed underthe electing trust had filed a return as an election period, the trustee must file Form
If there is an executor above must beestate under the trust’s TIN or 1041 under the name and TIN of the trust,
attached to these Forms 1041. All• No executor was appointed and the using the calendar year as its accounting
electing trusts must choose the same taxQRT was the filing trust (as explained period, if it is otherwise required to file.
year.below).

If there is no executor. If there is noA related estate that continues after If there is more than one electing trust, executor, the following rules apply to filingthe termination of the election period does the filing trustee is responsible for Form 1041 for the tax year in which thenot need to obtain a new TIN. insuring that the filing trust’s share of the election period ends:combined tax liability is paid.For more information about TINs, • The tax year of the electing trust closes
including trusts with multiple owners, see For additional information on filing on the last day of the election period, and
Regulations sections 1.645-1 and requirements when there is no executor, the Form 1041 filed for that tax year
301.6109-1(a). including application of the separate includes all items of income, deduction,

share rule, see Regulations section and credit for the electing trust for theGeneral procedures for completing
1.645-1(e). For information on the period beginning with the first day of theForm 1041 during the election period.
requirements when an executor is tax year and ending with the last day ofIf there is an executor. The following appointed after an election is made and the election period.rules apply to filing Form 1041 while the the executor does not agree to the • The deemed distribution ruleselection is in effect: election, see below. discussed above apply.• The executor of the related estate is • Check the box to indicate that thisResponsibilities of the trustee whenresponsible for filing Form 1041 for the Form 1041 is a final return.there is an executor (or there is noestate and all electing trusts. The return is • If the filing trust continues after theexecutor and the trustee is not thefiled under the name and TIN of the termination of the election period, thefiling trustee). When there is anrelated estate. Be sure and check the trustee must obtain a new TIN. If the trustexecutor (or there is no executor and theDecedent’s estate box at the top of Form meets the filing requirements, the trusteetrustee is not the filing trustee), the1041. The executor continues to file Form must file a Form 1041 under the new TINtrustee of an electing trust is responsible1041 during the election period even if the for the period beginning with the day afterfor the following during the electionestate distributes all of its assets before the close of the election period and, inperiod:the end of the election period. general, ending December 31 of that• To timely provide the executor with all• The Form 1041 includes all items of year.the trust information necessary to allowincome, deduction, and credit for the the executor to file a complete, accurate,estate and all electing trusts. Responsibilities of the trustee whenand timely Form 1041.• The executor must attach a statement there is an executor (or there is no• To insure that the electing trust’s shareto Form 1041 providing the following executor and the trustee is not theof the combined tax liability is paid.information for each electing trust: (a) the filing trustee). In addition to theThe trustee does not file a Form 1041name of the electing trust, (b) the TIN of requirements listed above under thisduring the election period (except for athe electing trust, and (c) the name and same heading, the trustee is responsiblefinal return if the trust terminates duringaddress of the trustee of the electing for the following:the election period as explained below).trust. • If the trust will not continue after the
Procedures for completing Form 1041• The related estate and the electing close of the election period, the trustee
for the year in which the electiontrust are treated as separate shares for must file a Form 1041 under the name
terminates.purposes of computing distributable net and TIN of the trust. Complete the entity

income and applying distribution If there is an executor. If there is an information and items A, C, D, and F.
provisions. Also, each of those shares executor, the Form 1041 filed under the Indicate in item F that this is a final return.
can contain two or more separate shares. name and TIN of the related estate for the Do not report any items of income,
For more information, see Separate tax year in which the election terminates deduction, or credit.
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• If the trust will continue after the close the related estate for all tax years of the Special Filing Instructions
of the election period, the trustee must file related estate beginning with the for Grantor Type Trusts,a Form 1041 for the trust for the tax year decedent’s death. The election period and
beginning the day after the close of the the tax year terminate with respect to the Pooled Income Funds, andelection period and, in general, ending electing trust the day before the
December 31 of that year. Use the TIN Electing Small Businessappointment of the executor. The trustee
obtained after the decedent’s death. is not required to amend any of the TrustsFollow the general rules for completing returns filed by the electing trust for thethe return. Grantor Type Trustsperiod prior to the appointment of the
Special filing instructions. executor. The trust must file a final Form A trust is a grantor trust if the grantor

When the election is not made by 1041 following the instructions above for retains certain powers or ownership
the due date of the QRT’s Form 1041. completing Form 1041 in the year in benefits. This can also apply to only a
If the section 645 election has not been portion of a trust. See Grantor Typewhich the election terminates and there is
made by the time the QRT’s first income Trust on page 12 for details on whatno executor.
tax return would be due for the tax year makes a trust a grantor trust.
beginning with the decedent’s death, but In general, a grantor trust is ignored forTermination of the trust during thethe trustee and executor (if any) have tax purposes and all of the income,election period. If an electing trustdecided to make a section 645 election, deductions, etc., are treated as belongingterminates during the election period, thethen the QRT is not required to file a directly to the grantor. This also applies totrustee of that trust must file a final FormForm 1041 for the short tax year any portion of a trust that is treated as a1041 by completing the entity information,beginning with the decedent’s death and grantor trust.checking the Final return box, and signingending on December 31 of that year.

and dating the form. Do not report items The following instructions applyHowever, if a valid election is not
only to grantor type trusts that areof income, deduction, and credit. Thesesubsequently made, the QRT may be
not using an optional filingsubject to penalties and interest for failure items are reported on the related estate’s CAUTION

!
method.to file and failure to pay. return.

File Form 1041 for a grantor trustIf the QRT files a Form 1041 for this
unless you use an optional filing method.short period, and a valid section 645 Alaska Native Settlement Trusts

election is subsequently made, then the If the entire trust is a grantor trust, fill inThe trustee of an Alaska Nativetrustee must file an amended Form 1041 only the entity portion of Form 1041. DoSettlement Trust may elect the special taxfor the electing trust, excluding all items of not show any dollar amounts on the form,
treatment for the trust and itsincome, deduction, and credit of the itself; show dollar amounts only on an
beneficiaries provided for in section 646.electing trust. These amounts are then attachment to the form. Do not use
The election must be made by the dueincluded on the first Form 1041 filed by Schedule K-1 (Form 1041) as the
date (including extensions) for filing thethe executor for the related estate (or the attachment.
trust’s tax return for its first tax yearfiling trustee for the electing trust filing as If only part of the trust is treated as a

an estate). ending after June 7, 2001. Do not use grantor trust, report on Form 1041 only
Form 1041. Use Form 1041-N, U.S.Later appointed executor.  If an the part of the income, deductions, etc.,
Income Tax Return for Electing Alaskaexecutor for the related estate is not that is taxable to the trust. The amounts
Native Settlement Trusts, to make theappointed until after the trustee has made that are taxable directly to the grantor are
election. Additionally, Form 1041-N is thea valid section 645 election, the executor shown only on an attachment to the form.
trust’s income tax return and satisfies themust agree to the trustee’s election and Do not use Schedule K-1 (Form 1041) as

they must file a revised Form 8855 within the attachment.section 6039H information reporting
90 days of the appointment of the requirement for the trust.  On the attachment, report:
executor. If the executor does not agree • The name, identifying number, and
to the election, the election terminates as address of the person(s) to whom theBankruptcy Estateof the date of appointment of the income is taxable;

The bankruptcy trustee or debtor-in-executor. • The income of the trust that is taxable
possession must file Form 1041 for the to the grantor or another person underIf the executor agrees to the election,
estate of an individual involved in sections 671 through 678. Report thethe trustee must amend any Form 1041
bankruptcy proceedings under chapter 7 income in the same detail as it would befiled under the name and TIN of the
or 11 of title 11 of the United States Code reported on the grantor’s return had itelecting trust for the period beginning with
if the estate has gross income for the tax been received directly by the grantor; andthe decedent’s death. The amended

• Any deductions or credits that apply toyear of $7,800 or more. See Of Specialreturns are still filed under the name and
this income. Report these deductions andTIN of the electing trust, and they must Interest To Bankruptcy Trustees and
credits in the same detail as they wouldinclude the items of income, deduction, Debtors-in-Possession on page 10 for
be reported on the grantor’s return hadand credit for the related estate for the details.
they been received directly by the grantor.periods covered by the returns. Also,

The income taxable to the grantor orattach a statement to the amended Forms
Common Trust Funds another person under sections 6711041 identifying the name and TIN of the

through 678 and the deductions andDo not file Form 1041 for a common trustrelated estate, and the name and address
credits that apply to that income must beof the executor. Check the Final return fund maintained by a bank. Instead, the
reported by that person on their ownbox on the amended return for the tax fund may use Form 1065, U.S. Return of
income tax return.year that ends with the appointment of the Partnership Income, for its return. For

executor. Except for this amended return, Example. The John Doe Trust is amore details, see section 584 and
all returns filed for the combined entity grantor type trust. During the year, theRegulations section 1.6032-1.
after the appointment of the executor trust sold 100 shares of ABC stock for
must be filed under the name and TIN of $1,010 in which it had a basis of $10 and

Qualified Settlement Fundsthe related estate. 200 shares of XYZ stock for $10 in which
it had a $1,020 basis.The trustee of a designated or qualifiedIf the election terminates as the result

settlement fund must file Form 1120-SF,of a later appointed executor, the The trust does not report these
U.S. Income Tax Return for Settlementexecutor of the related estate must file transactions on Form 1041. Instead, a
Funds, rather than Form 1041.Forms 1041 under the name and TIN of schedule is attached to the Form 1041
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showing each stock transaction • Explains how the grantor or other the IRS by a trustee under this method is
separately and in the same detail as John person treated as owner of the trust takes March 1, 2004 (March 31, 2004, if filed
Doe (grantor and owner) will need to those items into account when figuring electronically).
report these transactions on his Schedule the grantor’s or other person’s taxable In addition, the trustee must give each
D (Form 1040). The trust may not net the income or tax; and grantor or other person treated as owner
capital gains and losses, nor may it issue • Informs the grantor or other person of the trust a statement that:
John Doe a Schedule K-1 (Form 1041) treated as the owner of the trust that • Shows all items of income, deduction,
showing a $10 long-term capital loss. those items must be included when and credit of the trust attributable to the

figuring taxable income and credits on his part of the trust treated as owned by theOptional Filing Methods for Certain or her income tax return. grantor or other person;Grantor Type Trusts • Explains how the grantor or otherGrantor trusts that have notGenerally, if a trust is treated as owned person treated as owner of the trust takesapplied for an EIN and are goingby one grantor or other person, the those items into account when figuringto file under Optional Method 1trustee may choose Optional Method 1
TIP

the grantor’s or other person’s taxabledo not need an EIN for the trust as longor Optional Method 2 as the trust’s income or tax; andas they continue to report under thatmethod of reporting instead of filing Form • Informs the grantor or other personmethod.1041. treated as the owner of the trust that
Optional Method 2. For a trust treatedGenerally, if a trust is treated as those items must be included when
as owned by one grantor or by one otherowned by two or more grantors or other figuring taxable income and credits on his
person, the trustee must give all payers ofpersons, the trustee may choose or her income tax return. This statement
income during the tax year the name,Optional Method 3 as the trust’s method satisfies the requirement to give the
address, and TIN of the trust. The trusteeof reporting instead of filing Form 1041. recipient copies of the Forms 1099 filed
also must file with the IRS the appropriate by the trustee.Once you choose the trust’s filing Forms 1099 to report the income or grossmethod, you must follow the rules under Changing filing methods. A trustee whoproceeds paid to the trust during the taxChanging filing methods if you want to previously had filed Form 1041 canyear that shows the trust as the payer andchange to another method. change to one of the optional methods bythe grantor or other person treated as

filing a final Form 1041 for the tax yearExceptions. The following trusts cannot owner as the payee. The trustee must
that immediately precedes the first taxreport using the optional filing methods: report each type of income in the
year for which the trustee elects to reportaggregate and each item of gross1. A common trust fund (as defined in under one of the optional methods. Onproceeds separately. The due date forsection 584(a)). the front of the final Form 1041, theany Forms 1099 required to be filed with2. A foreign trust or a trust that has trustee must write “Pursuant to sectionthe IRS by a trustee under this method isany of its assets located outside the 1.671-4(g), this is the final Form 1041 forMarch 1, 2004 (March 31, 2004, if filedUnited States. this grantor trust,” and check the “Finalelectronically).3. A qualified subchapter S trust (as return” box in item F.defined in section 1361(d)(3)). In addition, unless the grantor or other For more details on changing reporting4. A trust all of which is treated as person treated as owner of the trust is the methods, including changes from oneowned by one grantor or one other trustee or a co-trustee of the trust, the optional method to another, seeperson whose tax year is other than a trustee must give the grantor or other Regulations section 1.671-4(g).calendar year. person treated as owner of the trust a

5. A trust all of which is treated as Backup withholding. The followingstatement that:
owned by one or more grantors or other grantor trusts are treated as payors for• Shows all items of income, deduction,
persons, one of which is not a U.S. purposes of backup withholding.and credit of the trust;
person. • Explains how the grantor or other 1. A trust established after 12/31/95,6. A trust all of which is treated as person treated as owner of the trust takes all of which is owned by 2 or moreowned by one or more grantors or other those items into account when figuring grantors (treating spouses filing a jointpersons if at least one grantor or other the grantor’s or other person’s taxable return as 1 grantor).person is an exempt recipient for income or tax; and 2. A trust with 10 or more grantorsinformation reporting purposes, unless at • Informs the grantor or other person established after 12/31/83 but beforeleast one grantor or other person is not an treated as the owner of the trust that 1/1/96.exempt recipient and the trustee reports those items must be included when
without treating any of the grantors or For 2004, the trustee must withholdfiguring taxable income and credits on his
other persons as exempt recipients. 30% of reportable payments made to anyor her income tax return. This statement

grantor who is subject to backupsatisfies the requirement to give theOptional Method 1. For a trust treated withholding.recipient copies of the Forms 1099 filedas owned by one grantor or by one other by the trustee. For more information, see sectionperson, the trustee must give all payers of
3406 and its regulations.income during the tax year the name and Optional Method 3. For a trust treated

taxpayer identification number (TIN) of as owned by two or more grantors or Pooled Income Funds
the grantor or other person treated as the other persons, the trustee must give all

If you are filing for a pooled income fund,owner of the trust and the address of the payers of income during the tax year the
attach a statement to support thetrust. This method may be used only if the name, address, and TIN of the trust. The
following:owner of the trust provides the trustee trustee also must file with the IRS the • The calculation of the yearly rate ofwith a signed Form W-9, Request for appropriate Forms 1099 to report the
return.Taxpayer Identification Number and income or gross proceeds paid to the • The computation of the deduction forCertification. In addition, unless the trust by all payers during the tax year
distributions to the beneficiaries.grantor or other person treated as owner attributable to the part of the trust treated • The computation of any charitableof the trust is the trustee or a co-trustee of as owned by each grantor or other
deduction.the trust, the trustee must give the grantor person, showing the trust as the payer

You do not have to completeor other person treated as owner of the and each grantor or other person treated
Schedules A or B of Form 1041.trust a statement that: as owner of the trust as the payee. The

• Shows all items of income, deduction, trustee must report each type of income If the fund has accumulations of
and credit of the trust; in the aggregate and each item of gross income, file Form 1041-A unless the fund
• Identifies the payer of each item of proceeds separately. The due date for is required to distribute all of its net
income; any Forms 1099 required to be filed with income to beneficiaries currently.
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You must also file Form 5227, • Follow the instructions above for Extension of Time To File
Split-Interest Trust Information Return, for figuring the tax on the S corporation

Estates. Use Form 2758, Application forthe pooled income fund. items;
Extension of Time To File Certain Excise,• Carry the tax from line 7 of Schedule G Income, Information, and Other Returns,Electing Small Business Trusts to line 23 on page 1; and to apply for an extension of time to file.Special rules apply when figuring the tax • Complete the rest of the return. Trusts. Use Form 8736, Application foron the S portion of an electing small The grantor portion (if any) of an ESBT Automatic Extension of Time To File U.S.business trust (ESBT). The S portion of will follow the rules discussed under Return for a Partnership, REMIC, or foran ESBT is the portion of the trust that Grantor Type Trusts on page 5. Certain Trusts, to request an automaticconsists of stock in one or more S
3-month extension of time to file.corporations and is not treated as a

Electronic Filinggrantor type trust. The tax on the S If more time is needed, file Form 8800,
portion: Application for Additional Extension ofQualified fiduciaries or transmitters may
• Must be figured separately from the tax Time To File U.S. Return for abe able to file Form 1041 and related
on the remainder of the ESBT (if any) and Partnership, REMIC, or for Certain Trusts,schedules electronically. If you wish to do
attached to the return, for an additional extension of up to 3this, you must file Form 9041,
• Is entered to the left of the Schedule G, months. To obtain this additionalApplication/Registration for Electronic
line 7, entry space preceded by “Sec. extension of time to file, you must showFiling of Business Returns. If you file
641(c),” and reasonable cause for the additional timeForm 1041 electronically, you must also
• Is included in the total tax on Schedule you are requesting. Form 8800 must befile Form 8453-F, U.S. Estate or Trust
G, line 7. filed by the extended due date for FormIncome Tax Declaration and Signature for

 The tax on the remainder (non-S 1041.Electronic Filing. For more details, get
portion) of the ESBT is figured in the Pub. 1437, Procedures and
normal manner on Form 1041. Period CoveredSpecifications for the 1041 e-file Program

U.S. Income Tax Returns for Estates and File the 2003 return for calendar yearTax computation attachment. Attach to Trusts for Tax Year 2003, and Pub. 1438, 2003 and fiscal years beginning in 2003the return the tax computation for the S File Specifications, Validation Criteria, and ending in 2004. If the return is for aportion of the ESBT. and Record Layouts for the Electronic fiscal year or a short tax year (less than
Filing Program for Form 1041, U.S.To compute the tax on the S portion: 12 months), fill in the tax year space at
Income Tax Return for Estates and Trusts• Treat that portion of the ESBT as if it the top of the form.
for Tax Year 2003.were a separate trust. The 2003 Form 1041 may also be• Include only the income, losses, used for a tax year beginning in 2004 if:

deductions, and credits allocated to the When To File 1. The estate or trust has a tax year ofESBT as an S corporation shareholder
For calendar year estates and trusts, file less than 12 months that begins and endsand gain or loss from the disposition of S
Form 1041 and Schedules K-1 on or in 2004 andcorporation stock.
before April 15, 2004. For fiscal year 2. The 2004 Form 1041 is not• Aggregate items of income, losses,
estates and trusts, file Form 1041 by the available by the time the estate or trust isdeductions, and credits allocated to the
15th day of the 4th month following the required to file its tax return. However, theESBT as an S corporation shareholder if
close of the tax year. For example, an estate or trust must show its 2004 taxthe S portion of the ESBT has stock in
estate that has a tax year that ends on year on the 2003 Form 1041 andmore than one S corporation.
June 30, 2004, must file Form 1041 by incorporate any tax law changes that are• Deduct state and local income taxes
October 15, 2004. If the due date falls on effective for tax years beginning afterand administrative expenses directly
a Saturday, Sunday, or legal holiday, file December 31, 2003.related to the S portion or allocated to the
on the next business day.S portion if the allocation is reasonable in

light of all the circumstances. Who Must SignPrivate Delivery Services• Do not claim a deduction for capital
You can use certain private deliverylosses in excess of capital gains. Fiduciary
services designated by the IRS to meet• Do not claim an income distribution The fiduciary, or an authorizedthe “timely mailing as timely filing/paying”deduction or an exemption amount. representative, must sign Form 1041. Ifrule for tax returns and payments. The• Do not deduct interest on money there are joint fiduciaries, only one ismost recent list of designated privateborrowed by the trust to buy S corporation required to sign the return.delivery services was published by thestock.

A financial institution that submittedIRS in September 2002. The list includes• Do not use the tax rate schedule to
estimated tax payments for trusts foronly the following:figure the tax. The tax is 35% of the S
which it is the trustee must enter itsportion’s taxable income except in figuring • Airborne Express (Airborne): Overnight
employer identification number (EIN) inthe maximum tax on qualified dividends Air Express Service, Next Afternoon
the space provided for the EIN of theand capital gains. Service, Second Day Service.
fiduciary. Do not enter the EIN of the• Do not claim an exemption amount in • DHL Worldwide Express (DHL): DHL trust. For this purpose, a financialfiguring the alternative minimum tax. “Same Day” Service, DHL USA institution is one that maintains aFor additional information, see Overnight. Treasury Tax and Loan account. If youRegulations section 1.641(c)-1. • Federal Express (FedEx): FedEx are an attorney or other individual

Priority Overnight, FedEx StandardOther information. When figuring the functioning in a fiduciary capacity, leave
Overnight, FedEx 2Day, FedExtax and DNI on the remaining (non-S) this space blank. Do not enter your
International Priority, FedEx Internationalportion of the trust, disregard the S individual social security number (SSN).
First.corporation items. If you, as fiduciary, fill in Form 1041,• United Parcel Service (UPS): UPS Next leave the Paid Preparer’s space blank. IfDo not apportion to the beneficiaries Day Air, UPS Next Day Air Saver, UPS someone prepares this return and doesany of the S corporation items. 2nd Day Air, UPS 2nd Day Air A.M., UPS not charge you, that person should not
Worldwide Express Plus, UPS WorldwideIf the ESBT consists entirely of stock in sign the return.
Express.one or more S corporations, do not make

Paid Preparerany entries on lines 1–22 of page 1. The private delivery service can tell
Instead: you how to get written proof of the mailing Generally, anyone who is paid to prepare
• Complete the entity portion; date. a tax return must sign the return and fill in
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the other blanks in the Paid Preparer’s employment taxes when figuringAccounting Periods
Use Only area of the return. estimated tax.For a decedent’s estate, the moment of

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

period when you file its first income tax 1. An estate of a domestic decedentpreparer’s signature. A facsimile
return. The estate’s first tax year may be or a domestic trust that had no tax liabilitysignature is acceptable.
any period of 12 months or less that ends for the full 12-month 2003 tax year;• Give you a copy of the return for your
on the last day of a month. If you select 2. A decedent’s estate for any taxrecords.
the last day of any month other than year ending before the date that is 2
December, you are adopting a fiscal tax years after the decedent’s death; orPaid Preparer Authorization
year. 3. A trust that was treated as ownedIf the fiduciary wants to allow the IRS to

by the decedent if the trust will receive theTo change the accounting period of andiscuss the estate’s or trust’s 2003 tax
residue of the decedent’s estate underestate, get Form 1128, Application Toreturn with the paid preparer who signed
the will (or if no will is admitted to probate,Adopt, Change, or Retain a Tax Year.it, check the “Yes” box in the signature
the trust primarily responsible for payingarea of the return. This authorization Generally, a trust must adopt a debts, taxes, and expenses ofapplies only to the individual whose calendar year. The following trusts are administration) for any tax year endingsignature appears in the “Paid Preparer’s exempt from this requirement: before the date that is 2 years after theUse Only” section of the estate’s or trust’s • A trust that is exempt from tax under decedent’s death.return. It does not apply to the firm, if any, section 501(a);shown in that section. For more information, see Form• A charitable trust described in section
1041-ES, Estimated Income Tax for4947(a)(1); andIf the “Yes” box is checked, the
Estates and Trusts.• A trust that is treated as wholly ownedfiduciary is authorizing the IRS to call the

by a grantor under the rules of sectionspaid preparer to answer any questions
671 through 679. Electronic Depositsthat may arise during the processing of

the estate’s or trust’s return. The fiduciary A financial institution that maintains a
is also authorizing the paid preparer to: Treasury Tax and Loan (TT&L) account,Rounding Off to Whole
• Give the IRS any information that is and acts as a fiduciary for at least 200Dollarsmissing from the estate’s or trust’s return, taxable trusts that are required to pay

You may round off cents to whole dollars estimated tax, may be required to deposit• Call the IRS for information about the
on the estate’s or trust’s return and the estimated tax payments electronicallyprocessing of the estate’s or trust’s return
schedules. If you do round to whole using the Electronic Federal Tax Paymentor the status of its refund or payment(s),
dollars, you must round all amounts. To System (EFTPS). The electronic depositand
round, drop amounts under 50 cents and requirement applies in 2004 if:• Respond to certain IRS notices that the
increase amounts from 50 to 99 cents to • The total deposits of depository taxesfiduciary has shared with the preparer
the next dollar. For example, $1.39 (such as estimated, employment, orabout math errors, offsets, and return
becomes $1 and $2.50 becomes $3. excise tax) in 2002 were more thanpreparation. The notices will not be sent

$200,000 orto the preparer. If you have to add two or more
The fiduciary is not authorizing the • The fiduciary (on behalf of a trust) wasamounts to figure the amount to enter on

paid preparer to receive any refund required to use EFTPS in 2003.a line, include cents when adding the
check, bind the estate or trust to anything If the fiduciary is required to useamounts and round off only the total.
(including any additional tax liability), or EFTPS on behalf of a trust and fails to do
otherwise represent the estate or trust so, it may be subject to a 10% penalty.Estimated Taxbefore the IRS. If the fiduciary wants to

Generally, an estate or trust must payexpand the paid preparer’s authorization, A fiduciary that is not required to make
estimated income tax for 2004 if itsee Pub. 947, Practice Before the IRS electronic deposits of estimated tax on
expects to owe, after subtracting anyand Power of Attorney. behalf of a trust may either use the
withholding and credits, at least $1,000 in payment vouchers (see Form 1041-ES)

The authorization cannot be revoked. tax, and it expects the withholding and or voluntarily participate in EFTPS. To
However, the authorization will credits to be less than the smaller of: enroll in or get more information about
automatically end no later than the due 1. 90% of the tax shown on the 2004 EFTPS, call 1-800-555-4477 or
date (without regard to extensions) for tax return or 1-800-945-8400.
filing the estate’s or trust’s 2004 tax 2. 100% of the tax shown on the 2003
return. Depositing on time. For deposits madetax return (110% of that amount if the

by EFTPS to be on time, the fiduciaryestate’s or trust’s adjusted gross income
must initiate the transaction at least 1on that return is more than $150,000, andAccounting Methods
business day before the date the depositless than 2/3 of gross income for 2003 orFigure taxable income using the method is due.2004 is from farming or fishing).of accounting regularly used in keeping

the estate’s or trust’s books and records. However, if a return was not filed for Section 643(g) ElectionGenerally, permissible methods include 2003 or that return did not cover a full 12
Fiduciaries of trusts that pay estimatedthe cash method, the accrual method, or months, item 2 does not apply.
tax may elect under section 643(g) toany other method authorized by the

For this purpose, include household have any portion of their estimated taxInternal Revenue Code. In all cases, the
employment taxes in the tax shown on payments allocated to any of themethod used must clearly reflect income.
the tax return, but only if either of the beneficiaries.

Generally, the estate or trust may following is true:
change its accounting method (for income • The estate or trust will have Federal The fiduciary of a decedent’s estate
as a whole or for any material item) only income tax withheld for 2004 (see the may make a section 643(g) election only
by getting consent on Form 3115, instructions on page 19 for line 24e) or for the final year of the estate.
Application for Change in Accounting • The estate or trust would be required to
Method. For more information, see Pub. make estimated tax payments for 2004 See the instructions for line 24b on
538, Accounting Periods and Methods. even if it did not include household page 19 for more details.
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Form 940 or Form 940-EZ, Employer’sUnderpaid Estimated TaxInterest and Penalties
Annual Federal Unemployment (FUTA)If the fiduciary underpaid estimated tax,
Tax Return. The estate or trust may beInterest use Form 2210, Underpayment of
liable for FUTA tax and may have to fileEstimated Tax by Individuals, Estates,Interest is charged on taxes not paid by Form 940 or 940-EZ if it paid wages ofand Trusts, to figure any penalty. Enterthe due date, even if an extension of time $1,500 or more in any calendar quarterthe amount of any penalty on line 26,to file is granted. during the calendar year (or the precedingForm 1041.

Interest is also charged on the calendar year) or one or more employees
failure-to-file penalty, the accuracy-related worked for the estate or trust for someTrust Fund Recovery Penalty
penalty, and the fraud penalty. The part of a day in any 20 different weeksThis penalty may apply if certain excise,
interest charge is figured at a rate during the calendar year (or the precedingincome, social security, and Medicare
determined under section 6621. calendar year).taxes that must be collected or withheld

are not collected or withheld, or these Form 941, Employer’s Quarterly FederalLate Filing of Return taxes are not paid. These taxes are Tax Return. Employers must file this form
The law provides a penalty of 5% of the generally reported on Forms 720, 941, quarterly to report income tax withheld on
tax due for each month, or part of a 943, or 945. The trust fund recovery wages and employer and employee social
month, the return is not filed up to a penalty may be imposed on all persons security and Medicare taxes. Agricultural
maximum of 25% of the tax due (15% for who are determined by the IRS to have employers must file Form 943,
each month, or part of a month, up to a been responsible for collecting, Employer’s Annual Tax Return for
maximum of 75% if the failure to file is accounting for, or paying over these Agricultural Employees, instead of Form
fraudulent). If the return is more than 60 taxes, and who acted willfully in not doing 941, to report income tax withheld and
days late, the minimum penalty is the so. The penalty is equal to the unpaid employer and employee social security
smaller of $100 or the tax due. The trust fund tax. See the instructions for and Medicare taxes on farmworkers.
penalty will not be imposed if you can Form 720, Pub. 15 (Circular E), Caution: See Trust Fund Recoveryshow that the failure to file on time was Employer’s Tax Guide, or Pub. 51 Penalty above.due to reasonable cause. If the failure is (Circular A), Agricultural Employer’s Tax

Form 945, Annual Return of Withhelddue to reasonable cause, attach an Guide, for more details, including the
Federal Income Tax. Use this form toexplanation to the return. definition of responsible persons.
report income tax withheld from

Late Payment of Tax Other Penalties nonpayroll payments, including pensions,
annuities, IRAs, gambling winnings, andGenerally, the penalty for not paying tax Other penalties can be imposed for
backup withholding.when due is 1/2 of 1% of the unpaid negligence, substantial understatement of

amount for each month or part of a month tax, and fraud. See Pub. 17, Your Federal Caution: See Trust Fund Recovery
it remains unpaid. The maximum penalty Income Tax, for details on these Penalty above.
is 25% of the unpaid amount. The penalty penalties. Form 1040, U.S. Individual Income Taxapplies to any unpaid tax on the return.

Return.Any penalty is in addition to interest Other Forms That May Be
Form 1040NR, U.S. Nonresident Aliencharges on late payments.

Required Income Tax Return.
If you include interest or either of Form 1041-A, U.S. Information Return—Forms W-2 and W-3, Wage and Taxthese penalties with your Trust Accumulation of CharitableStatement; and Transmittal of Wage andpayment, identify and enter these

TIP
Amounts.Tax Statements.amounts in the bottom margin of Form
Forms 1042 and 1042-S, AnnualForm 56, Notice Concerning Fiduciary1041, page 1. Do not include the interest
Withholding Tax Return for U.S. SourceRelationship.or penalty amount in the balance of tax
Income of Foreign Persons; and Foreigndue on line 27. Form 706, United States Estate (and
Person’s U.S. Source Income Subject toGeneration-Skipping Transfer) TaxFailure To Provide Information Withholding. Use these forms to reportReturn; or Form 706-NA, United States
and transmit withheld tax on payments orTimely Estate (and Generation-Skipping
distributions made to nonresident alienYou must provide Schedule K-1 (Form Transfer) Tax Return, Estate of
individuals, foreign partnerships, or1041), on or before the day you are nonresident not a citizen of the United
foreign corporations to the extent suchrequired to file Form 1041, to each States.
payments or distributions constitute grossbeneficiary who receives a distribution of Form 706-GS(D), Generation-Skipping income from sources within the Unitedproperty or an allocation of an item of the Transfer Tax Return for Distributions. States that is not effectively connectedestate.
with a U.S. trade or business. For moreForm 706-GS(D-1), Notification of

For each failure to provide Schedule information, see sections 1441 and 1442,Distribution From a Generation-Skipping
K-1 to a beneficiary when due and each and Pub. 515, Withholding of Tax onTrust.
failure to include on Schedule K-1 all the Nonresident Aliens and Foreign Entities.Form 706-GS(T), Generation-Skippinginformation required to be shown (or the Forms 1099-A, B, INT, LTC, MISC,Transfer Tax Return for Terminations.inclusion of incorrect information), a $50 MSA, OID, R, and S. You may have toForm 720, Quarterly Federal Excise Taxpenalty may be imposed with regard to file these information returns to reportReturn. Use Form 720 to reporteach Schedule K-1 for which a failure acquisitions or abandonments of securedenvironmental excise taxes,occurs. The maximum penalty is property; proceeds from broker and bartercommunications and air transportation$100,000 for all such failures during a exchange transactions; interesttaxes, fuel taxes, luxury tax on passengercalendar year. If the requirement to report payments; payments of long-term carevehicles, manufacturers’ taxes, shipinformation is intentionally disregarded, and accelerated death benefits;passenger tax, and certain other exciseeach $50 penalty is increased to $100 or, miscellaneous income payments;taxes.if greater, 10% of the aggregate amount distributions from an Archer MSA orof items required to be reported, and the Caution: See Trust Fund Recovery Medicare + Choice MSA; original issue$100,000 maximum does not apply. Penalty above. discount; distributions from pensions,

The penalty will not be imposed if the Form 926, Return by a U.S. Transferor of annuities, retirement or profit-sharing
fiduciary can show that not providing Property to a Foreign Corporation. Use plans, IRAs (including SEPs, SIMPLEs,
information timely was due to reasonable this form to report certain information Roth IRAs, Roth Conversions, and IRA
cause and not due to willful neglect. required under section 6038B. recharacterizations), Coverdell ESAs,
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insurance contracts, etc.; and proceeds b. The fair market value of the printed forms. But show the totals on
from real estate transactions. property the estate or trust contributed to the printed forms.

the foreign partnership in exchange for a Attach these separate sheets after allAlso, use certain of these returns to
partnership interest, when added to other the schedules and forms. Enter thereport amounts received as a nominee on
contributions of property made to the estate’s or trust’s EIN on each sheet.behalf of another person, except amounts
foreign partnership during the precedingreported to beneficiaries on Schedule K-1 Do not file a copy of the decedent’s will12-month period, exceeds $100,000.(Form 1041). or the trust instrument unless the IRS

Also, the estate or trust may have toForm 8275, Disclosure Statement. File requests it.
file Form 8865 to report certainForm 8275 to disclose items or positions,
dispositions by a foreign partnership ofexcept those contrary to a regulation, that Additional Information
property it previously contributed to thatare not otherwise adequately disclosed The following publications may assist you
foreign partnership if it was a partner aton a tax return. The disclosure is made to in preparing Form 1041.
the time of the disposition.avoid parts of the accuracy-related Pub. 550, Investment Income andpenalty imposed for disregard of rules or For more details, including penalties Expenses, andsubstantial understatement of tax. Form for failing to file Form 8865, see Form Pub. 559, Survivors, Executors, and8275 is also used for disclosures relating 8865 and its separate instructions. Administrators.to preparer penalties for understatements
Tax shelter disclosure statement. Usedue to unrealistic positions or disregard of
Form 8886, Reportable Transactionrules.
Disclosure Statement, to disclose Of Special Interest toForm 8275-R, Regulation Disclosure information for each reportable

Statement, is used to disclose any item Bankruptcy Trustees andtransaction in which the trust participated,
on a tax return for which a position has directly or indirectly. Form 8886 must be Debtors-in-Possessionbeen taken that is contrary to Treasury filed for each tax year that the Federal
regulations. income tax liability of the estate or trust is Taxation of Bankruptcy EstatesForms 8288 and 8288-A, U.S. affected by its participation in the of an IndividualWithholding Tax Return for Dispositions transaction. The following are reportable

The bankruptcy estate that is createdby Foreign Persons of U.S. Real Property transactions.
when an individual debtor files a petitionInterests; and Statement of Withholding • Any transaction the same as or
under either chapter 7 or 11 of title 11 ofon Dispositions by Foreign Persons of substantially similar to tax avoidance
the U.S. Code is treated as a separateU.S. Real Property Interests. Use these transactions identified by the IRS.
taxable entity. The bankruptcy estate isforms to report and transmit withheld tax • Any transaction offered under
administered by a trustee or aon the sale of U.S. real property by a conditions of confidentiality.
debtor-in-possession. If the case is laterforeign person. Also, use these forms to • Any transaction for which the estate or
dismissed by the bankruptcy court, thereport and transmit tax withheld from trust has contractual protection against
individual debtor is treated as if theamounts distributed to a foreign disallowance of the tax benefits.
bankruptcy petition had never been filed.beneficiary from a “U.S. real property • Any transaction resulting in a loss of at

interest account” that a domestic estate or A separate taxable entity is not createdleast $2 million in any single year or $4
trust is required to establish under if a partnership or corporation files amillion in any combination of years
Regulations section 1.1445-5(c)(1)(iii). petition under any chapter of title 11 of($50,000 in any single year if the loss is

the U.S. Code.generated by a section 988 transaction).Form 8300, Report of Cash Payments
• Any transaction resulting in a book-taxOver $10,000 Received in a Trade or Who Must Filedifference of more than $10 million on aBusiness. Generally, this form is used to

Every trustee (or debtor-in-possession)gross basis.report the receipt of more than $10,000 in
for an individual’s bankruptcy estate• Any transaction resulting in a tax creditcash or foreign currency in one
under chapter 7 or 11 of title 11 of theof more than $250,000, if the estate ortransaction (or a series of related
U.S. Code must file a return if thetrust held the asset generating the credittransactions).
bankruptcy estate has gross income offor less than 45 days.Form 8865, Return of U.S. Persons With $7,800 or more for tax years beginning inGenerally, these rules apply toRespect to Certain Foreign Partnerships. 2003.transactions entered into after 2002. ForThe estate or trust may have to file Form

the rules that apply to reportable Failure to do so may result in an8865 if it:
transactions entered into before 2003, estimated Request for Administrative1. Controlled a foreign partnership see Temporary Regulations section Expenses being filed by the IRS in the(i.e., owned more than a 50% direct or 1.6011-4T (as in effect before February bankruptcy proceeding or a motion toindirect interest in a foreign partnership). 28, 2003). compel filing of the return.2. Owned at least a 10% direct or

See the Instructions for Form 8886 forindirect interest in a foreign partnership The filing of a tax return for the
more details and exceptions.while U.S. persons controlled that bankruptcy estate does not relieve

partnership. the individual debtor of his or herCAUTION
!

3. Had an acquisition, disposition, or Assembly and (or their) individual tax obligations.
change in proportional interest in a Attachments Employer Identification Numberforeign partnership that:

Assemble any schedules, forms and/or Every bankruptcy estate of an individuala. Increased its direct interest to at
attachments behind Form 1041 in the required to file a return must have its ownleast 10%;
following order: EIN. The SSN of the individual debtorb. Reduced its direct interest of at

cannot be used as the EIN for the1. Schedule D (Form 1041),least 10% to less than 10%; or
bankruptcy estate.2. Schedule H (Form 1040),c. Changed its direct interest by at

3. Form 4136,least a 10% interest. Accounting Period
4. All other schedules and forms, and4. Contributed property to a foreign A bankruptcy estate is allowed to have a5. All attachments.partnership in exchange for a partnership fiscal year. The period can be no longer

interest if: than 12 months.Attachmentsa. Immediately after the contribution,
When To Filethe estate or trust owned, directly or If you need more space on the forms or

indirectly, at least a 10% interest in the schedules, attach separate sheets. Use File Form 1041 on or before the 15th day
foreign partnership or the same size and format as on the of the 4th month following the close of the
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If taxable income is:tax year. Use Form 2758 to apply for an Administrative expenses. The
Of theextension of time to file. bankruptcy estate is allowed a deduction But notOver — The tax is: amountover —for any administrative expense allowed over —Disclosure of Return under section 503 of title 11 of the U.S. $0 $7,000 10% $0Information Code, and any fee or charge assessed 7,000 28,400 $700.00 + 15% 7,000

28,400 57,325 3,910.00 + 25% 28,400under chapter 123 of title 28 of the U.S.Under section 6103(e)(5), tax returns of
57,325 87,350 11,141.25 + 28% 57,325Code, to the extent not disallowed underindividual debtors who have filed for
87,350 155,975 19,548.25 + 33% 87,350an Internal Revenue Code provision (e.g.,bankruptcy under chapters 7 or 11 of title 155,975 ------ 42,194.50 + 35% 155,975section 263, 265, or 275).11 are, upon written request, open to

inspection by or disclosure to the trustee. Prompt Determination of TaxAdministrative expense loss. When
The returns subject to disclosure to the Liabilityfiguring a net operating loss, nonbusiness

trustee are those for the year the deductions (including administrative To request a prompt determination of the
bankruptcy begins and prior years. Use expenses) are limited under section tax liability of the bankruptcy estate, the
Form 4506, Request for Copy or 172(d)(4) to the bankruptcy estate’s trustee or debtor-in-possession must file a
Transcript of Tax Form, to request copies nonbusiness income. The excess written application for the determination
of the individual debtor’s tax returns. nonbusiness deductions are an with the IRS. Send the request to the

administrative expense loss that may be Small Business/Self-Employed InsolvencyIf the bankruptcy case was not
carried back to each of the 3 preceding Territory Manager for the territory in whichvoluntary, disclosure cannot be made
tax years and forward to each of the 7 the bankruptcy case is pending. Thebefore the bankruptcy court has entered
succeeding tax years of the bankruptcy application must be submitted in duplicatean order for relief, unless the court rules
estate. The amount of an administrative and executed under the penalties ofthat the disclosure is needed for
expense loss that may be carried to any perjury. The trustee ordetermining whether relief should be
tax year is determined after the net debtor-in-possession must submit withordered.
operating loss deductions allowed for that the application an exact copy of the

Transfer of Tax Attributes From year. An administrative expense loss is return (or returns) filed by the trustee with
allowed only to the bankruptcy estate andthe Individual Debtor to the the IRS for a completed tax period, and a
cannot be carried to any tax year of the statement of the name and location of theBankruptcy Estate
individual debtor. office where the return was filed. TheThe bankruptcy estate succeeds to the

envelope should be marked, “Request forfollowing tax attributes of the individual Carryback of net operating losses and Prompt Determination. DO NOT OPEN INdebtor: credits. If the bankruptcy estate itself MAILROOM.”
1. Net operating loss (NOL) incurs a net operating loss (apart from The IRS will notify the trustee orcarryovers; losses carried forward to the estate from debtor-in-possession within 60 days from2. Charitable contributions carryovers; the individual debtor), it can carry back its receipt of the application whether the3. Recovery of tax benefit items; net operating losses not only to previous return filed by the trustee or4. Credit carryovers; tax years of the bankruptcy estate, but debtor-in-possession has been selected5. Capital loss carryovers; also to tax years of the individual debtor for examination or has been accepted as6. Basis, holding period, and prior to the year in which the bankruptcy filed. If the return is selected forcharacter of assets; proceedings began. Excess credits, such examination, it will be examined as soon7. Method of accounting; as the foreign tax credit, also may be as possible. The IRS will notify the trustee8. Unused passive activity losses; carried back to pre-bankruptcy years of or debtor-in-possession of any tax due9. Unused passive activity credits; the individual debtor. within 180 days from receipt of theand

application or within any additional timeExemption. For tax years beginning in10. Unused section 465 losses.
permitted by the bankruptcy court.2003, a bankruptcy estate is allowed a

See Rev. Proc. 81-17, 1981-1 C.B.personal exemption of $3,050.Income, Deductions, and
688.Credits Standard deduction. For tax years Special Filing Instructions forUnder section 1398(c), the taxable beginning in 2003, a bankruptcy estate
Bankruptcy Estatesincome of the bankruptcy estate generally that does not itemize deductions is

is figured in the same manner as an allowed a standard deduction of $4,750. Use Form 1041 only as a transmittal for
individual. The gross income of the Form 1040. In the top margin of Form
bankruptcy estate includes any income Discharge of indebtedness. In a title 11 1040 write “Attachment to Form 1041. DO
included in property of the estate as case, gross income does not include NOT DETACH.” Attach Form 1040 to
defined in Bankruptcy Code section 541. amounts that normally would be included Form 1041. Complete only the
Also included is gain from the sale of in gross income resulting from the identification area at the top of Form
property. To figure gain, the trustee or discharge of indebtedness. However, any 1041. Enter the name of the individual
debtor-in-possession must determine the amounts excluded from gross income debtor in the following format: “John Q.
correct basis of the property. must be applied to reduce certain tax Public Bankruptcy Estate.” Beneath, enter

attributes in a certain order. Attach Form the name of the trustee in the followingTo determine whether any amount
982, Reduction of Tax Attributes Due to format: “Avery Snow, Trustee.” In item D,paid or incurred by the bankruptcy estate
Discharge of Indebtedness, to show the enter the date the petition was filed or theis allowable as a deduction or credit, or is
reduction of tax attributes. date of conversion to a chapter 7 or 11treated as wages for employment tax

case.purposes, treat the amount as if it were
Tax Rate Schedulepaid or incurred by the individual debtor in Enter on Form 1041, line 23, the total

the same trade or business or other Figure the tax for the bankruptcy estate tax from line 60 of Form 1040. Complete
activity the debtor engaged in before the using the tax rate schedule below. Enter lines 24 through 29 of Form 1041, and
bankruptcy proceedings began. the tax on Form 1040, line 41. sign and date it.
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considered a grantor type trust, and eachSimple Trust
certificate holder is treated as the ownerSpecific Instructions A trust may qualify as a simple trust if:
of an undivided interest in the entire trust

1. The trust instrument requires that under the grantor trust rules. Certificate
all income must be distributed currently; holders must report their proportionate

2. The trust instrument does not share of the mortgage interest and otherName of Estate or Trust provide that any amounts are to be paid, items of income on their individual taxCopy the exact name of the estate or trust permanently set aside, or used for returns.from the Form SS-4, Application for charitable purposes; and
Employer Identification Number, that you Pre-need funeral trusts. The3. The trust does not distribute
used to apply for the EIN. purchasers of pre-need funeral servicesamounts allocated to the corpus of the

are the grantors and the owners oftrust.If a grantor type trust (discussed pre-need funeral trusts established under
below), write the name, identification state laws. See Rev. Rul. 87-127, 1987-2Complex Trustnumber, and address of the grantor(s) or C.B. 156. However, the trustees of
other owner(s) in parentheses after the A complex trust is any trust that does not pre-need funeral trusts can elect to file
name of the trust. qualify as a simple trust as explained the return and pay the tax for qualified

above. funeral trusts. For more information, see
Name and Title of Form 1041-QFT, U.S. Income Tax ReturnQualified Disability Trust

for Qualified Funeral Trusts.Fiduciary A qualified disability trust is any
Nonqualified deferred compensationnongrantor trust:Enter the name and title of the fiduciary. If
plans. Taxpayers may adopt andthe name entered is different than the 1. Described in 42 U.S.C. maintain grantor trusts in connection withname on the prior year’s return, see 1396p(c)(2)(B)(iv) and established solely nonqualified deferred compensation plansChange in Fiduciary’s Name on for the benefit of an individual under 65 (sometimes referred to as “rabbi trusts”).page 13. years of age who is disabled and Rev. Proc. 92-64, 1992-2 C.B. 422,2. All the beneficiaries of which are provides a “model grantor trust” for use indetermined by the Commissioner ofAddress rabbi trust arrangements. The procedureSocial Security to have been disabled for also provides guidance for requestingInclude the suite, room, or other unit some part of the tax year within the rulings on the plans that use these trusts.number after the street address. meaning of 42 U.S.C. 1382c(a)(3).

If the Post Office does not deliver mail Bankruptcy EstateA trust will not fail to meet 2 above just
to the street address and the fiduciary has because the trust’s corpus may revert to a A chapter 7 or 11 bankruptcy estate is a
a P.O. box, show the box number instead person who is not disabled after the trust separate and distinct taxable entity from
of the street address. ceases to have any disabled the individual debtor for Federal income

beneficiaries. tax purposes. See Of Special Interest toIf you change your address after filing
Bankruptcy Trustees andForm 1041, use Form 8822, Change of ESBT (S Portion Only) Debtors-in-Possession on page 10.Address, to notify the IRS.

The S portion of an electing small For more information, see sectionIf you have a new address and have business trust (ESBT) is the portion of the 1398 and Pub. 908, Bankruptcy Taxnot filed Form 8822, be sure to check the trust that consists of S corporation stock Guide.box in F for “Change in fiduciary’s and that is not treated as owned by the
address.” grantor or another person. See page 7 of Pooled Income Fund

the instructions for more information A pooled income fund is a split-interestabout an ESBT.A. Type of Entity trust with a remainder interest for a public
charity and a life income interest retainedCheck the appropriate box that describes Grantor Type Trust
by the donor or for another person. Thethe entity for which you are filing the A grantor type trust is a legal trust under
property is held in a pool with otherreturn. applicable state law that is not recognized
pooled income fund property and doesas a separate taxable entity for incomeIf only a portion of a trust is a grantor not include any tax-exempt securities.tax purposes because the grantor or othertype trust or if only a portion of an electing The income for a retained life interest issubstantial owners have not relinquishedsmall business trust is the S portion, then figured using the yearly rate of returncomplete dominion and control over themore then one box can be checked. earned by the trust. See section 642(c)trust.
and the related regulations for moreNote: There are special filing

Generally, for transfers made in trust information.requirements for grantor type trusts,
after March 1, 1986, the grantor is treatedpooled income funds, electing small
as the owner of any portion of a trust inbusiness trusts, and bankruptcy estates. B. Number of Schedules
which he or she has a reversionarySee Special Filing Instructions for
interest in either the income or corpus K-1 AttachedGrantor Type Trusts, Pooled Income
therefrom, if, as of the inception of that Every trust or decedent’s estate claimingFunds, and Electing Small Business
portion of the trust, the value of the an income distribution deduction on pageTrusts on page 5, or Of Special Interest
reversionary interest is more than 5% of 1, line 18, must enter the number ofto Bankruptcy Trustees and
the value of that portion. Also, the grantor Schedules K-1 (Form 1041) that areDebtors-in-Possession on page 10.
is treated as holding any power or interest attached to Form 1041.
that was held by either the grantor’sDecedent’s Estate
spouse at the time that the power orAn estate of a deceased person is a C. Employer Identificationinterest was created or who became thetaxable entity separate from the
grantor’s spouse after the creation of that Numberdecedent. It generally continues to exist
power or interest.until the final distribution of the assets of Every estate or trust that is required to file

the estate is made to the heirs and other Mortgage pools. The trustee of a Form 1041 must have an EIN. An EIN
beneficiaries. The income earned from mortgage pool, such as the Federal may be applied for:
the property of the estate during the National Mortgage Association, collects • Online by clicking on the EIN link at
period of administration or settlement principal and interest payments on each www.irs.gov/businesses/small. The EIN is
must be accounted for and reported by mortgage and makes distributions to the issued immediately once the application
the estate. certificate holders. Each pool is information is validated.
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• By telephone at 1-800-829-4933 from Taxes on Charities and Other Persons • Correct the appropriate lines with the
7:30 a.m. to 5:30 p.m. in the fiduciary’s Under Chapters 41 and 42 of the Internal new information, and
local time zone. Revenue Code. Taxes paid by the trust • Refigure the estate’s or trust’s tax
• By mailing or faxing Form SS-4, on Form 4720 or on Form 990-PF (the liability.
Application for Employer Identification section 4940 tax) cannot be taken as a If the total tax on line 23 is larger on
Number. deduction on Form 1041. the amended return than on the original
If the estate or trust has not received its return, you generally should pay theNot a Private FoundationEIN by the time the return is due, write difference with the amended return.

Check this box if the nonexempt“Applied for” in the space for the EIN. For However, you should adjust this amount if
charitable trust (section 4947(a)(1)) is notmore details, see Pub. 583, Starting a there is any increase or decrease in the
treated as a private foundation underBusiness and Keeping Records. total payments shown on line 25.
section 509. For more information, seeIf you are filing a return for a

Attach a sheet that explains the reasonRegulations section 53.4947-1.mortgage pool, such as one created
for the amendments and identifies theunder the mortgage-backed security Other returns that must be filed. If a
lines and amounts being changed on theprograms administered by the Federal nonexempt charitable trust is not treated
amended return.National Mortgage Association (“Fannie as though it were a private foundation, the

Mae”) or the Government National fiduciary must file, in addition to Form Amended Schedule K-1 (Form 1041). IfMortgage Association (“Ginnie Mae”), the 1041, Form 990 (or Form 990-EZ), the amended return results in a change toEIN stays with the pool if that pool is Return of Organization Exempt From income, or a change in distribution of anytraded from one financial institution to Income Tax, and Schedule A (Form 990 income or other information provided to aanother. or 990-EZ), Organization Exempt Under beneficiary, an amended Schedule K-1
Section 501(c)(3), if the trust’s gross (Form 1041) must also be filed with theD. Date Entity Created receipts are normally more than $25,000. amended Form 1041 and given to each

Enter the date the trust was created, or, if beneficiary. Check the “Amended K-1”If a nonexempt charitable trust is not
a decedent’s estate, the date of the box at the top of the amended Scheduletreated as though it were a private
decedent’s death. K-1.foundation, and it has no taxable income

under Subtitle A, it can file either Form
Final ReturnE. Nonexempt Charitable 990 or Form 990-EZ instead of Form
Check this box if this is a final return1041 to meet its section 6012 filingand Split-Interest Trusts because the estate or trust hasrequirement.
terminated. Also, check the “Final K-1”Section 4947(a)(1) Trust Section 4947(a)(2) Trust box at the top of Schedule K-1.

Check this box if the trust is a nonexempt Check this box if the trust is a
If, on the final return, there are excesscharitable trust within the meaning of split-interest trust described in section

deductions, an unused capital losssection 4947(a)(1). 4947(a)(2).
carryover, or a net operating lossA nonexempt charitable trust is a trust:  A split-interest trust is a trust that: carryover, see the instructions for• That is not exempt from tax under • Is not exempt from tax under section Schedule K-1, lines 13a through 13e, onsection 501(a); 501(a); page 41.• In which all of the unexpired interests • Has some unexpired interests that are

are devoted to one or more charitable devoted to purposes other than religious, Change in Fiduciary’s Namepurposes described in section charitable, or similar purposes described If the fiduciary’s name entered is different170(c)(2)(B); and in section 170(c)(2)(B); and than the name on the prior year’s return• For which a deduction was allowed • Has amounts transferred in trust after (or the Form 56 if no prior return), be sureunder section 170 (for individual May 26, 1969, for which a deduction was to check this box. Also, file Form 56 if youtaxpayers) or similar Code section for allowed under section 170 (for individual checked this box and you have not filed apersonal holding companies, foreign taxpayers) or similar Code section for Form 56 or otherwise notified the IRS thatpersonal holding companies, or estates or personal holding companies, foreign you are a fiduciary for the estate or trust.trusts (including a deduction for estate or personal holding companies, or estates or
gift tax purposes). trusts (including a deduction for estate or Change in Fiduciary’s Address

gift tax purposes).Nonexempt charitable trust treated as Check this box if the fiduciary’s address isa private foundation. If a nonexempt Other returns that must be filed. The different than the one entered on the priorcharitable trust is treated as though it fiduciary of a split-interest trust must file return (or Form 56 if no prior return) andwere a private foundation under section Form 5227 (for amounts transferred in you have not filed Form 8822. If the509, then the fiduciary must file Form trust after May 26, 1969); and Form fiduciary’s address changed after filing990-PF, Return of Private Foundation, in 1041-A if the trust’s governing instrument Form 1041, use Form 8822 to notify theaddition to Form 1041. does not require that all of the trust’s IRS unless the change was due to the
income be distributed currently.If a nonexempt charitable trust is creation or termination of a fiduciary

treated as though it were a private relationship, in which case you should fileIf a split-interest trust has any
foundation, and it has no taxable income a Form 56.unrelated business taxable income,
under Subtitle A, it may file Form 990-PF however, it must file Form 1041 to report
instead of Form 1041 to meet its section all of its income and to pay any tax due. G. Pooled Mortgage6012 filing requirement. But, be sure to
answer Statement 13, on Part VII-A of AccountF. Initial Return, Amended
Form 990-PF. If you bought a pooled mortgage accountReturn, Final Return, orExcise taxes. If a nonexempt during the year and still have that pool at
charitable trust is treated as a private the end of the tax year, check theChange in Fiduciary’s
foundation, then it is subject to the same “Bought” box and enter the date of

Name or Addressexcise taxes under chapters 41 and 42 purchase. If you sold a pooled mortgage
that a private foundation is subject to. If account that was purchased during this,

Amended Returnthe nonexempt charitable trust is liable for or a previous, tax year, check the “Sold”
any of these taxes (except the section If you are filing an amended Form 1041: box and enter the date of sale. If you
4940 tax), then it reports these taxes on • Check the “Amended return” box, neither bought nor sold a pooled
Form 4720, Return of Certain Excise • Complete the entire return, mortgage account, skip this item.
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on the income tax return of the periods totaling less than 367 days areIncome
decedent’s estate. When preparing the subject to the 61-day holding period rule
decedent’s final income tax return, report above.Special Rule for Blind Trust
on line 5 of Schedule B (Form 1040) or • Dividends on any share of stock to theIf you are reporting income from a Schedule 1 (Form 1040A) the ordinary extent that the estate or trust is under anqualified blind trust (under the Ethics in dividends shown on Form 1099-DIV. obligation (including a short sale) to makeGovernment Act of 1978), do not identify Under the last entry on line 5, subtotal all related payments with respect to positionsthe payer of any income to the trust but the dividends reported on line 5. Below in substantially similar or related property.complete the rest of the return as the subtotal, write “Form 1041” and the • Payments in lieu of dividends, but onlyprovided in the instructions. Also write name and address shown on Form 1041 if you know or have reason to know that“Blind Trust” at the top of page 1. for the decedent’s estate. Also, show the the payments are not qualified dividends.
part of the ordinary dividends reported onExtraterritorial Income

If you have an entry on line 2b(2),Form 1041 and subtract it from theExclusion be sure you use Schedule Dsubtotal.The estate or trust may exclude (Form 1041) or the Qualified
TIP

Note: Report capital gain distributions onextraterritorial income to the extent of Dividends Tax Worksheet, whichever
Schedule D (Form 1041), line 9.qualifying foreign trade income. For applies, to figure the estate’s or trust’s

details and to figure the amount of the tax. Figuring the estate’s or trust’s taxLine 2b—Qualified Dividendsexclusion, see Form 8873, Extraterritorial liability in this manner will usually result in
Enter the beneficiary’s allocable share ofIncome Exclusion, and its separate a lower tax.
qualified dividends on line 2b(1) and enterinstructions. The estate or trust must
the estate’s or trust’s allocable share on Line 3—Business Income orreport the extraterritorial income exclusion
line 2b(2). If the estate or trust receivedon line 15a of Form 1041, page 1. (Loss)
qualified dividends that were derived from If the estate or trust operated a business,Although the extraterritorial income income in respect of a decedent, you report the income and expenses onexclusion is entered on line 15a, it is an must reduce the amount on line 2b(2) by Schedule C (Form 1040), Profit or Lossexclusion from income and should be the portion of the estate tax deduction From Business (or Schedule C-EZ (Formtreated as tax-exempt income when claimed on Form 1041, page 1, line 19, 1040), Net Profit From Business). Entercompleting other parts of the return. that is attributable to those qualified the net profit or (loss) from Schedule C
dividends. Do not reduce the amounts onLine 1—Interest Income (or Schedule C-EZ) on line 3.
line 2b by any other allocable expenses.Report the estate’s or trust’s share of all

Line 4—Capital Gain or (Loss)taxable interest income that was received Qualified dividends are eligible for a
Enter the gain from Schedule D (Formduring the tax year. Examples of taxable lower tax rate than other ordinary income.
1041), Part III, line 16a, column (3); or theinterest include interest from: Generally, these dividends are reported to
loss from Part IV, line 17.• Accounts (including certificates of the estate or trust in box 1b of Form(s)

deposit and money market accounts) with 1099-DIV. See Pub. 550 for the definition Do not substitute Schedule Dbanks, credit unions, and thrift institutions. of qualified dividends if the estate or trust (Form 1040) for Schedule D (Form• Notes, loans, and mortgages. received dividends not reported on Form 1041).CAUTION
!

• U.S. Treasury bills, notes, and bonds. 1099-DIV.
• U.S. savings bonds. Exception. Some dividends may be Line 5—Rents, Royalties,• Original issue discount. reported to the estate or trust as qualified Partnerships, Other Estates and• Income received as a regular interest dividends in box 1b of Form 1099-DIV but Trusts, etc.holder of a real estate mortgage are not qualified dividends. Theseinvestment conduit (REMIC). Use Schedule E (Form 1040),include:For taxable bonds acquired after 1987, Supplemental Income and Loss, to report• Dividends received on any share ofamortizable bond premium is treated as the estate’s or trust’s share of income orstock that the estate or trust held for lessan offset to the interest income instead of (losses) from rents, royalties,than 61 days during the 120-day periodas a separate interest deduction. See partnerships, S corporations, otherthat began 60 days before thePub. 550. estates and trusts, and REMICs. Enterex-dividend date. The ex-dividend date is

the net profit or (loss) from Schedule E onFor the year of the decedent’s death, the first date following the declaration of a
line 5. See the instructions for Schedule EForms 1099-INT issued in the decedent’s dividend on which the purchaser of a
(Form 1040) for reporting requirements.name may include interest income earned stock is not entitled to receive the next

after the date of death that should be dividend payment. When counting the If the estate or trust received a
reported on the income tax return of the number of days the stock was held, Schedule K-1 from a partnership, S
decedent’s estate. When preparing the include the day the estate or trust corporation, or other flow-through entity,
decedent’s final income tax return, report disposed of the stock but not the day it use the corresponding lines on Form
on line 1 of Schedule B (Form 1040) or acquired the stock. However, you cannot 1041 to report the interest, dividends,
Schedule 1 (Form 1040A) the total count certain days during which the capital gains, etc., from the flow-through
interest shown on Form 1099-INT. Under estate’s or trust’s risk of loss was entity.
the last entry on line 1, subtotal all the diminished. See Pub. 550 for more Line 6—Farm Income or (Loss)interest reported on line 1. Below the details.
subtotal, write “Form 1041” and the name If the estate or trust operated a farm, use• Dividends attributable to periods
and address shown on Form 1041 for the Schedule F (Form 1040), Profit or Losstotaling more than 366 days that the
decedent’s estate. Also, show the part of From Farming, to report farm income andestate or trust received on any share of
the interest reported on Form 1041 and expenses. Enter the net profit or (loss)preferred stock held for less than 91 days
subtract it from the subtotal. from Schedule F on line 6.during the 180-day period that began 90

days before the ex-dividend date. WhenLine 2a—Ordinary Dividends Line 7—Ordinary Gain orcounting the number of days the stock
Report the estate’s or trust’s share of all (Loss)was held, include the day the estate or
ordinary dividends received during the tax trust disposed of the stock but not the day Enter from line 18, Form 4797, Sales of
year. it acquired the stock. However, you Business Property, the ordinary gain or

For the year of the decedent’s death, cannot count certain days during which loss from the sale or exchange of
Forms 1099-DIV issued in the decedent’s the estate’s or trust’s risk of loss was property other than capital assets and
name may include dividends earned after diminished. See Pub. 550 for more also from involuntary conversions (other
the date of death that should be reported details. Preferred dividends attributable to than casualty or theft).
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trustee to maintain a reserve forLine 8—Other Income Limitations on Deductions
depletion. If the trustee is required toEnter other items of income not included
maintain a reserve, the deduction is first At-Risk Loss Limitationson lines 1, 2a, and 3 through 7. List the
allocated to the trust, up to the amount oftype and amount on an attached schedule Generally, the amount the estate or trustthe reserve. Any excess is allocatedif the estate or trust has more than one has “at risk” limits the loss it can deductamong the beneficiaries in the sameitem. for any tax year. Use Form 6198, At-Riskmanner as the trust’s accounting income. Limitations, to figure the deductible lossItems to be reported on line 8 include: See Regulations section 1.611-1(c)(4). for the year and file it with Form 1041. For• Unpaid compensation received by the

more information, see Pub. 925, PassiveAmortization. The deduction fordecedent’s estate that is income in
Activity and At-Risk Rules.amortization is apportioned between anrespect of a decedent.

estate or trust and its beneficiaries under• Any part of a total distribution shown on Passive Activity Loss and
the same principles for apportioning theForm 1099-R, Distributions From Credit Limitationsdeductions for depreciation and depletion.Pensions, Annuities, Retirement or

In general. Section 469 and theProfit-Sharing Plans, IRAs, Insurance The deduction for the amortization of regulations thereunder generally limitContracts, etc., that is treated as ordinary reforestation expenditures under section losses from passive activities to theincome. For more information, see the 194 is allowed only to an estate. amount of income derived from allseparate instructions for Form 4972, Tax
passive activities. Similarly, credits fromon Lump-Sum Distributions. Allocation of Deductions for passive activities are generally limited to

Tax-Exempt Income the tax attributable to such activities.Deductions
Generally, no deduction that would These limitations are first applied at the
otherwise be allowable is allowed for any estate or trust level.Depreciation, Depletion, and
expense (whether for business or for the Generally, an activity is a passiveAmortization
production of income) that is allocable to activity if it involves the conduct of anyA trust or decedent’s estate is allowed a tax-exempt income. Examples of trade or business, and the taxpayer doesdeduction for depreciation, depletion, and tax-exempt income include: not materially participate in the activity.amortization only to the extent the • Certain death benefits (section 101); Passive activities do not include workingdeductions are not apportioned to the • Interest on state or local bonds (section interests in oil and gas properties. Seebeneficiaries. An estate or trust is not
103); section 469(c)(3).allowed to make an election under section • Compensation for injuries or sickness Note: Material participation standards for179 to expense certain tangible property.
(section 104); and estates and trusts have not beenThe estate’s or trust’s share of • Income from discharge of indebtedness established by regulations.depreciation, depletion, and amortization in a title 11 case (section 108).

For a grantor trust, materialshould be reported on the appropriate
participation is determined at the grantorlines of Schedule C (or C-EZ), E, or F Exception. State income taxes and
level.(Form 1040), the net income or loss from business expenses that are allocable to

which is shown on line 3, 5, or 6 of Form tax-exempt interest are deductible. If the estate or trust distributes an
1041. If the deduction is not related to a interest in a passive activity, the basis of Expenses that are directly allocable tospecific business or activity, then report it the property immediately before thetax-exempt income are allocated only toon line 15a. distribution is increased by the passivetax-exempt income. A reasonable

activity losses allocable to the interest,Depreciation. For a decedent’s estate, proportion of expenses indirectly allocable
and such losses cannot be deducted. Seethe depreciation deduction is apportioned to both tax-exempt income and other
section 469(j)(12).between the estate and the heirs, income must be allocated to each class of

legatees, and devisees on the basis of Note: Losses from passive activities areincome.
the estate’s income allocable to each. first subject to the at-risk rules. When the

losses are deductible under the at-riskDeductions That May BeFor a trust, the depreciation deduction
rules, the passive activity rules thenis apportioned between the income Allowable for Estate Tax
apply.beneficiaries and the trust on the basis of Purposes

the trust income allocable to each, unless Rental activities. Generally, rentalAdministration expenses and casualtythe governing instrument (or local law) activities are passive activities, whether orand theft losses deductible on Form 706requires or permits the trustee to maintain not the taxpayer materially participates.may be deducted, to the extent otherwisea depreciation reserve. If the trustee is However, certain taxpayers whodeductible for income tax purposes, onrequired to maintain a reserve, the materially participate in real propertyForm 1041 if the fiduciary files adeduction is first allocated to the trust, up trades or businesses are not subject tostatement waiving the right to deduct theto the amount of the reserve. Any excess the passive activity limitations on lossesexpenses and losses on Form 706. Theis allocated among the beneficiaries in the from rental real estate activities in whichstatement must be filed before thesame manner as the trust’s accounting they materially participate. For moreexpiration of the statutory period ofincome. See Regulations section details, see section 469(c)(7).limitations for the tax year the deduction1.167(h)-1(b). For tax years of an estate ending lessis claimed. See Pub. 559 for more
Depletion. For mineral or timber property than 2 years after the decedent’s date ofinformation.
held by a decedent’s estate, the depletion death, up to $25,000 of deductions and
deduction is apportioned between the deduction equivalents of credits fromAccrued Expenses
estate and the heirs, legatees, and rental real estate activities in which theGenerally, an accrual basis taxpayer can
devisees on the basis of the estate’s decedent actively participated arededuct accrued expenses in the tax year
income from such property allocable to allowed. Any excess losses and/or creditsthat: (a) all events have occurred that
each. are suspended for the year and carrieddetermine the liability; and (b) the amount

forward.For mineral or timber property held in of the liability can be figured with
trust, the depletion deduction is reasonable accuracy. However, all the Portfolio income. Portfolio income is not
apportioned between the income events that establish liability are treated treated as income from a passive activity,
beneficiaries and the trust based on the as occurring only when economic and passive losses and credits generally
trust income from such property allocable performance takes place. There are may not be applied to offset it. Portfolio
to each, unless the governing instrument exceptions for recurring items. See income generally includes interest,
(or local law) requires or permits the section 461(h). dividends, royalties, and income from
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annuities. Portfolio income of an estate or Interest that is paid or incurred on Line 11—Taxes
trust must be accounted for separately. indebtedness allocable to a trade or Enter any deductible taxes paid or

business (including a rental activity) incurred during the tax year that are notForms to file. See Form 8582, Passive should be deducted on the appropriate deductible elsewhere on Form 1041.Activity Loss Limitations, to figure the line of Schedule C (or C-EZ), E, or Famount of losses allowed from passive Deductible taxes include:(Form 1040), the net income or loss fromactivities. See Form 8582-CR, Passive • State and local income or real propertywhich is shown on line 3, 5, or 6 of FormActivity Credit Limitations, to figure the taxes.1041.amount of credit allowed for the current • The generation-skipping transfer (GST)
year. Types of interest to include on line 10 tax imposed on income distributions.

are: Do not deduct:Transactions Between Related • Federal income taxes.1. Any investment interest (subject toTaxpayers • Estate, inheritance, legacy, succession,limitations—see below);
and gift taxes.Under section 267, a trust that uses the 2. Any qualified residence interest
• Federal duties and excise taxes.accrual method of accounting may only (see below); and
• State and local sales taxes. Instead,deduct business expenses and interest 3. Any interest payable under section
treat these taxes as part of the cost of theowed to a related party in the year the 6601 on any unpaid portion of the estate
property.payment is included in the income of the tax attributable to the value of a

related party. For this purpose, a related reversionary or remainder interest in Line 12—Fiduciary Feesparty includes: property for the period during which an
Enter the deductible fees paid or incurredextension of time for payment of such tax1. A grantor and a fiduciary of any
to the fiduciary for administering theis in effect.trust;
estate or trust during the tax year.2. A fiduciary of a trust and a fiduciary

of another trust, if the same person is a Investment interest. Generally, Fiduciary fees deducted on Form
grantor of both trusts; investment interest is interest (including 706 cannot be deducted on

3. A fiduciary of a trust and a amortizable bond premium on taxable Form 1041.
TIP

beneficiary of such trust; bonds acquired after October 22, 1986,
4. A fiduciary of a trust and a but before January 1, 1988) that is paid or Line 15a—Other Deductions

beneficiary of another trust, if the same incurred on indebtedness that is properly Not Subject to the 2% Floor
person is a grantor of both trusts; allocable to property held for investment. Attach your own schedule, listing by type5. A fiduciary of a trust and a Investment interest does not include any and amount, all allowable deductions thatcorporation more than 50% in value of the qualified residence interest, or interest are not deductible elsewhere on Formoutstanding stock of which is owned, that is taken into account under section 1041.directly or indirectly, by or for the trust or 469 in figuring income or loss from a

Do not include any losses on worthlessby or for a person who is a grantor of the passive activity.
bonds and similar obligations andtrust; and

Generally, net investment income is nonbusiness bad debts. Report these6. An executor of an estate and a
the excess of investment income over losses on Schedule D (Form 1041).beneficiary of that estate, except for a
investment expenses. Investmentsale or exchange to satisfy a pecuniary Do not deduct medical or funeralexpenses are those expenses (other thanbequest (i.e., a bequest of a sum of expenses on Form 1041. Medicalinterest) allowable after application of themoney). expenses of the decedent paid by the2% floor on miscellaneous itemized estate may be deductible on thedeductions. decedent’s income tax return for the yearLine 10—Interest

incurred. See section 213(c). FuneralThe amount of the investment interestEnter the amount of interest (subject to expenses are deductible only on Formdeduction may be limited. Use Formlimitations) paid or incurred by the estate 706.4952, Investment Interest Expenseor trust on amounts borrowed by the
Deduction, to figure the allowable The following are examples ofestate or trust, or on debt acquired by the
investment interest deduction. deductions that are reported on line 15a.estate or trust (e.g., outstanding

obligations from the decedent) that is not Bond premium(s). For taxable bondsIf you must complete Form 4952,
claimed elsewhere on the return. acquired before October 23, 1986, if thecheck the box on line 10 of Form 1041

fiduciary elected to amortize the premium,and attach Form 4952. Then, add theIf the proceeds of a loan were used for
report the amortization on this line. Youdeductible investment interest to the othermore than one purpose (e.g., to purchase
cannot deduct the amortization fortypes of deductible interest and enter thea portfolio investment and to acquire an
tax-exempt bonds. In all cases where thetotal on line 10.interest in a passive activity), the fiduciary
fiduciary has made an election tomust make an interest allocation Qualified residence interest. Interest amortize the premium, the basis must beaccording to the rules in Temporary paid or incurred by an estate or trust on reduced by the amount of amortization.Regulations section 1.163-8T. indebtedness secured by a qualified For more information, see section 171residence of a beneficiary of an estate orDo not include interest paid on and Pub. 550.trust is treated as qualified residenceindebtedness incurred or continued to

If you claim a bond premium deductioninterest if the residence would be apurchase or carry obligations on which
for the estate or trust, figure the deductionqualified residence (i.e., the principalthe interest is wholly exempt from income
on a separate sheet and attach it toresidence or the second residencetax.
Form 1041.selected by the beneficiary) if owned by

Personal interest is not deductible. the beneficiary. The beneficiary must Casualty and theft losses. Use FormExamples of personal interest include have a present interest in the estate or 4684, Casualties and Thefts, to figure anyinterest paid on: trust or an interest in the residuary of the deductible casualty and theft losses.• Revolving charge accounts used to estate or trust. See Pub. 936, Home Deduction for clean-fuel vehicles.purchase personal use property. Mortgage Interest Deduction, for an Section 179A allows a deduction for part• Personal notes for money borrowed explanation of the general rules for of the cost of qualified clean-fuel vehiclefrom a bank, credit union, or other person. deducting home mortgage interest. property. See Pub. 535, Business• Installment loans on personal use
Expenses, for more details.property. See section 163(h)(3) for a definition of

• Underpayments of Federal, state, or qualified residence interest and for Net operating loss deduction (NOLD).
local income taxes. limitations on indebtedness. An estate or trust is allowed the net
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operating loss deduction (NOLD) under 3. The amount of the exemption (line Since the value of line 18 is not known
section 172. 20); because it is limited to the DNI, you are

4. The deduction for clean-fuel left with the following:If you claim an NOLD for the estate or
vehicles claimed on line 15a; and AGI = 32,900 – DNItrust, figure the deduction on a separate

5. The net operating loss deductionsheet and attach it to this return. Substitute the value of AGI in theclaimed on line 15a.
equation:Estate’s or trust’s share of

For those estates and trusts whoseamortization, depreciation, and AMID = 1,500 – (.02(32,900 – DNI))income distribution deduction is limited todepletion not claimed elsewhere. If you
The equation cannot be solved untilthe actual distribution, and not the DNIcannot deduct the amortization,

the value of DNI is known. The DNI can(i.e., the income distribution is less thandepreciation, and depletion as rent or
be expressed in terms of the AMID. To dothe DNI), when computing the AGI, useroyalty expenses on Schedule E (Form
this, compute the DNI using the knownthe amount of the actual distribution.1040), or as business or farm expenses
values. In this example, the DNI is equalon Schedule C, C-EZ, or F (Form 1040), For those estates and trusts whose to the total income of the trust (less anyitemize the fiduciary’s share of the income distribution deduction is limited to capital gains allocated to corpus; or plusdeductions on an attached sheet and the DNI (i.e., the actual distribution any capital loss from line 4); less totalinclude them on line 15a. Itemize each exceeds the DNI), the DNI must be deductions from line 16 (excluding anybeneficiary’s share of the deductions and figured taking into account the allowable miscellaneous itemized deductions); lessreport them on the appropriate line of miscellaneous itemized deductions the AMID.Schedule K-1 (Form 1041). (AMID) after application of the 2% floor. In

Thus, DNI = (line 9) –  (line 16a,this situation there are two unknownCommercial revitalization deduction.
column (2) of Schedule D (Form 1041)) –amounts: (a) the AMID; and (b) the DNI.An estate or trust may qualify for a
(line 16) –  (AMID)deduction if it constructs, purchases, or Computing line 15b. To compute line

Substitute the known values:substantially rehabilitates a qualified 15b, use the equation below:
building in a renewal community. See DNI = 35,000 – 20,000 – 2,000 –AMID = Total miscellaneous itemizedsection 1400I for details. AMIDdeductions – (.02(AGI))

DNI = 13,000 – AMIDLine 15b—Allowable The following example illustrates how
Miscellaneous Itemized algebraic equations can be used to solve Substitute the value of DNI in the

for these unknown amounts. equation to solve for AMID:Deductions Subject to the 2%
Floor Example. The Malcolm Smith Trust, a AMID = 1,500 – (.02(32,900 – (13,000

complex trust, earned $20,000 of dividend – AMID)))Miscellaneous itemized deductions are
income, $20,000 of capital gains, and adeductible only to the extent that the AMID = 1,500 – (.02(32,900 – 13,000
fully deductible $5,000 loss from XYZaggregate amount of such deductions + AMID))
partnership (chargeable to corpus) inexceeds 2% of adjusted gross income

AMID = 1,500 – (658 – 260 +2003. The trust instrument provides that(AGI).
.02AMID)capital gains are added to corpus. 50% of

Among the miscellaneous itemized the fiduciary fees are allocated to income AMID = 1,102 – .02AMIDdeductions that must be included on line and 50% to corpus. The trust claimed a 1.02AMID = 1,10215b are expenses for the production or $2,000 deduction on line 12 of Form
collection of income under section 212, AMID = 1,0801041. The trust incurred $1,500 of
such as investment advisory fees, miscellaneous itemized deductions DNI = 11,920 (i.e., 13,000 – 1,080)subscriptions to investment advisory (chargeable to income), which are subject

AGI = 20,980 (i.e., 32,900 – 11,920)publications, and the cost of safe deposit to the 2% floor. There are no other
boxes. Note: The income distribution deductiondeductions. The trustee made a

is equal to the smaller of the distributiondiscretionary distribution of theMiscellaneous itemized deductions do
($17,500) or the DNI ($11,920).accounting income of $17,500 to thenot include deductions for:

trust’s sole beneficiary.• Interest under section 163. Enter the value of AMID on line 15b
• Taxes under section 164. (the DNI should equal line 7 of ScheduleBecause the actual distribution can• The amortization of bond premium B) and complete the rest of Form 1041reasonably be expected to exceed the
under section 171. according to the instructions.DNI, the trust must figure the DNI, taking• Estate taxes attributable to income in into account the allowable miscellaneous If the 2% floor is more than therespect of a decedent under section itemized deductions, to determine the deductions subject to the 2% floor, no691(c). amount to enter on line 15b. deductions are allowed.• Expenses paid or incurred in

The trust also claims an exemption ofconnection with the administration of the Line 18—Income Distribution
$100 on line 20.estate or trust that would not have been Deduction

incurred if the property were not held in Using the facts in this example: If the estate or trust was required tothe estate or trust.
distribute income currently or if it paid,AMID = 1,500 – (.02(AGI))For other exceptions, see section
credited, or was required to distribute any67(b). In all situations, use the following
other amounts to beneficiaries during theequation to compute the AGI:How to figure AGI for estates and tax year, complete Schedule B to

trusts. You figure AGI by subtracting the AGI = (line 9) –  (the total of lines 12, determine the estate’s or trust’s income
following from total income on line 9 of 14, and 15a to the extent they are costs distribution deduction. However, if you are
page 1: incurred in the administration of the estate filing for a pooled income fund, do not

or trust that would not have been incurred1. The administration costs of the complete Schedule B. Instead, attach a
if the property were not held by the estateestate or trust (the total of lines 12, 14, statement to support the computation of
or trust) –  (line 18) –  (line 20).and 15a to the extent they are costs the income distribution deduction. If the

incurred in the administration of the estate estate or trust claims an incomeNote: There are no other deductions
or trust) that would not have been distribution deduction, complete andclaimed by the trust on line 15a that are
incurred if the property were not held by attach:deductible in arriving at AGI.
the estate or trust; • Part I (through line 9) and Part II of

Figuring AGI in this example, we get:2. The income distribution deduction Schedule I to refigure the deduction on a
(line 18); AGI = 35,000 – 2,000 – DNI –  100 minimum tax basis and
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• Schedule K-1 (Form 1041) for each Also, a deduction is allowed for the All other trusts. A trust not described
beneficiary to which a distribution was GST tax imposed as a result of a taxable above is allowed a $100 exemption.
made or required to be made. termination or a direct skip occurring as a

result of the death of the transferor. See Tax and PaymentsCemetery perpetual care fund. On line section 691(c)(3). Enter the estate’s or18, deduct the amount, not more than $5 trust’s share of these deductions on Line 22—Taxable Incomeper gravesite, paid for maintenance of line 19.cemetery property. To the right of the Net operating loss. If line 22 is a loss,
entry space for line 18, enter the number the estate or trust may have a netLine 20—Exemption
of gravesites. Also write “Section 642(i) operating loss (NOL). Do not include the

Decedents’ estates. A decedent’s estatetrust” in parentheses after the trust’s deductions claimed on lines 13, 18, and
is allowed a $600 exemption.name at the top of Form 1041. You do not 20 when figuring the amount of the NOL.

have to complete Schedules B of Form Generally, an NOL may be carriedTrusts required to distribute all income
1041 and K-1 (Form 1041). back to the prior 2 tax years (3 years tocurrently. A trust whose governing

the extent the loss is an eligible loss; 5instrument requires that all income beDo not enter less than zero on line 18.
years to the extent the loss is a farmingdistributed currently is allowed a $300

Line 19—Estate Tax Deduction loss; 10 years to the extent the loss is aexemption, even if it distributed amounts
specified liability loss). An estate or trustother than income during the tax year.(Including Certain Generation-
may also elect to carry an NOL forwardSkipping Transfer Taxes) Qualified disability trusts. A qualified only, instead of first carrying it back. For

If the estate or trust includes income in disability trust is allowed a $3,050 more information, see the Instructions for
respect of a decedent (IRD) in its gross exemption if the trust’s modified AGI is Form 1045.
income, and such amount was included in less than or equal to $139,500. If its

Complete Schedule A of Form 1045,the decedent’s gross estate for estate tax modified AGI exceeds $139,500,
Application for Tentative Refund, to figurepurposes, the estate or trust is allowed to complete the worksheet on page 18 to
the amount of the NOL that is availablededuct in the same tax year that the figure the amount of the trust’s
for carryback or carryover. Use Formincome is included, that portion of the exemption. To figure modified AGI, follow
1045 or file an amended return to applyestate tax imposed on the decedent’s the instructions for figuring AGI for line
for a refund based on an NOL carryback.estate that is attributable to the inclusion 15b on page 17, except use zero as the
For more details, see Pub. 536, Netof the IRD in the decedent’s estate. For amount of the trust’s exemption when
Operating Losses (NOLs) for Individuals,an example of the computation, see figuring AGI.
Estates, and Trusts.Regulations section 1.691(c)-1 and Pub.

A qualified disability trust is any559. On the termination of the estate ortrust: trust, any unused NOL carryover thatIf any amount properly paid, credited, 1. Described in 42 U.S.C. would be allowable to the estate or trustor required to be distributed by an estate 1396p(c)(2)(B)(iv) and established solely in a later tax year, but for the termination,or trust to a beneficiary consists of IRD for the benefit of an individual under 65 is allowed to the beneficiaries succeedingreceived by the estate or trust, do not years of age who is disabled and to the property of the estate or trust. Seeinclude such amounts in determining the 2. All of the beneficiaries of which are the instructions for Schedule K-1, linesestate tax deduction for the estate or determined by the Commissioner of 13d and 13e.trust. Figure the deduction on a separate Social Security to have been disabled for Excess deductions on termination. Ifsheet. Attach the sheet to your return. some part of the tax year within the the estate or trust has for its final yearmeaning of 42 U.S.C. 1382c(a)(3).If you claim a deduction for estate deductions (excluding the charitable
tax attributable to qualified A trust will not fail to meet 2 above just deduction and exemption) in excess of its
dividends or capital gains, you because the trust’s corpus may revert to a gross income, the excess is allowed asCAUTION

!
may have to adjust the amount on Form person who is not disabled after the trust an itemized deduction to the beneficiaries
1041, page 1, line 2b(2), or Schedule D, ceases to have any disabled succeeding to the property of the estate
line 19. beneficiaries. or trust.

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

Note: If the trust’s modified AGI* is less than or equal to $139,500, enter $3,050 on Form 1041, line 20.
Otherwise, complete the worksheet below to figure the trust’s exemption.

1. Maximum exemption . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1. $3,050

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

3. Threshold amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3. $139,500

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

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

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

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

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

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

*Figure the trust’s modified AGI in the same manner as AGI is figured in the line 15b instructions on page 17,
except use zero when figuring the amount of the trust’s exemption.
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In general, an unused NOL carryover Line 24e—Federal Income Tax Line 29a—Credited to 2004
that is allowed to beneficiaries (as Withheld Estimated Tax
explained above) cannot also be treated

Use line 24e to claim a credit for any Enter the amount from line 28 that youas an excess deduction. However, if the
Federal income tax withheld (and not want applied to the estate’s or trust’sfinal year of the estate or trust is also the
repaid) by: (a) an employer on wages and 2004 estimated tax.last year of the NOL carryover period, the
salaries of a decedent received by theNOL carryover not absorbed in that tax
decedent’s estate; (b) a payer of certainyear by the estate or trust is included as
gambling winnings (e.g., state lottery Schedule A—Charitablean excess deduction. See the instructions
winnings); or (c) a payer of distributionsfor Schedule K-1, line 13a. Deductionfrom pensions, annuities, retirement or
profit-sharing plans, IRAs, insuranceLine 24a—2003 Estimated Tax General Instructionscontracts, etc., received by a decedent’sPayments and Amount Applied

Generally, any part of the gross income ofestate or trust. Attach a copy of FormFrom 2002 Return an estate or trust (other than a simpleW-2, Form W-2G, or Form 1099-R to the
Enter the amount of any estimated tax trust) that, under the terms of the will orfront of the return.
payment you made with Form 1041-ES governing instrument, is paid (or treated

Except for backup withholding (asfor 2003 plus the amount of any as paid) during the tax year for a
explained below), withheld incomeoverpayment from the 2002 return that charitable purpose specified in section
tax may not be passed through towas applied to the 2003 estimated tax. CAUTION

!
170(c) is allowed as a deduction to the

beneficiaries on either Schedule K-1 or estate or trust. It is not necessary that theIf the estate or trust is the beneficiary Form 1041-T. charitable organization be created orof another trust and received a payment
Backup withholding. If the estate or organized in the United States.of estimated tax that was credited to the
trust received a 2003 Form 1099 showingtrust (as reflected on the Schedule K-1 A pooled income fund, a nonexempt
Federal income tax withheld (i.e., backupissued to the trust), then report this charitable trust treated as a private
withholding) on interest income,amount separately with the notation foundation, or a trust with unrelated
dividends, or other income, check the box“section 643(g)” in the space next to business income should attach a
and include the amount withheld online 24a. separate sheet to Form 1041 instead of
income retained by the estate or trust in using Schedule A of Form 1041 to figureDo not include on Form 1041 the total for line 24e. the charitable deduction.estimated tax paid by an individual Report on Schedule K-1 (Form 1041), Additional return to be filed by trusts.before death. Instead, include theCAUTION

!
line 14, any credit for backup withholding Trusts that claim a charitable deductionpayments on the decedent’s final income on income distributed to the beneficiary. must also file Form 1041-A. See Formtax return.

1041-A for exceptions.Line 24f—Credit For Tax PaidLine 24b—Estimated Tax Election to treat contributions as paidon Undistributed Capital GainsPayments Allocated to in the prior tax year. The fiduciary of anAttach Copy B of Form 2439, Notice toBeneficiaries estate or trust may elect to treat as paidShareholder of Undistributed Long-Term
during the tax year any amount of grossThe trustee (or executor, for the final year Capital Gains.
income received during that tax year orof the estate) may elect under section
any prior tax year that was paid in theLine 24g—Credit for Federal643(g) to have any portion of its
next tax year for a charitable purpose.estimated tax treated as a payment of Tax on Fuels

estimated tax made by a beneficiary or For example, if a calendar year estateEnter any credit for Federal excise taxes
beneficiaries. The election is made on or trust makes a qualified charitablepaid on fuels that are ultimately used for
Form 1041-T, Allocation of Estimated Tax contribution on February 7, 2004, fromnontaxable purposes (e.g., an off-highway
Payments to Beneficiaries, which must be income earned in 2003 or prior, then thebusiness use). Attach Form 4136, Credit
filed by the 65th day after the close of the fiduciary can elect to treat the contributionfor Federal Tax Paid on Fuels. See Pub.
trust’s tax year. Form 1041-T shows the as paid in 2003.378, Fuel Tax Credits and Refunds, for
amounts to be allocated to each more information. To make the election, the fiduciarybeneficiary. This amount is reported on

must file a statement with Form 1041 forLine 26—Estimated Tax Penaltythe beneficiary’s Schedule K-1, line 14a.
the tax year in which the contribution is

If line 27 is at least $1,000 and more thanAttach Form 1041-T to your return treated as paid. This statement must
10% of the tax shown on Form 1041, oronly if you have not yet filed it; however, include:
the estate or trust underpaid its 2003attaching Form 1041-T to Form 1041 1. The name and address of theestimated tax liability for any paymentdoes not extend the due date for filing fiduciary;period, it may owe a penalty. See FormForm 1041-T. If you have already filed 2. The name of the estate or trust;2210 to determine whether the estate orForm 1041-T, do not attach a copy to 3. An indication that the fiduciary istrust owes a penalty and to figure theyour return. making an election under sectionamount of the penalty.

642(c)(1) for contributions treated as paidFailure to file Form 1041-T by the Note: The penalty may be waived under during such tax year;due date (March 5, 2004, for certain conditions. See Pub. 505, Tax 4. The name and address of eachcalendar year estates and trusts)CAUTION
!

Withholding and Estimated Tax, for organization to which any suchwill result in an invalid election. An invalid details. contribution is paid; andelection will require the filing of amended
5. The amount of each contributionSchedules K-1 for each beneficiary who Line 27—Tax Due

and date of actual payment or, ifwas allocated a payment of estimated tax. You must pay the tax in full when the applicable, the total amount of
return is filed. Make the check or money contributions paid to each organizationLine 24d—Tax Paid With order payable to the “United States during the next tax year, to be treated asExtension of Time To File Treasury.” Write the EIN and “2003 Form paid in the prior tax year.If you filed either Form 2758 (for estates 1041” on the payment. Enclose, but do

only), Form 8736, or Form 8800 to The election must be filed by the duenot attach, the payment with Form 1041.
request an extension of time to file Form date (including extensions) for Form 1041

You may use EFTPS to pay the1041, enter the amount that you paid with for the next tax year. If the original return
tax due for a trust. See Electronicthe extension request and check the was filed on time, you may make the
Deposits on page 8.appropriate box(es).

TIP
election on an amended return filed no
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later than 6 months after the due date of purposes, the specific provisions control. tax on distributions to beneficiaries who
the return (excluding extensions). Write In all other cases, determine the amount are foreign persons. For more
“Filed pursuant to section 301.9100-2” at of tax-exempt income allocable to information, see Pub. 515, Withholding of
the top of the amended return and file it at charitable contributions by multiplying line Tax on Nonresident Aliens and Foreign
the same address you used for your 1 by a fraction, the numerator of which is Entities, and Forms 1042 and 1042-S.
original return. the total tax-exempt income of the estate Specific Instructionsor trust, and the denominator of which isFor more information about the

the gross income of the estate or trust. Docharitable deduction, see section 642(c) Line 1—Adjusted Total Incomenot include in the denominator any lossesand related regulations. Generally, enter on line 1, Schedule B,allocated to corpus.
the amount from line 17 on page 1 ofSpecific Instructions

Line 4—Capital Gains for the Tax Form 1041. However, if both line 4 and
Year Allocated to Corpus and Paid line 17 on page 1 of Form 1041 areLine 1—Amounts Paid or
or Permanently Set Aside for losses, enter on line 1, Schedule B, thePermanently Set Aside for

smaller of those losses. If line 4 is zero orCharitable PurposesCharitable Purposes From Gross
a gain and line 17 is a loss, enter zero onEnter the total of all capital gains for theIncome
line 1, Schedule B.tax year that are:Enter amounts that were paid for a • Allocated to corpus and If you are filing for a simple trust,charitable purpose out of the estate’s or • Paid or permanently set aside for subtract from adjusted total income anytrust’s gross income, including any capital

charitable purposes. extraordinary dividends or taxable stockgains that are attributable to income
dividends included on page 1, line 2, andunder the governing instrument or local Line 6—Section 1202 Exclusion determined under the governinglaw. Include amounts paid during the tax Allocable to Capital Gains Paid or instrument and applicable local law to beyear from gross income received in a Permanently Set Aside for allocable to corpus.prior tax year, but only if no deduction Charitable Purposeswas allowed for any prior tax year for Line 2—Adjusted Tax-ExemptIf the exclusion of gain from the sale orthese amounts. Interestexchange of qualified small businessEstates, and certain trusts, may claim To figure the adjusted tax-exemptstock was claimed, enter the part of thea deduction for amounts permanently set interest:gain included on Schedule A, lines 1 andaside for a charitable purpose from gross 4, that was excluded under section 1202. Step 1. Add tax-exempt interestincome. Such amounts must be
income on line 2 of Schedule A, anypermanently set aside during the tax year
expenses allowable under section 212to be used exclusively for religious, Schedule B—Income allocable to tax-exempt interest, and anycharitable, scientific, literary, or
interest expense allocable to tax-exempteducational purposes, or for the Distribution Deduction interest.prevention of cruelty to children or

animals, or for the establishment, Step 2. Subtract the Step 1 total fromGeneral Instructions
acquisition, maintenance, or operation of the amount of tax-exempt interestIf the estate or trust was required toa public cemetery not operated for profit. (including exempt-interest dividends)distribute income currently or if it paid,

received.For a trust to qualify, the trust may not credited, or was required to distribute any
be a simple trust, and the set aside Section 212 expenses that are directlyother amounts to beneficiaries during the
amounts must be required by the terms of allocable to tax-exempt interest aretax year, complete Schedule B to
a trust instrument that was created on or allocated only to tax-exempt interest. Adetermine the estate’s or trust’s income
before October 9, 1969. reasonable proportion of section 212distribution deduction.

expenses that are indirectly allocable toFurther, the trust instrument must Note: Use Schedule I to compute the
both tax-exempt interest and otherprovide for an irrevocable remainder DNI and income distribution deduction on
income must be allocated to each class ofinterest to be transferred to or for the use a minimum tax basis.
income.of an organization described in section Pooled income funds. Do not complete

170(c); or the trust must have been Figure the interest expense allocableSchedule B for these funds. Instead,
created by a grantor who was at all times to tax-exempt interest according to theattach a separate statement to support
after October 9, 1969, under a mental guidelines in Rev. Proc. 72-18, 1972-1the computation of the income distribution
disability to change the terms of the trust. C.B. 740.deduction. See Pooled Income Funds

Also, certain testamentary trusts that on page 6 for more information. See Regulations sections 1.643(a)-5
were established by a will that was and 1.265-1 for more information.Separate share rule. If a single trust or
executed on or before October 9, 1969, an estate has more than one beneficiary, Line 3may qualify. See Regulations section and if different beneficiaries have
1.642(c)-2(b). Include all capital gains, whether or notsubstantially separate and independent

distributed, that are attributable to incomeDo not include any capital gains for the shares, their shares are treated as
under the governing instrument or localtax year allocated to corpus and paid or separate trusts or estates for the sole
law. For example, if the trustee distributedpermanently set aside for charitable purpose of determining the DNI allocable
50% of the current year’s capital gains topurposes. Instead, enter these amounts to the respective beneficiaries.
the income beneficiaries (and reflects thison line 4. If the separate share rule applies, amount in column (1), line 16a of

figure the DNI allocable to eachLine 2—Tax-Exempt Income Schedule D (Form 1041)), but under the
beneficiary on a separate sheet andAllocable to Charitable governing instrument all capital gains are
attach the sheet to this return. Any attributable to income, then include 100%Contributions
deduction or loss that is applicable solely of the capital gains on line 3. If theAny estate or trust that pays or sets aside to one separate share of the trust or amount on Schedule D (Form 1041), lineany part of its income for a charitable estate is not available to any other share 16a, column (1) is a net loss, enter zero.purpose must reduce the deduction by of the same trust or estate.

the portion allocable to any tax-exempt If the exclusion of gain from the sale or
For more information, see sectionincome. If the governing instrument exchange of qualified small business

663(c) and related regulations.specifically provides as to the source from stock was claimed, do not reduce the
which amounts are paid, permanently set Withholding of tax on foreign persons. gain on line 3 by any amount excluded
aside, or to be used for charitable The fiduciary may be liable for withholding under section 1202.
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distributions (line 11), and the DNI (line 7)Line 5 Line 10—Other Amounts Paid,
is less than or equal to line 11, then enterCredited, or Otherwise RequiredIn figuring the amount of long-term and
on line 12 the amount from line 2.To Be Distributedshort-term capital gain for the tax year

included on Schedule A, line 1, the If tax-exempt interest is the onlyLine 10 is to be completed only by a
specific provisions of the governing tax-exempt income included in the totaldecedent’s estate or complex trust. These
instrument control if the instrument distributions (line 11), and the DNI isdistributions consist of any other amounts
specifically provides as to the source from more than line 11 (i.e., the estate or trustpaid, credited, or required to be
which amounts are paid, permanently set made a distribution that is less than thedistributed and are referred to as second
aside, or to be used for charitable DNI), then figure the adjustment bytier distributions. Such amounts include
purposes. multiplying line 2 by a fraction, theannuities to the extent not paid out of

numerator of which is the totalincome, mandatory and discretionary
In all other cases, determine the distributions (line 11), and thedistributions of corpus, and distributions

amount to enter by multiplying line 1 of denominator of which is the DNI (line 7).of property in kind.
Schedule A by a fraction, the numerator Enter the result on line 12.If Form 1041-T was timely filed to electof which is the amount of net capital gains

If line 11 includes tax-exempt incometo treat estimated tax payments as madethat are included in the accounting
other than tax-exempt interest, figure lineby a beneficiary, the payments areincome of the estate or trust (i.e., not
12 by subtracting the total of the followingtreated as paid or credited to theallocated to corpus) and are distributed to
from tax-exempt income included onbeneficiary on the last day of the tax yearcharities, and the denominator of which is
line 11:and must be included on line 10.all items of income (including the amount

1. The charitable contributionof such net capital gains) included in the Unless a section 643(e)(3) election is
deduction allocable to such tax-exemptDNI. made, the value of all noncash property
income andactually paid, credited, or required to be

Reduce the amount on line 5 by any 2. Expenses allocable to tax-exemptdistributed to any beneficiaries is the
allocable section 1202 exclusion. income.smaller of:

1. The estate’s or trust’s adjusted Expenses that are directly allocable toLine 8—Accounting Income basis in the property immediately before tax-exempt income are allocated only to
If you are filing for a decedent’s estate or distribution, plus any gain or minus any tax-exempt income. A reasonable
a simple trust, skip this line. If you are loss recognized by the estate or trust on proportion of expenses indirectly allocable
filing for a complex trust, enter the income the distribution (basis of beneficiary) or to both tax-exempt income and other
for the tax year determined under the 2. The fair market value (FMV) of income must be allocated to each class of
terms of the governing instrument and such property. income.
applicable local law. Do not include

If a section 643(e)(3) election is madeextraordinary dividends or taxable stock
by the fiduciary, then the amount entereddividends determined under the Schedule G—Taxon line 10 will be the FMV of the property.governing instrument and applicable local

A fiduciary of a complex trust or alaw to be allocable to corpus. Computation
decedent’s estate may elect to treat any
amount paid or credited to a beneficiary Line 1aLines 9 and 10
within 65 days following the close of theDo not include any: 2003 tax rate schedule. For tax yearstax year as being paid or credited on the• Amounts deducted on prior year’s beginning in 2003, figure the tax using thelast day of that tax year. To make thisreturn that were required to be distributed Tax Rate Schedule below and enter theelection, see the instructions for Questionin the prior year. tax on line 1a. However, see the6 on page 24.• Amount that is properly paid or credited instructions for Schedule D and the

The beneficiary includes the amountsas a gift or bequest of a specific amount Qualified Dividends Tax Worksheet
on line 10 in his or her income only to theof money or specific property. (To qualify below.
extent of his or her proportionate share ofas a gift or bequest, the amount must be
the DNI.paid in three or fewer installments.) An 2003 Tax Rate Schedule

amount that can be paid or credited only Complex trusts. If the second tier
If taxablefrom income is not considered a gift or distributions exceed the DNI allocable to incomebequest. the second tier, the trust may have an is:• Amount paid or permanently set aside accumulation distribution. See the line 11 Of theBut notfor charitable purposes or otherwise Over — Its tax is: amountinstructions below. over — over —qualifying for the charitable deduction.

Line 11—Total Distributions $0 $1,900 15% $0
1,900 4,500 $285.00 + 25% 1,900If line 11 is more than line 8, and you areLine 9—Income Required To Be
4,500 6,850 935.00 + 28% 4,500filing for a complex trust that hasDistributed Currently 6,850 9,350 1,593.00 + 33% 6,850previously accumulated income, see theLine 9 is to be completed by all simple 9,350 ----- 2,418.00 + 35% 9,350instructions on page 38 to see if you musttrusts as well as complex trusts and

complete Schedule J (Form 1041).decedent’s estates, that are required to Schedule D and Schedule D Taxdistribute income currently, whether it is Line 12—Adjustment for Worksheet. Use Part V of Schedule D ordistributed or not. The determination of Tax-Exempt Income the Schedule D Tax Worksheet,whether trust income is required to be whichever is applicable, to figure theIn figuring the income distributiondistributed currently depends on the estate’s or trust’s tax if the estate or trustdeduction, the estate or trust is notterms of the governing instrument and the files Schedule D and has:allowed a deduction for any item of theapplicable local law. • A net capital gain and any taxableDNI that is not included in the gross
income orincome of the estate or trust. Thus, forThe line 9 distributions are referred to • Qualified dividends on line 2b(2) ofpurposes of figuring the allowable incomeas first tier distributions and are
Form 1041 and any taxable income.distribution deduction, the DNI (line 7) isdeductible by the estate or trust to the

figured without regard to any tax-exemptextent of the DNI. The beneficiary Qualified Dividends Tax Worksheet.  If
interest.includes such amounts in his or her you do not have to complete Part I or Part

income to the extent of his or her If tax-exempt interest is the only II of Schedule D and the estate or trust
proportionate share of the DNI. tax-exempt income included in the total has an amount entered on line 2b(2) of
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Form 1041 and any taxable income (line amount of the credit in the space • Investment credit (Form 3468).
22), then figure the estate’s or trust’s tax provided. • Work opportunity credit (Form 5884).
using the worksheet below and enter the • Welfare-to-work credit (Form 8861).

The estate or trust must file Form 3800tax on line 1a. • Credit for alcohol used as fuel (Form
if any of the following apply. 6478).

Line 2a—Foreign Tax Credit 1. The estate or trust has more than • Credit for increasing research activities
one of the credits listed below (other thanAttach Form 1116, Foreign Tax Credit (Form 6765).
the empowerment zone and renewal(Individual, Estate, Trust, or Nonresident • Low-income housing credit (Form
community employment credit or the NewAlien Individual), if you elect to claim 8586).
York Liberty Zone business employeecredit for income or profits taxes paid or • Enhanced oil recovery credit (Form
credit).accrued to a foreign country or a U.S. 8830).

2. The estate or trust has generalpossession. The estate or trust may claim • Disabled access credit (Form 8826).
credits from an electing large partnershipcredit for that part of the foreign taxes not • Renewable electricity production credit
shown in box 7 of Schedule K-1 (Formallocable to the beneficiaries (including (Form 8835).
1065-B).charitable beneficiaries). Enter the • Empowerment zone and renewal

3. The estate or trust has a carrybackestate’s or trust’s share of the credit on community employment credit (Form
or carryforward of any of these creditsline 2a. See Pub. 514, Foreign Tax Credit 8844).
(other than the empowerment zone andfor Individuals, for details. • Indian employment credit (Form 8845).
renewal community employment credit or • Credit for employer social security andLine 2b—Other Nonbusiness the New York Liberty Zone business Medicare taxes paid on certain employee

Credits employee credit). tips (Form 8846).
4. Any of these credits (other than the • Orphan drug credit (Form 8820).Nonconventional source fuel credit. If

low-income housing credit, the • New markets credit (Form 8874).the estate or trust claims any section 29
empowerment zone and renewal • Credit for small employer pension plancredit for producing fuel from a
community employment credit, or the startup costs (Form 8881).nonconventional source, figure the credit
New York Liberty Zone business • Credit for employer-provided child careon a separate sheet and attach it to the
employee credit) is from a passive facilities and services (Form 8882).return. Include the credit on line 2b.
activity. • New York Liberty Zone businessQualified electric vehicle credit.

employee credit (Form 8884).Enter the amount from Form 3800 on lineComplete and attach Form 8834, • Credit for contributions to selected2c. Also, be sure to check the box forQualified Electric Vehicle Credit, if the
community development corporationsForm 3800.estate or trust claims a credit for the
(Form 8847).Do not include any amounts that arepurchase of a new qualified electric • General credits from an electing largeallocated to a beneficiary. Credits that arevehicle. Include the credit on line 2b.
partnership. Report these credits on Formallocated between the estate or trust andLine 2c—General Business 3800, line 1r.the beneficiaries are listed in the

Credit instructions for Schedule K-1, line 14, on Line 2d—Credit for Prior Yearpage 41. Generally, these credits areComplete this line if the estate or trust is
Minimum Taxapportioned on the basis of the incomeclaiming any of the credits listed below.

allocable to the estate or trust and theUse the appropriate credit form to figure An estate or trust that paid alternative
beneficiaries. Report the estate’s orthe credit. If the estate or trust does not minimum tax in a previous year may be
trust’s share of the following generalhave to file Form 3800, General Business eligible for a minimum tax credit in 2003.
business credits on Schedule G, line 2c.Credit, enter the form number and the See Form 8801, Credit for Prior Year

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

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

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

4952, enter the amount from line 4g; otherwise enter -0- 3.
4. Subtract line 3 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . 4.
5. Subtract line 4 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . 5.
6. Enter the smaller of the amount on line 1 or $1,900 . . . . . . . . . . . . . . . . . . . 6.
7. Is the amount on line 5 equal to or more than the amount on line 6?

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

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

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

11. Enter the amount from line 8 (if line 8 is blank, enter -0-) . . . . . . . . . . . . . . . . 11.
12. Subtract line 11 from line 10 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.
13. Multiply line 12 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. Figure the tax on the amount on line 5. Use the 2003 Tax Rate Schedule . . . . . . . . . . . . . . . . . . . . 14.
15. Add lines 9, 13, and 14 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.
16. Figure the tax on the amount on line 1. Use the 2003 Tax Rate Schedule . . . . . . . . . . . . . . . . . . . . 16.
17. Tax on all taxable income. Enter the smaller of line 15 or line 16 here and on Sch. G, line 1a . . . . 17.
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Minimum Tax—Individuals, Estates, and entry space, write “From Form 8866” andLine 6—Household
Trusts. the amount of interest due.Employment Taxes

Interest on deferral of gain fromIf any of the following apply, getLine 3—Total Credits certain constructive ownershipSchedule H (Form 1040), Household
transactions. Include the interest dueIf the estate or trust received a qualified Employment Taxes, and its instructions,
under section 1260(b) on any deferral ofzone academy bond credit as a to see if the estate or trust owes these
gain from certain constructive ownershipshareholder in an S corporation, include taxes.
transactions. To the left of the entrythe credit in the line 3 total. To figure the 1. The estate or trust paid any one space, write “1260(b)” and the amount ofamount of the allowable credit, the estate household employee cash wages of interest due.or trust must complete Form 8860, $1,400 or more in 2003. Cash wages

Qualified Zone Academy Bond Credit. On Form 5329, Additional Taxes oninclude wages paid by checks, money
the dotted line to the left of the entry, write Qualified Plans (Including IRAs) andorders, etc. When figuring the amount of
“QZAB” and the amount of the credit. Other Tax-Favored Accounts. If thecash wages paid, combine cash wages

estate or trust fails to receive thepaid by the estate or trust with cash
Line 5—Recapture Taxes minimum distribution under section 4974,wages paid to the household employee in

use Form 5329 to pay the excise tax. Tothe same calendar year by the householdRecapture of investment credit. If the
the left of the entry space, write “Fromof the decedent or beneficiary for whomestate or trust disposed of investment
Form 5329” and the amount of the tax.the administrator, executor, or trustee ofcredit property or changed its use before

the estate or trust is acting.the end of the recapture period, see Form
2. The estate or trust withheld Federal4255, Recapture of Investment Credit, to

income tax during 2003 at the request of Other Informationfigure the recapture tax allocable to the
any household employee.estate or trust.

3. The estate or trust paid total cash Question 1
wages of $1,000 or more in any calendarRecapture of low-income housing If the estate or trust received tax-exempt
quarter of 2002 or 2003 to householdcredit. If the estate or trust disposed of income, figure the allocation of expenses
employees.property (or there was a reduction in the between tax-exempt and taxable income

qualified basis of the property) on which on a separate sheet and attach it to the
the low-income housing credit was return. Enter only the deductible amountsLine 7—Total Tax
claimed, see Form 8611, Recapture of on the return. Do not figure the allocationTax on electing small business trustsLow-Income Housing Credit, to figure any on the return itself. For more information,(ESBTs). Attach the tax computation torecapture tax allocable to the estate or see the instructions for Allocation ofthe return. To the left of the line 7 entrytrust. Deductions for Tax-Exempt Income onspace, write “Sec. 641(c)” and the amount page 15.of tax on the S corporation items. IncludeRecapture of qualified electric vehicle

Report the amount of tax-exemptthis amount in the total tax on line 7.credit. If the estate or trust claimed the
interest income received or accrued in thequalified electric vehicle credit in a prior See Electing Small Business Trusts space provided below Question 1.tax year for a vehicle that ceased to on page 7 for the special tax computationqualify for the credit, part or all of the Also, include any exempt-interestrules that apply to the portion of an ESBTcredit may have to be recaptured. See dividends the estate or trust received as aconsisting of stock in one or more SPub. 535 for details. If the estate or trust shareholder in a mutual fund or othercorporations.owes any recapture tax, include it on line regulated investment company.

Interest on tax deferred under the5 and write “QEVCR” on the dotted line to
installment method for certain Question 2the left of the entry space.
nondealer real property installment All salaries, wages, and other

Recapture of the Indian employment obligations. If an obligation arising from compensation for personal services must
credit. Generally, if the estate or trust the disposition of real property to which be included on the return of the person
terminates a qualified employee less than section 453A applies is outstanding at the who earned the income, even if the
1 year after the date of initial employment, close of the year, the estate or trust must income was irrevocably assigned to a
any Indian employment credit allowed for include the interest due under section trust by a contract assignment or similar
a prior tax year by reason of wages paid 453A(c) in the amount to be entered on arrangement.
or incurred to that employee must be line 7 of Schedule G, Form 1041, with the

The grantor or person creating therecaptured. See Form 8845 for details. If notation “Section 453A(c) interest.” Attach
trust is considered the owner if he or shethe estate or trust owes any recapture a schedule showing the computation.
keeps “beneficial enjoyment” of ortax, include it on line 5 and write “IECR”

Form 4970, Tax on Accumulation substantial control over the trust property.on the dotted line to the left of the entry
Distribution of Trusts. Include on this The trust’s income, deductions, andspace.
line any tax due on an accumulation credits are allocable to the owner.
distribution from a trust. To the left of theRecapture of the new markets credit. If If you checked “Yes” for Question 2,entry space, write “From Form 4970” andthe estate or trust owes any new markets see Special Filing Instructions forthe amount of the tax.recapture tax, include it on line 5 and Grantor Type Trusts, Pooled Income

write “NMCR” on the dotted line to the left Form 8697, Interest Computation Funds, and Electing Small Business
of the entry space. For more information, Under the Look-Back Method for Trusts on page 5.
including how to figure the recapture Completed Long-Term Contracts.
amount, see section 45D(g). Question 3Include the interest due under the

look-back method of section 460(b)(2). Check the “Yes” box and enter the nameRecapture of the credit for To the left of the entry space, write “From of the foreign country if either 1 or 2employer-provided child care facilities. Form 8697” and the amount of interest below applies.If the facility ceased to operate as a due. 1. At any time during the year thequalified child care facility or there was a
estate or trust had an interest in orchange in ownership, part or all of the Form 8866, Interest Computation
signature or other authority over a bank,credit may have to be recaptured. See Under the Look-Back Method for
securities, or other financial account in aForm 8882 for details. If the estate or trust Property Depreciated Under the
foreign country.owes any recapture tax, include it on line Income Forecast Method. Include the

5 and write“ECCFR” on the dotted line to interest due under the look-back method Exception. Check “No” if either of the
the left of the entry space. of section 167(g)(2). To the left of the following applies to the estate or trust:
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• The combined value of the accounts executor of a decedent’s estate. For the between the amounts on the two forms is
was $10,000 or less during the whole election to be valid, you must file Form the AMT adjustment or tax preference
year or 1041 by the due date (including item to enter on Schedule I. Except for

• The accounts were with a U.S. extensions). Once made, the election is Form 1116, any additional form
military banking facility operated by a U.S. irrevocable. completed for AMT purposes does not
financial institution. have to be filed with Form 1041.

Question 72. The estate or trust owns more than
For regular tax purposes, some50% of the stock in any corporation that To make the section 643(e)(3) election to deductions and credits may result inowns one or more foreign bank accounts. recognize gain on property distributed in carrybacks or carryforwards to other taxkind, check the box and see theGet Form TD F 90-22.1, Report of years. Examples are: investment interestinstructions for Schedule D (Form 1041).Foreign Bank and Financial Accounts, to expense; a net operating loss deduction;

see if the estate or trust is considered to a capital loss; and the foreign tax credit.Question 9have an interest in or signature or other Because these items may be refigured for
Generally, a beneficiary is a skip person ifauthority over a bank, securities, or other the AMT, the carryback or carryforward
the beneficiary is in a generation that isfinancial account in a foreign country. amount may be different for regular and
two or more generations below the AMT purposes. Therefore, you shouldIf you checked “Yes” for Question 3, generation of the transferor to the trust. keep records of these differentfile Form TD F 90-22.1 by June 30, 2004,

carryforward and carryback amounts forTo determine if a beneficiary that is awith the Department of the Treasury at
the AMT and regular tax. The AMTtrust is a skip person, and for exceptionsthe address shown on the form.
carryforward will be important into the general rules, see the definition of a

Form TD F 90-22.1 is not a tax return, completing Schedule I for 2004.skip person in the instructions for
so do not file it with Form 1041. Schedule R of Form 706.

Credit for Prior Year Minimum TaxYou may order Form TD F 90-22.1 by
Estates and trusts that paid alternativecalling 1-800-829-3676
minimum tax in 2002, or had a minimum(1-800-TAX-FORM). Schedule I—Alternative tax credit carryforward, may be eligible for
a minimum tax credit in 2003. SeeQuestion 4 Minimum Tax
Form 8801.The estate or trust may be required to file

Changes To NoteForm 3520, Annual Return To Report Partners, Shareholders, etc.• Part IV was revised to reflect theTransactions With Foreign Trusts and
An estate or trust that is a partner in areduction in the maximum tax rate on netReceipt of Certain Foreign Gifts, if:
partnership or a shareholder in an Scapital gain from 20% to 15% (the 10%• It directly or indirectly transferred
corporation must take into account itsrate was reduced to 5%) for sales andproperty or money to a foreign trust. For
share of items of income and deductionsother dispositions and installmentthis purpose, any U.S. person who
that enter into the computation of itspayments received after May 5, 2003.created a foreign trust is considered a
adjustments and tax preference items.• For tax years ending in 2003 or later,transferor.

the alternative tax net operating loss• It is treated as the owner of any part of
Allocation of Deductions todeduction (ATNOLD) is generally limitedthe assets of a foreign trust under the
Beneficiariesto 90% of the estate’s or trust’s alternativegrantor trust rules.

minimum taxable income (figured without• It received a distribution from a foreign The distributable net alternative minimum
regard to the ATNOLD). See the Line 24trust. taxable income (DNAMTI) of the estate or
instructions for more information. trust does not include amounts ofNote: An owner of a foreign trust must

depreciation, depletion, and amortizationensure that the trust files an annual General Instructions that are allocated to the beneficiaries, justinformation return on Form 3520-A,
as the distributable net income (DNI) ofUse Schedule I to compute:Annual Information Return of Foreign
the estate or trust does not include these1. The estate’s or trust’s alternativeTrust With a U.S. Owner.
items for regular tax purposes.minimum taxable income;

Question 5 2. The income distribution deduction Report separately on line 12 of
on a minimum tax basis; andAn estate or trust claiming an interest Schedule K-1 (Form 1041) any

3. The estate’s or trust’s alternativededuction for qualified residence interest adjustments or tax preference items
minimum tax (AMT).(as defined in section 163(h)(3)) on attributable to depreciation, depletion, and

seller-provided financing, must include on amortization that were allocated to the
an attachment to the 2003 Form 1041 the Who Must Complete beneficiaries.
name, address, and taxpayer identifying • Complete Schedule I, Parts I and II, ifnumber of the person to whom the Optional Write-Off for Certainthe estate or trust is required to completeinterest was paid or accrued (i.e., the ExpendituresSchedule B.seller). • Complete Schedule I if the estate’s or There is no AMT adjustment for the

trust’s share of alternative minimumIf the estate or trust received or following items if the estate or trust elects
taxable income (Part I, line 29) exceedsaccrued such interest, it must provide to deduct them ratably over the period of
$22,500.identical information on the person liable time shown for the regular tax:
• Complete Schedule I if the estate orfor such interest (i.e., the buyer). This • Circulation expenditures—3 years
trust claims a credit on line 2b, 2c, or 2dinformation does not need to be reported (section 173).
of Schedule G.if it duplicates information already • Research and experimental

reported on Form 1098. expenditures—10 years (section 174).
Recordkeeping • Intangible drilling costs—60 months

Question 6 Schedule I contains adjustments and tax (section 263(c)).
To make the section 663(b) election to preference items that are treated • Mining exploration and development
treat any amount paid or credited to a differently for regular tax and AMT costs—10 years (sections 616(a) and
beneficiary within 65 days following the purposes. If you, as fiduciary for the 617(a)).
close of the tax year as being paid or estate or trust, completed a form to figure The election must be made in the year
credited on the last day of that tax year, an item for regular tax purposes, you may the expenditure was made and may be
check the box. This election can be made have to complete it a second time for revoked only with IRS consent. See
by the fiduciary of a complex trust or the AMT purposes. Generally, the difference section 59(e) for more details.
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gas wells. Figure this limit separately for 2. The amount paid for the stock,Specific Instructions
each property. When refiguring the including any amount paid for the option
property’s adjusted basis, take into used to acquire the stock.Part I—Estate’s or Trust’s Share of
account any AMT adjustments made thisAlternative Minimum Taxable

Note: Even if the estate’s or trust’s rightsyear or in previous years that affect basisIncome in the stock are not transferable and are(other than the current year’s depletion).
subject to a substantial risk of forfeiture,Line 2—Interest Enter on line 6 the difference between you may elect to include in AMT incomethe regular tax and AMT deduction. If theIn determining the alternative minimum the excess of the stock’s FMVAMT deduction is more than the regulartaxable income, qualified residence (determined without regard to any lapsetax deduction, enter the difference as ainterest (other than qualified housing restriction) over the exercise price uponnegative amount.interest defined in section 56(e)) is not the transfer to the estate or trust of theallowed. Line 7—Net Operating Loss stock acquired through exercise of the

If you completed Form 4952 for regular option. See section 83(b) for more details.Deduction
tax purposes, you may have an The election must be made no later thanEnter any net operating loss deductionadjustment on this line. Refigure your 30 days after the date of transfer.(NOLD) from line 15a of page 1 as ainvestment interest expense on another positive amount. If the estate or trust acquired stock byForm 4952 as follows: exercising an option and it disposed ofLine 8—Interest From SpecifiedStep 1. On line 1 of Form 4952, add that stock in the same year, the taxPrivate Activity Bonds Exemptany interest expense allocable to treatment under the regular tax and the

From the Regular Taxspecified private activity bonds issued AMT is the same, and no adjustment is
after August 7, 1986, to the other interest Enter the interest earned from specified required.
expense. For a definition of “specified private activity bonds reduced (but not Increase the AMT basis of any stockprivate activity bonds,” see the below zero) by any deduction that would acquired through the exercise of aninstructions for line 8. have been allowable if the interest were incentive stock option by the amount of

includible in gross income for regular taxStep 2. On line 2, enter the AMT the adjustment.
purposes. Specified private activity bondsdisallowed investment interest expense

Line 11—Other Estates and Trustsare any qualified bonds (as defined infrom 2002.
section 141) issued after August 7, 1986. If the estate or trust is the beneficiary ofStep 3. When completing Part II of
See section 57(a)(5) for more information. another estate or trust, enter theForm 4952, refigure gross income from

adjustment for minimum tax purposesExempt-interest dividends paid by aproperty held for investment, any net gain
from line 9, Schedule K-1 (Form 1041).regulated investment company arefrom the disposition of property held for

treated as interest from specified privateinvestment, and any investment Line 12—Electing Largeactivity bonds to the extent the dividendsexpenses, taking into account all AMT Partnershipsare attributable to interest received by theadjustments and tax preference items that
If the estate or trust is a partner in ancompany on the bonds, minus anapply. Include any interest income and
electing large partnership, enter on lineallocable share of the expenses paid orinvestment expenses from private activity
12 the amount from Schedule K-1 (Formincurred by the company in earning thebonds issued after August 7, 1986.
1065-B), box 6. Take into account anyinterest.To figure the adjustment for line 2, amount from Schedule K-1 (Formsubtract the total interest allowable for Line 9—Qualified Small Business 1065-B), box 5, when figuring the amountAMT purposes from the interest deduction Stock to enter on line 15.claimed on line 10 of page 1. If the total If the estate or trust claimed the exclusioninterest expense allowed for AMT Line 13—Disposition of Propertyunder section 1202 for gain on qualifiedpurposes is more than that allowed for Use this line to report any AMTsmall business stock held more than 5regular tax purposes, enter the difference adjustment related to the disposition ofyears, compute the amount to enter onas a negative amount on line 2. property resulting from refiguring:line 9 as follows:

Line 3—Taxes 1. Gain or loss from the sale,1.  If the estate or trust sold qualified
exchange, or involuntary conversion ofsmall business stock before May 6, 2003,Enter any state, local, or foreign real
property reported on Form 4797, Sales ofmultiply the excluded gain (as shown onproperty taxes; state or local personal
Business Property;Schedule D (Form 1041)) by 42% (.42).property taxes; and state, local, or foreign

2. Casualty gain or loss to business or2. If the estate or trust sold qualifiedincome taxes that were included on line
income-producing property reported onsmall business stock after May 5, 2003,11 of page 1.
Form 4684, Casualties and Thefts;multiply the excluded gain (as shown onLine 5—Refund of Taxes 3. Ordinary income from theSchedule D (Form 1041)) by 7% (.07).

Enter any refunds received in 2003 of disposition of property not taken into3. Combine the results and enter on
taxes described for line 3 above that were account in 1 or 2 above or on any otherline 9 as a positive amount.
deducted in a tax year after 1986. line on Schedule I, such as a disqualifying

disposition of stock acquired in a priorLine 10—Exercise of IncentiveLine 6—Depletion year by exercising an incentive stockStock OptionsRefigure the depletion deduction for AMT option; andFor regular tax purposes, no income ispurposes by using only the income and 4. Capital gain or loss (including anyrecognized when an incentive stockdeductions allowed for the AMT when carryover that is different for the AMT)option (as defined in section 422(b)) isrefiguring the limit based on taxable reported on Schedule D (Form 1041).exercised. However, this rule does notincome from the property under section
apply for AMT purposes. Instead, the613(a) and the limit based on taxable The $3,000 capital loss limitationestate or trust must generally include onincome, with certain adjustments, under for the regular tax appliesline 10 the excess, if any, of:section 613A(d)(1). Also, the depletion separately for the AMT.CAUTION

!
deduction for mines, wells, and other 1. The FMV of the stock acquired
natural deposits under section 611 is through exercise of the option First, figure any ordinary income
limited to the property’s adjusted basis at (determined without regard to any lapse adjustment related to 3 above. Then,
the end of the year, as refigured for the restriction) when its rights in the acquired refigure Form 4684, Form 4797, and
AMT, unless the estate or trust is an stock first become transferable or when Schedule D for the AMT, if applicable, by
independent producer or royalty owner these rights are no longer subject to a taking into account any adjustments you
claiming percentage depletion for oil and substantial risk of forfeiture, over made this year or in previous years that
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affect the estate’s or trust’s basis or is depreciated for the regular tax using See Pub. 946 for optional tables
otherwise result in a different amount for the 150% declining balance method or that can be used to figure AMT
AMT. If the estate or trust has a capital the straight line method. depreciation. Rev. Proc. 89-15,

TIP

loss after refiguring Schedule D for the • Property for which you elected to use 1989-1 C.B. 816, has special rules for
AMT, apply the $3,000 capital loss the alternative depreciation system (ADS) short tax years and for property disposed
limitation separately to the AMT loss. For of section 168(g) for the regular tax. of before the end of the recovery period.
each of the 4 items listed above, figure • Property that is qualified property under How is the line 14 adjustment figured?
the difference between the amount section 168(k)(2) (property eligible for the Subtract the AMT deduction for
included in taxable income for the regular special depreciation allowance). The depreciation from the regular tax
tax and the amount included in income for special allowance is deductible for the deduction and enter the result. If the AMT
the AMT. Treat the difference as a AMT and there is also no adjustment deduction is more than the regular tax
negative amount if (a) both the AMT and required for any depreciation figured on deduction, enter the difference as a
regular tax amounts are zero or more and the remaining basis of the qualified negative amount.
the AMT amount is less than the regular property. Property for which an election is

In addition to the AMT adjustment totax amount or (b) the AMT amount is a in effect under section 168(k)(2)(C)(iii) to
your deduction for depreciation, you mustloss, and the regular tax amount is a not have the special allowance apply is
also adjust the amount of depreciationsmaller loss, or zero or more. not qualified property. See the
that was capitalized, if any, to account forinstructions for Form 4562 for theEnter on line 13 the combined the difference between the rules for thedefinition of qualified property.adjustments for the 4 items above. regular tax and the AMT. Include on this• Motion picture films, videotapes, or
line the current year adjustment to taxableLine 14—Depreciation of Assets sound recordings.
income, if any, resulting from the• Property depreciated under thePlaced in Service After 1986
difference.unit-of-production method or any otherThis section describes when depreciation

method not expressed in a term of years. Line 15—Passive Activitiesmust be refigured for the AMT and how to • Qualified Indian reservation property.figure the amount to enter on line 14.
Do not enter again elsewhere onHow is depreciation refigured for theDo not include on this line any
this schedule any AMT adjustmentAMT?depreciation adjustment from:
or tax preference item included onCAUTION

!
• An activity for which the estate or trust Property placed in service before this line.is not at risk or income or loss from a 1999. Refigure depreciation for the AMT For AMT purposes, the rules describedpartnership or an S corporation if the using ADS with the same convention in section 469 apply, except that inbasis limitations under section 704(d) or used for the regular tax. See the table applying the limitations, minimum tax1366(d) apply. Take this adjustment into below for the method and recovery period rules apply.account on line 16. to use.• A tax shelter farm activity. Take this Refigure passive activity gains and
adjustment into account on line 23. losses on an AMT basis. Refigure aProperty Placed in Service Before 1999• A passive activity. Take this adjustment passive activity gain or loss by taking into
into account on line 15. account all AMT adjustments or taxIF the property is... THEN use the...

preference items that pertain to thatWhat depreciation must be refigured
Section 1250 Straight line method activity.for the AMT? Generally, you must
property. over 40 years.refigure depreciation for the AMT, You may complete a second Form

including depreciation allocable to Tangible property Straight line method 8582 to determine the passive activity
inventory costs, for: (other than section over the property’s losses allowed for AMT purposes, but do

1250 property) AMT class life.• Property placed in service after 1998 not send this AMT Form 8582 to the IRS.
depreciated usingthat is depreciated for the regular tax

Enter the difference between the lossstraight line for theusing the 200% declining balance method
reported on page 1, and the AMT loss, ifregular tax.(generally 3-, 5-, 7-, or 10-year property
any.under the modified cost recovery system Any other tangible 150% declining

(MACRS)), The amount of any passive activityproperty. balance method,• Section 1250 property placed in service loss that is not deductible (and isswitching to straight
after 1998 that is not depreciated for the therefore carried forward) for AMTline the first tax year

TIP

regular tax using the straight line method, purposes is likely to differ from theit gives a larger
and amount (if any) that is carried forward fordeduction, over the
• Tangible property placed in service property’s AMT class regular tax purposes. Therefore, it is
after 1986 and before 1999. If the life. essential that you retain adequate records
transitional election was made under for both AMT and regular tax purposes.
section 203(a)(1)(B) of the Tax Reform Publicly traded partnerships (PTPs). IfProperty placed in service afterAct of 1986, this rule applies to property the estate or trust had a loss from a PTP,1998. Use the same convention andplaced in service after July 31, 1986. refigure the loss using any AMTrecovery period used for the regular tax.
What depreciation is not refigured for adjustments and tax preference items.For property other than section 1250
the AMT? Do not refigure depreciation property, use the 150% declining balance Line 16—Loss Limitationsfor the AMT for: method, switching to straight line the first• Residential rental property placed in tax year it gives a larger deduction. For If the loss is from a passiveservice after 1998. section 1250 property, use the straight activity, use line 15 instead. If the• Nonresidential real property with a line method. loss is from a tax shelter farmCAUTION

!
class life of 27.5 years or more placed in

activity (that is not passive), use line 23.service after 1998 that is depreciated for How is the AMT class life determined?
the regular tax using the straight line The class life used for the AMT is not Refigure your allowable losses for
method. necessarily the same as the recovery AMT purposes from activities for which
• Other section 1250 property placed in period used for the regular tax. The class you are not at risk and basis limitations
service after 1998 that is depreciated for lives for the AMT are listed in Rev. Proc. applicable to interests in partnerships and
the regular tax using the straight line 87-56, 1987-2 C.B. 674, and in Pub. 946, stock in S corporations, by taking into
method. How To Depreciate Property. Use 12 account your AMT adjustments and tax
• Property (other than section 1250 years for any tangible personal property preference items. See sections 59(h),
property) placed in service after 1998 that not assigned a class life. 465, 704(d), and 1366(d).
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Enter the difference between the loss If the estate or trust had a loss on 1. Determine the amount of the
reported for regular tax purposes and the property for which mining expenditures estate’s or trust’s IDCs allowed for the
AMT loss. If the AMT loss is more than have not been fully amortized for the regular tax under section 263(c), but do
the loss reported for regular tax purposes, AMT, the AMT deduction is the smaller of not include any section 263(c) deduction
enter the adjustment as a negative (a) the amount of the loss allowable for for nonproductive wells.
amount. the expenditures had they remained 2. Subtract the amount that would

capitalized or (b) the remaining have been allowed had you amortized
Line 17—Circulation Costs expenditures to be amortized for the these IDCs over a 120-month period

AMT. starting with the month the well was
Do not make this adjustment for placed in production.Line 20—Research andexpenditures for which you
elected the optional 3-year Experimental Costs Note: Cost depletion can be substitutedCAUTION

!
write-off period for regular tax purposes. for the amount allowed using amortization

Do not make this adjustment for over 120 months.Circulation expenditures deducted
costs paid or incurred inunder section 173(a) for regular tax Determine net income by reducing theconnection with an activity inCAUTION

!
purposes must be amortized for AMT gross income that the estate or trustwhich the estate or trust materiallypurposes over 3 years beginning with the received or accrued during the tax yearparticipated under the passive activityyear the expenditures were paid or from all oil, gas, and geothermal wells byrules or for costs for which you electedincurred. the deductions allocable to those wellsthe optional 10-year write-off for research

(reduced by the excess IDCs). WhenEnter the difference between the and experimental expenditures under
refiguring net income, use only incomeregular tax and AMT deduction. If the section 59(e) for regular tax purposes.
and deductions allowed for the AMT.AMT deduction is greater, enter the Research and experimentaldifference as a negative amount. Exception. The preference for IDCs fromexpenditures deducted under section
oil and gas wells does not apply toIf the estate or trust had a loss on 174(a) for regular tax purposes generally
taxpayers who are independentproperty for which circulation must be amortized for AMT purposes
producers (i.e., not integrated oilexpenditures have not been fully over 10 years beginning with the year the
companies as defined in sectionamortized for the AMT, the AMT expenditures were paid or incurred.
291(b)(4)). However, this benefit may bededuction is the smaller of (a) the Enter the difference between the limited. First, figure the IDC preference asamount of the loss allowable for the amount allowed for AMT purposes and if this exception did not apply. Then, forexpenditures had they remained the amount allowed for regular tax purposes of this exception, completecapitalized or (b) the remaining purposes. If the amount for AMT Schedule I through line 23, including theexpenditures to be amortized for the purposes exceeds the amount allowed for IDC preference and combine lines 1AMT. regular tax purposes, enter the difference through 23. If the amount of the IDC

as a negative amount.Line 18—Long-Term Contracts preference exceeds 40% of the total of
lines 1 through 23, enter the excess onIf the estate or trust had a loss onFor AMT purposes, the percentage of
line 22 (the benefit of this exception isproperty for which research andcompletion method of accounting
limited). Otherwise, do not enter anexperimental costs have not been fullydescribed in section 460(b) generally
amount on line 22 (the estate’s or trust’samortized for the AMT, the AMTmust be used. However, this rule does
benefit from this exception is not limited).deduction is the smaller of (a) the lossnot apply to any home construction

allowable for the costs had they remainedcontract (as defined in section 460(e)(6)). Line 23—Other Adjustmentscapitalized or (b) the remaining costs toNote: Contracts described in section Enter on line 23 the total of any otherbe amortized for the AMT.460(e)(1) are subject to the simplified adjustments that apply including the
method of cost allocation of section Line 21—Income From Certain following.
460(b)(4). Installment Sales Before January • Depreciation figured using pre-1987

1, 1987Enter the difference between the AMT rules.
and regular tax income. If the AMT The installment method does not apply for For AMT purposes, use the straight
income is smaller, enter the difference as AMT purposes to any nondealer line method to figure depreciation on real
a negative amount. disposition of property that occurred after property. Use a recovery period of 19

August 16, 1986, but before the first day years for 19-year real property and 15Line 19—Mining Costs of your tax year that began in 1987, if an years for low-income housing. Enter the
installment obligation to which the excess of depreciation claimed for regularDo not make this adjustment for proportionate disallowance rule applied tax purposes over depreciation refiguredcosts for which you elected the arose from the disposition. Enter on line using the straight line method. Figure thisoptional 10-year write-off periodCAUTION

!
21 the amount of installment sale income amount separately for each property andunder section 59(e) for regular tax that was reported for regular tax include on line 23 only positive amounts.purposes. purposes. For leased personal property other

Expenditures for the development or than recovery property, enter the amountLine 22—Intangible Drilling Costsexploration of a mine or certain other by which the regular tax depreciationPreference (IDCs)mineral deposits (other than an oil, gas, using the pre-1987 rules exceeds the
or geothermal well) deducted under depreciation allowable using the straightDo not make this adjustment forsections 616(a) and 617(a) for regular tax line method. For leased 10-year recoverycosts for which you elected thepurposes must be amortized for AMT property and leased 15-year public utilityoptional 60-month write-off underpurposes over 10 years beginning with CAUTION

!
property, enter the amount by which thesection 59(e) for regular tax purposes.the year the expenditures were paid or depreciation deduction determined for

incurred. IDCs from oil, gas, and geothermal regular tax purposes is more than the
wells are a preference to the extent thatEnter the difference between the deduction allowable using the straight line
the excess IDCs exceed 65% of the netamount allowed for AMT purposes and method with a half-year convention, no
income from the wells. Figure thethe amount allowed for regular tax salvage value, and a recovery period of
preference for all oil and gas propertiespurposes. If the amount allowed for AMT 15 years (22 years for 15-year public
separately from the preference for allpurposes exceeds the amount deducted utility property). Figure this amount
geothermal properties.for regular tax purposes, enter the separately for each property and include

difference as a negative amount. Figure excess IDCs as follows: on line 23 only positive amounts.
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• Patron’s adjustment. Distributions the expenses). Refigure these deductions Part II—Income Distribution
estate or trust received from a using the income limit as modified for the Deduction on a Minimum Tax
cooperative may be includible in income. AMT. Include the difference between the BasisUnless the distributions are nontaxable, regular tax and AMT deduction on line 23.
include on line 23 the total AMT If the AMT deduction is more than the Line 30—Adjusted Alternative
patronage dividend adjustment reported regular tax deduction, include the Minimum Taxable Incometo the estate or trust from the cooperative. difference as a negative amount.

Generally, enter on line 30, Schedule I,• Amortization of pollution control Note: Do not make an adjustment on line the amount from line 25, Schedule I.facilities. The amortization deduction 23 for an item you refigured on another However, if both line 4 on page 1 and lineunder section 169 must be refigured for line of Schedule I (e.g., line 6). 25, Schedule I, are losses, enter on linethe AMT. For facilities placed in service
30, Schedule I, the smaller of thoseafter 1986 and before 1999, figure the Line 24—Alternative Tax Net
losses. If line 4 is zero or a gain and lineamortization deduction for the AMT using Operating Loss Deduction
25 is a loss, enter zero on line 30,the ADS described in section 168(g). For (ATNOLD) Schedule I.facilities placed in service after 1998, The ATNOLD is the sum of the alternativefigure the AMT deduction under MACRS Line 31—Adjusted Tax-Exempttax net operating loss (ATNOL)using the straight line method. Enter the Interestcarryovers and carrybacks to the tax year,difference between the regular tax and subject to the limitation explained below. To figure the adjusted tax-exempt interestAMT deduction. If the AMT amount is
(including exempt-interest dividendsgreater, enter the difference as a negative For tax years beginning after 1986, the
received as a shareholder in a mutualamount. net operating loss (NOL) under section
fund or other regulated investment172(c) is modified for alternative tax• Tax shelter farm activities. Figure this
company), subtract the total of any:purposes by (a) adding the adjustmentsadjustment only if the tax shelter farm

1. Tax-exempt interest from line 2 ofmade under sections 56 and 58activity (as defined in section 58(a)(2)) is
Schedule A of Form 1041 figured for AMT(subtracting if the adjustments arenot a passive activity. If the activity is
purposes andnegative); and (b) reducing the NOL bypassive, include it with any other passive

2. Section 212 expenses allowable forany item of tax preference under sectionactivities on line 15.
AMT purposes allocable to tax-exempt57 (except the appreciated charitableRefigure all gains and losses reported
interest, from the amount of tax-exemptcontribution preference item). For anfor the regular tax from tax shelter farm
interest received.estate or trust that held a residual interestactivities by taking into account any AMT

in a real estate mortgage investmentadjustments and preferences. Determine Do not subtract any deductions
conduit (REMIC), figure the ATNOLDtax shelter farm activity gain or loss for reported on lines 2 through 4.
without regard to any excess inclusion.the AMT using the same rules used for Section 212 expenses that are directly

the regular tax with the following If this estate or trust is the beneficiary allocable to tax-exempt interest are
modifications. No refigured loss is of another estate or trust that terminated allocated only to tax-exempt interest. A
allowed, except to the extent an estate or in 2003, include any ATNOL carryover reasonable proportion of section 212
trust is insolvent (see section 58(c)(1)). A that was reported on line 13e of Schedule expenses that are indirectly allocable to
refigured loss may not be used in the K-1 (Form 1041). both tax-exempt interest and other
current tax year to offset gains from other income must be allocated to each class ofThe estate’s or trust’s ATNOLD maytax shelter farm activities. Instead, any income.be limited. To figure the ATNOLDrefigured loss must be suspended and

limitation, first figure AMTI without regard Line 33carried forward indefinitely until (a) the
to the ATNOLD. For this purpose, figure aestate or trust has a gain in a subsequent Reduce the amount on line 33 by any
tentative amount for line 6 of Schedule Itax year from the same activity or (b) the allocable section 1202 exclusion (as
by treating line 24 as if it were zero. Then,activity is disposed of. refigured for AMT purposes).
figure a tentative total by combining linesThe AMT amount of any tax shelter Line 341–23 of Schedule I using the line 6farm activity loss that is not deductible tentative amount. The ATNOLD limitation Enter any capital gains that were paid orand is carried forward is likely to differ is 90% of the tentative total. permanently set aside for charitablefrom the regular tax amount. Keep

purposes from the current year’s incomeadequate records for both the AMT and Enter on line 24 the smaller of the
included on line 1 of Schedule A. Reduceregular tax. ATNOLD or the ATNOLD limitation.
the amount on line 34 by any allocable

Enter the difference between the Any ATNOL not used because of the section 1202 exclusion (as refigured for
amount that would be reported for the ATNOLD limitation can be carried back or AMT purposes).
activity on Schedule E or F for the AMT forward. See section 172(b) for details.

Lines 35 and 36and the regular tax amount. If (a) the AMT
The treatment of ATNOLs does notloss is more than the regular tax loss, (b) Capital gains and losses must take into

affect your regular tax NOL.the AMT gain is less than the regular tax account any basis adjustments from line
gain, or (c) there is an AMT loss and a 13, Part I.Note: If you elected under section
regular tax gain, then enter the 172(b)(3) to forego the carryback period Line 41—Adjustment foradjustment as a negative amount. for regular tax purposes, the election will Tax-Exempt IncomeEnter any adjustment for amounts also apply for the AMT.

In figuring the income distributionreported on Schedule D, Form 4684, or Line 29—Estate’s or Trust’s Share deduction on a minimum tax basis, theForm 4797 for the activity on line 13
of Alternative Minimum Taxable estate or trust is not allowed a deductioninstead.

for any item of DNAMTI (line 37) that isIncome• Alcohol fuel credit. If the adjusted
not included in the gross income of thetotal income (line 17, of page 1) includes For an estate or trust that held a residual
estate or trust figured on an AMT basis.the amount of the alcohol fuel credit interest in a REMIC, line 29 may not be
Thus, for purposes of figuring theunder section 87, include that amount as less than the estate’s or trust’s share of
allowable income distribution deductiona negative amount on line 23. the amount on Schedule E (Form 1040),
on a minimum tax basis, the DNAMTI is• Related adjustments. AMT line 37, column (c). If that amount is
figured without regard to any tax-exemptadjustments and tax preference items larger than the amount you would
interest (except for amounts from line 8).may affect deductions that are based on otherwise enter on line 29, enter that

an income limit other than AGI or amount instead and write “Sch. Q” on the If tax-exempt interest is the only
modified AGI (e.g., farm conservation dotted line next to line 29. tax-exempt income included in the total
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distributions (line 40), and the DNAMTI simplified limitation election (see intangible drilling costs (IDCs) (or the
(line 37) is less than or equal to line 40, below), skip Part I and enter on the AMT exception for IDCs does not apply to the
then enter on line 41 the amount from line Form 1116, line 16, the same amount you estate or trust—see the instructions for
31. entered on that line for the regular tax. If line 22 on page 27), enter on line 53 of

you did not complete Form 1116 for the Schedule I the smaller of:If tax-exempt interest is the only
regular tax and you previously made or • 90% of line 52 of Schedule I ortax-exempt income included in the total
are making the simplified limitation • The amount from line 33 of the firstdistributions (line 40), and the DNAMTI is
election (on behalf of the estate or trust), AMT Form 1116.more than line 40 (i.e., the estate or trust
complete Part I and lines 14 through 16 of If you have an entry on line 24 or themade a distribution that is less than the
the AMT Form 1116 using regular tax exception for IDCs applies to the estate orDNAMTI), then figure the adjustment by
amounts. trust:multiplying line 31 by a fraction, the

If the election does not apply, 1. Figure the amount of tax that wouldnumerator of which is the total
complete Part I, using only income and be on line 52 if line 24 were zero and thedistributions (line 40), and the
deductions allowed for the AMT that are exception did not apply.denominator of which is the DNAMTI (line
attributable to sources outside the United 2. Multiply the amount from 1 above37). Enter the result on line 41.
States. If the Instructions for Form 1116 by 10%.If line 40 includes tax-exempt income require you to adjust your foreign source 3. Subtract the amount from 2 aboveother than tax-exempt interest (except for capital gains or losses, complete from the tax on line 52.amounts from line 8), figure line 41 by Worksheet A or B or follow the 4. Enter on Schedule I, line 53, thesubtracting the total expenses allocable to instructions for Capital Gains and smaller of the amount from 3 above ortax-exempt income that are allowable for Losses in Pub. 514, Foreign Tax Credit the amount from line 33 of the first AMTAMT purposes from tax-exempt income for Individuals, (whichever is applicable) Form 1116.included on line 40. and the Worksheet for Line 17 for the

Expenses that are directly allocable to AMT. If you are required to complete an AMT foreign tax credit carryback
tax-exempt income are allocated only to AMT Worksheet for line 17, follow the and carryforward. If the AMT foreign tax
tax-exempt income. A reasonable instructions under 5 below. credit is limited, any unused amount can
proportion of expenses indirectly allocable 3. Complete Part II and lines 9 be carried back or forward in accordance
to both tax-exempt income and other through 13 of the AMT Form 1116. Use with sections 59(a)(2)(B) and 904(c).
income must be allocated to each class of the estate’s or trust’s AMT foreign tax
income. Note: The election to forego thecredit carryover, if any, on line 10.

carryback period for regular tax purposes4. If the simplified limitation electionLine 44—Income Distribution also applies for the AMT.does not apply, complete lines 14 throughDeduction on a Minimum Tax 16 of the AMT Form 1116. Simplified limitation election. TheBasis 5. If you did not complete Schedule D estate or trust may elect to use a
Allocate the income distribution deduction (Form 1041) for the regular tax and did simplified section 904 limitation to figure
figured on a minimum tax basis among not complete Part IV of Schedule I of its AMT foreign tax credit. To do so, use
the beneficiaries in the same manner as Form 1041, enter the AMTI from the estate’s or trust’s regular tax income
income was allocated for regular tax Schedule I, line 29, on line 17 of the AMT for Form 1116, Part I, instead of refiguring
purposes. Report each beneficiary’s Form 1116 and go to 6 below. Otherwise, the estate’s or trust’s foreign source
share on line 7 of Schedule K-1 (Form follow these steps to complete, for the income for the AMT, as described in 2 on
1041). AMT, the Worksheet for line 17 in the this page. The estate or trust must make

Form 1116 instructions: the election for the first tax year afterPart III—Alternative Minimum
1997 for which it claims an alternativea. Enter the amount from Schedule ITax Computation minimum tax foreign tax credit. If it doesof Form 1041, line 29, on line 1 of the
not make the election for that year, it mayAMT Worksheet for line 17.Line 53—Alternative Minimum not make it for a later year. Once made,b. Complete a Schedule D for theForeign Tax Credit the election applies to all later tax yearsAMT as explained in the instructions for
and may be revoked only with IRSlines 58, 59, 60, 64 and 67 on this pageTo see if you need to figure the consent.(or, if you already completed an AMTestate’s or trust’s AMT foreign tax

Schedule D to complete Part IV ofcredit, fill in line 55 of Schedule I
TIP

Part IV—Line 52 ComputationSchedule I, use that Schedule D). Next,as instructed. If the amount on line 55 is Using Maximum Capital Gainsenter the amount from Schedule I, line 51,greater than or equal to the amount on
on line 18 of your AMT Schedule D or line Ratesline 52, the estate or trust does not owe
1 of the AMT Schedule D Tax Worksheet.the AMT. Enter zero on line 56 and see

Lines 58, 59, 60, 64, and 67Then, complete lines 24 through 45 of theWho Must Complete on page 24 to find
AMT Schedule D (you may skip lines 30, If you figured the estate’s or trust’s taxout if you must file Schedule I with Form
34, 36, and 44) or lines 14 through 46 of using the Qualified Dividends Tax1041. However, even if the estate or trust
the AMT Schedule D Tax Worksheet (you Worksheet (instead of Schedule D, Partdoes not owe AMT, you may need to
may skip lines 22, 26, 28, 36, 38, and 44). V, or the Schedule D Tax Worksheet)complete line 53 to see if you have an

c. Complete the rest of the AMT then:AMT foreign tax credit carryback or
Worksheet for Line 17 using amounts • Enter on lines 58 and 60 the amountcarryforward to other tax years.
from the AMT Schedule D. from line 4 of the Qualified Dividends TaxTo figure the AMT foreign tax credit: 6. Enter the amount from Schedule I, Worksheet;

1. Complete and attach a separate line 52, on the AMT Form 1116, line 19. • Skip line 59;
AMT Form 1116, with the notation at the Complete lines 18, 20, and 21 of the AMT • Enter on line 64 the amount, if any,
top, “Alt Min Tax” for each separate Form 1116. from line 8 of the worksheet; and
limitation category specified at the top of 7. Complete Part IV of the first AMT • Enter on line 67 the amount, if any,
Form 1116. Form 1116. from line 2 of the worksheet.
Note: When applying the separate If you used Schedule D or theFollow the instructions below to figurelimitation categories, use the applicable Schedule D Tax Worksheet, youthe amount to enter on line 53 ofAMT rate instead of the regular tax rate to generally may enter the amounts asSchedule I of Form 1041.determine if any income is “high-taxed.” instructed on Schedule I, lines 58, 59, 60,

2. If you (on behalf of the estate or  If you have no entry on line 24 of and 67. But do not use those amounts if
trust) previously made or are making the Schedule I of Form 1041, and no either of the following applies:
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1. Any gain or loss on Schedule D is • Any 28% rate gain is now figured on a the day the estate or trust disposed of it.
different for the AMT (for example, worksheet and entered in the appropriate Use the trade dates for the date of
because the AMT basis was different due column of Schedule D, line 15e. acquisition and sale of stocks and bonds
to depreciation adjustments or an traded on an exchange or over-the-General Instructionsincentive stock option adjustment or the counter market.
AMT capital loss carryover from 2002 was Purpose of Form Section 643(e)(3) Electiondifferent).

Use Schedule D (Form 1041) to report2. You did not complete Part V of For noncash property distributions, a
gains and losses from the sale orSchedule D because Form 1041, line 22, fiduciary may elect to have the estate or
exchange of capital assets by an estatewas zero or less. trust recognize gain or loss in the same
or trust. manner as if the distributed property hadIf 1 or 2 above applies, complete a To report the sale or exchange of been sold to the beneficiary at its FMV.Schedule D for the AMT. If 1 above property used in a trade or business, The distribution deduction is theapplies, refigure the amounts for involuntary conversions (other than property’s FMV. This election applies toSchedule D, Parts I, II, III, and IV for the casualties and thefts), and certain all distributions made by the estate orAMT; otherwise, use the regular tax ordinary gains and losses, see Form 4797 trust during the tax year and, once made,amounts. and related instructions. may be revoked only with IRS consent.

Next, complete lines 19 through 23 If property is involuntarily converted
Note that section 267 does not allow aand 28 of the AMT Schedule D (lines 2 because of a casualty or theft, use Form

trust or a decedent’s estate to claim athrough 13 and 20 of the AMT Schedule 4684.
deduction for any loss on property toD Tax Worksheet, if applicable). Use

Section 1256 contracts and straddles which a section 643(e)(3) electionamounts from the AMT Schedule D or
are reported on Form 6781, Gains and applies. In addition, when a trust or aAMT Schedule D Tax Worksheet to
Losses From Section 1256 Contracts and decedent’s estate distributes depreciablecomplete Schedule I, lines 58, 59, 60, and
Straddles. property, section 1239 applies to deny67. Keep the AMT Schedule D and

capital gains treatment for any gain onworksheet for your records but do not Capital Asset
property to which a section 643(e)(3)attach the AMT Schedule D to Form Each item of property held by the estate
election applies.1041. or trust (whether or not connected with its

If you did not complete line 27 of trade or business) is a capital asset Related PersonsSchedule D (or line 19 of the Schedule D except:
A trust cannot deduct a loss from the saleTax Worksheet) for the regular tax, enter • Inventoriable assets or property held
or exchange of property directly orzero on Schedule I, line 64. primarily for sale to customers;
indirectly between any of the following:• Depreciable or real property used in aNote: Do not decrease the estate’s or • A grantor and a fiduciary of a trust;trade or business, even if it is fullytrust’s section 1202 exclusion by the • A fiduciary and a fiduciary ordepreciated;amount, if any, included on line 9.
beneficiary of another trust created by the• Certain copyrights, literary, musical, or
same grantor;Line 71 artistic compositions, letters or
• A fiduciary and a beneficiary of thememoranda, or similar property;Generally, you may enter the amount
same trust;• Accounts or notes receivable acquiredfrom Schedule D, line 15c, column (2), on • A trust fiduciary and a corporation ofin the ordinary course of a trade orSchedule I, line 71. However, if the
which more than 50% in value of thebusiness for services rendered or fromqualified 5-year gain is different for the
outstanding stock is owned directly orthe sale of inventoriable assets orAMT (for example, because of a different
indirectly by or for the trust or by or for theproperty held primarily for sale tobasis), you must complete an AMT
grantor of the trust; orcustomers;Qualified 5-Year Gain Worksheet (on • An executor of an estate and a• Certain U.S. Government publicationspage 33). If the amount on any line of the
beneficiary of that estate, except whennot purchased at the public sale price;worksheet is different for the AMT, use
the sale or exchange is to satisfy a• Certain “commodities derivativethe AMT amount instead of the regular
pecuniary bequest (i.e., a bequest of afinancial instruments” held by a dealertax amount. Enter the estate’s or trust’s
sum of money).(see section 1221(a)(6));portion on Schedule I, line 71.

• Certain hedging transactions entered
Items for Special Treatmentinto in the normal course of a trade or
The following items may require specialbusiness (see section 1221(a)(7)); andSchedule D (Form 1041)—
treatment:• Supplies regularly used in a trade orCapital Gains and Losses • Wash sales of stock or securitiesbusiness.
(including contracts or options to acquireYou may find additional helpful

Changes To Note or sell stock or securities) (section 1091).information in the following publications:
• Gain or loss on options to buy or sell• The 20% maximum tax rate on net • Pub. 544, Sales and Other Dispositions
(section 1234).capital gain (the excess of net long-term of Assets, and
• Certain real estate subdivided for salecapital gain over net short-term capital • Pub. 551, Basis of Assets.
that may be considered a capital assetloss) has been reduced to 15%, and the Short-Term or Long-Term (section 1237).10% rate has been reduced to 5%, for

Separate the capital gains and losses • Gain on disposition of stock in ansales and other dispositions after May 5,
according to how long the estate or trust interest charge domestic international2003 (and installment payments received
held or owned the property. The holding sales corporation (section 995(c)).after that date). The 25% rate on
period for short-term capital gains and • Gain on the sale or exchange of stockunrecaptured section 1250 gain and the
losses is 1 year or less. The holding in certain foreign corporations (section28% rate on collectibles gain and section
period for long-term capital gains and 1248).1202 gain have not changed.
losses is more than 1 year. Property • Sales of stock received under a• The 8% maximum capital gains tax rate
acquired by a decedent’s estate from the qualified public utility dividendfor qualified 5-year gain has been
decedent is considered as held for more reinvestment plan. See Pub. 550 forrepealed for sales and other dispositions
than 1 year. details.after May 5, 2003 (and installment

• Transfer of appreciated property to apayments received after that date). When you figure the length of the
political organization (section 84).Instead, gain from these transactions will period the estate or trust held property,
• Disposition of market discount bondsbe taxed at the 5% maximum capital begin counting on the day after the estate
(section 1276).gains tax rate. or trust acquired the property and include
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• Gains from certain constructive of qualified small business (QSB) stock. For more details about limits and
ownership transactions. Gain in excess of The section 1202 exclusion applies only additional requirements that may apply,
the gain the estate or trust would have to qualified small business stock held for see section 1202.
recognized if the estate or trust had held more than 5 years. To be qualified small Pass-through entities. If the estate or
a financial asset directly during the term business stock, the stock must meet all trust held an interest in a pass-through
of a derivative contract must be treated as of the following tests: entity (a partnership, S corporation,
ordinary income. See section 1260 for • It must be stock in a C corporation (i.e., mutual fund, or other regulated
details. not S corporation stock). investment company) that sold qualified• The sale of qualified empowerment • It must have been originally issued small business stock, the estate or trust
zone assets acquired after December 21, after August 10, 1993. generally must have held the interest on
2000, that the estate or trust held for • As of the date the stock was issued, the date the pass-through entity acquired
more than 1 year, if you elect to postpone the corporation was a qualified small the qualified small business stock and at
gain by purchasing other qualified business. A qualified small business is a all times thereafter until the stock was
empowerment zone assets during the domestic C corporation with total gross sold to qualify for the exclusion.
60-day period that began on the date of assets of $50 million or less (a) at all How to report. Report in column (f) ofthe sale. See Pub. 550 and Pub. 954. times after August 9, 1993, and before line 6 the entire gain realized on the sale• If qualified dividends include the stock was issued, and (b) immediately of qualified small business stock.extraordinary dividends, any loss on the after the stock was issued. Gross assets Complete all other columns as indicated.sale or exchange of the stock is a include those of any predecessor of the Directly below the line on which youlong-term capital loss to the extent of the corporation. All corporations that are reported the gain, enter in column (a)extraordinary dividends. An extraordinary members of the same parent-subsidiary “Section 1202 exclusion,” and enter as adividend is a dividend that is at least 10% controlled group are treated as one (loss) in column (f) the amount of the(5% in the case of preferred stock) of the corporation. allowable exclusion. On line 2 of the 28%basis in the stock. • The estate or trust acquired the stock Rate Gain Worksheet, include an amount

at its original issue (either directly orConstructive Sales Treatment for equal to the section 1202 exclusion. Also,
through an underwriter), either inCertain Appreciated Positions see the instructions for Schedule I, line 9,
exchange for money or other property or for information on the amount of theGenerally, the estate or trust must as pay for services (other than as an exclusion to include on Schedule I.recognize gain (but not loss) on the date it underwriter) to the corporation. In certainenters into a constructive sale of any Gain from Form 1099-DIV. If thecases, the estate or trust may meet theappreciated position in stock, a estate or trust received a Form 1099-DIVtest if it acquired the stock from anotherpartnership interest, or certain debt with a gain in box 2e, part or all of thatperson who met this test (such as by giftinstruments as if the position were gain (which is also included in box 2a)or at death) or through a conversion ordisposed of at FMV on that date. may be eligible for the section 1202exchange of qualified small business

exclusion. In column (a) of line 6, enterThe estate or trust is treated as stock the estate or trust held.
the name of the corporation whose stockmaking a constructive sale of an • During substantially all the time the
was sold. In column (f), enter the amountappreciated position when it (or a related estate or trust held the stock:
of the allowable exclusion as a (loss).person, in some cases) does one of the 1. The corporation was a C Also, include the amount of the allowablefollowing: corporation, exclusion as a gain on line 4 of the 28%• Enters into a short sale of the same or

2. At least 80% of the value of the Rate Gain Worksheet.substantially identical property (i.e., a
corporation’s assets were used in the“short sale against the box”). Gain from Form 2439. If the estate oractive conduct of one or more qualified• Enters into an offsetting notional trust received a Form 2439, Notice tobusinesses (defined below), andprincipal contract relating to the same or Shareholder of Undistributed Long-Term3. The corporation was not a foreignsubstantially identical property. Capital Gains, with a gain in box 1e, partcorporation, DISC, former DISC,• Enters into a futures or forward contract or all of that gain (which is also includedcorporation that has made (or that has ato deliver the same or substantially in box 1a) may be eligible for the sectionsubsidiary that has made) a section 936identical property. 1202 exclusion. In column (a) of line 6,election, regulated investment company,• Acquires the same or substantially enter the name of the corporation whosereal estate investment trust, REMIC,identical property (if the appreciated stock was sold. In column (f), enter theFASIT, or cooperative.position is a short sale, offsetting notional amount of the allowable exclusion as a

principal contract, or a futures or forward (loss). Also, include the amount of theNote: A specialized small business
contract). allowable exclusion as a gain on line 4 ofinvestment company (SSBIC) is treated

Exception. Generally, constructive the 28% Rate Gain Worksheet.as having met test 2 above.
sale treatment does not apply if: A qualified business is any business Gain from an installment sale of• The estate or trust closed the other than the following: QSB stock. If all payments are nottransaction before the end of the 30th day • One involving services performed in the received in the year of sale, a sale ofafter the end of the year in which it was

fields of health, law, engineering, QSB stock that is not traded on anentered into,
architecture, accounting, actuarial established securities market generally is• The estate or trust held the appreciated
science, performing arts, consulting, treated as an installment sale and isposition to which the transaction relates
athletics, financial services, or brokerage reported on Form 6252. Part or all of anythroughout the 60-day period starting on
services. gain from the sale that is reported onthe date the transaction was closed, and

Form 6252 for the current year may be• One whose principal asset is the• At no time during that 60-day period
eligible for the section 1202 exclusion. Inreputation or skill of one or morewas the estate’s or trust’s risk of loss
column (a) of line 6, enter the name of theemployees.reduced by holding certain other
corporation whose stock was sold. In• Any banking, insurance, financing,positions.
column (f), enter the amount of yourleasing, investing, or similar business.For details and other exceptions to
allowable exclusion as a loss. Also,• Any farming business (including thethese rules, see Pub. 550.
include the amount of your allowableraising or harvesting of trees).

Exclusion of Gain on Qualified exclusion as a gain on line 3 of the 28%• Any business involving the production
Small Business Stock (Section Rate Gain Worksheet.of products for which percentage
1202) depletion can be claimed. Rollover of gain from qualified small
Section 1202 provides for an exclusion of • Any business of operating a hotel, business stock. If the estate or trust
50% of the gain on the sale or exchange motel, restaurant, or similar business. held qualified small business stock (as
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defined above) for more than 6 months, it Multiply the amount of the gift tax paid in column (d). Enter negative amounts in
may elect to postpone gain if it purchased by a fraction, the numerator of which is parentheses.
other qualified small business stock the net appreciation in value of the gift

Column (g)—Post-May 5 Gain orduring the 60-day period that began on (defined below), and the denominator of
(Loss)the date of the sale. which is the amount of the gift. For this

purpose, the net appreciation in value Enter all gains and losses reported inThe estate or trust must recognize
of the gift is the amount by which the column (f) from sales, exchanges, orgain to the extent the sale proceeds
FMV of the gift exceeds the donor’s conversions (including installmentexceed the cost of the replacement stock.
adjusted basis. payments received) after May 5, 2003.Reduce the basis of the replacement

However, do not include gain attributablestock by any postponed gain. Basis of decedent’s estate property.
to unrecaptured section 1250 gain,Generally, the basis of property acquiredThe estate or trust must make the collectibles gains and losses, or eligibleby a decedent’s estate is the FMV of theelection no later than the due date gain on qualified small business stock.property at the date of the decedent’s(including extensions) for filing Form 1041

death, or the alternate valuation date iffor the tax year in which the stock was Lines 2 and 7
the executor elected to use an alternatesold. If the original Form 1041 was filed

Undistributed capital gains. Include onvaluation under section 2032.on time, the election may be made on an
line 7, column (f), the amount from box 1aamended return filed no later than 6 See Pub. 551 for a discussion of the
of Form 2439. This represents themonths after the due date of the original valuation of qualified real property under
estate’s or trust’s share of thereturn (excluding extensions). Write “Filed section 2032A.
undistributed long-term capital gains ofpursuant to section 301.9100-2” at the top Basis of assets held on January 1, the regulated investment companyof the amended return, and file it at the 2001, where an election to recognize (mutual fund) or real estate investmentsame address used for the original Form gain was made. If you elected on behalf trust.1041. of an estate or trust to recognize gain on

Include on line 7, column (g), theTo make the election, report the entire an asset held on January 1, 2001, the
amount, if any, from box 1b of Form 2439.gain realized on the sale on line 1 or 6. basis in the asset is its closing market
If there is an amount in box 1c of FormDirectly below the line on which you price or fair market value, whichever
2439, include that amount on line 5 of thereported the gain, enter in column (a) applies, on the date of the deemed sale
Qualified 5-Year Gain Worksheet on“Section 1045 Rollover” and enter as a and reacquisition, whether the deemed
page 33 if you are required to complete(loss) in column (f) the amount of the sale resulted in a gain or an unallowed
line 15c, column (2) of Schedule D. Ifpostponed gain. loss.
there is an amount in box 1d of FormAdjustments to basis. Before figuringSpecific Instructions 2439, include that amount on line 11 ofany gain or loss on the sale, exchange, or the Unrecaptured Section 1250 Gainother disposition of property owned by theLines 1 and 6 Worksheet on page 34 if you areestate or trust, adjustments to the required to complete line 15d, column (2)Short-term and long-term capital gains property’s basis may be required. of Schedule D. If there is an amount inand losses. Enter all sales of stocks,

Some items that may increase the box 1e of Form 2439, see Exclusion ofbonds, etc.
basis include: Gain on Qualified Small BusinessRedemption of stock to pay death

1. Broker’s fees and commissions. Stock (Section 1202) on page 31.taxes. If stock is redeemed under the
2. Reinvested dividends that wereprovisions of section 303, list and identify Enter on Form 1041, line 24f, the tax

previously reported as income.it on line 6 and give the name of the paid as shown in box 2 of Form 2439.
3. Reinvested capital gains that weredecedent and the IRS office where the Add to the basis of your stock the excess

previously reported as income.estate tax or generation-skipping transfer of the amount included in income over the
4. Costs that were capitalized.tax return was filed. amount of the credit for tax paid. See
5. Original issue discount that has Pub. 550 for more details.If you are reporting capital gain from a been previously included in income.

lump-sum distribution, see the The instructions above assumeSome items that may decrease theinstructions for Form 4972 for information the estate or trust is a cash basisbasis include:about the Federal estate tax. calendar year taxpayer.CAUTION
!

1. Nontaxable distributions thatColumn (d)—Sales Price
consist of return of capital. Installment sales. If the estate or trust

Enter either the gross sales price or the 2. Deductions previously allowed or sold property (other than publicly traded
net sales price from the sale. On sales of allowable for depreciation. stocks or securities) at a gain during the
stocks and bonds, report the gross 3. Casualty or theft loss deductions. tax year and will receive a payment in a
amount as reported to the estate or trust later tax year, you generally report theSee Pub. 551 for additionalon Form 1099-B or similar statement. sale on the installment method and fileinformation.However, if the estate or trust was Form 6252, Installment Sale Income,
advised that gross proceeds less See section 852(f) for treatment of unless you elect not to do so.
commissions and option premiums were load charges incurred in acquiring stock

Also, use Form 6252 to report anyreported to the IRS, enter that net amount in a regulated investment company.
payment received in 2003 from a salein column (d). Carryover basis. Carryover basis made in an earlier tax year that was

determined under repealed section 1023Column (e)—Cost or Other Basis reported on the installment method.
applies to property acquired from aBasis of trust property. Generally, the To elect out of the installment method,decedent who died after December 31,basis of property acquired by gift is the report the full amount of the gain on a1976, and before November 7, 1978, onlysame as the basis in the hands of the timely filed return (including extensions).if the executor elected it on a Formdonor. If the FMV of the property at the If the original return was filed on time, the5970-A, Election of Carryover Basis, thattime it was transferred to the trust is less election may be made on an amendedwas filed on time.than the transferor’s basis, then the FMV return filed no later than 6 months after

is used for determining any loss on Column (f)—Gain or (Loss) the due date of the original return
disposition. Make a separate entry in this column for (excluding extensions). Write “Filed

If the property was transferred to the each transaction reported on lines 1 and pursuant to section 301.9100-2” at the top
trust after 1976, and a gift tax was paid 6 and any other lines that apply to the of the amended return, and file it at the
under Chapter 12, then increase the estate or trust. For lines 1 and 6, subtract same address used for the original
donor’s basis as follows: the amount in column (e) from the amount Form 1041.
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Exchange of “like-kind” property. Small Business (QSB) Stock on page Line 14b(1)—Beneficiaries’ Net
Generally, no gain or loss is recognized 31. Short-Term Gain (Post-May 5,
when property held for productive use in a 2003)

The instructions above assumetrade or business or for investment is If line 5a is a gain, enter the beneficiaries’the estate or trust is a cash basisexchanged solely for property of a allocable share of post-May 5, 2003, netcalendar year taxpayer.like-kind to be held either for productive CAUTION
!

short-term gain, if any. Reduce thatuse in a trade or business or for amount by the beneficiaries’ allocable
investment. However, if a trust exchanges Line 14a, Column (1)— share of the loss on line 12, if any, and
like-kind property with a related person Beneficiaries’ Net Short-Term enter the result. If zero or less, leave line
(see Related Persons on page 30), and Capital Gain or Loss 14b(1) blank.
before 2 years after the date of the last Enter the amount of net short-term capital Line 14b(2)— Estate’s or Trust’stransfer that was part of the exchange the gain or loss allocable to the beneficiary or Net Short-Term Loss (Post-May 5,related person disposes of the property, beneficiaries. Include only those
or the trust disposes of the property 2003)short-term capital losses that are taken
received in exchange from the related If line 5a is a loss, enter the estate’s orinto account in determining the amount of
person, then the original exchange will trust’s allocable share of post-May 5,gain from the sale or exchange of capital
not qualify for nonrecognition. See section 2003, net short-term loss. Otherwise,assets that is paid, credited, or required to
1031(f) for exceptions. enter -0-.be distributed to any beneficiary during

the tax year. See Regulations section Line 15a—Net Long-Term CapitalComplete and attach Form 8824, 1.643(a)-3 for more information about Gain or LossLike-Kind Exchanges, to Form 1041 for allocation of capital gains and losses.
each exchange. Allocate the net long-term capital gain or

If the losses from the sale or exchange loss on line 15a in the same manner as
of capital assets are more than the gains,Line 9—Capital Gain Distributions the net short-term capital gain or loss on
all of the losses must be allocated to the line 14a. However, do not take theEnter as a long-term capital gain on line
estate or trust and none are allocated to section 1202 exclusion on gain from the9, column (f), the total capital gain
the beneficiaries. sale or exchange of qualified smalldistributions paid during the year,

business stock into account when figuringregardless of how long the estate or trust Line 14a, Column (2)—Estate’s or net long-term capital gain or lossheld its investment. This amount is shown Trust’s Net Short-Term Capital allocable to the beneficiaries.in box 2a of Form 1099-DIV. If there is an
Gain or Lossamount in box 2b of Form 1099-DIV, Line 15b—Net Long-Term Gain
Enter the amount of the net short-terminclude that amount on line 9, column (g). (Post-May 5, 2003)capital gain or loss allocable to the estateIf there is an amount in box 2c, include

Beneficiaries. If line 12 is a gain, enteror trust. Include any capital gain paid orthat amount on line 5 of the Qualified
the beneficiaries’ allocable share, if any,permanently set aside for a charitable5-Year Gain Worksheet (below) if you
of the gain. Reduce that amount by thepurpose specified in section 642(c).are required to complete the worksheet. If
beneficiaries’ allocable share of the lossthere is an amount in box 2d, include that

Line 14a, Column (3)—Total on line 5a, if any, and enter the result. Ifamount on line 11 of the Unrecaptured
zero or less, leave the line blank.Section 1250 Gain Worksheet on page Enter the total of the amounts entered in

columns (1) and (2). The amount in34 if you are required to complete the Estate or trust. Enter the estate’s or
column (3) should be the same as theworksheet. If there is an amount in box trust’s allocable share of gain from line
amount on line 5.2e, see Exclusion of Gain on Qualified 12, if any.

Qualified 5-Year Gain Worksheet—Line 15c Keep for Your Records

1. Enter the total of all gains reported on line 6, column (f), of Schedule D from property held more than 5
years and disposed of before May 6, 2003. Do not reduce these gains by any losses . . . . . . . . . . . . . . . 1.

2. Enter the total of all gains from property held more than 5 years and disposed of before May 6, 2003, from
Form 4797, Part I, but only if Form 4797, line 7, column (g), is more than zero. Do not reduce these gains
by any losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.

3. Enter the total of all capital gains from property held more than 5 years and disposed of before May 6,
2003, from Form 4684, line 4, but only if Form 4684, line 15, is more than zero. Do not reduce these gains
by any losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.

4. Enter the total of all capital gains from property held more than 5 years and disposed of before May 6,
2003, from Form 6252; Form 6781, Part II; and Form 8824. Do not reduce these gains by any losses . . . 4.

5. Enter the total of any qualified 5-year gain reported to the estate or trust on:
• Form 1099-DIV, box 2c;
• Form 2439, box 1c; and } . . . . . . . . . . . . . . . 5.
• Schedule K-1 from a partnership, S corporation, estate, or trust (do not

include gains from section 1231 property; take them into account on line 2
above, but only if Form 4797, line 7, column (g), is more than zero).

6. Add lines 1 through 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter the part, if any, of the gain on line 6 that is:

• Attributable to 28% rate gain or } . . . . . . . . . . . . . . . . . . . . . . . 7.
• Included on line 6, 10, 11, or 12 of the Unrecaptured Section

1250 Gain Worksheet on page 34.
8. Qualified 5-year gain. Subtract line 7 from line 6. Enter the result here and in the appropriate columns of

Schedule D, line 15c . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
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than 5 years when it entered into the • The estate or trust reported a long-termLine 15c—Qualified 5-Year Gain
installment sale. capital gain from the sale or exchange ofQualified 5-year gain is long-term capital

an interest in a partnership that ownedgain (other than 28% rate gain or gain on Line 15d—Unrecaptured Section section 1250 property.lines 6, 10, 11, and 12 of the
1250 GainUnrecaptured Section 1250 Gain Instructions for the Unrecaptured
Complete the worksheet on this page ifWorksheet) from the sale or other Section 1250 Gain Worksheet
any of the following apply.disposition of property before May 6,

Lines 1 through 3. If the estate or trust2003, that was held more than 5 years. • During the tax year, the estate or trust
had more than one property described onQualified 5-year gain is taxed at 8% to the sold or otherwise disposed of section
line 1, complete lines 1 through 3 for eachextent the gain would otherwise be taxed 1250 property (generally, real property
property on a separate worksheet. Enterat 10%. To figure qualified 5-year gain, that was depreciated) held more than 1
the total of the line 3 amounts for allcomplete the worksheet on page 33 if any year.
properties on line 3 and go to line 4.of the following apply: • The estate or trust received installment
Line 4. To figure the amount to enter on• The estate or trust sold or otherwise payments during the tax year for section
line 4, follow the steps below for eachdisposed of property before May 6, 2003, 1250 property held more than 1 year for
installment sale of trade or businessat a gain, and that it had held for more which it is reporting gain on the
property held more than 1 year.than 5 years. installment method.

• The estate or trust received a Schedule Step 1. Figure the smaller of (a) the• The estate or trust received a Schedule
K-1 from an estate, trust, partnership, or depreciation allowed or allowable or (b)K-1 from an estate or trust, partnership, or
S corporation that reports “qualified the total gain for the sale. This is theS corporation that shows “unrecaptured
5-year gain.” smaller of line 22 or line 24 of the 2003section 1250 gain” reportable for the tax

Form 4797 (or the comparable lines ofyear.• The estate or trust received a Form
Form 4797 for the year of sale) for that1099-DIV (or Form 2439) with “qualified • The estate or trust received a Form
property.5-year gain” reported in box 2c (box 1c of 1099-DIV or Form 2439 from a real estate

Form 2439). investment trust or regulated investment Step 2. Reduce the amount figured in
• The estate or trust received payments company (including a mutual fund) that step 1 by any section 1250 ordinary
before May 6, 2003, from an installment reports “unrecaptured section 1250 gain” income recapture for the sale. This is the
sale of property that it had held for more for the tax year. amount from line 26g of the 2003 Form

Unrecaptured Section 1250 Gain Worksheet—Line 15d Keep for Your Records

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

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

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

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

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

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

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

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

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

the total of lines 1 through 4 of the 28% Rate Gain Worksheet on page 35.
Otherwise, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.

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

16. Enter the estate’s or trust’s long-term capital loss carryovers from Schedule D, line
11, and from Schedule K-1 (Form 1041), line 13c, from another estate or trust . . . . 16. ( )

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

18. Unrecaptured section 1250 gain. Subtract line 17 from line 13. If zero or less, enter -0-. Enter the
result here and in the appropriate columns of Schedule D, line 15d . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.
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4797 (or the comparable line of Form sale. To figure the amount to enter on line remaining to be reported for the sale.
4797 for the year of sale) for that Include this amount on line 12.12, follow the applicable instructions
property. The result is the total below. Other sales or dispositions of
unrecaptured section 1250 gain that must section 1250 property. For each sale ofInstallment sales. To figure thebe allocated to the installment payments property held more than 1 year (for which

amount to include on line 12, follow thereceived from the sale. an entry was not made in Part I of Form
steps below for each installment sale ofStep 3. Generally, the amount of 4797), figure the smaller of (a) the
property held more than 1 year for whichsection 1231 gain on each installment depreciation allowed or allowable or (b)
you did not make an entry in Part I ofpayment is treated as unrecaptured the total gain for the sale. This is the
Form 4797 for the year of sale.section 1250 gain until the total smaller of line 22 or line 24 of Form 4797
• Step 1. Figure the smaller of (a) theunrecaptured section 1250 gain figured in for that property. Next, reduce that
depreciation allowed or allowable or (b)step 2 has been used in full. Figure the amount by any section 1250 ordinary
the total gain for the sale. This is theamount of gain treated as unrecaptured income recapture for the sale. This is the
smaller of line 22 or line 24 of the 2003section 1250 gain for installment amount from line 26g of Form 4797 for
Form 4797 (or comparable lines of Formpayments received during the tax year, as that property. The result is the total
4797 for the year of sale) for thatthe smaller of (a) the amount from line 26 unrecaptured section 1250 gain for the
property.or line 37 of the 2003 Form 6252, sale. Include this amount on line 12.

whichever applies, or (b) the amount of • Step 2. Reduce the amount figured in Line 15e—28% Rate Gain or (Loss)unrecaptured section 1250 gain step 1 by any section 1250 ordinary
Complete the 28% Rate Gain Worksheetremaining to be reported. This amount is income recapture for the sale. This is the
if lines 15a and 16a for column (3) aregenerally the total unrecaptured section amount from line 26g of the 2003 Form
both greater than zero and at least one of1250 gain for the sale reduced by all gain 4797 (or the comparable line of Form
the following apply:reported in prior years (excluding section 4797 for the year of sale) for that • The estate or trust reports in Part II,1250 ordinary income recapture). property. The result is the total
column (f), a section 1202 exclusion fromHowever, if you chose not to treat all of unrecaptured section 1250 gain that must
the eligible gain on qualified smallthe gain from payments received after be allocated to the installment payments
business stock (see page 31) orMay 6, 1997, and before August 24, received from the sale. • The estate or trust reports in Part II,1999, as unrecaptured section 1250 gain, • Step 3. Generally, the amount of column (f), a collectibles gain or (loss).use only the amount you chose to treat as capital gain on each installment payment A collectibles gain or loss is anyunrecaptured section 1250 gain for those is treated as unrecaptured section 1250 long-term gain or deductible long-termpayments to reduce the total gain until the total unrecaptured section loss from the sale or exchange of aunrecaptured section 1250 gain 1250 gain figured in step 2 has been collectible that is a capital asset.remaining to be reported for the sale. used in full. Figure the amount of gain

Include this amount on line 4. Collectibles includes works of art,treated as unrecaptured section 1250
rugs, antiques, metals (such as gold,Line 10. Include on line 10 the estate’s or gain for installment payments received
silver, and platinum bullion), gems,trust’s share of the partnership’s during the tax year, as the smaller of (a)
stamps, coins, alcoholic beverages, andunrecaptured section 1250 gain that the amount from line 26 or line 37 of the
certain other tangible property.would result if the partnership had 2003 Form 6252, whichever applies, or

transferred all of its section 1250 property (b) the amount of unrecaptured section Also include gain (but not loss) from
in a fully taxable transaction immediately 1250 gain remaining to be reported. This the sale or exchange of an interest in a
before the estate or trust sold or amount is generally the total partnership, S corporation, or trust held
exchanged its interest in that partnership. unrecaptured section 1250 gain for the for more than 1 year and attributable to
If the estate or trust recognized less than sale reduced by all gain reported in prior unrealized appreciation of collectibles.
all of the realized gain, the partnership will years (excluding section 1250 ordinary For details, see Regulations section
be treated as having transferred only a income recapture). However, if you chose 1.1(h)-1. Also attach the statement
proportionate amount of each section not to treat all of the gain from payments required under Regulations section
1250 property. received after May 6, 1997, and before 1.1(h)-1(e).

August 24, 1999, as unrecaptured sectionLine 12. An example of an amount to Part IV—Capital Loss1250 gain, use only the amount youinclude on line 12 is unrecaptured section
Limitationchose to treat as unrecaptured section1250 gain from the sale of a vacation

1250 gain for those payments to reducehome previously used as a rental property If the sum of all the capital losses is more
the total unrecaptured section 1250 gainbut converted to personal use prior to the than the sum of all the capital gains, then

28% Rate Gain Worksheet—Line 15e Keep for Your Records

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

Schedule D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
3. Enter the total of all collectibles gain or (loss) from Form 4684, line 4 (but only if Form 4684, line 15, is

more than zero); Form 6252; Form 6781, Part II; and Form 8824 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Enter the total of any collectibles gain reported to the estate or trust on:

• Form 1099-DIV, box 2f;

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

5. Enter the estate’s or trust’s long-term capital loss carryovers from Schedule D, line 11, and from line 5. ( )13c of Schedule K-1 (Form 1041) from another estate or trust . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
6. If Schedule D, line 5b, is a (loss), enter that (loss) here. Otherwise, enter -0- . . . . . . . . . . . . . . . . . . . . 6. ( )
7. Combine lines 1 through 6. If zero or less, enter -0-. If more than zero, also enter this amount in the

appropriate columns of Schedule D, line 15e . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.

-35-



Page 36 of 44 Instructions for Form 1041 and Schedules A, B, D, G, I, J, and K-1 10:39 - 19-DEC-2003

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

Capital Loss Carryover Worksheet Keep for Your Records

Use this worksheet to figure the estate’s or trust’s capital loss carryovers from 2003 to 2004 if Schedule D, line 17,
is a loss and (a) the loss on Schedule D, line 16a, col. (3), is more than $3,000 or (b) Form 1041, page 1, line 22,
is a loss.

1. Enter taxable income (or loss) from Form 1041, line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2. Enter the loss from line 17 of Schedule D as a positive amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
3. Enter amount from Form 1041, line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Adjusted taxable income. Combine lines 1, 2, and 3. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . 4.
5. Enter the smaller of line 2 or line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.

Note: If line 5b of Schedule D is a loss, go to line 6; otherwise, enter -0- on line 6 and go to line 10.
6. Enter loss from Schedule D, line 5b, as a positive amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter gain, if any, from Schedule D, line 13. If that line is blank or shows a loss, enter

-0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.
8. Add lines 5 and 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Short-term capital loss carryover to 2004. Subtract line 8 from line 6. If zero or less, enter -0-. If this is

the final return of the estate or trust, also enter on Schedule K-1 (Form 1041), line 13b . . . . . . . . . . . . . 9.
Note: If line 13 of Schedule D is a loss, go to line 10; otherwise, skip lines 10 through 14.

10. Enter loss from Schedule D, line 13, as a positive amount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
11. Enter gain, if any, from Schedule D, line 5b. If that line is blank or shows a loss,

enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.
12. Subtract line 6 from line 5. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . 12.
13. Add lines 11 and 12 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. Long-term capital loss carryover to 2004. Subtract line 13 from line 10. If zero or less, enter -0-. If this

is the final return of the estate or trust, also enter on Schedule K-1 (Form 1041), line 13c . . . . . . . . . . . 14.

these capital losses are allowed as a Line 50Part V—Tax Computation
deduction only to the extent of the smaller If the tax using the maximum capital gainsUsing Maximum Capital Gains
of the net loss or $3,000. rates is less than the regular tax, enterRates

For any year (including the final year) the amount from line 50 on line 1a of
in which capital losses exceed capital Schedule G, Form 1041.Line 19
gains, the estate or trust may have a If the estate or trust received capital gains Schedule D Tax Worksheetcapital loss carryover. Use the Capital or qualified dividends that were derived If you completed the Schedule D TaxLoss Carryover Worksheet (above) to from income in respect of a decedent, you Worksheet instead of Part V of Schedulefigure any capital loss carryover. A capital must reduce the amount on line 19 by the D, be sure to enter the amount from lineloss carryover may be carried forward portion of the estate tax deduction 51 of the worksheet on line 1a ofindefinitely. Capital losses keep their claimed on Form 1041, page 1, line 19, Schedule G, Form 1041.character as either short-term or that is attributable to the amount on
long-term when carried over to the Schedule D, line 19.
following year.

Lines 28 and 40
If the estate or trust files Form 4952,
Investment Interest Expense Deduction,
and the amount on line 4g is greater than
the amount on line 4e of that form, use
the worksheet below to figure the amount
to enter on Schedule D, lines 28 and 40.
Otherwise, enter on those lines the sum
of lines 16b and 20 of Schedule D (unless
you are skipping the line).

Worksheet for Lines 28 and 40 Keep for Your Records

1. Enter the estate’s or trust’s qualified dividends from Form 1041, line 2b(2) . . . . . . . . . . . . . . . . . . . . 1.
2. Enter the amount from Form 4952, line 4g . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
3. Enter the amount from Form 4952, line 4e (or, if applicable, the smaller amount

entered on the dotted line next to line 4e) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Subtract line 3 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.
5. Subtract line 4 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.
6. Enter the amount from Schedule D, line 16b . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Add lines 5 and 6. Enter the result here and on Schedule D, lines 28 and 40 (unless you are skipping

the line) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.
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Schedule D Tax Worksheet Keep for Your Records

Complete this worksheet only if line 15d, column (2), or line 15e, 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 15a, column (2), or line 16a, column (2), of Schedule D or Form
1041, line 22, is zero or less; instead, see the instructions for Schedule G, line 1a of Form 1041.

1. Enter the estate’s or trust’s taxable income from Form 1041, line 22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2. Enter qualified dividends, if any, from Form 1041, line 2b(2) . . . . . . . . . . 2.
3. Enter the amount from Form 4952, line 4g . . . . . . . . . . . . . 3.
4. Enter the amount from Form 4952, line 4e* . . . . . . . . . . . . 4.
5. Subtract line 4 from line 3. If zero or less, enter -0- . . . . . . . . . . . . . . . . 5.
6. Subtract line 5 from line 2. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.
7. Enter the smaller of line 15a, col. (2) or line 16a, col. (2) from Sch. D . . . . 7.
8. Enter the smaller of line 3 or line 4 . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Subtract line 8 from line 7. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.

10. Add lines 6 and 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.
11. Add lines 15d, column (2) and 15e, column (2) from Schedule D . . . . . . . . . . . . . . . . . . . 11.
12. Enter the smaller of line 9 or line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.
13. Subtract line 12 from line 10. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.
14. Subtract line 13 from line 1. If zero or less, enter -0-. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.
15. Enter the smaller of line 1 or $1,900 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.
16. Enter the smaller of line 14 or line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.
17. Subtract line 10 from line 1. If zero or less, enter -0- . . . . . . . . . . . . . . . . 17.
18. Enter the larger of line 16 or line 17 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 18.

If lines 15 and 16 are the same, skip lines 19 through 28 and go to line 29. Otherwise,
go to line 19.

19. Subtract line 16 from line 15 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 19.
20. Add line 16b, column (2) (from Schedule D) and line 6 (above) . . . . . . . . . . . . . . . . . . . . 20.
21. Enter the smaller of line 19 or line 20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.
22. Multiply line 21 by 5% (.05) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.

If lines 19 and 21 are the same, skip lines 23 through 28 and go to line 29. Otherwise, go to line 23.
23. Subtract line 21 from line 19 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23.
24. Enter the estate’s or trust’s allocable portion of qualified 5-year gain, if any, from Schedule

D, line 15c, column (2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.
25. Enter the smaller of line 23 or line 24 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25.
26. Multiply line 25 by 8% (.08) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.
27. Subtract line 25 from line 23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27.
28. Multiply line 27 by 10% (.10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 28.

If lines 1 and 15 are the same, skip lines 29 through 47 and go to line 48. Otherwise, go to line 29.
29. Enter the smaller of line 1 or line 13 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29.
30. Enter the amount from line 19 (if line 19 is blank, enter -0-) . . . . . . . . . . . . . . . . . . . . . . . 30.
31. Subtract line 30 from line 29. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 31.
32. Add line 16b, column (2) (from Schedule D) and line 6 (above) . . . . . . . . . . . . . . . . . . . . 32.
33. Enter the amount from line 21 (if line 21 is blank, enter -0-) . . . . . . . . . . . . . . . . . . . . . . . 33.
34. Subtract line 33 from line 32 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34.
35. Enter the smaller of line 31 or line 34 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.
36. Multiply line 35 by 15% (.15) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36.
37. Subtract line 35 from line 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37.
38. Multiply line 37 by 20% (.20) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38.

If Schedule D, line 15d, column (2) is zero or blank, skip lines 39 through 44 and go to line 45. Otherwise, go to
line 39.

39. Enter the smaller of line 9 (above) or line 15d, col. (2) (from Schedule D) . . . . . . . . . . . . . 39.
40. Add lines 10 and 18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40.
41. Enter the amount from line 1 above . . . . . . . . . . . . . . . . . . . . . . . . . . . 41.
42. Subtract line 41 from line 40. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . 42.
43. Subtract line 42 from line 39. If zero or less, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . � 43.
44. Multiply line 43 by 25% (.25) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44.

If Schedule D, line 15e, column (2) is zero or blank, skip lines 45 through 47 and go to line 48. Otherwise, go to
line 45.

45. Add lines 18, 19, 31, and 43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45.
46. Subtract line 45 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46.
47. Multiply line 46 by 28% (.28) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 47.
48. Figure the tax on the amount on line 18. Use the 2003 Tax Rate Schedule on page 21 . . . . . . . . . . . . . . . . . . . . . . . . 48.
49. Add lines 22, 26, 28, 36, 38, 44, 47, and 48 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49.
50. Figure the tax on the amount on line 1. Use 2003 Tax Rate Schedule on page 21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50.
51. Tax on all taxable income (including capital gains and qualified dividends). Enter the smaller of line 49 or line 50

here and on line 1a of Sch. G, Form 1041 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51.

*If applicable, enter instead the smaller amount entered on the dotted line next to line 4e of Form 4952.
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Distribution of Trusts, as you may not be amount by which the accumulation
aware that the beneficiary may be a distribution is larger than the total of the
beneficiary of other trusts with other UNI for all earlier preceding tax years.Schedule J (Form 1041) —
trustees. A tax year of a trust during which theAccumulation Distribution

trust was a simple trust for the entire yearFor examples of accumulation
is not a preceding tax year unless (a)for Certain Complex Trusts distributions that include payments from
during that year the trust received outsideone trust to another trust, and amounts

General Instructions income or (b) the trustee did not distributedistributed for a dependent’s support, see
all of the trust’s income that was requiredRegulations section 1.665(b)-1A(b).Use Schedule J (Form 1041) to report an
to be distributed currently for that year. Inaccumulation distribution for a domestic Part II—Ordinary Income this case, UNI for that year must not becomplex trust that was: Accumulation Distribution more than the greater of the outside• Previously treated at any time as a
income or income not distributed duringEnter the applicable year at the top offoreign trust (unless an exception is
that year.each column for each throwback year.provided in future regulations) or

• Created before March 1, 1984, unless The term “outside income” meansLine 6—Distributable Net Income
that trust would not be aggregated with amounts that are included in the DNI offor Earlier Yearsother trusts under the rules of section the trust for that year but that are not

Enter the applicable amounts as follows:643(f) if that section applied to the trust. “income” of the trust as defined in
An accumulation distribution is the Regulations section 1.643(b)-1. SomeThrowbackexcess of amounts properly paid, examples of outside income are: (a)year(s) Amount from line

credited, or required to be distributed income taxable to the trust under section
1969 – 1977 . . . . . . Schedule C, Form 1041, line 5(other than income required to be 691; (b) unrealized accounts receivable1978 – 1979 . . . . . . Form 1041, line 61

distributed currently) over the DNI of the that were assigned to the trust; and (c)1980 . . . . . . . . . . Form 1041, line 60
trust reduced by income required to be distributions from another trust that1981 – 1982 . . . . . . Form 1041, line 58

1983 – 1996 . . . . . . Schedule B, Form 1041, line 9distributed currently. To have an include the DNI or UNI of the other trust.
1997 – 2002 . . . . . . Schedule B, Form 1041, line 7accumulation distribution, the distribution

Line 16—Tax-Exempt Interestmust exceed the accounting income of
For information about throwback Included on Line 13the trust.

years, see the instructions for line 13. For For each throwback year, divide line 15
purposes of line 6, in figuring the DNI ofSpecific Instructions by line 6 and multiply the result by the
the trust for a throwback year, subtract following:Part I—Accumulation Distribution any estate tax deduction for income in
respect of a decedent if the income isin 2003 Throwback Amount from line

year(s)includible in figuring the DNI of the trust
Line 1—Distribution Under Section for that year. 1969 – 1977 . . . . Schedule C, Form 1041, line 2(a)
661(a)(2) 1978 – 1979 . . . . Form 1041, line 58(a)Line 7—Distributions Made During 1980 . . . . . . . . Form 1041, line 57(a)Enter the amount from Schedule B of Earlier Years 1981 – 1982 . . . . Form 1041, line 55(a)Form 1041, line 10, for 2003. This is the 1983 – 2002 . . . . Schedule B, Form 1041, line 2Enter the applicable amounts as follows:amount properly paid, credited, or
required to be distributed other than the Throwback Amount from line Part III—Taxes Imposed on
amount of income for the current tax year year(s) Undistributed Net Incomerequired to be distributed currently.

1969 – 1977 . . . . . . Schedule C, Form 1041, line 8 For the regular tax computation, if there is
1978 . . . . . . . . . . Form 1041, line 64Line 2—Distributable Net Income a capital gain, complete lines 18 through1979 . . . . . . . . . . Form 1041, line 65

Enter the amount from Schedule B of 25 for each throwback year. If the trustee1980 . . . . . . . . . . Form 1041, line 64
Form 1041, line 7, for 2003. This is the elected the alternative tax on capital1981 – 1982 . . . . . . Form 1041, line 62

1983 – 1996 . . . . . . Schedule B, Form 1041, line 13amount of distributable net income (DNI) gains, complete lines 26 through 31
1997 – 2002 . . . . . . Schedule B, Form 1041, line 11for the current tax year determined under instead of lines 18 through 25 for each

section 643(a). applicable year. If there is no capital gain
Line 11—Prior Accumulation for any year, or there is a capital loss forLine 3—Distribution Under Section Distribution Thrown Back to any every year, enter on line 9 the amount of

661(a)(1) Throwback Year the tax for each year identified in the
Enter the amount from Schedule B of instruction for line 18 and do not completeEnter the amount of prior accumulation
Form 1041, line 9, for 2003. This is the Part III. If the trust received andistributions thrown back to the throwback
amount of income for the current tax year accumulation distribution from anotheryears. Do not enter distributions excluded
required to be distributed currently. trust, see Regulations sectionunder section 663(a)(1) for gifts,

1.665(b)-1A.bequests, etc.Line 5—Accumulation Distribution
Note: The alternative tax on capital gainsIf line 11, Schedule B of Form 1041 is Line 13—Throwback Years was repealed for tax years beginning aftermore than line 8, Schedule B of Form Allocate the amount on line 5 that is an December 31, 1978. The maximum rate1041, complete the rest of Schedule J accumulation distribution to the earliest on net capital gain for 1981, 1987, andand file it with Form 1041, unless the trust applicable year first, but do not allocate 1991 through 2002 is not an alternativehas no previously accumulated income. more than the amount on line 12 for any tax for this purpose.

Generally, amounts accumulated throwback year. An accumulation
Line 18—Regular Taxbefore a beneficiary reaches age 21 may distribution is thrown back first to the

be excluded by the beneficiary. See earliest preceding tax year in which there Enter the applicable amounts as follows:
sections 665 and 667(c) for exceptions is undistributed net income (UNI). Then, it

Throwback Amount from linerelating to multiple trusts. The trustee is thrown back beginning with the next
year(s)reports to the IRS the total amount of the earliest year to any remaining preceding
1969 – 1976 . . . . Form 1041, page 1, line 24accumulation distribution before any tax years of the trust. The portion of the
1977 . . . . . . . . Form 1041, page 1, line 26reduction for income accumulated before accumulation distribution allocated to the
1978 – 1979 . . . . Form 1041, line 27the beneficiary reaches age 21. If the earliest preceding tax year is the amount
1980 – 1984 . . . . Form 1041, line 26c

multiple trust rules do not apply, the of the UNI for that year. The portion of the 1985 – 1986 . . . . Form 1041, line 25c
beneficiary claims the exclusion when accumulation distribution allocated to any 1987 . . . . . . . . Form 1041, line 22c

1988 – 2002 . . . . Schedule G, Form 1041, line 1afiling Form 4970, Tax on Accumulation remaining preceding tax year is the
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1980 – 1984 . . . . . . . . Form 1041, line 25Line 19—Trust’s Share of Net
1985 – 1986 . . . . . . . . Form 1041, line 24Short-Term Gain Schedule K-1 (Form1987 . . . . . . . . . . . . Form 1041, line 21
1988 – 1996 . . . . . . . . Form 1041, line 22For each throwback year, enter the 1041)— Beneficiary’s
1997 . . . . . . . . . . . . Form 1041, line 23smaller of the capital gain from the two
1998 – 2002 . . . . . . . . Form 1041, line 22 Share of Income,lines indicated. If there is a capital loss or

a zero on either or both of the two lines Deductions, Credits, etc.indicated, enter zero on line 19. Line 26—Tax on Income Other
A Change To NoteThan Long-Term Capital Gain

Throwback Amount from line We have added new lines to account forEnter the applicable amounts as follows:year(s) the reduction in the tax rates for capital
1969 – 1970 Schedule D, line 10, column 2, or Throwback Amount from line gains and qualified dividends.

Schedule D, line 12, column 2 year(s)
General Instructions

1969 . . . . . . . . . . . Schedule D, line 20
Use Schedule K-1 (Form 1041) to report1971 – 1978 Schedule D, line 14, column 2, or 1970 . . . . . . . . . . . Schedule D, line 19

Schedule D, line 16, column 2 1971 . . . . . . . . . . . Schedule D, line 50 the beneficiary’s share of income,
1972 – 1975 . . . . . . . Schedule D, line 48 deductions, and credits from a trust or a
1976 – 1978 . . . . . . . Schedule D, line 27 decedent’s estate.1979 . . . . . Schedule D, line 18, column (b), or

Schedule D, line 20, column (b)
Grantor type trusts do not use

Line 27—Trust’s Share of Net Schedule K-1 (Form 1041) to
1980 – 1981 Schedule D, line 14, column (b), or report the income, deductions, orShort-Term Gain CAUTION

!
Schedule D, line 16, column (b)

credits of the grantor (or other personIf there is a loss on any of the following
treated as owner). See Special Filinglines, enter zero on line 27 for the1982 . . . . . Schedule D, line 16, column (b), or
Instructions for Grantor Type Trusts,Schedule D, line 18, column (b) applicable throwback year. Otherwise,
Pooled Income Funds, and Electingenter the applicable amounts as follows:
Small Business Trusts on page 5.1983 – 1996 Schedule D, line 15, column (b), or

Throwback Amount from lineSchedule D, line 17, column (b) Who Must Fileyear(s)
1997 – 2002 Schedule D, line 14, column (2), or The fiduciary (or one of the joint1969 – 1970 . . . . Schedule D, line 10, column 2Schedule D, line 16, column (2) fiduciaries) must file Schedule K-1. A1971 – 1978 . . . . Schedule D, line 14, column 2

copy of each beneficiary’s Schedule K-1
Line 20—Trust’s Share of Net is attached to the Form 1041 filed with the

IRS and each beneficiary is given a copyLong-Term Gain Line 28—Trust’s Share of Taxable
of his or her respective Schedule K-1.Income Less Section 1202Enter the applicable amounts as follows:
One copy of each Schedule K-1 must beDeduction
retained for the fiduciary’s records.

Enter the applicable amounts as follows:Throwback Amount from line
Beneficiary’s Identifying Numberyear(s)

Throwback year(s) Amount from line As a payer of income, you are required1969 – 1970 . . . . . . 50% of Schedule D, line 13(e)
1969 . . . . . . . . . . . . Schedule D, line 19 under section 6109 to request and

1971 – 1977 . . . . . . 50% of Schedule D, line 17(e) 1970 . . . . . . . . . . . . Schedule D, line 18 provide a proper identifying number for
1971 . . . . . . . . . . . . Schedule D, line 381978 . . . . . . . . . . Schedule D, line 17(e), or line each recipient of income. Enter the1972 – 1975 . . . . . . . . Schedule D, line 3931, whichever is applicable, beneficiary’s number on the respective1976 – 1978 . . . . . . . . Schedule D, line 21less Form 1041, line 23

Schedule K-1 when you file Form 1041.
Individuals and business recipients are

1979 . . . . . . . . . . Schedule D, line 25 or line 27, responsible for giving you their TIN uponPart IV—Allocation towhichever is applicable, less
request. You may use Form W-9,Form 1041, line 23 Beneficiary
Request for Taxpayer Identification

Complete Part IV for each beneficiary. If Number and Certification, to request the1980 – 1981 . . . . . . Schedule D, line 21, less the accumulation distribution is allocated beneficiary’s identifying number.Schedule D, line 22 to more than one beneficiary, attach an
Penalty. Under section 6723, the payeradditional copy of Schedule J with Part IV
is charged a $50 penalty for each failure1982 . . . . . . . . . . Schedule D, line 23, less completed for each additional beneficiary.

Schedule D, line 24 to provide a required TIN, unlessGive each beneficiary a copy of his or her
reasonable cause is established for notrespective Part IV information. If more
providing it. Explain any reasonable1983 – 1986 . . . . . . Schedule D, line 22, less than 5 throwback years are involved, use

Schedule D, line 23 cause in a signed affidavit and attach it toanother Schedule J, completing Parts II
this return.and III for each additional throwback year.

1987 – 1996 . . . . . . Schedule D, the smaller Tax Shelter’s Identification Numberof any gain on line 16 or
If the beneficiary is a nonresident alien If the estate or trust is a tax shelter, isline 17, column (b)

individual or a foreign corporation, see involved in a tax shelter, or is considered1997 – 2001 . . . . . . Schedule D, the smaller section 667(e) about retaining the to be the organizer of a tax shelter, thereof any gain on line 15c or
character of the amounts distributed toline 16, column (2) are reporting requirements under section
determine the amount of the U.S. 6111 for both the fiduciaries and the2002 . . . . . . . . . . Schedule D, the smaller withholding tax. beneficiaries.of any gain on line 15a or

line 16, column (2) See Form 8264, Application for
The beneficiary uses Form 4970 to Registration of a Tax Shelter, and Form

figure the tax on the distribution. TheLine 22—Taxable Income 8271, Investor Reporting of Tax Shelter
beneficiary also uses Form 4970 for the Registration Number, and their relatedEnter the applicable amounts as follows: section 667(b)(6) tax adjustment if an instructions for information regarding the
accumulation distribution is subject toThrowback Amount from line fiduciary’s reporting requirements.
estate or generation-skipping transfer tax.year(s)

Substitute FormsThis is because the trustee may not be1969 – 1976 . . . . . . . . Form 1041, page 1, line 23
the estate or generation-skipping transfer You do not need prior IRS approval for a1977 . . . . . . . . . . . . Form 1041, page 1, line 25

1978 – 1979 . . . . . . . . Form 1041, line 26 tax return filer. substitute Schedule K-1 (Form 1041) that
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follows the specifications for filing into the computation of DNI that the total beneficiary’s tax year during which the tax
substitute Schedules K-1 in Pub. 1167, of each class has to the DNI (e.g., half year of the estate or trust ends. See Pub.
General Rules and Specifications for dividends and half interest if the income 559 for more information, including the
Substitute Forms and Schedules, or is an of the estate or trust is half dividends and effect of the death of a beneficiary during
exact copy of an IRS Schedule K-1. You half interest). the tax year of the estate or trust.
must request IRS approval to use other Allocation of deductions. Generally, Specific Instructionssubstitute Schedules K-1. To request items of deduction that enter into the
approval, computation of DNI are allocated among Line 1—Interestwrite to: the items of income to the extent such

Enter the beneficiary’s share of theInternal Revenue Service allocation is not inconsistent with the rules
taxable interest income minus allocableAttention: Substitute Forms Program set out in section 469 and its regulations,
deductions.SE:W:CAR:MP:T:T:SP relating to passive activity loss limitations,

Rm. 6411 in the following order. Line 2b—Total Ordinary Dividends1111 Constitution Avenue, NW
First, all deductions directly attributable Enter the beneficiary’s share of ordinaryWashington, DC 20224

to a specific class of income are deducted dividends minus allocable deductions.
Inclusion of Amounts in from that income. For example, rental

Line 3a—Net Short-Term Capitalexpenses, to the extent allowable, areBeneficiaries’ Income
deducted from rental income. GainSimple trust. The beneficiary of a simple

Enter the beneficiary’s share of the netSecond, deductions that are nottrust must include in his or her gross
short-term capital gain from line 14a,directly attributable to a specific class ofincome the amount of the income
column (1), Schedule D (Form 1041),income generally may be allocated to anyrequired to be distributed currently,
minus allocable deductions. Do not enterclass of income, as long as a reasonablewhether or not distributed, or if the
a loss on line 3a. If, for the final year ofportion is allocated to any tax-exemptincome required to be distributed
the estate or trust, there is a capital lossincome. Deductions considered notcurrently to all beneficiaries exceeds the
carryover, enter on line 13b thedirectly attributable to a specific class ofdistributable net income (DNI), his or her
beneficiary’s share of short-term capitalincome under this rule include fiduciaryproportionate share of the DNI. The
loss carryover. However, if the beneficiaryfees, safe deposit box rental charges, anddetermination of whether trust income is
is a corporation, enter on line 13b thestate income and personal property taxes.required to be distributed currently
beneficiary’s share of all short- andThe charitable deduction, however, mustdepends on the terms of the trust
long-term capital loss carryovers as abe ratably apportioned among each classinstrument and applicable local law. See
single item. See section 642(h) andof income included in DNI.Regulations section 1.652(c)-4 for a
related regulations for more information.comprehensive example. Finally, any excess deductions that are

directly attributable to a class of incomeEstates and complex trusts. The Line 3b—Net Short-Term Capital
may be allocated to another class ofbeneficiary of a decedent’s estate or Gain (Post 5/5/2003)
income. However, in no case can excesscomplex trust must include in his or her If you entered an amount on line 3adeductions from a passive activity begross income the sum of: (above), enter the beneficiary’s share ofallocated to income from a nonpassive1. The amount of the income required line 14b(1), if any, from Schedule D minusactivity, or to portfolio income earned byto be distributed currently, or if the income any allocable deductions used on line 3athe estate or trust. Excess deductionsrequired to be distributed currently to all (above).attributable to tax-exempt income cannotbeneficiaries exceeds the DNI (figured
offset any other class of income. Lines 4a through 4e—Netwithout taking into account the charitable

In no case can deductions be allocateddeduction), his or her proportionate share Long-Term Capital Gain
to an item of income that is not includedof the DNI (as so figured) and Enter the beneficiary’s share of the net
in the computation of DNI, or attributable2. All other amounts properly paid, long-term capital gain from lines 15a
to corpus.credited, or required to be distributed, or if through 15e, column (1), Schedule D

the sum of the income required to be (Form 1041) minus allocable deductions.Except for the final year, and for
distributed currently and other amounts depreciation or depletion allocations in Do not enter a loss on lines 4aproperly paid, credited, or required to be excess of income (see Rev. Rul. 74-530, through 4e. If, for the final year of thedistributed to all beneficiaries exceeds the 1974-2 C.B. 188), you may not show any estate or trust, there is a capital lossDNI, his or her proportionate share of the negative amounts for any class of carryover, enter on line 13c theexcess of DNI over the income required income, because the beneficiary beneficiary’s share of the long-termto be distributed currently. generally may not claim losses or capital loss carryover. (If the beneficiary is

deductions from the estate or trust.See Regulations section 1.662(c)-4 for a corporation, see the instructions for line
a comprehensive example. Gifts and bequests. Do not include in 3a.) See section 642(h) and related

the beneficiary’s income any gifts or regulations for more information.For complex trusts that have more
bequests of a specific sum of money or ofthan one beneficiary, and if different Gains or losses from the complete orspecific property under the terms of thebeneficiaries have substantially separate partial disposition of a rental, rental realgoverning instrument that are paid orand independent shares, their shares are estate, or trade or business activity that iscredited in three installments or less.treated as separate trusts for the sole a passive activity, must be shown on an

purpose of determining the amount of DNI Amounts that can be paid or credited attachment to Schedule K-1.
allocable to the respective beneficiaries. only from income of the estate or trust do
For the estates of decedents dying after Line 5a—Annuities, Royalties, andnot qualify as a gift or bequest of a
August 5, 1997, a similar rule applies to Other Nonpassive Incomespecific sum of money.
treat substantially separate and Enter the beneficiary’s share of annuities,Past years. Do not include in theindependent shares of different royalties, or any other income, minusbeneficiary’s income any amountsbeneficiaries of an estate as separate allocable deductions (other than directlydeducted on Form 1041 for an earlierestates. For examples of the application apportionable deductions), that is notyear that were credited or required to beof the separate share rule, see the subject to any passive activity lossdistributed in that earlier year.regulations under section 663(c). limitation rules at the beneficiary level.

Beneficiary’s Tax YearCharacter of income. The beneficiary’s Use line 6a to report income items subject
income is considered to have the same The beneficiary’s income from the estate to the passive activity rules at the
proportion of each class of items entering or trust must be included in the beneficiary’s level.
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same activity as incurred by the estate or termination (see the instructions for lineLines 5b and 6b—Depreciation
trust. However, the character of such 22 on page 17), enter the beneficiary’sEnter the beneficiary’s share of the
deduction may be determined as if the share of the excess deductions on linedepreciation deductions attributable to
beneficiary incurred the deduction 13a. Figure the deductions on a separateeach activity reported on lines 5a and 6a.
directly. sheet and attach it to the return.See the instructions on page 15 for a

To assist the beneficiary in figuring anydiscussion of how the depreciation Excess deductions on termination
applicable passive activity loss limitations,deduction is apportioned between the occur only during the last tax year of the
also attach a separate schedule showingbeneficiaries and the estate or trust. trust or decedent’s estate when the total
the beneficiary’s share of directlyReport any AMT adjustment or tax deductions (excluding the charitable
apportionable deductions derived frompreference item attributable to deduction and exemption) are greater
each trade or business, rental real estate,depreciation separately on line 12a. than the gross income during that tax
and other rental activity. year.Note: An estate or trust cannot make an

election under section 179 to expense Line 7—Income for Minimum Tax Generally, a deduction based on an
certain tangible property. NOL carryover is not available to aPurposes

beneficiary as an excess deduction.Enter the beneficiary’s share of theLines 5c and 6c—Depletion
However, if the last tax year of the estateincome distribution deduction figured on aEnter the beneficiary’s share of the or trust is also the last year in which anminimum tax basis from line 44 ofdepletion deduction under section 611 NOL carryover may be taken (see sectionSchedule I.attributable to each activity reported on 172(b)), the NOL carryover is consideredlines 5a and 6a. See the instructions on Line 8—Income for Regular Tax an excess deduction on the termination ofpage 15 for a discussion of how the Purposes the estate or trust to the extent it is notdepletion deduction is apportioned absorbed by the estate or trust during itsEnter the beneficiary’s share of thebetween the beneficiaries and the estate final tax year. For more information, seeincome distribution deduction figured onor trust. Report any tax preference item Regulations section 1.642(h)-4 for aline 15 of Schedule B. This amountattributable to depletion separately on line discussion of the allocation of theshould equal the sum of lines 1, 2b, 3a,12b. carryover among the beneficiaries.4a, 5a, and 6a.

Lines 5d and 6d—Amortization Only the beneficiary of an estate orLine 10—Estate Tax Deduction
Itemize the beneficiary’s share of the trust that succeeds to its property is(Including Certainamortization deductions attributable to allowed to deduct that entity’s excessGeneration-Skipping Transfereach activity reported on lines 5a and 6a. deductions on termination. A beneficiaryTaxes)Apportion the amortization deductions who does not have enough income in that

If the distribution deduction consists ofbetween the estate or trust and the year to absorb the entire deduction may
any income in respect of a decedent, andbeneficiaries in the same way that the not carry the balance over to any
the estate or trust was allowed adepreciation and depletion deductions are succeeding year. An individual beneficiary
deduction under section 691(c) for thedivided. Report any AMT adjustment must be able to itemize deductions in
estate tax paid attributable to suchattributable to amortization separately on order to claim the excess deductions in
income (see the line 19 instructions online 12c. determining taxable income.
page 18), then the beneficiary is allowedLine 6a—Trade or Business, Lines 13b and 13c—Unusedan estate tax deduction in proportion to

Rental Real Estate, and Other Capital Loss Carryoverhis or her share of the distribution that
Rental Income consists of such income. For an example Upon termination of the trust or

of the computation, see RegulationsEnter the beneficiary’s share of trade or decedent’s estate, the beneficiary
section 1.691(c)-2. Figure thebusiness, rental real estate, and other succeeding to the property is allowed as a
computation on a separate sheet andrental income, minus allocable deductions deduction any unused capital loss
attach it to the return.(other than directly apportionable carryover under section 1212. If the

deductions). To assist the beneficiary in estate or trust incurs capital losses in theLine 11—Foreign Taxesfiguring any applicable passive activity final year, use the Capital Loss
List on a separate sheet the beneficiary’sloss limitations, also attach a separate Carryover Worksheet on page 36 to
share of the applicable foreign taxes paidschedule showing the beneficiary’s share figure the amount of capital loss carryover
or accrued and the various foreign sourceof income derived from each trade or to be allocated to the beneficiary.
figures needed to figure the beneficiary’sbusiness, rental real estate, and other
foreign tax credit. See Pub. 514 and Lines 13d and 13e—Net Operatingrental activity.
section 901(b)(5) for special rules about Loss (NOL) CarryoverLines 6b Through 6d foreign taxes. Upon termination of a trust or decedent’s

estate, a beneficiary succeeding to itsLines 12a through 12cThe limitations on passive activity
property is allowed to deduct any unusedEnter any adjustments or tax preferencelosses and credits under section
NOL (and any ATNOL) carryover foritems attributable to depreciation,469 apply to estates and trusts.CAUTION

!
regular and AMT purposes if thedepletion, or amortization that wereEstates and trusts that distribute income
carryover would be allowable to theallocated to the beneficiary. For propertyto beneficiaries are allowed to apportion
estate or trust in a later tax year but forplaced in service before 1987, reportdepreciation, depletion, and amortization
the termination. Enter on lines 13d andseparately the accelerated depreciation ofdeductions to the beneficiaries. These
13e the unused carryover amounts.real and leased personal property.deductions are referred to as “directly

apportionable deductions.” Line 14—OtherLine 12d—Exclusion Items
Rules for treating a beneficiary’s Itemize on line 14, or on a separate sheetEnter the beneficiary’s share of the

income and directly apportionable if more space is needed, the beneficiary’sadjustment for minimum tax purposes
deductions from an estate or trust and tax information not entered elsewhere onfrom Schedule K-1, line 9, that is
other rules for applying the passive loss Schedule K-1. This includes any taxattributable to exclusion items (Schedule
and credit limitations to beneficiaries of withheld on distributions to foreignI, lines 2 through 6 and 8).
estates and trusts have not yet been persons. It also includes the allocable

Line 13a—Excess Deductions onissued. share, if any, of:
TerminationAny directly apportionable deduction, • Payment of estimated tax to be

such as depreciation, is treated by the If this is the final return of the estate or credited to the beneficiary (section
beneficiary as having been incurred in the trust, and there are excess deductions on 643(g));
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See the instructions for line 24b Note: Upon termination of an estate or activity is increased by the amount of any
on page 19 before you make an PALs allocable to the interest, and notrust, any suspended passive activity
entry to allocate any estimated tax losses are allowed as a deduction on thelosses (PALs) relating to an interest in aCAUTION

!
payments to a beneficiary. estate’s or trust’s final Form 1041.passive activity cannot be allocated to the
• Tax-exempt interest income received or beneficiary. Instead, the basis in such
accrued by the trust (including
exempt-interest dividends from a mutual

Paperwork Reduction Act Notice. We ask for the information on this form to carryfund or other regulated investment
out the Internal Revenue laws of the United States. You are required to give us thecompany);
information. We need it to ensure that you are complying with these laws and to allow• Investment income (section 163(d));
us to figure and collect the right amount of tax.• Gross farming and fishing income;

You are not required to provide the information requested on a form that is subject• Credit for backup withholding (section
to the Paperwork Reduction Act unless the form displays a valid OMB control number.3406);
Books or records relating to a form or its instructions must be retained as long as their• The information a beneficiary will need
contents may become material in the administration of any Internal Revenue law.to figure any investment credit;
Generally, tax returns and return information are confidential, as required by Code• The work opportunity credit;
section 6103.• The welfare-to-work credit;

• The alcohol fuel credit; The time needed to complete and file this form and related schedules will vary
• The credit for increasing research depending on individual circumstances. The estimated average times are:
activities;

Form 1041 Schedule D Schedule D Tax Schedule J Schedule• The low-income housing credit;
Worksheet K-1• The renewable electricity production

credit; Recordkeeping 54 hr., 44 min. 33 hr., 12 min. 12 hr., 12 min. 39 hr., 27 min. 9 hr., 48 min.
Learning about the law• The empowerment zone and renewal
or the form 20 hr., 22 min. 2 hr., 40 min. - - - - 1 hr., 17 min. 1 hr., 23 min.community employment credit;
Preparing the form 37 hr., 57 min. 3 hr., 17 min. 12 min. 1 hr., 59 min. 1 hr., 36 min.• The Indian employment credit; Copying, assembling,• The orphan drug credit; and sending the form to

• Credit for employer-provided child care the IRS 4 hr., 33 min. - - - - - - - - - - - - - - - -
facilities and services;

If you have comments concerning the accuracy of these time estimates or• New York Liberty Zone business
suggestions for making this form and related schedules simpler, we would be happy toemployee credit;
hear from you. You can write to the Tax Products Coordinating Committee, Western• The information a beneficiary will need
Area Distribution Center, Rancho Cordova, CA 95743-0001. Do not send the tax formto figure any recapture taxes; and
to this address. Instead, see Where To File on page 44.• Foreign trading gross receipts as

defined in section 942(a).
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Index

A E Income in respect of a decedent Final . . . . . . . . . . . . . . . . 13
(See IRD) Nonexempt charitableAccounting income . . . . . . . . 2 Electing small business

trust . . . . . . . . . . . . . . 13trusts . . . . . . . . . . . . . . 7, 23 Installment sales . . . . . . . . . 32AGI . . . . . . . . . . . . . . . . . . 17
Qualified settlementESBT (S portion only) . . . . 12 Elect out of . . . . . . . . . . . 32Alaska Native Settlement

funds . . . . . . . . . . . . . . . 5S portion . . . . . . . . . . . . . . 7 Inter vivos . . . . . . . . . . . . 2, 3Trusts . . . . . . . . . . . . . . . . 5
Split-interest trust . . . . . . . 13Elections: Interest income . . . . . . . . . . 14Allowable miscellaneous When to file . . . . . . . . . . . . 7Out of installmentitemized deductions IRD . . . . . . . . . . . . . . . . . . . 3 Who must file . . . . . . . . . . . 3method . . . . . . . . . . . . 32(AMID) . . . . . . . . . . . . . . 17 Deduction . . . . . . . . . . . . 18

Rollover of gain fromAlternative minimum tax . . . . 24
qualified small SAmended return . . . . . . . . . 13 Lbusiness stock . . . . . . . 31 Second tier distributions . . . . 21Amounts paid or permanently Like-kind exchange . . . . . . . 33Section 643(e)(3) . . . . . 21, 30

Separate share rule . . . . . . . 20set aside . . . . . . . . . . . . . 20 Section 643(g) . . . . . . . . 8, 19
Special filing instructions:Assembly . . . . . . . . . . . . . . 10 Special rule for qualified M Bankruptcy estates . . . . . . 11Attachments . . . . . . . . . . . . 10 revocable trusts . . . . . . . . 3

Mortgage pools . . . . . . . . 12, 13 Electing small businessTreating contributions as
Employer Identification trusts . . . . . . . . . . . . . . . 7paid in prior tax year . . . 19B number . . . . . . . . . . . . 13 Grantor trusts . . . . . . . . . . . 5Electronic deposits . . . . . . . . . 8Bankruptcy estate . . . . . . . 5, 12 Pooled income funds . . . . . . 6ESBTs (See Electing smallBankruptcy information . . . . . 10 Split-interest trust . . . . . . . . 13business trusts) NBasis . . . . . . . . . . . . . . . . . 32 Substitute forms . . . . . . . . . 39Estate . . . . . . . . . . . . . . . 3, 40 Net operating loss . . . . . . . . 18Beneficiary . . . . . . . . . . . . . . 2 Bankruptcy . . . . . . . . . . 5, 12 Nonexempt charitableAllocation of estimated Exemption for . . . . . . . . . 18 deduction . . . . . . . . . . . . 13 Ttax payment . . . . . . . . 8, 19 Foreign . . . . . . . . . . . . . . . 3 Nonexempt charitable Taxable income . . . . . . . . . . 18Complex trust . . . . . . . . . 40 Who must file . . . . . . . . . . . 3 trust . . . . . . . . . . . . . . 13, 19 Throwback years . . . . . . . . . 38Estate . . . . . . . . . . . . . . . 40 Estate tax deduction . . . . . . . 18 Nonqualified deferred Trusts:Foreign person . . . . . . . . . 41

Estimated tax . . . . . . . . . . 8, 19 compensation plans . . . . . 12 Alaska Native Settlement . . . 5Simple trust . . . . . . . . . . . 40
Allocation of payments to Blind . . . . . . . . . . . . . . . 14Tax year for inclusion . . . . 40

beneficiaries . . . . . . . . 8, 19 Common trust fund . . . . . . . 5Withholding on foreign PPenalty . . . . . . . . . . . . . . 19 Complex . . . . . . . . . . . . . 40person . . . . . . . . . . . . . 20 Paid preparer . . . . . . . . . . . . 7Excess deductions . . . . . . . . 18 Domestic . . . . . . . . . . . . . 3Blind trust . . . . . . . . . . . . . . 14 Paid preparer authorization . . . 8Exemption . . . . . . . . . . . . . 18 Exemption for . . . . . . . . . 18
Penalties: Foreign . . . . . . . . . . . . . . 24Extension for filing . . . . . . . . . 7

C Estimated tax . . . . . . . . . . 19 Grantor . . . . . . . . . . . . . . . 2Extraterritorial income
Failure to provide aCapital asset . . . . . . . . . . . . 30 Inter vivos . . . . . . . . . . . 2, 3exclusion . . . . . . . . . . . . 14

required TIN . . . . . . . . . 39Capital loss limitation . . . . . . 35 Nonexempt
Failure to provide charitable . . . . . . . . . 13, 19Cemetery perpetual care

F information timely . . . . . . 9 Pre-need funeral . . . . . . . 12fund . . . . . . . . . . . . . . . . 18
Late filing of return . . . . . . . 9Fiduciary . . . . . . . . . . . . . 3, 7 Qualified disability . . . . . . . 18Charitable deduction . . . . . . 19
Late payment of tax . . . . . . 9 Qualified revocable . . . . . . . 3Fiduciary accounting income (FAI)Collectibles . . . . . . . . . . . . . 35 Other . . . . . . . . . . . . . . . . 9 Simple . . . . . . . . . . . . . . 40(See Accounting income)Common trust fund . . . . . . . . 5 Trust fund recovery . . . . . . . 9 Split-interest . . . . . . . . . . 13Final return . . . . . . . . . . . . . 13
Underpaid estimated tax . . . 9 Testamentary . . . . . . . . . 2, 3First tier distributions . . . . . . 21

Pooled income Who must file . . . . . . . . . 3, 39D Foreign tax credit . . . . . . . . . 22 funds . . . . . . . . 6, 12, 19, 20Definitions: Form 1041-T . . . . . . . . . . . 8, 19 Pre-need funeral trusts . . . . . 12Accumulation U
distribution . . . . . . . . . . 38 Undistributed capital gains . . 32GBeneficiary . . . . . . . . . . . . 2 Q Unrecaptured section 1250Complex trust . . . . . . . . . 12 General business credit . . . . 22 Qualified 5-year gain . . . . . . 34 gain . . . . . . . . . . . . . . . . 34Decedent’s estate . . . . . . . 12 Grantor trusts . . . . . . . . 2, 5, 12 Qualified disability trust . . . . . 18DNI . . . . . . . . . . . . . . . . . 2 Backup withholding . . . . . . . 6

Qualified Dividends . . . . . . . 14Fiduciary . . . . . . . . . . . . . . 3 Mortgage pools . . . . . . . . 12 W
Qualified revocable trust . . . . . 3Grantor trusts . . . . . . . . . . 12 Nonqualified deferred Who must file:

Income in respect of a Qualified settlement funds . . . . 5compensation plans . . . . 12 Bankruptcy estate . . . . . . . 10
decedent . . . . . . . . . . . . 3 Optional filing methods . . . . 6 Qualified small business Decedent’s estate . . . . . . . . 3

Outside income . . . . . . . . 38 Pre-need funeral trusts . . . 12 stock . . . . . . . . . . . . . 20, 31 Trust . . . . . . . . . . . . . . . . 3
Pooled income fund . . . . . 12 Special filing instructions . . . 5 Withholding on foreignSimple trust . . . . . . . . . . . 12 GST tax deduction . . . . . . . . 18 person . . . . . . . . . . . . 20, 41RTrust . . . . . . . . . . . . . . . . 3

Returns:Distributable net income (See ■I Amended . . . . . . . . . . . . 13DNI)
Common trust fund . . . . . . . 5Income distributionDNI . . . . . . . . . . . . . . . . . 2, 20
Electronic and magneticdeduction . . . . . . . . 2, 17, 20

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

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

THEN use this address if you:

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

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

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

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

Pennsylvania 19255-0048 Pennsylvania 19255-0148

-44-


