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Department of the Treasury
Internal Revenue ServiceInstructions for Form 706

(Rev. August 2003)
United States Estate (and Generation-Skipping Transfer) Tax Return
(For decedents dying after December 31, 2002, and before January 1, 2004.)
Section references are to the Internal Revenue Code unless otherwise noted.

•• Checklist . . . . . . . . . . . . . . . . . . . . . 32 1. The adjusted taxable gifts (underPrior Revisions of Form 706
* For Schedules A, A-1, C, D, E, F, J, and M, see section 2001(b)) made by the decedent

instructions in the Form 706 itself.For Use after December 31, 1976;
Decedents Revision 2. The total specific exemption

Dying of allowed under section 2521 (as in effect
and Form 706 before its repeal by the Tax Reform Act of

After Before Dated General Instructions 1976) for gifts made by the decedent after
December October November September 8, 1976; and
31, 1981 23, 1986 1987 3. The decedent’s gross estateChanges To Note
December October October valued at the date of death.• Use this revision of Form 706 only for31, 1989 9, 1990 1988

the estates of decedents dying inOctober January April 1997 Gross Estatecalendar year 2003.8, 1990 1, 1998
The gross estate includes all property in• The maximum tax rate for the estatesDecember January July 1998
which the decedent had an interestof decedents dying in 2003 has31, 1997 1, 1999
(including real property outside the Uniteddecreased to 49%.December January July 1999
States). It also includes:• The state death tax credit is reduced to31, 1998 1, 2001
• Certain transfers made during the50% of the otherwise allowable amountDecember January November
decedent’s life without an adequate andfor the estates of decedents dying in31, 2000 1, 2002 2001
full consideration in money or money’s2003.December January August
worth;• Various dollar amounts and limitations31, 2001 1, 2003 2002
• Annuities;relevant to Form 706 are indexed for
• The includible portion of joint estatesinflation. For decedents dying in 2003, the

Contents Page with right of survivorship (see thefollowing amounts have increased:• General Instructions . . . . . . . . . . . . . . 1 instructions on the back of Schedule E);•  the ceiling on special use valuation is• Changes To Note . . . . . . . . . . . . . . . 1 • The includible portion of tenancies by$840,000;A Purpose of Form . . . . . . . . . . . . . . . . 1 the entirety (see the instructions on the•  the generation-skipping transfer taxB Which Estates Must File . . . . . . . . . . . 1
back of Schedule E);exemption is $1,120,000; andC Executor . . . . . . . . . . . . . . . . . . . . . 2 • Certain life insurance proceeds (even•  the amount used in computing theD When To File . . . . . . . . . . . . . . . . . . 2
though payable to beneficiaries other thanE Where To File . . . . . . . . . . . . . . . . . . 2 2% portion of estate tax payable in
the estate) (see the instructions on theF Paying the Tax . . . . . . . . . . . . . . . . . 2 installments is $1,120,000.
back of Schedule D);G Signature and Verification . . . . . . . . . . 2 The IRS will publish amounts for future • Property over which the decedentH Amending Form 706 . . . . . . . . . . . . . 2 years in an annual revenue procedure.
possessed a general power ofI Supplemental Documents . . . . . . . . . . 2 • Schedule U filers may need to do a

J Rounding Off to Whole Dollars . . . . . . . 2 appointment;new computation. See page 27.
K  Penalties . . . . . . . . . . . . . . . . . . . . . 2 • Dower or curtesy (or statutory estate)• We added a Checklist at the end of the
L Obtaining Forms and Publications . . . . 3 of the surviving spouse;instructions to help ensure filing of a• Part 1 . . . . . . . . . . . . . . . . . . . . . . . 3 • Community property to the extent of thecomplete return.• Part 2 . . . . . . . . . . . . . . . . . . . . . . . 3 decedent’s interest as defined by
• Part 3 . . . . . . . . . . . . . . . . . . . . . . . 6 applicable law.A. Purpose of Form• Part 4 . . . . . . . . . . . . . . . . . . . . . . . 10 For more specific information, see theThe executor of a decedent’s estate uses• Part 5 . . . . . . . . . . . . . . . . . . . . . . . 11 instructions for Schedules A through I.Form 706 to figure the estate tax imposed•• Schedule A* . . . . . . . . . . . . . . . . . . . 12
•• Schedule A-1* . . . . . . . . . . . . . . . . . . 12 by Chapter 11 of the Internal Revenue U. S. Citizens or Residents;
•• Schedule B . . . . . . . . . . . . . . . . . . . . 12 Code. This tax is levied on the entire Nonresident Noncitizens
•• Schedule C* . . . . . . . . . . . . . . . . . . . 13 taxable estate, not just on the share File Form 706 for the estates of•• Schedule D* . . . . . . . . . . . . . . . . . . . 13 received by a particular beneficiary. Form decedents who were either U.S. citizens•• Schedule E* . . . . . . . . . . . . . . . . . . . 13 706 is also used to compute the or U.S. residents at the time of death. For•• Schedule F* . . . . . . . . . . . . . . . . . . . 13 generation-skipping transfer (GST) tax estate tax purposes, a resident is•• Schedule G . . . . . . . . . . . . . . . . . . . 13 imposed by Chapter 13 on direct skips someone who had a domicile in the•• Schedule H . . . . . . . . . . . . . . . . . . . 15 (transfers to skip persons of interests in United States at the time of death. A•• Schedule I . . . . . . . . . . . . . . . . . . . . 15 property included in the decedent’s gross•• Schedule J* . . . . . . . . . . . . . . . . . . . 17 person acquires a domicile by living in aestate).•• Schedule K . . . . . . . . . . . . . . . . . . . . 17 place for even a brief period of time, as
•• Schedule L . . . . . . . . . . . . . . . . . . . . 18 long as the person had no intention ofB. Which Estates Must File•• Schedule M* . . . . . . . . . . . . . . . . . . . 18 moving from that place.
•• Schedule O . . . . . . . . . . . . . . . . . . . 18 For decedents dying in 2003 Form 706 File Form 706-NA, United States•• Schedule P . . . . . . . . . . . . . . . . . . . . 19 must be filed by the executor for the Estate (and Generation-Skipping•• Schedule Q . . . . . . . . . . . . . . . . . . . 20 estate of every U.S. citizen or resident Transfer) Tax Return, Estate of•• Schedule R, R-1 . . . . . . . . . . . . . . . . 21 whose gross estate, plus adjusted taxable nonresident not a citizen of the United•• Schedule T . . . . . . . . . . . . . . . . . . . . 25 gifts and specific exemption, is more than States, for the estates of nonresident•• Schedule U . . . . . . . . . . . . . . . . . . . 27 $1,000,000. alien decedents (decedents who were•• Continuation Schedule . . . . . . . . . . . . 28

To determine whether you must file a neither U.S. citizens nor residents at the•• Worksheet for Schedule Q . . . . . . . . . 30
•• Index . . . . . . . . . . . . . . . . . . . . . . . . 31 return for the estate, add: time of death).

Cat. No. 16779E
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Worldwide Express Plus, and UPS property must, on notice from the IRS,Residents of U. S. Possessions
Worldwide Express. make a return regarding that interest.All references to citizens of the United

The private delivery service can tell The executor who files the return must,States are subject to the provisions of
you how to get written proof of the mailing in every case, sign the declaration onsections 2208 and 2209, relating to
date. page 1 under penalties of perjury. If thedecedents who were U.S. citizens and

return is prepared by someone other thanresidents of a U.S. possession on the
the person who is filing the return, theF. Paying the Taxdate of death. If such a decedent became
preparer must also sign at the bottom ofa U.S. citizen only because of his or her The estate and GST taxes are due within
page 1.connection with a possession, then the 9 months after the date of the decedent’s

decedent is considered a nonresident death unless an extension of time for H. Amending Form 706alien decedent for estate tax purposes, payment has been granted, or unless you
and you should file Form 706-NA. If such If you find that you must changehave properly elected under section 6166
a decedent became a U.S. citizen wholly something on a return that has alreadyto pay in installments, or under section
independently of his or her connection been filed, you should file another Form6163 to postpone the part of the tax
with a possession, then the decedent is 706 and write “Supplemental Information”attributable to a reversionary or remainder
considered a U.S. citizen for estate tax across the top of page 1 of the form. Ifinterest. These elections are made by
purposes, and you should file Form 706. you have already been notified that thechecking lines 3 and 4 (respectively) of

return has been selected for examination,Part 3, Elections by the Executor, and
C. Executor you should provide the additionalattaching the required statements.

information directly to the officeThe term “executor” means the executor, If the tax paid with the return is conducting the examination.personal representative, or administrator different from the balance due as figured
of the decedent’s estate. If none of these on the return, explain the difference in an I. Supplementalis appointed, qualified, and acting in the attached statement. If you have made
United States, every person in actual or prior payments to IRS or redeemed Documentsconstructive possession of any property certain marketable United States You must attach the death certificateof the decedent is considered an executor Treasury bonds to pay the estate tax (see to the return.and must file a return. the last paragraph of the instructions to If the decedent was a citizen orSchedule B), attach a statement to Form resident and died testate, attach aD. When To File 706 including these facts. If an extension certified copy of the will to the return. IfYou must file Form 706 to report estate of time to pay has been granted, attach a you cannot obtain a certified copy, attachand/or generation-skipping transfer tax copy of the approved Form 4768 to Form a copy of the will and an explanation ofwithin 9 months after the date of the 706. why it is not certified. Other supplementaldecedent’s death unless you receive an

Paying by check. Make the check documents may be required as explainedextension of time to file. Use Form 4768,
payable to the United States Treasury. below. Examples include Forms 712, 709,Application for Extension of Time To File
Please write the decedent’s name, social 709-A, and 706-CE, trust and power ofa Return and/or Pay U.S. Estate (and
security number, and “Form 706” on the appointment instruments, deathGeneration-Skipping Transfer) Taxes, to
check to assist us in posting it to the certificate, and state certification ofapply for an extension of time to file. If
proper account. payment of death taxes. If you do not fileyou received an extension, attach a copy

these documents with the return, theof it to Form 706.
processing of the return will be delayed.G. Signature andPrivate delivery services. You can use

If the decedent was a U.S. citizen butcertain private delivery services Verification not a resident of the United States, youdesignated by the IRS to meet the “timely If there is more than one executor, all must attach the following documents tomailing as timely filing/paying” rule for tax listed executors must verify and sign the return:returns and payments. The most recent the return. All executors are responsible 1. A copy of the inventory of propertylist of designated private delivery services for the return as filed and are liable for and the schedule of liabilities, claimswas published by the IRS in September penalties provided for erroneous or false against the estate, and expenses of2002. The list includes only the following: returns. administration filed with the foreign court• Airborne Express (Airborne): Overnight
of probate jurisdiction, certified by aAir Express Service, Next Afternoon If two or more persons are liable for
proper official of the court;Service, Second Day Service. filing the return, they should all join

2. A copy of the return filed under the• DHL Worldwide Express (DHL): DHL together in filing one complete return.
foreign inheritance, estate, legacy,“Same Day” Service, DHL USA However, if they are unable to join in
succession tax, or other death tax act,Overnight. making one complete return, each is
certified by a proper official of the foreign• Federal Express (FedEx): FedEx required to file a return disclosing all the
tax department, if the estate is subject toPriority Overnight, FedEx Standard information the person has in the case,
such a foreign tax; andOvernight, FedEx 2 Day, FedEx including the name of every person

3. If the decedent died testate, aInternational Priority, FedEx International holding an interest in the property and a
certified copy of the will.First. full description of the property. If the

• United Parcel Service (UPS): UPS Next appointed, qualified, and acting executor
Day Air, UPS Next Day Air Saver, UPS is unable to make a complete return, then J. Rounding Off to Whole
2nd Day Air, UPS 2nd Day Air A.M., UPS every person holding an interest in the

Dollars
You may show the money items on the

E. Where To File return and accompanying schedules as
whole-dollar amounts. To do so, drop anyFile Form 706 at the Internal Revenue Service Center listed below.
amount less than 50 cents and increase
any amount from 50 cents through 99If the decedent was at death a . . . Then the address is:
cents to the next higher dollar.Internal Revenue Service Center

U.S. citizen residing in the U.S. or a resident Cincinnati, OH 45999 K. Penalties
alien

Late filing and late payment. Section
Nonresident U.S. citizen Philadelphia, PA 19255, USA 6651 provides for penalties for both late

filing and for late payment unless there is

-2- General Instructions
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reasonable cause for the delay. The law • Enter the total, or totals, for each
also provides for penalties for willful schedule on the Recapitulation, page 3,Forms and Publications to file or use.
attempts to evade payment of tax. The Form 706.• Forms: The title for forms to file or use
late filing penalty will not be imposed if • Do not complete the “Alternateare given within these instructions.
the taxpayer can show that the failure to valuation date” or “Alternate value”• Publications:
file a timely return is due to reasonable columns of any schedule unless youPublication 910. Guide to Free Tax
cause. Executors filing late (after the due elected alternate valuation on line 1 ofServices
date, including extensions) should attach Part 3, Elections by the Executor.Publication 559. Survivors,
an explanation to the return to show Executors, and Administrators
reasonable cause.

Instructions for Part 1.Valuation understatement. Section
6662 provides a 20% penalty for the Decedent and ExecutorSpecific Instructionsunderpayment of estate tax that exceeds

(Page 1 of Form 706)$5,000 when the underpayment is • You must file the first three pages of
attributable to valuation understatements. Form 706 and all required schedules.

Line 2A valuation understatement occurs when • File Schedules A through I, as
the value of property reported on Form appropriate, to support the entries in Enter the social security number assigned
706 is 50% or less of the actual value of items 1 through 9 of the Recapitulation. specifically to the decedent. You cannot
the property. use the social security number assigned

IF . . . THEN . . . to the decedent’s spouse. If the decedentThis penalty increases to 40% if there
did not have a social security number, theis a gross valuation understatement. A

you enter zero on any you need not file the executor should obtain one for thegross valuation understatement occurs if item of the schedule (except for decedent by filing Form SS-5, Applicationany property on the return is valued at Recapitulation, Schedule F) referred to for Social Security Card, with a local25% or less of the value determined to be on that item.
Social Security Administration office.correct.

you claim an exclusion complete and attachThese penalties also apply to late Line 6a—Name of Executor
on item 11, Schedule U.filing, late payment, and underpayment of If there is more than one executor, enter

GST taxes. the name of the executor to be contactedyou claim any complete and attach the
by the IRS. List the other executors’deductions on items 13 appropriate schedules toL. Obtaining Forms and names, addresses, and SSNs (ifthrough 23 of the support the claimed
applicable) on an attached sheet.Recapitulation, deductions.Publications To File or Use
Line 6b—Executor’s AddressPersonal computer. You can access the you claim the credits complete and attach

IRS web site 24 hours a day, 7 days a Use Form 8822, Change of Address, tofor foreign death taxes Schedule P or Q.
week at www.irs.gov to: report a change of the executor’sor tax on prior

transfers, address.• Download forms, instructions, and
publications. Line 6c—Executor’s Socialthere is not enough attach a Continuation• See answers to frequently asked tax Security Numberspace on a schedule to Schedule (or additionalquestions.

list all the items, sheets of the same size) Only individual executors should• Search publications on-line by topic or to the back of the complete this line. If there is more thankeyword. schedule; one individual executor, all should list• Send us comments or request help via (see the Form 706 their social security numbers on anemail. package for the attached sheet.• Sign up to receive local and national Continuation Schedule);
tax news by email. photocopy the blank

schedule beforeYou can also reach us using file Instructions for Part 2. Taxcompleting it, if you willtransfer protocol at ftp.irs.gov.
need more than oneCD-ROM. Order Pub. 1796, Federal Tax Computation (Page 1 ofcopy.

Products on CD-ROM, and get: Form 706)• Current year forms, instructions, and • Form 706 has 44 numbered pages. In general, the estate tax is figured bypublications. The pages are perforated so that you can applying the unified rates shown in Table• Prior year forms, instructions and remove them for copying and filing. A on page 4 to the total of transfers bothpublications. • When you complete the return, staple during life and at death, and then• Frequently requested tax forms that all the required pages together in the subtracting the gift taxes. You mustmay be filled in electronically, printed out proper order. complete the Tax Computation.for submission, and saved for • Number the items you list on eachrecordkeeping. Line 1schedule, beginning with the number 1• The Internal Revenue Bulletin. If you elected alternate valuation on lineeach time.Buy the CD-ROM on the Internet at 1, Part 3, Elections by the Executor, enter• Total the items listed on the schedulewww.irs.gov/cdorders from the National the amount you entered in the “Alternateand its attachments, ContinuationTechnical Information Service (NTIS), or value” column of item 12 of Part 5,Schedules, etc.call 1-877-CDFORMS (1-877-233-6767) Recapitulation. Otherwise, enter the• Enter the total of all attachments,toll-free to buy the CD-ROM. (Prices may amount from the “Value at date of death”Continuation Schedules, etc., at thediffer at these two locations.) column.bottom of the printed schedule, but do not
By phone and in person. You can order carry the totals forward from one
forms and publications 24 hours a day, 7 schedule to the next.
days a week, by calling
1-800-TAX-FORM (1-800-829-3676). You
can also get most forms and publications
at your local IRS office.

-3-General , Specific , and Part Instructions
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You must get all of the decedent’s giftTable A—Unified Rate Schedule tax returns (Form 709, United States Gift
(and Generation-Skipping Transfer) TaxColumn A Column B Column C Column D
Return) before you complete WorksheetTaxable amount over Taxable amount not Tax on amount in Rate of tax on excess TG. The amounts you will enter onover column A over amount in column
Worksheet TG can usually be derivedA
from these returns as filed. However, if
any of the returns were audited by the(Percent)
IRS, you should use the amounts that0 $10,000 0 18
were finally determined as a result of the$10,000 20,000 $1,800 20 audits.20,000 40,000 3,800 22

40,000 60,000 8,200 24 In addition, you must include in column
60,000 80,000 13,000 26 b of Worksheet TG any gifts in excess of

the annual exclusion made by the80,000 100,000 18,200 28
decedent (or on behalf of the decedent100,000 150,000 23,800 30
under a power of attorney) but for which150,000 250,000 38,800 32
no Forms 709 were filed. You must make250,000 500,000 70,800 34
a reasonable inquiry as to the existence500,000 750,000 155,800 37
of any such gifts. The annual exclusion

750,000 1,000,000 248,300 39 for 1977 through 1981 was $3,000 per
donee per year and $10,000 for years1,000,000 1,250,000 345,800 41
after 1981.1,250,000 1,500,000 448,300 43

1,500,000 2,000,000 555,800 45
For tax years beginning after 1998 the2,000,000 - - - - - - - - 780,800 49

annual $10,000 exclusion for gifts is
indexed for inflation. For calendar year

your return but should keep them for your 2003, the annual exclusion for gifts isLine 6
records. Worksheet TG—Taxable Gifts $11,000.To figure the tentative tax on the amount
Reconciliation, below, allows you toon line 5, use Table A above.
reconcile the decedent’s lifetime taxable Note: In figuring the line 7 amount, do
gifts to compute totals that will be used for not include any tax paid or payable on

Lines 4 and 7 the line 4 worksheet below and the line 7 gifts made before 1977. The line 7
worksheet on page 5.Three worksheets are provided to help amount is a hypothetical figure based

you compute the entries for these lines. only on gifts made after 1976 and used to
You need not file these worksheets with calculate the estate tax.

Worksheet TG—Taxable Gifts Reconciliation
(To be used for lines 4 and 7 of the Tax Computation)

Calendar year or
calendar quarter

Total taxable gifts for
period (see Note)

Note: For the definition of a taxable gift see section 2503. Ignore the old specific
exemption. Follow Form 709. That is, include only the decedent’s one-half of split
gifts, whether the gifts were made by the decedent or the decedent’s spouse. In
addition to gifts reported on Form 709, you must include any taxable gifts in
excess of the annual exclusion that were not reported on Form 709.

b.a.

Taxable amount
included in col. b for
gifts that qualify for

“special treatment of
split gifts” described

above

Taxable amount
included in col. b
for gifts included

in the gross estate

Gift tax paid by
decedent on gifts

in col. d

Gift tax paid by
decedent’s spouse on

gifts in col. c

G
ift

s 
m

ad
e 

af
te

r 
Ju

ne
 6

,
19

32
, 

an
d

 b
ef

o
re

 1
97

7

Total taxable gifts
made before 1977

1.

f.e.d.c.

G
ift

s 
m

ad
e

af
te

r 
19

76

Totals for gifts made after 19762.

Line 4 Worksheet—Adjusted Taxable Gifts Made After 1976

1. Taxable gifts made after 1976. Enter the amount from line 2, column b, Worksheet TG
Taxable gifts made after 1976 reportable on Schedule G. Enter the amount
from line 2, column c, Worksheet TG

2.

Taxable gifts made after 1976 that qualify for “special treatment.” Enter the
amount from line 2, column d, Worksheet TG

3.

Add lines 2 and 34.
Adjusted taxable gifts. Subtract line 4 from line 1. Enter here and on line 4 of the
Tax Computation of Form 706

5.

1

2

3

4

5

-4- Part Instructions
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Line 7 Worksheet—Gift Tax on Gifts Made After 1976

a. b.
Calendar year or Total taxable gifts for
calendar quarter prior periods (from Form c. e.d. f709, Tax Computation, Taxable gifts for this Unused unified creditTax payable using Tax payable for thisline 2) period (from Form 709, (applicable credit amount)Table A period (subtract col.Tax Computation, line 1) for this periodTotal pre-1977 taxable (see below) e from col. d)(see below) (see below)gifts. Enter the amount

from line 1, Worksheet
TG

1. Total gift taxes payable on gifts made after 1976 (combine the amounts in column f) . . . . . . . . . . . . . . . . . . . . . . . . . 1

Gift taxes paid by the decedent on gifts that qualify for “special treatment” Enter the amount from line 2, column e,
2. Worksheet TG . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2

3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3

Gift tax paid by decent’s spouse on split gifts included on Schedule G. Enter the amount from line 2, column f,
4. Worksheet TG . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4

5. Add lines 3 and 4. Enter here and on line 7 of the Tax Computation of Form 706 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5

Columns b and c— In addition to gifts reported on Form 709, you must include in these columns any taxable gifts in excess of the annual exclusion
that were not reported on Form 709.
Column d—To figure the “tax payable” for this column, you must use Table A in these instructions, as it applies to the year of the decedent’s death
rather than to the year the gifts were actually made. To compute the entry for col. d, you should figure the “tax payable” on the amount in col. b and
subtract it from the “tax payable” on the amounts in cols. b and c added together. Enter the difference in col. d.

“Tax payable” as used here is an hypothetical amount and does not necessarily reflect tax actually paid. Figure “tax payable” only on gifts made
after 1976. Do not include any tax paid or payable on gifts made before 1977. Pre-1977 gifts are listed only to exclude them from the calculation.

To calculate the tax, enter the amount for the appropriate year from column c of the worksheet on line 1 of the Tax Computation of the Form 709.
Enter the amount from column b on line 2 of the Tax Computation. Complete the Tax Computation through the tax due before any reduction for the
unified credit (applicable credit amount) and enter that amount in column d, above.
Column e—To figure the unused unified credit, (applicable credit amount), use the unified credit (applicable credit amount) in effect for the year the
gift was made. This amount should be on line 12 of the Tax Computation of the Form 709 filed for the gift.

You may take a credit on line 13 forSpecial treatment of split gifts. These Line 10—Adjustment to Unified
estate, inheritance, legacy, or successionspecial rules apply only if: Credit (applicable credit
taxes paid as the result of the decedent’s1. The decedent’s spouse amount) death to any state or the District ofpredeceased the decedent; If the decedent made gifts (including gifts Columbia. However, see section 2053(d)2. The decedent’s spouse made gifts made by the decedent’s spouse and and the related regulations for exceptionsthat were “split” with the decedent under treated as made by the decedent by and limits if you elected to deduct thethe rules of section 2513; reason of gift splitting) after September 8, taxes from the value of the gross estate.3. The decedent was the “consenting 1976, and before January 1, 1977, forspouse” for those split gifts, as that term If you make a section 6166 election towhich the decedent claimed a specificis used on Form 709; and pay the Federal estate tax in installmentsexemption, the unified credit (applicable4. The split gifts were included in the and make a similar election to pay thecredit amount) on this estate tax returndecedent’s spouse’s gross estate under state death tax in installments, see Rev.must be reduced. The reduction is figuredsection 2035. Rul. 86-38, 1986-1 C.B. 296, for theby entering 20% of the specific exemption
method of computing the credit allowedclaimed for these gifts.If all four conditions above are met, do
with this Form 706.not include these gifts on line 4 of the Tax

Note: (The specific exemption wasComputation and do not include the gift If you have elected to extend the time
allowed by section 2521 for gifts madetaxes payable on these gifts on line 7 of to pay the tax on a reversionary or
before January 1, 1977.)the Tax Computation. These adjustments remainder interest, you may take a credit

are incorporated into the worksheets. against that portion of the Federal estateIf the decedent did not make any gifts
tax for state death taxes attributable tobetween September 8, 1976, and JanuaryLine 9—Unified Credit the reversionary or remainder interest.1, 1977, or if the decedent made gifts(applicable credit amount) The state death taxes must be paid andduring that period but did not claim the
claimed before the expiration of theThe applicable credit amount (formerly specific exemption, enter zero.
extended time for paying the estate tax.the unified credit), is $345,800 for the

estates of decedents dying in 2003. The Line 13—Credit for State Death The credit may not be more than 50%amount of the credit cannot exceed the Taxes of the amount figured by using Table Bamount of estate tax imposed. on page 6, based on the value of the
Important: If the estate is claiming a The estate of a decedent dying in adjusted taxable estate. The adjusted
qualified family-owned business interest 2003 must reduce by 50% the taxable estate is the amount of the
deduction, see Coordination with amount of the state death tax Federal taxable estate (line 3 of the TaxCAUTION

!
unified credit on page 25 before credit found in the table on page 6. This Computation) reduced by $60,000. You
completing line 9. reduction is calculated on line 13. may claim an anticipated amount of credit
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and figure the Federal estate tax on the Unless you elect at the time you fileLine 15—Credit for Federal Gift
the return to adopt alternate valuation asreturn before the state death taxes have Taxes
authorized by section 2032, you mustbeen paid. However, the credit cannot be You may take a credit for Federal gift value all property included in the grossfinally allowed unless you pay the state taxes imposed by Chapter 12 of the estate on the date of the decedent’sdeath taxes and claim the credit within 4 Code, and the corresponding provisions death. Alternate valuation cannot beyears after the return is filed (or later as of prior laws, on certain transfers the applied to only a part of the property.provided by the Code if a petition is filed decedent made before January 1, 1977,with the Tax Court of the United States, or You may elect special use valuationthat are included in the gross estate. Theif you have an extension of time to pay) (line 2) in addition to alternate valuation.credit cannot be more than the amountand submit evidence that the tax has You may not elect alternate valuationfigured by the following formula:been paid. If you claim the credit for any unless the election will decrease both thestate death tax that is later recovered, see Gross estate tax minus (the Value of value of the gross estate and the total netRegulations section 20.2016-1 for the sum of the state death taxes x included estate and GST taxes due afternotice you are required to give the IRS and unified credit) gift application of all allowable credits.within 30 days.

Value of gross estate minus You elect alternate valuation by
(the sum of the deductions for checking “Yes” on line 1 and filing FormIf you transfer property other than cash charitable, public, and similar 706. Once made, the election may not beto the state in payment of state gifts and bequests and marital revoked. The election may be made on a
deduction)inheritance taxes, the amount you may late filed Form 706 provided it is not filedclaim as a credit is the lesser of the state later than 1 year after the due dateinheritance tax liability discharged or the For more information, see the (including extensions).fair market value of the property on the regulations under section 2012. This

If you elect alternate valuation, valuedate of the transfer. computation may be made using Form
the property that is included in the gross4808, Computation of Credit for Gift Tax.
estate as of the applicable dates asAttach a copy of a completed Form 4808For more details, see Rev. Rul. follows:or the computation of the credit. Also86-117, 1986-2 C.B. 157.

1. Any property distributed, sold,attach all available copies of Forms 709
exchanged, or otherwise disposed of orfiled by the decedent to help verify theYou should send the following separated or passed from the grossamounts entered on lines 4, 7, and 15.evidence to the IRS: estate by any method within 6 monthsYou can get Form 4808 on the IRS Web

1. Certificate of the proper officer of after the decedent’s death is valued onSite at www.irs.gov.
the taxing state, or the District of the date of distribution, sale, exchange, or
Columbia, showing the: other disposition, whichever occurs first.Line 23—United States

Value this property on the date it ceasesa. total amount of tax imposed (before Treasury Bonds
to form a part of the gross estate; i.e., onadding interest and penalties and before You may not use these bonds to pay the the date the title passes as the result ofallowing discount); GST tax. its sale, exchange, or other disposition.b. amount of discount allowed;

2. Any property not distributed, sold,
c. amount of penalties and interest exchanged, or otherwise disposed of

imposed or charged; Instructions for Part 3. within the 6-month period is valued on the
date 6 months after the date of thed. total amount actually paid in cash; Elections by the Executor decedent’s death.and

3. Any property, interest, or estate(Page 2 of Form 706)e. date of payment.
that is “affected by mere lapse of time” is

2. Any additional proof the IRS Line 1—Alternate Valuation valued as of the date of decedent’s death
specifically requests. or on the date of its distribution, sale,

You should file the evidence requested See the example on page 12 exchange, or other disposition, whichever
above with the return if possible. showing the use of Schedule B occurs first. However, you may change
Otherwise, send it as soon after you file where the alternate valuation is the date of death value to account for any

TIP

the return as possible. adopted. change in value that is not due to a “mere

Table B Worksheet—Federal Adjusted Taxable Estate
Federal taxable estate (Form 706, line 3 of Part 2)- - - - - - - - less $60,000= - - - - - - - - (Federal adjusted taxable estate—for column (1) below)

Table B—Computation of Maximum Credit for State Death Taxes

(1) (2) (3) (4) (1) (2) (3) (4)
Adjusted taxable Adjusted taxable Credit on amount Rate of credit on Adjusted taxable Adjusted taxable Credit on amount Rate of credit on
estate equal to or estate less in column (1) excess over estate equal to or estate less than in column (1) excess over

more than— than— amount in more than— amount in
column (1) column (1)

(Percent) (Percent)
0 $40,000 0 None 2,040,000 2,540,000 106,800 8.0

$40,000 90,000 0 0.8 2,540,000 3,040,000 146,800 8.8
90,000 140,000 $400 1.6 3,040,000 3,540,000 190,800 9.6

140,000 240,000 1,200 2.4 3,540,000 4,040,000 238,800 10.4
240,000 440,000 3,600 3.2 4,040,000 5,040,000 290,800 11.2

440,000 640,000 10,000 4.0 5,040,000 6,040,000 402,800 12.0
640,000 840,000 18,000 4.8 6,040,000 7,040,000 522,800 12.8
840,000 1,040,000 27,600 5.6 7,040,000 8,040,000 650,800 13.6

1,040,000 1,540,000 38,800 6.4 8,040,000 9,040,000 786,800 14.4
1,540,000 2,040,000 70,800 7.2 9,040,000 10,040,000 930,800 15.2

10,040,000 - - - - - - - 1,082,800 16.0
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lapse of time” on the date of its for the life of another, or remainder a. At least 50% of the adjusted value
distribution, sale, exchange, or other interests, the value shown under the of the gross estate must consist of the
disposition. heading “Alternate value” must be the adjusted value of real or personal

adjusted value; i.e., the value as of the property that was being used as a farm orThe property included in the alternate date of death with an adjustment in a closely held business and that wasvaluation and valued as of 6 months after reflecting any difference in its value as of acquired from, or passed from, thethe date of the decedent’s death, or as of the later date not due to lapse of time.) decedent to a qualified heir of thesome intermediate date (as described decedent, andabove) is the property included in the Distributions, sales, exchanges, and b. At least 25% of the adjusted valuegross estate on the date of the decedent’s other dispositions of the property within of the gross estate must consist of thedeath. Therefore, you must first determine the 6-month period after the decedent’s adjusted value of qualified farm or closelywhat property constituted the gross estate death must be supported by evidence. If held business real property.at the decedent’s death. the court issued an order of distribution
during that period, you must submit a For this purpose, adjusted value is theInterest. Interest accrued to the date
certified copy of the order as part of the value of property determined withoutof the decedent’s death on bonds, notes,
evidence. The IRS may require you to regard to its special-use value. The valueand other interest-bearing obligations is
submit additional evidence if necessary. is reduced for unpaid mortgages on theproperty of the gross estate on the date of

property or any indebtedness against thedeath and is included in the alternate If the alternate valuation method is property, if the full value of the decedent’svaluation. used, the values of life estates, interest in the property (not reduced by
Rent.  Rent accrued to the date of the remainders, and similar interests are such mortgage or indebtedness) is

decedent’s death on leased real or figured using the age of the recipient on included in the value of the gross estate.
personal property is property of the gross the date of the decedent’s death and the The adjusted value of the qualified real
estate on the date of death and is value of the property on the alternate and personal property used in different
included in the alternate valuation. valuation date. businesses may be combined to meet the

Dividends. Outstanding dividends 50% and 25% requirements.Line 2—Special Use Valuationthat were declared to stockholders of
Qualified Real Propertyof Section 2032Arecord on or before the date of the

decedent’s death are considered property Qualified use. The term qualified useIn general. Under section 2032A, you
of the gross estate on the date of death, means the use of the property as a farmmay elect to value certain farm and
and are included in the alternate for farming purposes or the use ofclosely held business real property at its
valuation. Ordinary dividends declared to property in a trade or business other thanfarm or business use value rather than its
stockholders of record after the date of farming. Trade or business applies only tofair market value. You may elect both
the decedent’s death are not property of the active conduct of a business. It doesspecial use valuation and alternate
the gross estate on the date of death and not apply to passive investment activitiesvaluation.
are not included in the alternate valuation. or the mere passive rental of property to a
However, if dividends are declared to To elect this valuation you must check person other than a member of the
stockholders of record after the date of “Yes” to line 2 and complete and attach decedent’s family. Also, no trade or
the decedent’s death so that the shares of Schedule A-1 and its required additional business is present in the case of
stock at the later valuation date do not statements. You must file Schedule A-1 activities not engaged in for profit.
reasonably represent the same property and its required attachments with Ownership. To qualify as special-useat the date of the decedent’s death, Form 706 for this election to be valid. property, the decedent or a member ofinclude those dividends (except dividends You may make the election on a late filed the decedent’s family must have ownedpaid from earnings of the corporation after return so long as it is the first return filed. and used the property in a qualified usethe date of the decedent’s death) in the for 5 of the last 8 years before theThe total value of the property valuedalternate valuation. decedent’s death. Ownership may beunder section 2032A may not be

As part of each Schedule A through I, direct or indirect through a corporation, adecreased from FMV by more than
you must show: partnership, or a trust.$840,000 for decedents dying in 2003.

1. What property is included in the If the ownership is indirect, theReal property may qualify for thegross estate on the date of the decedent’s business must qualify as a closely heldsection 2032A election if:death; business under section 6166. The
2. What property was distributed, 1. The decedent was a U.S. citizen or ownership, when combined with periods

sold, exchanged, or otherwise disposed resident at the time of death; of direct ownership, must meet the
of within the 6-month period after the 2. The real property is located in the requirements of section 6166 on the date
decedent’s death, and the dates of these United States; of the decedent’s death and for a period
distributions, etc. 3. At the decedent’s death the real of time that equals at least 5 of the 8
(These two items should be entered in the property was used by the decedent or a years preceding death.
“Description” column of each schedule. family member for farming or in a trade or

If the property was leased by theBriefly explain the status or disposition business, or was rented for such use by
decedent to a closely held business, itgoverning the alternate valuation date, either the surviving spouse or a lineal
qualifies as long as the business entity tosuch as: “Not disposed of within 6 months descendant of the decedent to a family
which it was rented was a closely heldfollowing death,” “Distributed,” “Sold,” member on a net cash basis;
business with respect to the decedent on“Bond paid on maturity,” etc. In this same 4. The real property was acquired
the date of the decedent’s death and forcolumn, describe each item of principal from or passed from the decedent to a
sufficient time to meet the “5 in 8 years”and includible income); qualified heir of the decedent;
test explained above.3. The date of death value, entered in 5. The real property was owned and

the appropriate value column with items used in a qualified manner by the Structures and other real property
of principal and includible income shown decedent or a member of the decedent’s improvements. Qualified real property
separately; and family during 5 of the 8 years before the includes residential buildings and other

4. The alternate value, entered in the decedent’s death; structures and real property
appropriate value column with items of 6. There was material participation by improvements regularly occupied or used
principal and includible income shown the decedent or a member of the by the owner or lessee of real property (or
separately. decedent’s family during 5 of the 8 years by the employees of the owner or lessee)
(In the case of any interest or estate, the before the decedent’s death; and to operate the farm or business. A farm
value of which is affected by lapse of 7. The qualified property meets the residence which the decedent had
time, such as patents, leaseholds, estates following percentage requirements: occupied is considered to have been
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occupied for the purpose of operating the which there was uninterrupted material actual tracts of comparable farm real
farm even when a family member and not participation. property in the same locality as the
the decedent was the person materially property being specially valued. You mayRetirement or disability. If, on the date
participating in the operation of the farm. not use appraisals or other statementsof death, the time period for material

regarding rental value or areawideparticipation could not be met becauseQualified real property also includes
averages of rentals. You may not usethe decedent had retired or was disabled,roads, buildings, and other structures and
rents that are paid wholly or partly in kind,a substitute period may apply. Theimprovements functionally related to the
and the amount of rent may not be baseddecedent must have retired on Socialqualified use.
on production. The rental must haveSecurity or been disabled for a

Elements of value such as mineral resulted from an arm’s-length transaction.continuous period ending with death. A
rights that are not related to the farm or Also, the amount of rent is not reduced byperson is disabled for this purpose if he or
business use are not eligible for the amount of any expenses or liabilitiesshe was mentally or physically unable to
special-use valuation. associated with the farm operation or thematerially participate in the operation of

lease.Property acquired from the decedent. the farm or other business.
Property is considered to have been Comparable property. ComparableThe substitute time period for material
acquired from or to have passed from the property must be situated in the sameparticipation for these decedents is a
decedent if one of the following applies: locality as the specially valued propertyperiod totaling at least 5 years out of the• The property is considered to have as determined by generally accepted real8-year period that ended on the earlier of
been acquired from or to have passed property valuation rules. The(1) the date the decedent began receiving
from the decedent under section 1014(b) determination of comparability is basedsocial security benefits, or (2) the date the
(relating to basis of property acquired on all the facts and circumstances. It isdecedent became disabled.
from a decedent). often necessary to value land inSurviving spouse. A surviving spouse• The property is acquired by any person segments where there are different useswho received qualified real property fromfrom the estate. or land characteristics included in thethe predeceased spouse is considered to• The property is acquired by any person specially valued land. The following listhave materially participated if he or shefrom a trust, to the extent the property is contains some of the factors consideredwas engaged in the active managementincludible in the gross estate. in determining comparability.of the farm or other business. If the • Similarity of soil.Qualified heir. A person is a qualified surviving spouse died within 8 years of • Whether the crops grown wouldheir of property if he or she is a member the first spouse’s death, you may add the

deplete the soil in a similar manner.of the decedent’s family and acquired or period of material participation of the • Types of soil conservation techniquesreceived the property from the decedent. predeceased spouse to the period of
that have been practiced on the 2If a qualified heir disposes of any interest active management by the surviving
properties.in qualified real property to any member spouse to determine if the surviving • Whether the 2 properties are subject toof his or her family, that person will then spouse’s estate qualifies for special-use
flooding.be treated as the qualified heir with valuation. To qualify for this, the property • Slope of the land.respect to that interest. must have been eligible for special-use • For livestock operations, the carryingvaluation in the predeceased spouse’sThe term member of the family capacity of the land.estate, though it does not have to haveincludes only: • For timbered land, whether the timberbeen elected by that estate.1. An ancestor (parent, grandparent, is comparable.

For additional details regardingetc.) of the individual; • Whether the property as a whole is
material participation, see Regulations2. The spouse of the individual; unified or segmented; if segmented, the
section 20.2032A-3(e).3. The lineal descendant (child, availability of the means necessary for

stepchild, grandchild, etc.) of the movement among the different sections.Valuation Methods
individual, the individual’s spouse, or a • Number, types, and conditions of allThe primary method of valuingparent of the individual; or buildings and other fixed improvementsspecial-use value property that is used for4. The spouse, widow, or widower of located on the properties and theirfarming purposes is the annual grossany lineal descendant described above. location as it affects efficientcash rental method. If comparable gross management, use, and value of theA legally adopted child of an individual is cash rentals are not available, you can property.treated as a child of that individual by substitute comparable average annual net • Availability and type of transportationblood. share rentals. If neither of these are facilities in terms of costs and of proximityavailable, or if you so elect, you can useMaterial Participation of the properties to local markets.the method for valuing real property in a You must specifically identify on theTo elect special-use valuation, either the closely held business. return the property being used asdecedent or a member of his or her family Average annual gross cash rental. comparable property. Use the type ofmust have materially participated in the Generally, the special-use value of descriptions used to list real property onoperation of the farm or other business for property that is used for farming purposes Schedule A.at least 5 of the 8 years ending on the is determined as follows:date of the decedent’s death. The Effective interest rate. See Rev. Rul.

1. Subtract the average annual stateexistence of material participation is a 2003–53, 2003–22 I.R.B. 969, for the
and local real estate taxes on actualfactual determination, but passively effective annual interest rates in effect for
tracts of comparable real property fromcollecting rents, salaries, draws, 2003.
the average annual gross cash rental fordividends, or other income from the farm Net share rental. You may usethat same comparable property, andor other business does not constitute average annual net share rental from2. Divide the result in 1 by thematerial participation. Neither does comparable land only if there is noaverage annual effective interest ratemerely advancing capital and reviewing a comparable land from which averagecharged for all new Federal Land Bankcrop plan and financial reports each annual gross cash rental can beloans.season or business year. determined. Net share rental is the

The computation of each averageIn determining whether the required difference between the gross value of
annual amount is based on the 5 mostparticipation has occurred, disregard brief produce received by the lessor from the
recent calendar years ending before theperiods (e.g., 30 days or less) during comparable land and the cash operating
date of the decedent’s death.which there was no material participation, expenses (other than real estate taxes) of

as long as such periods were both Gross cash rental. Generally, gross growing the produce that, under the
preceded and followed by substantial cash rental is the total amount of cash lease, are paid by the lessor. The
periods (more than 120 days) during received in a calendar year for the use of production of the produce must be the
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business purpose of the farming If successive interests (e.g., life The maximum amount that can be
operation. For this purpose, produce estates and remainder interests) are paid in installments is that part of the
includes livestock. created by a decedent in otherwise estate tax that is attributable to the closely

qualified property, an election under held business. In general, that amount isThe gross value of the produce is section 2032A is available only with the amount of tax that bears the samegenerally the gross amount received if the respect to that property (or part) in which ratio to the total estate tax that the valueproduce was disposed of in an qualified heirs of the decedent receive all of the closely held business included inarm’s-length transaction within the period of the successive interests, and such an the gross estate bears to the total grossestablished by the Department of election must include the interests of all of estate.Agriculture for its price support program. those heirs. Bond or lien required. The IRS requiresOtherwise, the value is the weighted
either that an estate furnish a surety bondFor example, if a surviving spouseaverage price for which the produce sold
as a prerequisite for granting thereceives a life estate in otherwiseon the closest national or regional
installment payment election or that thequalified property and the spouse’scommodities market. The value is figured
executor elects the special lien provisionsbrother receives a remainder interest infor the date or dates on which the lessor
of section 6324A.fee, no part of the property may be valuedreceived (or constructively received) the

pursuant to an election under sectionproduce. If you elect the lien provisions, section
2032A. 6324A requires that the lien be placed onValuing a real property interest in property having a value equal to the totalWhere successive interests inclosely held business. Use this method deferred tax plus four years of interest.specially valued property are created,to determine the special-use valuation for The property must be expected to surviveremainder interests are treated as beingqualifying real property used in a trade or the deferral period.received by qualified heirs only if thebusiness other than farming. You may
remainder interests are not contingent on You do not need to furnish thealso use this method for qualifying farm
surviving a nonfamily member or are not required bond or elect the special lien atproperty if there is no comparable land or
subject to divestment in favor of a the time you file Form 706. The IRS willif you elect to use it. Under this method,
nonfamily member. contact you and you will be given thethe following factors are considered:

opportunity to furnish the bond or elect• The capitalization of income that the Protective Election
the special lien provisionsproperty can be expected to yield for You may make a protective election tofarming or for closely held business Percentage requirements. To qualify forspecially value qualified real property.purposes over a reasonable period of installment payments, the value of theUnder this election, whether or not youtime with prudent management and interest in the closely held business thatmay ultimately use special use valuationtraditional cropping patterns for the area, is included in the gross estate must bedepends upon values as finallytaking into account soil capacity, terrain more than 35% of the adjusted grossdetermined (or agreed to followingconfiguration, and similar factors. estate (the gross estate less expenses,examination of the return) meeting the• The capitalization of the fair rental indebtedness, taxes, and losses).requirements of section 2032A.value of the land for farming or for closely Interests in two or more closely heldTo make a protective election, checkheld business purposes. businesses are treated as an interest in a“Yes” to line 2 and complete Schedule• The assessed land values in a state single business if at least 20% of the totalA-1 according to its instructions forthat provides a differential or use value value of each business is included in the“Protective Election.”assessment law for farmland or closely gross estate. For this purpose, include

held business. If you make a protective election, you any interest held by the surviving spouse• Comparable sales of other farm or should complete this Form 706 by valuing that represents the surviving spouse’s
closely held business land in the same all property at its fair market value. Do not interest in a business held jointly with the
geographical area far enough removed use special use valuation. Usually, this decedent as community property or as
from a metropolitan or resort area so that will result in higher estate and GST tax joint tenants, tenants by the entirety, or
nonagricultural use is not a significant liabilities than will be ultimately tenants in common.
factor in the sales price. determined if special use valuation is Value. The value used for meeting the• Any other factor that fairly values the allowed. The protective election does percentage requirements is the samefarm or closely held business value of the not extend the time to pay the taxes value used for determining the grossproperty. shown on the return. If you wish to estate. Therefore, if the estate is valuedextend the time to pay the taxes, you under alternate valuation or special useMaking the Election should file Form 4768 in adequate time valuation, you must use those values toInclude the words “section 2032A before the return due date. meet the percentage requirements.valuation” in the “Description” column of If it is found that the estate qualifies for Transfers before death. Generally,any Form 706 schedule if section 2032A special use valuation based on the values gifts made before death are not includedproperty is included in the decedent’s as finally determined (or agreed to in the gross estate. However, the estategross estate. following examination of the return), you must meet the 35% requirement by both

must file an amended Form 706 (with aAn election under section 2032A need including and excluding in the gross
complete section 2032A election) withinnot include all the property in an estate estate any gifts made by the decedent
60 days after the date of thisthat is eligible for special use valuation, within 3 years of death.
determination. Complete the amendedbut sufficient property to satisfy the Passive assets. In determining thereturn using special use values under thethreshold requirements of section value of a closely held business andrules of section 2032A, and complete2032A(b)(1)(B) must be specially valued whether the 35% requirement is met, doSchedule A-1 and attach all of theunder the election. not include the value of any passiverequired statements.

If joint or undivided interests (e.g., assets held by the business. A passive
Additional informationinterests as joint tenants or tenants in asset is any asset not used in carrying on

common) in the same property are a trade or business. Any asset used in aFor definitions and additional information,
received from a decedent by qualified qualifying lending and financing businesssee section 2032A and the related
heirs, an election with respect to one is treated as an asset used in carrying onregulations.
heir’s joint or undivided interest need not a trade or business; see section

Line 3—Installment Paymentsinclude any other heir’s interest in the 6166(b)(10) for details. Stock in another
same property if the electing heir’s If the gross estate includes an interest in corporation is a passive asset unless the
interest plus other property to be specially a closely held business, you may be able stock is treated as held by the decedent
valued satisfies the requirements of to elect to pay part of the estate tax in because of the election to treat holding
section 2032A(b)(1)(B). installments. company stock as business company
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stock; see Holding company stock For purposes of the 20% voting stock subject to the 2% interest rate and tax
below. requirement, stock is treated as voting subject to 45% of the regular

stock to the extent the holding company underpayment rate. The amount of eachIf a corporation owns at least 20% in
owns voting stock in the business installment that is subject to the 2% ratevalue of the voting stock of another
company. is the same as the percentage of total taxcorporation, or the other corporation had

payable in installments that is subject toIf the executor makes this election, theno more than 45 shareholders and at
the 2% rate.first installment payment is due when theleast 80% of the value of the assets of

estate tax return is filed. The 5-year Important: The interest paid oneach corporation is attributable to assets
deferral for payment of the tax, as installment payments is not deductible asused in carrying on a trade or business,
discussed below under Time for an administrative expense of the estate.then these corporations will be treated as
payment, does not apply. In addition, thea single corporation, and the stock will not Making the election. If you check this
2% interest rate, discussed on page 10be treated as a passive asset. Stock held line to make a protective election, you
under Interest computation, will notin the other corporation is not taken into should attach a notice of protective
apply. Also, if the business companyaccount in determining the 80% election as described in Regulations
stock is readily tradable, as explainedrequirement. section 20.6166-1(d). If you check this
above, the tax must be paid in 5Interest in closely held business. For line to make a final election, you should
installments.purposes of the installment payment attach the notice of election described in
Time for payment. Under the installmentelection, an interest in a closely held Regulations section 20.6166-1(b).
method, the executor may elect to deferbusiness means: In computing the adjusted gross estatepayment of the qualified estate tax, but• Ownership of a trade or business under section 6166(b)(6) to determinenot interest, for up to 5 years from thecarried on as a proprietorship. whether an election may be made underoriginal payment due date. After the first• An interest as a partner in a partnership section 6166, the net amount of any realinstallment of tax is paid, you must paycarrying on a trade or business if 20% or estate in a closely held business must bethe remaining installments annually by themore of the total capital interest was used.date 1 year after the due date of theincluded in the gross estate of the

You may also elect to pay GST taxespreceding installment. There can be nodecedent or the partnership had no more
in installments. See section 6166(i).more than 10 installment payments.than 45 partners.

• Stock in a corporation carrying on a Interest on the unpaid portion of the Line 4—Reversionary or
trade or business if 20% or more in value tax is not deferred and must be paid Remainder Interests
of the voting stock of the corporation is annually. Interest must be paid at the For details of this election, see sectionincluded in the gross estate of the same time as and as a part of each 6163 and the related regulations.decedent or the corporation had no more installment payment of the tax.
than 45 shareholders. For information on the acceleration of

The partnership or corporation must be payment when an interest in the closely Instructions for Part 4.carrying on a trade or business at the held business is disposed of, see section
time of the decedent’s death. General Information6166(g).

In determining the number of partners Interest computation. A special interest (Pages 2 and 3 of Formor shareholders, a partnership or stock rate applies to installment payments. For
interest is treated as owned by one 706)decedent’s dying in 2003, the interest rate
partner or shareholder if it is community is 2% on the lesser of:
property or held by a husband and wife as Authorization• $493,800, or
joint tenants, tenants in common, or as • Completing the authorization on page 2• The amount of the estate tax that is
tenants by the entirety. of Form 706 will authorize one attorney,attributable to the closely held business

accountant, or enrolled agent to representProperty owned directly or indirectly by and that is payable in installments.
the estate and receive confidential taxor for a corporation, partnership, estate, 2% portion. The 2% portion is an
information, but will not authorize theor trust is treated as owned amount equal to the amount of the
representative to enter into closingproportionately by or for its shareholders, tentative estate tax on ($1,000,000 + the
agreements for the estate.partners, or beneficiaries. For trusts, only applicable exclusion amount in effect)
• If you wish to represent the estate,beneficiaries with present interests are minus the applicable credit amount in
you must complete and sign theconsidered. effect. However, if the amount of estate
authorization.tax extended under section 6166 is lessThe interest in a closely held farm • If you wish to authorize persons otherthan the amount computed above, the 2%business includes the interest in the
than attorneys, accountants, and enrolledportion is the lesser amount.residential buildings and related
agents, or if you wish to authorize moreimprovements occupied regularly by the Inflation adjustment. The $1,000,000
than one person, to receive confidentialowners, lessees, and employees amount used to calculate the 2% portion
information or represent the estate, youoperating the farm. is indexed for inflation for the estates of
must complete and attach Form 2848,decedents dying in a calendar year afterHolding company stock. The Power of Attorney and Declaration of1998. For an estate of a decedent dyingexecutor may elect to treat as business Representative.in calendar year 2003, the dollar amountcompany stock the portion of any holding • You must also complete and attachused to determine the “2% portion” of thecompany stock that represents direct Form 2848 if you wish to authorizeestate tax payable in installments underownership (or indirect ownership through someone to enter into closing agreementssection 6166 is $1,120,000.one or more other holding companies) in for the estate.a business company. A holding Computation. Interest on the portion • If you wish only to authorize someonecompany is a corporation holding stock of the tax in excess of the 2% portion is to inspect and/or receive confidential taxin another corporation. A business figured at 45% of the annual rate of information (but not to represent youcompany is a corporation carrying on a interest on underpayments. This rate is before the IRS), complete and file Formtrade or business. based on the Federal short-term rate and 8821, Tax Information Authorization.

is announced quarterly by the IRS in theIn general, this election applies only to
Internal Revenue Bulletin. Line 4stock that is not readily tradable.

However, the election can be made if the If you elect installment payments and Complete line 4 whether or not there is a
business company stock is readily the estate tax due is more than the surviving spouse and whether or not the
tradable, as long as all of the stock of maximum amount to which the 2% surviving spouse received any benefits
each holding company is not readily interest rate applies, each installment from the estate. If there was no surviving
tradable. payment is deemed to comprise both tax spouse on the date of decedent’s death,
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enter “None” in line 4a and leave lines 4b Line 6—Section 2044 Property Line 14—Transitional Marital
and 4c blank. The value entered in line 4c Deduction ComputationIf you answered “Yes,” these assets must
need not be exact. See the instructions be shown on Schedule F. Check “Yes” if property passes to thefor “Amount” under line 5, below. surviving spouse under a maximumSection 2044 property is property for

marital deduction formula provision thatwhich a previous section 2056(b)(7)Line 5 meets the requirements of sectionelection (QTIP election) has been made,
403(e)(3) of the Economic Recovery Taxor for which a similar gift tax electionName. Enter the name of each individual,
Act of 1981 (P.L. 97-34; 95 Stat. 305).(section 2523) has been made. For moretrust, or estate who received (or will

information, see the instructions on thereceive) benefits of $5,000 or more from If you check “Yes” to line 14, compute
back of Schedule F.the estate directly as an heir, next-of-kin, the marital deduction under the rules that

devisee, or legatee; or indirectly (for were in effect before the EconomicLine 8—Insurance Not Includedexample, as beneficiary of an annuity or Recovery Tax Act of 1981.in the Gross Estateinsurance policy, shareholder of a
For a format for this computation, youIf you checked “Yes” for either 8a or 8b,corporation, or partner of a partnership

should obtain the November 1981you must complete and attach Schedulethat is an heir, etc.).
revision of Form 706 and its instructions.D and attach a Form 712, Life Insurance
The computation is items 19 through 26Identifying number. Enter the SSN of Statement, for each policy and an
of the Recapitulation. You should alsoeach individual beneficiary listed. If the explanation of why the policy or its
apply the rules of Rev. Rul. 80-148,number is unknown, or the individual has proceeds are not includible in the gross
1980-1 C.B. 207, if there is property thatno number, please indicate “unknown” or estate.
passes to the surviving spouse outside of“none.” For trusts and other estates, enter Line 10—Partnership Interests the maximum marital deduction formulathe EIN.

and Stock in Close provision.
Relationship. For each individual Corporations
beneficiary enter the relationship (if If you answered “Yes” to line 10, you
known) to the decedent by reason of Instructions for Part 5.must include full details for partnerships
blood, marriage, or adoption. For trust or and unincorporated businesses on Recapitulation (Page 3 ofestate beneficiaries, indicate TRUST or Schedule F (Schedule E if the partnership
ESTATE. interest is jointly owned). You must Form 706)

include full details for the stock of inactive
Amount. Enter the amount actually Gross Estateor close corporations on Schedule B.
distributed (or to be distributed) to each

Value these interests using the rules of Items 1 through 10— You must makebeneficiary including transfers during the
Regulations section 20.2031-2 (stocks) or an entry in each of items 1 through 9.decedent’s life from Schedule G required
20.2031-3 (other business interests).to be included in the gross estate. The If the gross estate does not contain

A “close corporation” is a corporationvalue to be entered need not be exact. A any assets of the type specified by a
whose shares are owned by a limitedreasonable estimate is sufficient. For given item, enter zero for that item.
number of shareholders. Often, oneexample, where precise values cannot Entering zero for any of items 1 through 9
family holds the entire stock issue. As areadily be determined, as with certain is a statement by the executor, made
result, little, if any, trading of the stockfuture interests, a reasonable under penalties of perjury, that the gross
takes place. There is, therefore, noapproximation should be entered. The estate does not contain any includible
established market for the stock, andtotal of these distributions should assets covered by that item.
those sales that do occur are at irregularapproximate the amount of gross estate Do not enter any amounts in theintervals and seldom reflect all thereduced by funeral and administrative “Alternate value” column unless youelements of a representative transactionexpenses, debts and mortgages, elected alternate valuation on line 1 ofas defined by the term “fair market value”bequests to surviving spouse, charitable Elections by the Executor on page 2 of(FMV).bequests, and any Federal and state the Form 706.estate and GST taxes paid (or payable) Line 12—Trusts Which schedules to attach for items 1relating to the benefits received by the
If you answered “Yes” to either 12a or through 9.  You must attach—beneficiaries listed on lines 4 and 5.
12b, you must attach a copy of the • Schedule F to the return and answer its
trust instrument for each trust.All distributions of less than $5,000 to questions even if you report no assets on

specific beneficiaries may be included You must complete Schedule G if you it.
with distributions to unascertainable answered “Yes” to 12a and Schedule F if • Schedules A, B, and C if the gross
beneficiaries on the line provided. you answered “Yes” to 12b. estate includes any Real Estate; Stocks

Example showing use of Schedule B where the alternate valuation is not adopted; date of death, January 1, 2003

Alternate
Item Description including face amount of bonds or number of shares and par value where needed for valuation Alternate Value at date

number identification. Give CUSIP number. Unit value date value of death

1 $60,000-Arkansas Railroad Co. first mortgage 4%, 20-year bonds, due 2005. Interest
payable quarterly on Feb. 1, May 1, Aug. 1 and Nov. 1; N.Y. Exchange, CUSIP No.
XXXXXXXXX . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100 - - - - - - - $- - - - - - - $ 60,000

Interest coupons attached to bonds, item 1, due and payable on Nov. 1, 2002, but
not cashed at date of death . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 600

Interest accrued on item 1, from Nov. 1, 2002, to Jan. 1, 2003 . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 400

2 500 shares Public Service Corp., common; N.Y. Exchange, CUSIP No. XXXXXXXXX 110 - - - - - - - - - - - - - - 55,000

Dividend on item 2 of $2 per share declared Dec. 10, 2002, payable on Jan. 10,
2003, to holders of record on Dec. 30, 2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 1,000
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Example showing use of Schedule B where the alternate valuation is adopted; date of death, January 1, 2003

Item Description including face amount of bonds or number of shares and par value where needed Alternate Value at date
number for identification. Give CUSIP number. Unit value valuation date Alternate value of death

1 $60,000-Arkansas Railroad Co. first mortgage 4%, 20-year bonds, due 2005.
Interest payable quarterly on Feb. 1, May 1, Aug. 1 and Nov. 1; N.Y. Exchange,
CUSIP No. XXXXXXXXX . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100 - - - - - - $- - - - - - $ 60,000

$30,000 of item 1 distributed to legatees on Apr. 1, 2003 . . . . . . . . . . . . . . . . . . 99 4/1/03 29,700 - - - - - -

$30,000 of item 1 sold by executor on May 2, 2003 . . . . . . . . . . . . . . . . . . . . . 98 5/1/03 29,400 - - - - - -

Interest coupons attached to bonds, item 1, due and payable on Nov. 1, 2002, but
not cashed at date of death. Cashed by executor on Feb. 1, 2003 . . . . . . . . . . . . - - - - - - 2/1/03 600 600

Interest accrued on item 1, from Nov. 1, 2002, to Jan. 1, 2003. Cashed by executor
on Feb. 1, 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - 2/1/03 400 400

2 500 shares Public Service Corp., common; N.Y. Exchange, CUSIP No.
XXXXXXXXX . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110 - - - - - - - - - - - - 55,000

Not disposed of within 6 months following death . . . . . . . . . . . . . . . . . . . . . . . 90 7/1/03 45,000 - - - - - -
Dividend on item 2 of $2 per share declared Dec. 10, 2002, paid on Jan. 10, 2003,
to holders of record on Dec. 30, 2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - 1/10/03 1,000 1,000

and Bonds; or Mortgages, Notes, and because the decedent was a stockholder
Cash, respectively. of record on the date of death. However,Instructions for Schedule

if the stock is being traded on an• Schedule D if the gross estate includes A. Real Estate exchange and is selling ex-dividend onany Life Insurance or if you answered
See the reverse side of Schedule A on the date of the decedent’s death, do not“Yes” to question 8a of Part 4, General
Form 706. include the amount of the dividend as aInformation.

separate item. Instead, add it to the• Schedule E if the gross estate contains ex-dividend quotation in determining theSchedule A-1. Sectionany Jointly Owned Property or if you fair market value of the stock on the dateanswered “Yes” to question 9 of Part 4. 2032A Valuation of the decedent’s death. Dividends• Schedule G if the decedent made any See Schedule A-1 on Form 706. declared on shares of stock before the
of the lifetime transfers to be listed on that death of the decedent but payable to
schedule or if you answered “Yes” to stockholders of record on a date after theInstructions for Schedule
question 11 or 12a of Part 4. decedent’s death are not includible in theB. Stocks and Bonds• Schedule H if you answered “Yes” to gross estate for Federal estate tax
question 13 of Part 4. purposes.General• Schedule I if you answered “Yes” to Description
question 15 of Part 4. Before completing Schedule B, Stocks. For stocks indicate:

read the examples showing use of • Number of shares
Schedule B where the alternate • Whether common or preferredExclusion

TIP

valuation is not adopted (see page 11) • IssueItem 11—Conservation easement and adopted (see above). • Par value where needed forexclusion. You must complete and identificationIf the total gross estate contains anyattach Schedule U (along with any • Price per sharestocks or bonds, you must completerequired attachments) to claim the • Exact name of corporationSchedule B and file it with the return.exclusion on this line. • Principal exchange upon which sold, ifOn Schedule B list the stocks and listed on an exchangebonds included in the decedent’s gross • Nine-digit CUSIP numberDeductions estate. Number each item in the left-hand
Bonds. For bonds indicate:column. Bonds that are exempt fromItems 13 through 22— You must attach • Quantity and denominationFederal income tax are not exemptthe appropriate schedules for the • Name of obligorfrom estate tax unless specificallydeductions you claim. • Date of maturityexempted by an estate tax provision of

• Interest ratethe Code. Therefore, you should listItem 17— If item 16 is less than or equal • Interest due datethese bonds on Schedule B.to the value (at the time of the decedent’s • Principal exchange, if listed on an
Public housing bonds includible in thedeath) of the property subject to claims, exchange

gross estate must be included at their fullenter the amount from item 16 on item 17. • Nine-digit CUSIP number
value. If the stock or bond is unlisted, show

If you paid any estate, inheritance,If the amount on item 16 is more than the company’s principal business office.
legacy, or succession tax to a foreignthe value of the property subject to The CUSIP (Committee on Uniform
country on any stocks or bonds includedclaims, enter the greater of (a) the value Security Identification Procedure) number
in this schedule, group those stocks andof the property subject to claims, or (b) is a nine-digit number that is assigned to
bonds together and label them “Subjectedthe amount actually paid at the time the all stocks and bonds traded on major
to Foreign Death Taxes.”return is filed. exchanges and many unlisted securities.

List interest and dividends on each Usually, the CUSIP number is printed on
In no event should you enter more on stock or bond separately. Indicate as a the face of the stock certificate. If the

item 17 than the amount on item 16. See separate item dividends that have not CUSIP number is not printed on the
section 2053 and the related regulations been collected at death, but which are certificate, it may be obtained through the
for more information. payable to the decedent or the estate company’s transfer agent.
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IF. . . AND . . . THEN . . .If the security was listed on more thanValuation
one stock exchange, use either theList the fair market value (FMV) of the

the decedent at the time of for purposes ofrecords of the exchange where thestocks or bonds. The FMV of a stock or made a transfer the transfer, the sections 2035security is principally traded or thebond (whether listed or unlisted) is the from a trust, transfer was and 2038, treatcomposite listing of combined exchanges,mean between the highest and lowest from a portion the transfer asif available, in a publication of generalselling prices quoted on the valuation of the trust that made directly
circulation. In valuing listed stocks and was owned by by thedate. If only the closing selling prices are
bonds, you should carefully check the grantor decedent.available, then the FMV is the mean
accurate records to obtain values for the under sectionbetween the quoted closing selling price
applicable valuation date. 676 (other thanon the valuation date and on the trading

by reason ofday before the valuation date. section 672(e))If you get quotations from brokers, or by reason of aTo figure the FMV if there were no evidence of the sale of securities from the power in thesales on the valuation date: officers of the issuing companies, attach grantor,1. Find the mean between the highest to the schedule copies of the letters Any such
and lowest selling prices on the nearest furnishing these quotations or evidence of transfer within
trading date before and the nearest the annual giftsale.
trading date after the valuation date. Both tax exclusion is
trading dates must be reasonably close to not includible inSee Rev. Rul. 69-489, 1969-2 C.B. the grossthe valuation date. 172, for the special valuation rules for estate.2. Prorate the difference between the certain marketable U.S. Treasury Bondsmean prices to the valuation date. (issued before March 4, 1971). These3. Add or subtract (whichever applies) 1. Certain gift taxes (sectionbonds, commonly called “flower bonds,”the prorated part of the difference to or 2035(b)). Enter at item A of the Schedulemay be redeemed at par plus accruedfrom the mean price figured for the the total value of the gift taxes that wereinterest in payment of the tax at anynearest trading date before the valuation paid by the decedent or the estate on giftsFederal Reserve bank, the office of thedate. made by the decedent or the decedent’sTreasurer of the United States, or the

spouse within 3 years before death.Bureau of the Public Debt, as explained inIf no actual sales were made
The date of the gift, not the date ofRev. Proc. 69-18, 1969-2 C.B. 300.reasonably close to the valuation date,

payment of the gift tax, determinesmake the same computation using the
whether a gift tax paid is included in themean between the bona fide bid and
gross estate under this rule. Therefore,Instructions for Scheduleasked prices instead of sales prices. If
you should carefully examine the Formsactual sales prices or bona fide bid and C. Mortgages, Notes, and 709 filed by the decedent and theasked prices are available within a
decedent’s spouse to determine what partreasonable period of time before the Cash
of the total gift taxes reported on themvaluation date but not after the valuation See the reverse side of Schedule C on

date, or vice versa, use the mean was attributable to gifts made within 3Form 706.
between the highest and lowest sales years before death.
prices or bid and asked prices as the For example, if the decedent died on
FMV. July 10, 2003, you should examine gift taxInstructions for Schedule

returns for 2003, 2002, 2001, and 2000.For example, assume that sales of D. Insurance on the However, the gift taxes on the 2000 returnstock nearest the valuation date (June 15)
that are attributable to gifts made beforeoccurred 2 trading days before (June 13) Decedent’s Life
July 10, 2000, are not included in theand 3 trading days after (June 18). On See the reverse side of Schedule D on
gross estate.those days the mean sale prices per Form 706.

share were $10 and $15, respectively. Attach an explanation of how you
Therefore, the price of $12 is considered computed the includible gift taxes if you
the FMV of a share of stock on the do not include in the gross estate theInstructions for Schedule
valuation date. If, however, on June 13 entire gift taxes shown on any Form 709E. Jointly Owned Propertyand 18, the mean sale prices per share filed for gifts made within 3 years of
were $15 and $10, respectively, the FMV See the reverse side of Schedule E on death. Also attach copies of any pertinent
of a share of stock on the valuation date Form 706. gift tax returns filed by the decedent’s
is $13. spouse for gifts made within 3 years of

death.If only closing prices for bonds are Instructions for Scheduleavailable, see Regulations section 2. Other transfers within 3 years
20.2031-2(b). before death (section 2035(a)). TheseF. Other Miscellaneous

transfers include only the following:Apply the rules in the section 2031 Property • Any transfer by the decedent withregulations to determine the value of
See the reverse side of Schedule F on respect to a life insurance policy within 3inactive stock and stock in close
Form 706. years before death.corporations. Send with the schedule

complete financial and other data used to • Any transfer within 3 years before
determine value, including balance sheets death of a retained section 2036 lifeInstructions for Schedule(particularly the one nearest to the estate, section 2037 reversionary interest,
valuation date) and statements of the net or section 2038 power to revoke, etc., ifG. Transfers During
earnings or operating results and the property subject to the life estate,Decedent’s Lifedividends paid for each of the 5 years interest, or power would have been
immediately before the valuation date. included in the gross estate had theComplete Schedule G and file it with the

decedent continued to possess the lifereturn if the decedent made any of theSecurities reported as of no value,
transfers described in 1 through 5 below, estate, interest, or power until death.nominal value, or obsolete should be
or if you answered “Yes” on line 11 or 12a These transfers are reported onlisted last. Include the address of the
of Part 4, General Information. Schedule G regardless of whether a giftcompany and the state and date of the

tax return was required to be filed forincorporation. Attach copies of
them when they were made. However,correspondence or statements used to Report the following types of transfers

determine the “no value.” on this schedule. the amount includible and the information
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required to be shown for the transfers are under which possession or enjoyment can Special Valuation Rules for
determined: be obtained only by surviving the Certain Lifetime Transfers• For insurance on the life of the decedent. A transfer is not treated as one Code sections 2701-2704 provide rulesdecedent using the instructions to that takes effect at the decedent’s death for valuing certain transfers to familySchedule D. (Attach Forms 712.) unless the decedent retained a members.• For insurance on the life of another reversionary interest (defined below) in

Section 2701 deals with the transfer ofusing the instructions to Schedule F. the property that immediately before the
an interest in a corporation or partnership(Attach Forms 712.) decedent’s death had a value of more
while retaining certain distribution rights,• For sections 2036, 2037, and 2038 than 5% of the value of the transferred or a liquidation, put, call, or conversiontransfers, using paragraphs 3, 4, and 5 of property. If the transfer was made before right.these instructions. October 8, 1949, the reversionary interest

3. Transfers with retained life Section 2702 deals with the transfer ofmust have arisen by the express terms of
estate (section 2036). These are an interest in a trust while retaining anythe instrument of transfer.
transfers by the decedent in which the interest other than a qualified interest. InA reversionary interest is generallydecedent retained an interest in the general, a qualified interest is a right toany right under which the transferredtransferred property. The transfer can be receive certain distributions from the trust

property will or may be returned to thein trust or otherwise, but excludes bona at least annually, or a noncontingent
decedent or the decedent’s estate. It alsofide sales for adequate and full remainder interest if all of the other
includes the possibility that theconsideration. interests in the trust are distribution rights
transferred property may become subject specified in section 2702.Interests or rights. Section 2036 to a power of disposition by the decedent.applies to the following retained interests Section 2703 provides rules for theIt does not matter if the right arises by theor rights: valuation of property transferred to aexpress terms of the instrument of• The right to income from the family member but subject to an option,transfer or by operation of law. For thistransferred property. agreement, or other right to acquire orpurpose, reversionary interest does not• The right to the possession or use the property at less than FMV. It alsoinclude the possibility the income aloneenjoyment of the property. applies to transfers subject to restrictions
from the property may return to the• The right, either alone or with any on the right to sell or use the property.
decedent or become subject to theperson, to designate the persons who Finally, section 2704 provides that indecedent’s power of disposition.shall receive the income from, or possess certain cases the lapse of a voting or5. Revocable transfers (sectionor enjoy, the property. liquidation right in a family-owned2038). The gross estate includes theRetained voting rights. Transfers corporation or partnership will result in avalue of transferred property in which thewith a retained life estate also include deemed transfer.
enjoyment of the transferred property wastransfers of stock in a “controlled

These rules have potentialsubject at decedent’s death to anycorporation” after June 22, 1976, if the
consequences for the valuation ofdecedent retained or acquired voting change through the exercise of a power
property in an estate. If the decedent (orrights in the stock. If the decedent to alter, amend, revoke, or terminate. A
any member of his or her family) wasretained direct or indirect voting rights in a decedent’s power to change the
involved in any such transactions, seecontrolled corporation, the decedent is beneficiaries and to hasten or increase
Code sections 2701 through 2704 and theconsidered to have retained enjoyment of any beneficiary’s enjoyment of the related regulations for additional details.the transferred property. A corporation is property are examples of this.

a “controlled corporation” if the decedent How To Complete Schedule GIt does not matter whether the power
owned (actually or constructively) or had was reserved at the time of the transfer, All transfers (other than outright transfersthe right (either alone or with any other whether it arose by operation of law, or not in trust and bona fide sales) made byperson) to vote at least 20% of the total was later created or conferred. The rule the decedent at any time during life mustcombined voting power of all classes of applies regardless of the source from be reported on the Schedule regardlessstock. See section 2036(b). If these voting of whether you believe the transfers arewhich the power was acquired, andrights ceased or were relinquished within subject to tax. If the decedent made anyregardless of whether the power was3 years before the decedent’s death, the transfers not described in the instructionsexercisable by the decedent alone or withcorporate interests are included in the above, the transfers should not be shownany person (and regardless of whethergross estate as if the decedent had on Schedule G. Instead, attach athat person had a substantial adverseactually retained the voting rights until statement describing these transfers: listinterest in the transferred property).death. the date of the transfer, the amount orThe capacity in which the decedentThe amount includible in the gross value of the transferred property, and thecould use a power has no bearing. If theestate is the value of the transferred type of transfer.decedent gave property in trust and wasproperty at the time of the decedent’s

Complete the schedule for eachthe trustee with the power to revoke thedeath. If the decedent kept or reserved an
transfer that is included in the grosstrust, the property would be included ininterest or right to only a part of the
estate under sections 2035(a), 2036,his or her gross estate. For transfers ortransferred property, the amount
2037, and 2038 as described in theadditions to an irrevocable trust afterincludible in the gross estate is a
Instructions for Schedule G above.October 28, 1979, the transferredcorresponding part of the entire value of

In the “Item number” column, numberproperty is includible if the decedentthe property.
each transfer consecutively beginningreserved the power to remove the trusteeA retained life estate does not have to
with 1. In the “Description” column, list theat will and appoint another trustee.be legally enforceable. What matters is
name of the transferee, the date of thethat a substantial economic benefit was If the decedent relinquished within 3
transfer, and give a complete descriptionretained. For example, if a mother years before death any of the includible
of the property. Transfers included in thetransferred title to her home to her powers described above, figure the gross
gross estate should be valued on the datedaughter but with the informal estate as if the decedent had actually
of the decedent’s death or, if alternateunderstanding that she was to continue retained the powers until death. valuation is adopted, according to sectionliving there until her death, the value of Only the part of the transferred 2032.the home would be includible in the property that is subject to the decedent’s

mother’s estate even if the agreement If only part of the property transferredpower is included in the gross estate.would not have been legally enforceable. meets the terms of section 2035(a), 2036,
For more detailed information on which4. Transfers taking effect at death 2037, or 2038, then only a corresponding

transfers are includible in the gross(section 2037). A transfer that takes part of the value of the property should be
effect at the decedent’s death is one estate, see the Estate Tax Regulations. included in the value of the gross estate.
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If the transferee makes additions or Some powers do not in themselves Instructions for Schedule I.
improvements to the property, the constitute a power of appointment. For Annuitiesincreased value of the property at the example, a power to amend only
valuation date should not be included on administrative provisions of a trust that You must complete Schedule l and file it
Schedule G. However, if only a part of the cannot substantially affect the beneficial with the return if you answered “Yes” to
value of the property is included, enter the enjoyment of the trust property or income question 15 of Part 4, General
value of the whole under the column is not a power of appointment. A power to Information.
headed “Description” and explain what manage, invest, or control assets, or to Enter on Schedule I every annuity that
part was included. allocate receipts and disbursements, meets all of the conditions under

when exercised only in a fiduciaryAttachments. If a transfer, by trust or General, below, and every annuity
capacity, is not a power of appointment.otherwise, was made by a written described in paragraphs a–h of

instrument, attach a copy of the Annuities Under Approved Plans onGeneral power of appointment. Ainstrument to the Schedule. If of public page 16, even if the annuities are whollygeneral power of appointment is a powerrecord, the copy should be certified; if not or partially excluded from the grossthat is exercisable in favor of theof record, the copy should be verified. estate.decedent, the decedent’s estate, the
See the instructions for line 3 ofdecedent’s creditors, or the creditors ofInstructions for Schedule Schedule M for a discussion regardingthe decedent’s estate, except:

the QTIP treatment of certain joint andH. Powers of Appointment 1. A power to consume, invade, or survivor annuities.appropriate property for the benefit of theComplete Schedule H and file it with the
decedent that is limited by an Generalreturn if you answered “Yes” to line 13 of
ascertainable standard relating to health,Part 4, General Information. In general, you must include in the gross
education, support, or maintenance of the estate all or part of the value of anyOn Schedule H, include in the gross decedent. annuity that meets the followingestate: 2. A power exercisable by the requirements:1. The value of property for which the decedent only in conjunction with— • It is receivable by a beneficiarydecedent possessed a general power of following the death of the decedent anda. the creator of the power, orappointment (defined below) on the date by reason of surviving the decedent;b. a person who has a substantialof his or her death; and • The annuity is under a contract orinterest in the property subject to the2. The value of property for which the agreement entered into after March 3,power, which is adverse to the exercise ofdecedent possessed a general power of 1931;the power in favor of the decedent.appointment that he or she exercised or • The annuity was payable to thereleased before death by disposing of it in A part of a power is considered a decedent (or the decedent possessed thesuch a way that if it were a transfer of general power of appointment if the right to receive the annuity) either aloneproperty owned by the decedent, the power: or in conjunction with another, for theproperty would be includible in the 1. May only be exercised by the decedent’s life or for any period notdecedent’s gross estate as a transfer with decedent in conjunction with another ascertainable without reference to thea retained life estate, a transfer taking person; and decedent’s death or for any period thateffect at death, or a revocable transfer. 2. Is also exercisable in favor of the did not in fact end before the decedent’s

With the above exceptions, property other person (in addition to being death;
subject to a power of appointment is not exercisable in favor of the decedent, the • The contract or agreement is not a
includible in the gross estate if the decedent’s creditors, the decedent’s policy of insurance on the life of the
decedent released the power completely estate, or the creditors of the decedent’s decedent.
and the decedent held no interest in or estate). These rules apply to all types of
control over the property. annuities, including pension plans,The part to include in the gross estate individual retirement arrangements, andIf the failure to exercise a general as a general power of appointment is purchased commercial annuities.power of appointment results in a lapse of figured by dividing the value of the

An annuity contract that providesthe power, the lapse is treated as a property by the number of persons
periodic payments to a person for life andrelease only to the extent that the value of (including the decedent) in favor of whom
ceases at the person’s death is notthe property that could have been the power is exercisable.
includible in the gross estate. Socialappointed by the exercise of the lapsed
Security benefits are not includible in theDate power was created. Generally, apower is more than the greater of $5,000
gross estate even if the surviving spousepower of appointment created by will isor 5% of the total value, at the time of the
receives benefits.considered created on the date of thelapse, of the assets out of which, or the

testator’s death.proceeds of which, the exercise of the An annuity or other payment that is not
lapsed power could have been satisfied. includible in the decedent’s or the

A power of appointment created by an survivor’s gross estate as an annuity mayPowers of Appointment inter vivos instrument is considered still be includible under some other
created on the date the instrument takesA power of appointment determines who applicable provision of the law. For
effect. If the holder of a power exercises itwill own or enjoy the property subject to example, see Powers of Appointment
by creating a second power, the secondthe power and when they will own or above.
power is considered as created at theenjoy it. The power must be created by

If the decedent retired before Januarytime of the exercise of the first.someone other than the decedent. It does
1, 1985, see Annuities Under Approvednot include a power created or held on
Plans on page 16 for rules that allow theproperty transferred by the decedent. Attachments exclusion of part or all of certain

A power of appointment includes all If the decedent ever possessed a power annuities.
powers which are in substance and effect of appointment, attach a certified or

Part Includiblepowers of appointment regardless of how verified copy of the instrument granting
they are identified and regardless of local the power and a certified or verified copy If the decedent contributed only part of
property laws. For example, if a settlor of any instrument by which the power was the purchase price of the contract or
transfers property in trust for the life of his exercised or released. You must file these agreement, include in the gross estate
wife, with a power in the wife to copies even if you contend that the power only that part of the value of the annuity
appropriate or consume the principal of was not a general power of appointment, receivable by the surviving beneficiary
the trust, the wife has a power of and that the property is not otherwise that the decedent’s contribution to the
appointment. includible in the gross estate. purchase price of the annuity or
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agreement bears to the total purchase 6. An annuity contract or other the requirements of section 401(a), either
price. arrangement providing for a series of at the time of the decedent’s separation

substantially equal periodic payments to from employment (whether by death orFor example, if the value of the
be made to a beneficiary for life or over a otherwise) or at the time of thesurvivor’s annuity was $20,000 and the
period of at least 36 months after the date termination of the plan (if earlier).decedent had contributed three-fourths of
of the decedent’s death under anthe purchase price of the contract, the b. A retirement annuity contract
individual retirement account, annuity, oramount includible is $15,000 (3/4 × purchased by the employer (but not by an
bond as described in section 2039(e)$20,000). employees’ trust) under a plan that, at the
(before its repeal by P.L. 98-369). time of the decedent’s separation fromExcept as provided under Annuities

employment (by death or otherwise), or atUnder Approved Plans on page 16, Payable to the decedent. An annuity or the time of the termination of the plan (ifcontributions made by the decedent’s other payment was payable to the earlier), was a plan described in sectionemployer to the purchase price of the decedent if, at the time of death, the 403(a).contract or agreement are considered decedent was in fact receiving an annuity
made by the decedent if they were made c. A retirement annuity contractor other payment, with or without an
by the employer because of the purchased for an employee by anenforceable right to have the payments
decedent’s employment. For more employer that is an organization referredcontinued.
information, see section 2039. to in section 170(b)(1)(A)(ii) or (vi), or thatRight to receive an annuity. The is a religious organization (other than aDefinitions decedent had the right to receive an trust), and that is exempt from tax underannuity or other payment if, immediatelyAnnuity. The term “annuity” includes one section 501(a).before death, the decedent had anor more payments extending over any d. Chapter 73 of Title 10 of the Unitedenforceable right to receive payments atperiod of time. The payments may be States Code.some time in the future, whether or not atequal or unequal, conditional or e. A bond purchase plan described inthe time of death the decedent had aunconditional, periodic or sporadic. section 405 (before its repeal by P.L.present right to receive payments.
Examples. The following are examples 98-369, effective for obligations issuedAnnuities Under Approvedof contracts (but not necessarily the only after December 31, 1983).
forms of contracts) for annuities that must Plans Exclusion rules for pension, etc.,be included in the gross estate. The following rules relate to whether part plans. If an annuity under an “approved

1. A contract under which the or all of an otherwise includible annuity plan” described in a–e above is
decedent immediately before death was may be excluded. These rules have been receivable by a beneficiary other than the
receiving or was entitled to receive, for repealed and apply only if the decedent executor and the decedent made no
the duration of life, an annuity with either: contributions under the plan toward the
payments to continue after death to a cost, no part of the value of the annuity,1. On December 31, 1984, was both a
designated beneficiary, if surviving the subject to the $100,000 limitation (ifparticipant in the plan and in pay status
decedent. applicable), is includible in the gross(i.e., had received at least one benefit

2. A contract under which the estate.payment on or before December 31,
decedent immediately before death was 1984), and had irrevocably elected the If the decedent made a contributionreceiving or was entitled to receive, form of the benefit before July 18, 1984; under a plan described in a–e abovetogether with another person, an annuity or toward the cost, include in the grosspayable to the decedent and the other 2. Had separated from service before estate on this schedule that proportion ofperson for their joint lives, with payments January 1, 1985, and did not change the the value of the annuity which the amountto continue to the survivor following the form of benefit before death. of the decedent’s contribution under thedeath of either. plan bears to the total amount of allThe amount excluded cannot exceed3. A contract or agreement entered contributions under the plan. The$100,000 unless either of the followinginto by the decedent and employer under remaining value of the annuity isconditions is met:which the decedent immediately before excludable from the gross estate subjectdeath and following retirement was 1. On December 31, 1982, the to the $100,000 limitation (if applicable).receiving, or was entitled to receive, an decedent was both a participant in the For the rules to determine whether theannuity payable to the decedent for life plan and in pay status (i.e., had received decedent made contributions to the plan,and after the decedent’s death to a at least one benefit payment on or before see Regulations section 20.2039.designated beneficiary, if surviving the December 31, 1982), and the decedent

IRAs and retirement bonds. Thedecedent, whether the payments after the irrevocably elected the form of the benefit
following plans are approved plans for thedecedent’s death are fixed by the contract before January 1, 1983; or
exclusion rules:or subject to an option or election 2. The decedent separated from

exercised or exercisable by the decedent. f. An individual retirement accountservice before January 1, 1983, and did
However, see Annuities Under described in section 408(a);not change the form of benefit before
Approved Plans, below. death. g. An individual retirement annuity

4. A contract or agreement entered described in section 408(b);
into by the decedent and the decedent’s Approved Plans h. A retirement bond described inemployer under which at the decedent’s Approved plans may be separated into section 409(a) (before its repeal by P.L.death, before retirement, or before the two categories: 98-369).expiration of a stated period of time, an • Pension, profit-sharing, stock bonus, Exclusion rules for IRAs andannuity was payable to a designated and other similar plans, and retirement bonds. These plans arebeneficiary, if surviving the decedent. • Individual retirement arrangements approved plans only if they provide for aHowever, see Annuities Under (IRAs), and retirement bonds. series of substantially equal periodicApproved Plans, below. Different exclusion rules apply to the payments made to a beneficiary for life, or5. A contract or agreement under two categories of plans. over a period of at least 36 months afterwhich the decedent immediately before

Pension, etc., plans. The following the date of the decedent’s death.death was receiving, or was entitled to
plans are approved plans for thereceive, an annuity for a stated period of Subject to the $100,000 limitation, if
exclusion rules:time, with the annuity to continue to a applicable, if an annuity under a “plan”

designated beneficiary, surviving the a. An employees’ trust (or under a described in f–h above is receivable by a
decedent, upon the decedent’s death and contract purchased by an employees’ beneficiary other than the executor, the
before the expiration of that period of trust) forming part of a pension, stock entire value of the annuity is excludable
time. bonus, or profit-sharing plan that met all from the gross estate even if the
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decedent made a contribution under the the distribution. For more information, see Instructions for Schedule
plan. Pub. 575, Pension and Annuity Income. If J. Funeral Expenses andthis option is available, the estate tax However, if any payment to or for an

exclusion cannot be claimed unless theaccount or annuity described in Expenses Incurred in
recipient elects to forego the “10-yearparagraph f, g, or h on page 16 was not Administering Propertyaveraging” and capital gain treatment inallowable as an income tax deduction
computing the income tax on theunder section 219 (and was not a rollover Subject to Claimsdistribution. The recipient elects to foregocontribution as described in section See the reverse side of Schedule J onthis treatment by treating the distribution2039(e) before its repeal by P.L. 98-369), Form 706.as taxable on his or her income tax returninclude in the gross estate on this
as described in Regulations sectionschedule that proportion of the value of Instructions for Schedule20.2039-4(d). The election is irrevocable.the annuity which the amount not

allowable as a deduction under section The amount excluded from the gross K. Debts of the Decedent
219 and not a rollover contribution bears estate is the portion attributable to the and Mortgages and Liensto the total amount paid to or for such employer contributions. The portion, if

You must complete and attach Scheduleaccount or annuity. For more information, any, attributable to the
K if you claimed deductions on either itemsee Regulations section 20.2039-5. employee-decedent’s contributions is
14 or item 15 of Part 5, Recapitulation.always includible. Also, you may notRules applicable to all approved plans.

compute the gross estate in accordanceThe following rules apply to all approved Income vs. estate tax deduction.
with this election unless you check “Yes”plans described in paragraphs a–h on Taxes, interest, and business expenses
to line A and attach the name, address,page 16. accrued at the date of the decedent’s
and identifying number of the recipients of death are deductible both on Schedule KIf any part of an annuity under a “plan” the lump sum distributions. See and as deductions in respect of thedescribed in a–h on page 16 is Regulations section 20.2039-4. decedent on the income tax return of thereceivable by the executor, it is generally

estate.includible in the gross estate on this How To Complete Schedule I
schedule to the extent that it is receivable If you choose to deduct medicalIn describing an annuity, give the nameby the executor in that capacity. In expenses of the decedent only on theand address of the grantor of the annuity.general, the annuity is receivable by the estate tax return, they are fully deductibleSpecify if the annuity is under anexecutor if it is to be paid to the executor as claims against the estate. If, however,approved plan.or if there is an agreement (expressed or they are claimed on the decedent’s final
implied) that it will be applied by the income tax return under section 213(c),IF . . . THEN . . .beneficiary for the benefit of the estate they may not also be claimed on the
(such as in discharge of the estate’s estate tax return. In this case, you alsothe annuity is under an state the ratio of theliability for death taxes or debts of the may not deduct on the estate tax returnapproved plan, decedent’s contribution
decedent, etc.) or that its distribution will any amounts that were not deductible onto the total purchase
be governed to any extent by the terms of the income tax return because of theprice of the annuity.
the decedent’s will or the laws of descent percentage limitations.
and distribution. the decedent was state the ratio of the Debts of the Decedentemployed at the time of decedent’s contributionIf data available to you does not

death and an annuity as to the total purchase List under “Debts of the Decedent” onlyindicate whether the plan satisfies the described in price of the annuity. valid debts the decedent owed at the timerequirements of section 401(a), 403(a), Definitions, Annuity, of death. List any indebtedness secured408(a), 408(b), or 409(a), you may obtain Example 4, on page 16, by a mortgage or other lien on property ofthat information from the IRS where the became payable to any the gross estate under the headingbeneficiary because theemployer’s principal place of business is
“Mortgages and Liens.” If the amount ofbeneficiary survived thelocated.
the debt is disputed or the subject ofdecedent,
litigation, deduct only the amount theLine A—Lump Sum
estate concedes to be a valid claim. Enteran annuity under an state the ratio of theDistribution Election

individual retirement amount paid for the the amount in contest in the columnNote: The following rules have been
account or annuity individual retirement provided.repealed and apply only if the decedent: became payable to any account or annuity that• On December 31, 1984, was both a Generally, if the claim against thebeneficiary because that was not allowable as an

participant in the plan and in pay status estate is based on a promise orbeneficiary survived the income tax deduction
(i.e., had received at least one benefit agreement, the deduction is limited to thedecedent and is payable under section 219 (other

to the beneficiary for life than a rolloverpayment on or before December 31, extent that the liability was contracted
or for at least 36 months contribution) to the total1984), and had irrevocably elected the bona fide and for an adequate and full
following the decedent’s amount paid for theform of the benefit before July 18, 1984; consideration in money or money’s worth.
death, account or annuity.or However, any enforceable claim based on

• Had separated from service before a promise or agreement of the decedent
the annuity is payable the description shouldJanuary 1, 1985, and did not change the to make a contribution or gift (such as aout of a trust or other be sufficiently completeform of benefit before death. pledge or a subscription) to or for the usefund, to fully identify it.

of a charitable, public, religious, etc.,Generally, the entire amount of any
organization is deductible to the extentlump sum distribution is included in the the annuity is payable include the duration of
that the deduction would be allowed as adecedent’s gross estate. However, under for a term of years, the term and the date
bequest under the statute that applies.this special rule, all or part of a lump sum on which it began.

distribution from a qualified (approved) Certain claims of a former spouse
the annuity is payable include the date of birthplan will be excluded if the lump sum against the estate based on the
for the life of a person of that person.distribution is included in the recipient’s relinquishment of marital rights areother than the decedent,income for income tax purposes. deductible on Schedule K. For these

If the decedent was born before 1936, claims to be deductible, all of thethe annuity is wholly or enter the amount
the recipient may be eligible to elect following conditions must be met:partially excluded from excluded under
special “10-year averaging” rules (under • The decedent and the decedent’sthe gross estate, “Description” and
repealed section 402(e)) and capital gain spouse must have entered into a writtenexplain how you

computed the exclusion.treatment (under repealed section agreement relative to their marital and
402(a)(2)) in computing the income tax on property rights.
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• The decedent and the spouse must value that was undiminished by the or depreciation in the value of securities
have been divorced before the decedent’s amount of the mortgage or lien. If the debt or other property.
death and the divorce must have is enforceable against other property of Expenses Incurred inoccurred within the 3-year period the estate not subject to the mortgage or

Administering Property Notbeginning on the date 1 year before the lien, or if the decedent was personally
Subject to Claimsagreement was entered into. It is not liable for the debt, you must include the

required that the agreement be approved full value of the property subject to the You may deduct expenses incurred in
by the divorce decree. mortgage or lien in the gross estate under administering property that is included in
• The property or interest transferred the appropriate schedule and may deduct the gross estate but that is not subject to
under the agreement must be transferred the mortgage or lien on the property on claims. You may only deduct these
to the decedent’s spouse in settlement of this schedule. expenses if they were paid before the
the spouse’s marital rights. section 6501 period of limitations forHowever, if the decedent’s estate is

You may not deduct a claim made assessment expired.not liable, include in the gross estate only
against the estate by a remainderman the value of the equity of redemption (or The expenses deductible on thisrelating to section 2044 property. Section the value of the property less the amount schedule are usually expenses incurred in2044 property is described in the of the debt), and do not deduct any the administration of a trust establishedinstructions to line 6 of Part 4, General portion of the indebtedness on this by the decedent before death. They mayInformation. schedule. also be incurred in the collection of other

Include in this schedule notes assets or the transfer or clearance of titleNotes and other obligations secured
unsecured by mortgage or other lien and to other property included in theby the deposit of collateral, such as
give full details, including name of payee, decedent’s gross estate for estate taxstocks, bonds, etc., also should be listed
face and unpaid balance, date and term purposes, but not included in theunder “Mortgages and Liens.”
of note, interest rate, and date to which decedent’s probate estate.
interest was paid before death. Include Description

The expenses deductible on thisthe exact nature of the claim as well as Include under the “Description” column schedule are limited to those that are thethe name of the creditor. If the claim is for the particular schedule and item number result of settling the decedent’s interest inservices performed over a period of time, where the property subject to the the property or of vesting good title to thestate the period covered by the claim. mortgage or lien is reported in the gross property in the beneficiaries. ExpensesExample: Edison Electric Illuminating Co., estate. incurred on behalf of the transfereesfor electric service during December
Include the name and address of the (except those described above) are not2002, $150.

mortgagee, payee, or obligee, and the deductible. Examples of deductible and
If the amount of the claim is the unpaid date and term of the mortgage, note, or nondeductible expenses are provided in

balance due on a contract for the other agreement by which the debt was Regulations section 20.2053-8.
purchase of any property included in the established. Also include the face List the names and addresses of thegross estate, indicate the schedule and amount, the unpaid balance, the rate of persons to whom each expense wasitem number where you reported the interest, and date to which the interest payable and the nature of the expense.property. If the claim represents a joint was paid before the decedent’s death. Identify the property for which theand separate liability, give full facts and

expense was incurred by indicating theexplain the financial responsibility of the Instructions for Schedule schedule and item number where theco-obligor.
property is included in the gross estate. IfL. Net Losses DuringProperty and income taxes. The you do not know the exact amount of thededuction for property taxes is limited to Administration and expense, you may deduct an estimate,the taxes accrued before the date of the provided that the amount may be verifiedExpenses Incurred indecedent’s death. Federal taxes on with reasonable certainty and will be paidincome received during the decedent’s before the period of limitations forAdministering Propertylifetime are deductible, but taxes on assessment (referred to above) expires.income received after death are not Not Subject to Claims Keep all vouchers and receipts fordeductible. You must complete Schedule L and file it inspection by the Internal Revenue

Keep all vouchers or original records with the return if you claim deductions on Service.
for inspection by the IRS. either item 18 or item 19 of Part 5,

Recapitulation.Allowable death taxes. If you elect to Instructions for Schedule
take a deduction under section 2053(d) Net Losses During M. Bequests, etc., torather than a credit under section 2011 or Administrationsection 2014, the deduction is subject to Surviving Spouse (Marital

You may deduct only those losses fromthe limitations described in section
thefts, fires, storms, shipwrecks, or other Deduction)2053(d) and its regulations. If you have
casualties that occurred during thedifficulty figuring the deduction, you may See the Form 706 itself for these
settlement of the estate. You may deductrequest a computation of it. Send your instructions.
only the amount not reimbursed byrequest within a reasonable amount of
insurance or otherwise.time before the due date of the return to Instructions for Schedule

the Commissioner of Internal Revenue, Describe in detail the loss sustained O. Charitable, Public, andWashington, DC 20224. Attach to your and the cause. If you received insurance
request a copy of the will and relevant or other compensation for the loss, state Similar Gifts and Bequests
documents, a statement showing the the amount collected. Identify the property
distribution of the estate under the for which you are claiming the loss by General
decedent’s will, and a computation of the indicating the particular schedule and You must complete Schedule O and file it
state or foreign death tax showing any item number where the property is with the return if you claim a deduction on
amount payable by a charitable included in the gross estate. item 21 of the Recapitulation.
organization. If you elect alternate valuation, do not You can claim the charitable deduction

deduct the amount by which you reducedMortgages and Liens allowed under section 2055 for the value
the value of an item to include it in theList under “Mortgages and Liens” only of property in the decedent’s gross estate
gross estate.obligations secured by mortgages or that was transferred by the decedent

other liens on property that you included Do not deduct losses claimed as a during life or by will to or for the use of
in the gross estate at its full value or at a deduction on a Federal income tax return any of the following:
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• The United States, a state, a political other reason, the Federal estate tax, the Attachments
subdivision of a state, or the District of Federal GST tax, or any other estate, If the charitable transfer was made by will,
Columbia, for exclusively public purposes; GST, succession, legacy, or inheritance attach a certified copy of the order• Any corporation or association tax is payable in whole or in part out of admitting the will to probate, in addition to
organized and operated exclusively for any bequest, legacy, or devise that would the copy of the will. If the charitable
religious, charitable, scientific, literary, or otherwise be allowed as a charitable transfer was made by any other written
educational purposes, including the deduction, the amount you may deduct is instrument, attach a copy. If the
encouragement of art, or to foster national the amount of the bequest, legacy, or instrument is of record, the copy should
or international amateur sports devise reduced by the total amount of the be certified; if not, the copy should be
competition (but only if none of its taxes. verified.
activities involve providing athletic If you elected to make installmentfacilities or equipment, unless the Valuepayments of the estate tax, and theorganization is a qualified amateur sports The valuation dates used in determininginterest is payable out of propertyorganization) and the prevention of the value of the gross estate apply alsotransferred to charity, you must reducecruelty to children and animals, as long as on Schedule O.the charitable deduction by an estimate ofno part of the net earnings benefits any the maximum amount of interest that willprivate individual and no substantial Instructions for Schedulebe paid on the deferred tax.activity is undertaken to carry on

P. Credit for Foreign Deathpropaganda, or otherwise attempt to For split-interest trusts (or pooled
influence legislation or participate in any income funds) enter in the “Amount” Taxespolitical campaign on behalf of any column the amount treated as passing to
candidate for public office; the charity. Do not enter the entire General• A trustee or a fraternal society, order or amount that passes to the trust (fund). If you claim a credit on line 16 of Part 2,association operating under the lodge

If you are deducting the value of the Tax Computation, you must completesystem, if the transferred property is to be
residue or a part of the residue passing to Schedule P and file it with the return. Youused exclusively for religious, charitable,
charity under the decedent’s will, attach a must attach Form(s) 706-CE,scientific, literary, or educational
copy of the computation showing how you Certificate of Payment of Foreignpurposes, or for the prevention of cruelty
determined the value, including any Death Tax, to support any credit youto children or animals, and no substantial
reduction for the taxes described above. claim.activity is undertaken to carry on

If the foreign government refuses topropaganda or otherwise attempt to Also include:
certify Form 706-CE, you must file itinfluence legislation, or participate in any 1. A statement that shows the values
directly with the Internal Revenue Servicepolitical campaign on behalf of any of all specific and general legacies or
as instructed on the Form 706-CE. Seecandidate for public office; devises for both charitable and
Form 706-CE for instructions on how to• Any veterans organization incorporated noncharitable uses. For each legacy or
complete the form and for a description ofby an Act of Congress or any of its devise, indicate the paragraph or section
the items that must be attached to thedepartments, local chapters, or posts, for of the decedent’s will or codicil that
form when the foreign governmentwhich none of the net earnings benefits applies. (If legacies are made to each
refuses to certify it.any private individual; or member of a class (e.g., $1,000 to each• A foreign government or its political The credit for foreign death taxes isof the decedent’s employees), show only

subdivision when the use of such property allowable only if the decedent was athe number of each class and the total
is limited exclusively to charitable citizen or resident of the United States.value of property they received.)
purposes. However, see section 2053(d) and the2. The date of birth of all life tenants

For this purpose, certain Indian tribal related regulations for exceptions andor annuitants, the length of whose lives
governments are treated as states and limitations if the executor has elected, inmay affect the value of the interest
transfers to them qualify as deductible certain cases, to deduct these taxes frompassing to charity under the decedent’s
charitable contributions. See Rev. Proc. the value of the gross estate. For awill.
2001-15, 2001-5 I.R.B. 465, as modified resident, not a citizen, who was a citizen3. A statement showing the value of
and supplemented by subsequent or subject of a foreign country for whichall property that is included in the
Revenue Procedures, for a list of the President has issued a proclamationdecedent’s gross estate but does not
qualifying Indian tribal governments. under section 2014(h), the credit ispass under the will, such as transfers,

allowable only if the country of which theYou may also claim a charitable jointly owned property that passed to the
decedent was a national allows a similarcontribution deduction for a qualifying survivor on decedent’s death, and
credit to decedents who were U.S.conservation easement granted after the insurance payable to specific
citizens residing in that country.decedent’s death under the provisions of beneficiaries.

section 2031(c)(9). 4. Any other important information The credit is authorized either by
such as that relating to any claim, not statute or by treaty. If a credit isThe charitable deduction is allowed for
arising under the will, to any part of the authorized by a treaty, whichever of theamounts that are transferred to charitable
estate (e.g., a spouse claiming dower or following is the most beneficial to theorganizations as a result of either a
curtesy, or similar rights). estate is allowed: (a) the credit computedqualified disclaimer (see Line 2,

under the treaty; (b) the credit computedQualified Disclaimer, below) or the
under the statute; or (c) the creditcomplete termination of a power to Line 2—Qualified Disclaimer
computed under the treaty, plus the creditconsume, invade, or appropriate property The charitable deduction is allowed for
computed under the statute for deathfor the benefit of an individual. It does not amounts that are transferred to charitable
taxes paid to each political subdivision ormatter whether termination occurs organizations as a result of a qualified
possession of the treaty country that arebecause of the death of the individual or disclaimer. To be a qualified disclaimer, a
not directly or indirectly creditable underin any other way. The termination must refusal to accept an interest in property
the treaty. Under the statute, the credit isoccur within the period of time (including must meet the conditions of section 2518.
authorized for all death taxes (nationalextensions) for filing the decedent’s These are explained in Regulations
and local) imposed in the foreign country.estate tax return and before the power sections 25.2518-1 through 25.2518-3. If
Whether local taxes are the basis for ahas been exercised. property passes to a charitable
credit under a treaty depends upon theThe deduction is limited to the amount beneficiary as the result of a qualified
provisions of the particular treaty.actually available for charitable uses. disclaimer, check the “Yes” box on line 2

Therefore, if under the terms of a will or and attach a copy of the written If a credit for death taxes paid in more
the provisions of local law, or for any disclaimer required by section 2518(b). than one foreign country is allowable, a
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separate computation of the credit must Item 2. Enter the value of the gross Instructions for Schedule
be made for each foreign country. The estate less the total of the deductions on Q. Credit for Tax on Priorcopies of Schedule P on which the items 20 and 21 of Part 5, Recapitulation.
additional computations are made should TransfersItem 3. Enter the value of the propertybe attached to the copy of Schedule P

situated in the foreign country that isprovided in the return. Generalsubjected to the foreign taxes and
The total credit allowable in respect to You must complete Schedule Q and file itincluded in the gross estate, less those

any property, whether subjected to tax by with the return if you claim a credit on lineportions of the deductions taken on
one or more than one foreign country, is 17 of Part 2, Tax Computation.Schedules M and O that are attributable
limited to the amount of the Federal to the property. The term “transferee” means theestate tax attributable to the property. The

decedent for whose estate this return isItem 4. Subtract line 15 of Part 2, Taxanticipated amount of the credit may be
filed. If the transferee received propertyComputation, Form 706 from line 14, Partcomputed on the return, but the credit
from a transferor who died within 10 years2, Form 706, and enter the balance atcannot finally be allowed until the foreign
before, or 2 years after, the transferee, aitem 4 of Schedule P.tax has been paid and a Form 706-CE
credit is allowable on this return for all orevidencing payment is filed. Section
part of the Federal estate tax paid by theCredit Under Treaties2014(g) provides that for credits for
transferor’s estate with respect to theforeign death taxes, each U.S. If you are reporting any items on this transfer. There is no requirement that thepossession is deemed a foreign country. return based on the provisions of a death property be identified in the estate of thetax treaty, you may have to attach aConvert death taxes paid to the foreign transferee or that it exist on the date ofstatement to this return disclosing thecountry into U.S. dollars by using the rate the transferee’s death. It is sufficient forreturn position that is treaty based. Seeof exchange in effect at the time each the allowance of the credit that theRegulations section 301.6114-1 forpayment of foreign tax is made. transfer of the property was subjected todetails. Federal estate tax in the estate of theIf a credit is claimed for any foreign
transferor and that the specified period ofdeath tax that is later recovered, see In general. If the provisions of a treaty
time has not elapsed. A credit may beRegulations section 20.2016-1 for the apply to the estate of a U.S. citizen or
allowed with respect to property receivednotice required within 30 days. resident, a credit is authorized for
as the result of the exercise orpayment of the foreign death tax or taxesLimitation Period nonexercise of a power of appointmentspecified in the treaty. Treaties with death

The credit for foreign death taxes is when the property is included in the grosstax conventions are in effect with the
limited to those taxes that were actually estate of the donee of the power.following countries: Australia, Austria,
paid and for which a credit was claimed Canada, Denmark, Finland, France, If the transferee was the transferor’swithin the later of the 4 years after the Germany, Greece, Ireland, Italy, Japan, surviving spouse, no credit is allowed forfiling of the estate tax return, or before the Netherlands, Norway, Republic of South property received from the transferor todate of expiration of any extension of time Africa, Sweden, Switzerland, and the the extent that a marital deduction wasfor payment of the Federal estate tax, or United Kingdom. allowed to the transferor’s estate for the60 days after a final decision of the Tax property. There is no credit for tax onA credit claimed under a treaty is inCourt on a timely filed petition for a prior transfers for Federal gift taxes paidgeneral computed on Schedule P in theredetermination of a deficiency. in connection with the transfer of thesame manner as the credit is computed

property to the transferee.Credit Under the Statute under the statute with the following
If you are claiming a credit for tax onFor the credit allowed by the statute, the principal exceptions:

prior transfers on Form 706-NA, youquestion of whether particular property is • The situs rules contained in the treaty
should first complete and attach thesituated in the foreign country imposing apply in determining whether property
Recapitulation from Form 706 beforethe tax is determined by the same was situated in the foreign country;
computing the credit on Schedule Q fromprinciples that would apply in determining • The credit may be allowed only for
Form 706.whether similar property of a nonresident payment of the death tax or taxes

not a U.S. citizen is situated within the specified in the treaty (but see the Section 2056(d)(3) contains specific
United States for purposes of the Federal instructions above for credit under the rules for allowing a credit for certain
estate tax. See the instructions for Form statute for death taxes paid to each transfers to a spouse who was not a U.S.
706-NA. political subdivision or possession of the citizen where the property passed outright

treaty country that are not directly or to the spouse, or to a “qualified domesticComputation of Credit Under
indirectly creditable under the treaty); trust.”the Statute • If specifically provided, the credit is PropertyItem 1. Enter the amount of the estate, proportionately shared for the tax

inheritance, legacy, and succession taxes The term “property” includes any interestapplicable to property situated outside
paid to the foreign country and its (legal or equitable) of which theboth countries, or that was deemed in
possessions or political subdivisions, transferee received the beneficialsome instances situated within both
attributable to property that is (a) situated ownership. The transferee is consideredcountries; and
in that country, (b) subjected to these the beneficial owner of property over• The amount entered at item 4 of
taxes, and (c) included in the gross which the transferee received a generalSchedule P is the amount shown on line
estate. The amount entered at item 1 power of appointment. Property does not14 of Part 2, Tax Computation, less the
should not include any tax paid to the include interests to which the transfereetotal of the amounts on lines 15 and 17 of
foreign country with respect to property received only a bare legal title, such asthe Tax Computation. (If a credit is
not situated in that country and should not that of a trustee. Neither does it includeclaimed for tax on prior transfers, it will be
include any tax paid to the foreign country an interest in property over which thenecessary to complete Schedule Q before
with respect to property not included in transferee received a power ofcompleting Schedule P.) For examples of
the gross estate. If only a part of the appointment that is not a general powercomputation of credits under the treaties,
property subjected to foreign taxes is both of appointment. In addition to interests insee the applicable regulations.
situated in the foreign country and which the transferee received the
included in the gross estate, it will be complete ownership, the credit may beComputation of credit in cases where
necessary to determine the portion of the allowed for annuities, life estates, termsproperty is situated outside both
taxes attributable to that part of the countries or deemed situated within for years, remainder interests (whether
property. Also attach the computation of both countries. See the appropriate contingent or vested), and any other
the amount entered at item 1. treaty for details. interest that is less than the complete
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ownership of the property, to the extent Section 2032A additional tax. If the Instructions for Schedules
that the transferee became the beneficial transferor’s estate elected special use R and R-1.owner of the interest. valuation and the additional estate tax of

section 2032A(c) was imposed at any Generation-SkippingMaximum Amount of the Credit time up to 2 years after the death of the Transfer TaxThe maximum amount of the credit is the decedent for whom you are filing this
smaller of: return, check the box on Schedule Q. On Introduction and Overview1. The amount of the estate tax of the lines 1 and 9 of the worksheet, include

Schedule R is used to compute thetransferor’s estate attributable to the the property subject to the additional
generation-skipping transfer (GST) taxtransferred property, or estate tax at its FMV rather than its
that is payable by the estate. Schedule2. The amount by which (a) an estate special use value. On line 10 of the
R-1 (Form 706) is used to compute thetax on the transferee’s estate determined worksheet, include the additional estate GST tax that is payable by certain trustswithout the credit for tax on prior tax paid as a Federal estate tax paid. that are includible in the gross estate.transfers, exceeds (b) an estate tax on

the transferee’s estate determined by The GST tax that is to be reported onHow To Complete the Scheduleexcluding from the gross estate the net Form 706 is imposed only on “direct skipsQ Worksheetvalue of the transfer. occurring at death.” Unlike the estate tax,
Most of the information to complete Part I which is imposed on the value of theIf credit for a particular foreign death of the worksheet should be obtained from entire taxable estate regardless of whotax may be taken under either the statute the transferor’s Form 706. receives it, the GST tax is imposed onlyor a death duty convention, and on this

on the value of interests in property,return the credit actually is taken under Line 5. Enter on line 5 the applicable wherever located, that actually pass tothe convention, then no credit for that marital deduction claimed for the certain transferees, who are referred to asforeign death tax may be taken into transferor’s estate (from the transferor’s “skip persons.”consideration in computing estate tax (a) Form 706). For purposes of Form 706, theor estate tax (b) above.
property interests transferred must beLines 10–18. Enter on these lines thePercent Allowable includible in the gross estate before theyappropriate taxes paid by the transferor’s
are subject to the GST tax. Therefore, theWhere transferee predeceased the estate. first step in computing the GST tax liabilitytransferor. If not more than 2 years
is to determine the property interestsIf the transferor’s estate elected to payelapsed between the dates of death, the
includible in the gross estate bycredit allowed is 100% of the maximum the Federal estate tax in installments,
completing Schedules A through I ofamount. If more than 2 years elapsed enter on line 10 only the total of the Form 706.between the dates of death, no credit is installments that have actually been paid

The second step is to determine whoallowed. at the time you file this Form 706. See
the skip persons are. To do this, assignRev. Rul. 83-15, 1983-1 C.B. 224, forWhere transferor predeceased the each transferee to a generation andmore details. Do not include as estate taxtransferee. The percent of the maximum determine whether each transferee is aany tax attributable to section 4980A,amount that is allowed as a credit “natural person” or a “trust” for GSTbefore its repeal by the Taxpayer Reliefdepends on the number of years that purposes.Act of 1997.elapsed between dates of death. It is

The third step is to determine whichdetermined using the following table:
Line 21. Add lines 11, 13, 15, and 16 of skip persons are transferees of “interests
Part 2, Tax Computation, of this Form 706 in property.” If the skip person is a naturalPeriod of

person, anything transferred is an interestand subtract this total from line 8 of theTime Not Percent
in property. If the skip person is a trust,Exceeding Exceeding Allowable Tax Computation. Enter the result on line
make this determination using the rules21 of the worksheet.

- - - - - 2 years 100 under Interest in property on page 22.
2 years 4 years 80 Line 26. If you computed the marital These first three steps are described in
4 years 6 years 60 deduction on this Form 706 using the detail under the main heading,
6 years 8 years 40 Determining Which Transfers Arerules that were in effect before the
8 years 10 years 20 Direct Skips.Economic Recovery Tax Act of 1981 (as

10 years - - - - - none described in the instructions to line 14 of The fourth step is to determine
Part 4 of General Information), enter on whether to enter the transfer on Schedule
line 26 the lesser of: R or on Schedule R-1. See the rulesHow To Compute the Credit

under the main heading, Dividing Direct• The marital deduction you claimed on
A Worksheet for Schedule Q is provided Skips Between Schedules R and R-1.line 20 of Part 5 of the Recapitulation; oron page 30 of these instructions to allow • 50% of the “reduced adjusted gross The fifth step is to complete Schedulesyou to compute the limits before

estate.” R and R-1 using the How To Completecompleting Schedule Q. Transfer the
instructions on page 23, for each If you computed the marital deductionappropriate amounts from the worksheet
schedule.using the unlimited marital deduction into Schedule Q as indicated on the

effect for decedents dying after 1981, forschedule. You do not need to file the Determining Which Transfers
purposes of determining the maritalworksheet with your Form 706, but should Are Direct Skipskeep it for your records. deduction for the reduced gross estate,

Effective dates. The rules below applysee Rev. Rul. 90-2, 1990-1 C.B. 170. ToCases involving transfers from two or only for the purpose of determining if adetermine the “reduced adjusted grossmore transferors. Part I of the transfer is a direct skip that should beestate,” subtract the amount on line 25 ofworksheet and Schedule Q enable you to reported on Schedule R or R-1 of Formthe Schedule Q worksheet from thecompute the credit for as many as three 706.amount on line 24 of the worksheet. Iftransferors. The number of transferors is
In general. The GST tax is effectivecommunity property is included in theirrelevant to Part II of the worksheet. If

for the estates of decedents dying afteramount on line 24 of the worksheet,you are computing the credit for more
October 22, 1986.compute the reduced adjusted grossthan three transferors, use more than one

estate using the rules of Regulationsworksheet and Schedule Q, Part I, and Irrevocable trusts. The GST tax will
section 20.2056(c)-2 and Rev. Rul.combine the totals for the appropriate not apply to any transfer under a trust that
76-311, 1976-2 C.B. 261.lines. was irrevocable on September 25, 1985,
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but only to the extent that the transfer was trust, has substantially the same effect as was married to the decedent is assigned
not made out of corpus added to the trust a trust. For example, a trust includes life to the decedent’s generation.
after September 25, 1985. An addition to estates with remainders, terms for years, 4. A relationship by adoption or
the corpus after that date will cause a and insurance and annuity contracts. half-blood is treated as a relationship by
proportionate part of future income and whole-blood.Substantially separate and
appreciation to be subject to the GST tax. 5. A person who is not assigned to aindependent shares of different
For more information, see Regulations generation according to 1, 2, 3, or 4beneficiaries in a trust are treated as
section 26.2601-1(b)(1)(ii). above is assigned to a generation basedseparate trusts.

on his or her birth date, as follows:Mental disability. If, on October 22, Interest in property. If a transfer is a. A person who was born not more1986, the decedent was under a mental made to a natural person, it is always than 121/2 years after the decedent is indisability to change the disposition of his considered a transfer of an interest in the decedent’s generation.or her property and did not regain the property for purposes of the GST tax. b. A person born more than 121/2competence to dispose of property before
If a transfer is made to a trust, a years, but not more than 371/2 years, afterdeath, the GST tax will not apply to any

person will have an interest in the the decedent is in the first generationproperty included in the gross estate
property transferred to the trust if that younger than the decedent.(other than property transferred on behalf
person either has a present right to c. A similar rule applies for a newof the decedent during life and after
receive income or corpus from the trust generation every 25 years.October 21, 1986). The GST tax will also
(such as an income interest for life) or is anot apply to any transfer under a trust to If more than one of the rules forpermissible current recipient of income orthe extent that the trust consists of assigning generations applies to acorpus from the trust (e.g., may receiveproperty included in the gross estate transferee, that transferee is generallyincome or corpus at the discretion of the(other than property transferred on behalf assigned to the youngest of thetrustee).of the decedent during life and after generations that would apply.

October 21, 1986). Skip person. A transferee who is a
If an estate, trust, partnership,natural person is a skip person if thatThe term “mental disability” means the corporation, or other entity (other thantransferee is assigned to a generationdecedent’s mental incompetence to certain charitable organizations and truststhat is two or more generations below theexecute an instrument governing the described in sections 511(a)(2) andgeneration assignment of the decedent.disposition of his or her property, whether 511(b)(2)) is a transferee, then eachSee Determining the generation of aor not there has been an adjudication of person who indirectly receives thetransferee, below.incompetence and whether or not there property interests through the entity isA transferee who is a trust is a skiphas been an appointment of any other treated as a transferee and is assigned toperson if all the interests in the propertyperson charged with the care of the a generation as explained in the above(as defined above) transferred to the trustperson or property of the transferor. rules. However, this look-through ruleare held by skip persons. Thus, wheneverIf the decedent had been adjudged does not apply for the purpose ofa non-skip person has an interest in amentally incompetent, a copy of the determining whether a transfer to a trusttrust, the trust will not be a skip personjudgment or decree must be filed with this is a direct skip.even though a skip person also has anreturn. Generation assignment whereinterest in the trust.

If the decedent had not been adjudged intervening parent is dead. A specialA trust will also be a skip person ifmentally incompetent, the executor must rule may apply in the case of the death ofthere are no interests in the propertyfile with the return a certification from a a parent of the transferee. Fortransferred to the trust held by anyqualified physician stating that in his terminations, distributions, and transfersperson, and future distributions oropinion the decedent had been mentally after December 31, 1997, the existing ruleterminations from the trust can be madeincompetent at all times on and after that applied to grandchildren of theonly to skip persons.October 22, 1986, and that the decedent decedent has been extended to apply to
Non-skip person. A non-skip person ishad not regained the competence to other lineal descendants.
any transferee who is not a skip person.modify or revoke the terms of the trust or If property is transferred to anwill prior to his death or a statement as to Determining the generation of a individual who is a descendant of a parentwhy no such certification may be obtained transferee. Generally, a generation is of the transferor, and that individual’sfrom a physician. determined along family lines as follows: parent (who is a lineal descendant of the

Direct skip. The GST tax reported on 1. Where the beneficiary is a lineal parent of the transferor) is dead at the
Form 706 and Schedule R-1 (Form 706) descendant of a grandparent of the time the transfer is subject to gift or estate
is imposed only on direct skips. For decedent (e.g., the decedent’s cousin, tax, then for purposes of generation
purposes of Form 706, a direct skip is a niece, nephew, etc.), the number of assignment, the individual is treated as if
transfer that is: generations between the decedent and he or she is a member of the generation

the beneficiary is determined by that is one generation below the lower of:1. Subject to the estate tax,
subtracting the number of generations • the transferor’s generation, or2. Of an interest in property, and
between the grandparent and the • the generation assignment of the3. To a skip person.
decedent from the number of generations youngest living ancestor of the individual,All three requirements must be met between the grandparent and the who is also a descendant of the parent ofbefore the transfer is subject to the GST beneficiary. the transferor.tax. A transfer is subject to the estate tax 2. Where the beneficiary is a lineal The same rules apply to theif you are required to list it on any of descendant of a grandparent of a spouse generation assignment of any descendantSchedules A through I of Form 706. To (or former spouse) of the decedent, the of the individual.determine if a transfer is of an interest in number of generations between the This rule does not apply to a transferproperty and to a skip person, you must decedent and the beneficiary is to an individual who is not a linealfirst determine if the transferee is a determined by subtracting the number of descendant of the transferor if thenatural person or a trust as defined generations between the grandparent and transferor has any living linealbelow. the spouse (or former spouse) from the descendants.Trust. For purposes of the GST tax, a number of generations between the

trust includes not only an explicit trust (as grandparent and the beneficiary. If any transfer of property to a trust
defined in Special rule for trusts other 3. A person who at any time was would have been a direct skip except for
than explicit trusts (on page 23)), but married to a person described in 1 or 2 this generation assignment rule, then the
also any other arrangement (other than above is assigned to the generation of rule also applies to transfers from the
an estate) which, although not explicitly a that person. A person who at any time trust attributable to such property.
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Charitable organizations. Charitable they are to be reported on Schedule more. Otherwise, it should be reported on
organizations and trusts described in R-1. Schedule R.
sections 511(a)(2) and 511(b)(2) are Similarly, if an annuity is includible onUnder section 2603(a)(2), the GST taxassigned to the decedent’s generation. Schedule I and its survivor benefits areon direct skips from a trust (as defined forTransfers to such organizations are payable to a beneficiary who is a skipGST tax purposes on page 22) is to betherefore not subject to the GST tax. person, then the estate tax value of thepaid by the trustee and not by the estate.

annuity should be reported as a directCharitable remainder trusts. Schedule R-1 serves as a notification
skip on Schedule R-1 if the total tentativeTransfers to or in the form of charitable from the executor to the trustee that a
maximum direct skips from the entityremainder annuity trusts, charitable GST tax is due.
paying the annuity is $250,000 or more.remainder unitrusts, and pooled income For a direct skip to be reportable onfunds are not considered made to skip Executor as trustee. If any of theSchedule R-1, the trust must be includiblepersons and, therefore, are not direct executors of the decedent’s estate arein the decedent’s gross estate.skips even if all of the life beneficiaries trustees of the trust, then all direct skips

If the decedent was the survivingare skip persons. with respect to that trust must be shown
spouse life beneficiary of a marital on Schedule R and not on Schedule R-1Estate tax value. Estate tax value is the
deduction power of appointment (or even if they would otherwise have beenvalue shown on Schedules A through I of
QTIP) trust created by the decedent’s required to be shown on Schedule R-1.this Form 706.
spouse, then transfers caused by reason This rule applies even if the trust has

Examples. The rules above can be of the decedent’s death from that trust to other trustees who are not executors of
illustrated by the following examples: skip persons are direct skips required to the decedent’s estate.

be reported on Schedule R-1.1. Under the will, the decedent’s
How To Complete Schedules Rhouse is transferred to the decedent’s If a direct skip is made “from a trust” and R-1daughter for her life with the remainder under these rules, it is reportable on

passing to her children. This transfer is Valuation. Enter on Schedules R andSchedule R-1 even if it is also made “to a
made to a “trust” even though there is no R-1 the estate tax value of the propertytrust” rather than to an individual.
explicit trust instrument. The interest in interests subject to the direct skips. If youSimilarly, if property in a trust (asthe property transferred (the present right elected alternate valuation (section 2032)defined for GST tax purposes on pageto use the house) is transferred to a and/or special use valuation (section22) is included in the decedent’s grossnon-skip person (the decedent’s 2032A), you must use the alternate and/estate under section 2035, 2036, 2037,daughter). Therefore, the trust is not a or special use values on Schedules R and2038, 2039, 2041, or 2042 and suchskip person because there is an interest R-1.property is, by reason of the decedent’sin the transferred property that is held by

death, transferred to skip persons, the How To Complete Schedule Ra non-skip person. The transfer is not a
transfers are direct skips required to bedirect skip. Part 1—GST exemption reconciliation.reported on Schedule R-1.2. The will bequeaths $100,000 to the Part 1, line 6 of both Parts 2 and 3, anddecedent’s grandchild. This transfer is a Special rule for trusts other than line 4 of Schedule R-1 are used todirect skip that is not made in trust and explicit trusts. An explicit trust is a allocate the decedent’s GST exemption.should be shown on Schedule R. trust as defined in Regulations section This allocation is made by filing Form3. The will establishes a trust that is 301.7701-4(a) as “an arrangement 706. Once made, the allocation isrequired to accumulate income for 10 created by a will or by an inter vivos irrevocable. You are not required toyears and then pay its income to the declaration whereby trustees take title to allocate all of the decedent’s GSTdecedent’s grandchildren for the rest of property for the purpose of protecting or exemption. However, the portion of thetheir lives and, upon their deaths, conserving it for the beneficiaries under exemption that you do not allocate will bedistribute the corpus to the decedent’s the ordinary rules applied in chancery or allocated by the IRS under the deemedgreat-grandchildren. Because the trust probate courts.” Direct skips from explicit allocation at death rules of sectionhas no current beneficiaries, there are no trusts are required to be reported on 2632(e).present interests in the property Schedule R-1 regardless of their size The amount of the GST exemption istransferred to the trust. All of the persons unless the executor is also a trustee (see indexed to inflation for transfers madeto whom the trust can make future below). after 1998. For generation-skippingdistributions (including distributions upon

Direct skips from trusts that are trusts transfers made through 1998, the amountthe termination of interests in property
for GST tax purposes but are not explicit of the exemption is $1 million. Theheld in trust) are skip persons (i.e., the
trusts are to be shown on Schedule R-1 amount of each inflation adjustment candecedent’s grandchildren and
only if the total of all tentative maximum only be allocated to transfers made (orgreat-grandchildren). Therefore, the trust
direct skips from the entity is $250,000 or appreciation that occurred) during or afteritself is a skip person and you should
more. If this total is less than $250,000, the year of the increase.show the transfer on Schedule R.
the skips should be shown on Schedule4. The will establishes a trust that is to For example, the exemption for 1999
R. For purposes of the $250,000 limit,pay all of its income to the decedent’s was $1,010,000. This $10,000 increase
“tentative maximum direct skips” is thegrandchildren for 10 years. At the end of over the 1998 exemption can only be
amount you would enter on line 5 of10 years, the corpus is to be distributed to allocated to transfers made or
Schedule R-1 if you were to file thatthe decedent’s children. All of the present appreciation that occurred during or after
schedule.interests in this trust are held by skip 1999. For generation- skipping transfers

persons. Therefore, the trust is a skip made in 2000, 2001, 2002, and 2003, theA liquidating trust (such as a
person and you should show this transfer applicable exemption amounts arebankruptcy trust) under Regulations
on Schedule R. You should show the $1,030,000, $1,060,000, $1,100,000, andsection 301.7701-4(d) is not treated as an
estate tax value of all the property 1,120,000 respectively. The IRS willexplicit trust for the purposes of this
transferred to the trust even though the announce future exemption amounts inspecial rule.
trust has some ultimate beneficiaries who an annual revenue procedure.If the proceeds of a life insuranceare non-skip persons. The following example shows thepolicy are includible in the gross estate

application of this rule.and are payable to a beneficiary who is aDividing Direct Skips Between skip person, the transfer is a direct skip Example. In 2000, G made a direct
Schedules R and R-1 from a trust that is not an explicit trust. It skip of $1,030,000 and applied her full
Report all generation-skipping should be reported on Schedule R-1 if the $1,030,000 of GST exemption to the
transfers on Schedule R unless the total of all the tentative maximum direct transfer. G made a $60,000 taxable direct
rules below specifically provide that skips from the company is $250,000 or skip in 2001 and another $10,000 in
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Line 9, column E—trust’s inclusion2002. For 2001, G can only apply a inclusion ratio. Line 9 is a Notice of
ratio. The trustee must know the trust’s$30,000 exemption ($30,000 inflation Allocation for allocating the GST
inclusion ratio to figure the trust’s GST taxadjustment from 2001) to the $60,000 exemption to trusts as to which the
for future distributions and terminations.transfer in 2001. For 2002, G can apply decedent is the transferor and from which
You are not required to inform the trustee$10,000 of the $40,000 inflation a generation-skipping transfer could occur
of the inclusion ratio and may not haveadjustment for 2002 to the $10,000 after the decedent’s death.
enough information to compute it.transfer in 2002, but nothing to the If line 9 is not completed, the deemed Therefore, you are not required to maketransfer made in 2001. At the end of allocation at death rules will apply to an entry in column E. However, column E2002, G would have $30,000 of unused allocate the decedent’s remaining unused and the worksheet on page 24 areexemption that she can apply to future GST exemption, first to property that is provided to assist you in computing thetransfers (or appreciation) starting in the subject of a direct skip occurring at inclusion ratio for the trustee if you wish to2003. the decedent’s death, and then to trusts do so.Special QTIP election. In the case of as to which the decedent is the transferor.

property for which a marital deduction is You should inform the trustee of theIf you wish to avoid the application of the
allowed to the decedent’s estate under amount of the GST exemption youdeemed allocation rules, you should enter
section 2056(b)(7) (QTIP election), allocated to the trust. Line 9, columns Con line 9 every trust (except certain trusts
section 2652(a)(3) allows you to treat and D may be used to compute thisentered on Schedule R-1, as described
such property for purposes of the GST tax amount for each trust.below) to which you wish to allocate any
as if the election to be treated as qualified part of the decedent’s GST exemption. This worksheet will compute an
terminable interest property had not been Unless you enter a trust on line 9, the accurate inclusion ratio only if the
made. unused GST exemption will be allocated decedent was the only settlor of the trust.

to it under the deemed allocation rules.The 2652(a)(3) election must include You should use a separate worksheet for
the value of all property in the trust for each trust (or separate share of a trustIf a trust is entered on Schedule R-1,
which a QTIP election was allowed under that is treated as a separate trust).the amount you entered on line 4 of
section 2056(b)(7). Schedule R-1 serves as a Notice of

WORKSHEET (inclusion ratio forIf a section 2652(a)(3) election is Allocation and you need not enter the
trust):made, then the decedent will for GST tax trust on line 9 unless you wish to allocate

purposes be treated as the transferor of more than the Schedule R-1, line 4
1 Total estate and gift tax value of all ofall the property in the trust for which a amount to the trust. However, you must

the property interests that passed tomarital deduction was allowed to the enter the trust on line 9 if you wish to
the trust . . . . . . . . . . . . . . . . . . . . .decedent’s estate under section allocate any of the unused GST

2 Estate taxes, state death taxes, and2056(b)(7). In this case, the executor of exemption amount to it. Such an
other charges actually recovered fromthe decedent’s estate may allocate part or additional allocation would not ordinarily the trust . . . . . . . . . . . . . . . . . . . . .all of the decedent’s GST exemption to be appropriate in the case of a trust 3 GST taxes imposed on direct skips tothe property. entered on Schedule R-1 when the trust skip persons other than this trust and

property passes outright (rather than toYou make the election simply by listing borne by the property transferred to
another trust) at the decedent’s death.qualifying property on line 9 of Part 1. this trust . . . . . . . . . . . . . . . . . . . . .
However, where section 2032A property 4 GST taxes actually recovered from thisLine 2. These allocations will have
is involved it may be appropriate to trust (from Schedule R, Part 2, line 8 orbeen made either on Forms 709 filed by
allocate additional exemption amounts to Schedule R-1, line 6) . . . . . . . . . . . .the decedent or on Notices of Allocation
the property. See the instructions for line 5 Add lines 2–4 . . . . . . . . . . . . . . . . .made by the decedent for inter vivos
10.transfers that were not direct skips but to 6 Subtract line 5 from line 1 . . . . . . . . .Note: To avoid application of the deemedwhich the decedent allocated the GST

7 Add columns C and D of line 9 . . . . . .allocation rules, Form 706 and Scheduleexemption. These allocations by the
8 Divide line 7 by line 6 . . . . . . . . . . . .R should be filed to allocate thedecedent are irrevocable.
9 Trust’s inclusion ratio. Subtract line 8exemption to trusts that may later haveAlso include on this line allocations from 1.000 . . . . . . . . . . . . . . . . . . .taxable terminations or distributions underdeemed to have been made by the

section 2612 even if the form is notdecedent under the rules of section 2632.
Line 10—Special use allocation.required to be filed to report estate orUnless the decedent elected out of the

For skip persons who receive an interestGST tax.deemed allocation rules, allocations are
in section 2032A special use property,deemed to have been made in the Line 9, column C. Enter the GST
you may allocate more GST exemptionfollowing order: exemption included on lines 2 through 6
than the direct skip amount to reduce theof Part 1 of Schedule R, and discussed1. To inter vivos direct skips, and additional GST tax that would be dueabove, that was allocated to the trust.2. Beginning with transfers made after when the interest is later disposed of or

December 31, 2000, to lifetime transfers Line 9, column D. Allocate the qualified use ceases. See Schedule A-1
to certain trusts, by the decedent, that amount on line 8 of Part l of Schedule R of this Form 706 for more details about
constituted indirect skips that were in line 9, column D. This amount may be this additional GST tax.
subject to the gift tax. allocated to transfers into trusts that are

Enter on line 10 the total additionalnot otherwise reported on Form 706. ForFor more information, see section GST exemption you are allocating to allexample, the line 8 amount may be2632. skip persons who received any interest inallocated to an inter vivos trustLine 3. Make an entry on this line if section 2032A property. Attach a specialestablished by the decedent during his oryou are filing Form(s) 709 for the use allocation schedule listing each suchher lifetime and not included in the grossdecedent and wish to allocate any skip person and the amount of the GSTestate. This allocation is made byexemption. exemption allocated to that person.identifying the trust on line 9 and making
Lines 4, 5, and 6. These lines an allocation to it using column D. If the If you do not allocate the GST

represent your allocation of the GST trust is not included in the gross estate, exemption, it will be automatically
exemption to direct skips made by reason value the trust as of the date of death. allocated under the deemed allocation at
of the decedent’s death. Complete Parts You should inform the trustee of each death rules. To the extent any amount is
2 and 3 and Schedule R-1 before trust listed on line 9 of the total GST not so allocated it will be automatically
completing these lines. exemption you allocated to the trust. The allocated (under regulations to be

Line 9. Line 9 is used to allocate the trustee will need this information to published) to the earliest disposition or
remaining unused GST exemption (from compute the GST tax on future cessation that is subject to the GST tax.
line 8) and to help you compute the trust’s distributions and terminations. Under certain circumstances, post-death
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events may cause the decedent to be participation by the decedent or aSchedule T. Qualified
treated as a transferor for purposes of member of the decedent’s family in theFamily-Owned BusinessChapter 13. business to which the ownership interest

relates.Interest DeductionLine 10 may be used to set aside an
Qualified Family-Ownedexemption amount for such an event. You Under section 2057, you may elect to

must attach a schedule listing each such deduct the value of certain family-owned Business Interest
event and the amount of exemption business interests from the gross estate.

In general. To qualify for the deduction,allocated to that event. You make the election by filing Schedule
the business interest must be either anT, attaching all required statements, andParts 2 and 3. Use Part 2 to compute the interest as a proprietor in a trade ordeducting the value of the qualifyingGST tax on transfers in which the business carried on as a proprietorship,business interests on Part 5,property interests transferred are to bear or an interest in an entity carrying on aRecapitulation, page 3, at item 22. Youthe GST tax on the transfers. Use Part 3 trade or business in which:can only deduct the value of property thatto report the GST tax on transfers in • At least 50% of the entity is owned byyou have also reported on Schedule A, B,which the property interests transferred the decedent or members of theC, E, F, G, or H of Form 706.do not bear the GST tax on the transfers. decedent’s family;

The amount of the deduction cannot • At least 70% of the entity is owned bySection 2603(b) requires that unless exceed the lesser of: members of two families, and at leastthe governing instrument provides • The adjusted value of the qualified 30% is owned by the decedent orotherwise, the GST tax is to be charged family-owned business interests (QFOBI) members of the decedent’s family; orto the property constituting the transfer. of the decedent otherwise includible in the • At least 90% of the entity is owned byTherefore, you will usually enter all of the gross estate, or members of three families, and at leastdirect skips on Part 2. • $675,000. 30% is owned by the decedent or
members of the decedent’s family.You may enter a transfer on Part 3 Coordination with unified credit.

In all cases, ownership may be eitheronly if the will or trust instrument directs, The sum of the QFOBI deduction and the
direct or indirect.by specific reference, that the GST tax is applicable exclusion amount cannot

not to be paid from the transferred exceed $1.3 million. Thus, if the Ownership rules. Ownership of the
property interests. maximum QFOBI deduction of $675,000 business interest may either be direct, or

is claimed, the applicable exclusion indirect through a corporation,Part 2—Line 3. Enter zero on this line amount would be limited to $625,000, and partnership, or a trust. An interest owned,unless the will or trust instrument the credit entered on line 9 of Part 2 - Tax directly or indirectly, by or for such anspecifies that the GST taxes will be paid Computation, would be $202,050. entity is considered ownedby property other than that constituting
proportionately by or for the entity’sIf the amount of the QFOBI deductionthe transfer (as described above). Enter
shareholders, partners, or beneficiaries. Ais less than $675,000, increase theon line 3 the total of the GST taxes shown
person is the beneficiary of a trust only ifapplicable exclusion amount by theon Part 3 and Schedule(s) R-1 that are
he or she has a present interest in thedifference between $675,000 and thepayable out of the property interests
trust.amount of the QFOBI deduction (but notshown on Part 2, line 1.

to exceed the maximum applicable Corporations. Ownership of a
Part 2—Line 6. Do not enter more than exclusion amount in effect for the year of corporation is determined by holding
the amount on line 5. Additional death). stock that has the appropriate percentage
allocations may be made using Part 1. of the total combined voting power of allFor example, if the estate of a

classes of stock entitled to vote and thePart 3—Line 3. See the instructions to decedent dying in 2003 claimed a QFOBI
appropriate percentage of the total valuePart 2, line 3, above. Enter only the total deduction of $665,000, the applicable
of shares of all classes of stock.of the GST taxes shown on Schedule(s) exclusion amount for the estate would be

R-1 that are payable out of the property Partnerships. Ownership of a$635,000 (($675,000 − 665,000) +
interests shown on Part 3, line 1. partnership is based on owning the625,000). But if the QFOBI deduction was

appropriate percentage of the capital$200,000, the applicable exclusionPart 3—Line 6. See the instructions to interest in the partnership.amount would be $1,000,000, thePart 2, line 6, above.
maximum for 2003. Tiered entities. For the purpose of

determining ownership of a businessHow To Complete Schedule R-1 General Requirements under section 2057, if the decedent, a
Filing due date. Enter the due date of Business interests may qualify for the member of the decedent’s family, any
Schedule R, Form 706. You must send exclusion if the following requirements are qualified heir, or any member of the
the copies of Schedule R-1 to the met: qualified heir’s family owns an interest in
fiduciary by this date. • The decedent was a citizen or resident a business, and by reason of that

of the United States at the date of death. ownership the person is treated asLine 4. Do not enter more than the • The business interests are includible in owning an interest in any other business,amount on line 3. If you wish to allocate
the gross estate. the ownership interest in the otheran additional GST exemption, you must • The interests must have passed to or business is disregarded in determininguse Schedule R, Part 1. Making an entry
been acquired by a qualified heir from the the ownership interest in the firston line 4 constitutes a Notice of Allocation
decedent. business. Likewise, you must apply theof the decedent’s GST exemption to the • The adjusted value of the qualified ownership rules separately in determiningtrust.
family-owned business interests must ownership of the other business.

Line 6. If the property interests entered exceed 50% of the adjusted gross estate
Limitationson line 1 will not bear the GST tax, (see below for a discussion of these

multiply line 6 by 49% (.49). terms). “Qualified family-owned business
• The interest must be in a trade or interests” shall not include the following:Signature. The executor(s) must sign business that has its principal place of • Any interest in a trade or business if itsSchedule R-1 in the same manner as business in the United States. principal place of business is locatedForm 706. See Signature and • The business interest was owned by outside the United States.Verification on page 2. the decedent or a member of the • Any interest in an entity if the stock or

Filing Schedule R-1. Attach to Form 706 decedent’s family during 5 of the 8 years debt of the entity (or a controlled group of
one copy of each Schedule R-1 that you before the decedent’s death. which the entity is a member) was readily
prepare. Send two copies of each • For 5 of the 8 years before the tradable on an established securities
Schedule R-1 to the fiduciary. decedent’s death, there was material market or secondary market at any time
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within 3 years of the date of the Line 8aInterests Acquired From the
decedent’s death. Enter the amount of any indebtednessDecedent
• Any interest in a trade or business that is both:An interest in a business is considered to
(excluding banks and domestic building • Included on line 7, andhave been acquired from or to have
and loan associations) if more than 35% • Indebtedness on a residence of thepassed from the decedent if one or more
of its adjusted ordinary gross income for decedent that qualifies for the mortgageof the following apply:
the taxable year that includes the date of interest deduction under section• The interest is considered to have been
the decedent’s death would qualify as 163(h)(3).acquired from or to have passed from the
personal holding company income (as decedent under section 1014(b) (relating Line 8bdefined in section 2057(e)(2)(C)) if such to basis of property acquired from a
trade or business was a corporation. Enter the amount of any indebtedness:decedent). • That is included on line 7, and• The portion of an interest in a trade or • The interest is acquired by any person • The proceeds of which were used tobusiness that is attributable to: from the estate.

pay educational or medical expenses of1. Cash and/or marketable securities • The interest is acquired by any person
the decedent, the decedent’s spouse, orin excess of the reasonably expected from a trust, to the extent the property is
the decedent’s dependents.day-to-day working capital needs, and includible in the gross estate.

2. Any other assets (other than assets Line 8cMaterial Participationheld in the active conduct of a bank or Enter the amount of any otherTo make the section 2057 election, eitherdomestic building and loan) that produce indebtedness included on line 7 but notthe decedent or a member of theor are held for the production of personal on lines 8a or 8b, but do not enter moredecedent’s family must have materiallyholding company income and most types than $10,000.participated in the trade or business toof foreign personal holding company
which the ownership interest relates for atincome. See section 2057(e)(2)(D) for Line 11a
least 5 of the 8 years ending on the datemore information. Enter on this line the amount of gifts, ifof the decedent’s death. any, that were:

Net cash lease. If the decedent leased The existence of material participation • Included on line 4 of Part 2, page 1,
property on a net cash basis to a member is a factual determination, and the types Form 706;
of the decedent’s family, income from the of activities and financial risks that will • Of qualified family-owned business
lease is not considered personal holding support a finding of material participation interests;
company income for this purpose, and the will vary with the mode of ownership. No • From the decedent to members of the
property is not considered asset single factor is determinative of the decedent’s family other than the
producing or held for the production of presence of material participation, but decedent’s spouse; and
personal holding company income. physical work and participation in • Continuously held by such members of
However, if the income or property would management decisions are the principal the decedent’s family from the date of the
have been personal holding company factors to be considered. Passively gift to the date of the decedent’s death.
income or property if the decedent had collecting rents, salaries, draws,
engaged directly in the activities of the Line 11bdividends, or other income from the trade
lessee, then this net cash lease rule does or business does not constitute material Enter the amount, if any, of gifts that
not apply. participation. Neither does merely would have been included on line 11a

advancing capital and reviewing business except that they were excluded under the
Qualified Heir plans and financial reports each business gift tax annual exclusion of section

year. 2503(b).A person is a qualified heir of property if
he or she is a member of the decedent’s For more information on material Line 13a
family and acquired or received the participation, see page 8 of these

Enter the amount from item 12, Part 5,interest from the decedent. instructions and Regulations section
Recapitulation.20.2032A-3.

If a qualified heir disposes of any Line 13eSpecific Instructionsqualified family-owned business interest
Enter any amounts (other than qualifiedto any member of his or her family, that Line 4 family-owned business interests and deperson will then be treated as the
minimis amounts) transferred from theIf any qualified heir is not a U.S. citizen,qualified heir with respect to that interest.
decedent to the decedent’s spousethe ownership interest he or she receives
(determined at the time of the transfer)must pass, be acquired, or be held in aThe term member of the family
and within 10 years of the date of thequalified trust. See section 2057(g) forincludes only:
decedent’s death. At the time this formdetails. If any qualified heir listed on line 4• An ancestor (parent, grandparent, etc.)
went to print, the IRS had not issuedis not a U.S. citizen, indicate along withof the individual;
guidelines on what constitutes a detheir address “citizen of _______,” filling• The spouse of the individual; minimis amount.in the appropriate country.• The lineal descendent (child, stepchild,

grandchild, etc.) of the individual, the Line 13fLine 5
individual’s spouse, or a parent of the Enter the amount of any other gifts:List on line 5 all qualified family-owned
individual; and • That are not included on lines 13d orbusiness interests included in the gross• The spouse, widow, or widower of any 13e;estate, even if they will not be included in
lineal descendent described above. • That were from the decedent;the deduction because, for example, they

A legally adopted child of an individual • That were made within 3 years of thepass to the surviving spouse and are
is treated as a child of that individual by date of the decedent’s death; anddeducted on Schedule M rather than
blood. • That were not both gifts to members ofSchedule T (see the instructions for line

the decedent’s family and excluded under15 on page 27).
For the purpose of this deduction, the annual gift tax exclusion of sectionLine 7qualified heir also includes any active 2503(b).

employee of the trade or business to Enter on line 7 the amount, if any,
Line 13hwhich the qualified family-owned business deductible from the gross estate as

interest relates if the employee has been claims against the estate or indebtedness Enter the amounts, if any, from lines 13d,
employed by the trade or business for a of the estate reported elsewhere on this 13e, or 13f, that are otherwise included in
period of at least 10 years before the date Form 706. Do not include funeral or the gross estate (e.g., under section
of the decedent’s death. administrative expenses on this line. 2035).
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completing Schedule U by entering • To a qualified organization; andLine 15
amounts on lines 4, 7, and 15 through 20, • Exclusively for conservation purposes.The interests listed on line 5 (see page
following the instructions below for those26) are used to qualify the estate for the Qualified real property interest. The
lines. At the top of Schedule U, writesection 2057 deduction. You may choose, term qualified real property interest
‘‘worksheet attached.’’ Attach thehowever, not to deduct on Schedule T all means any of the following:
worksheet to the return.of the trade or business interests that are • The entire interest of the donor, other

listed on line 5. For example, if a trade or Under section 2031(c), you may elect than a qualified mineral interest;
business interest that is a qualified to exclude a portion of the value of land • A remainder interest; or
family-owned business interest passes to that is subject to a qualified conservation • A restriction granted in perpetuity on
the surviving spouse and you choose to easement. You make the election by filing the use that may be made of the real
deduct it on Schedule M, you may not Schedule U with all of the required property. The restriction must include a
deduct on Schedule T the part of its value information and excluding the applicable prohibition on more than a de minimis use
deducted on Schedule M. Or, you may value of the land that is subject to the for commercial recreational activity.
simply choose not to include a particular easement on Part 5, Recapitulation, page Qualified organization. Qualifiedtrade or business interest in the section 3, at item 11. To elect the exclusion, you organizations include:2057 election. must include on Schedule A, B, E, F, G, • The United States, a possession of theor H, as appropriate, the decedent’sReport on line 15 only the value of United States, a state (or the District ofinterest in the land that is subject to thethose trade or business interests listed on Columbia), or a political subdivision ofexclusion. You must make the election online 5 for which you are making the them, as long as the gift is for exclusivelya timely filed Form 706, includingsection 2057 election. public purposes.extensions. • A domestic entity that meets the Also, you must reduce the amount of

For the estates of decedents dying in general requirements for qualifying as athe Schedule T deduction by the amount
2003, the exclusion is the lesser of: charity under section 170(c)(2) and thatof any Federal estate or GST tax and any
• The applicable percentage of the value generally receives a substantial amountstate inheritance taxes paid out of, and
of land (after certain reductions) subject of its support from a government unit orany other deductions claimed with respect
to a qualified conservation easement, or from the general public.to, the interests that you elect to deduct
• $500,000. • Any entity that qualifies under sectionon Schedule T.

Once made, the election is irrevocable. 170(h)(3)(B). Provide the following information on
an attached statement: Conservation purpose. The termGeneral Requirements
• Identify each trade or business interest conservation purpose means:
from line 5 for which you are making the • The preservation of land areas forQualified Land
section 2057 election and the amount outdoor recreation by, or the education of,Land may qualify for the exclusion if all of
being deducted. the public;the following requirements are met:• Specify the amount, if any, of the • The protection of a relatively natural• The decedent or a member of the
interests for which you are making the habitat of fish, wildlife, or plants, or adecedent’s family must have owned the
election that is deducted on Schedule M. similar ecosystem; orland for the 3-year period ending on the• List for each trade or business interest • The preservation of open spacedate of the decedent’s death.
the type and amount of any taxes paid out (including farmland and forest land)• No later than the date the election is
of that interest. where such preservation is for the scenicmade, a qualified conservation easement• List for each trade or business interest enjoyment of the general public, oron the land has been made by the
the type and amount of any other pursuant to a clearly delineated Federal,decedent, a member of the decedent’s
deductions claimed with respect to that state, or local conservation policy and willfamily, the executor of the decedent’s
interest. yield a significant public benefit.estate, or the trustee of a trust that holds

If there are no such reductions, enter the land. Specific Instructionsthe amount from line 10 on line 15. • The land is located in the United States
or one of its possessions. Line 1Schedule U. Qualified
Member of Family If the land is reported as one or more itemConservation Easement numbers on a Form 706 schedule, simplyMembers of the decedent’s family include

list the schedule and item numbers. If thethe decedent’s spouse; ancestors; linealExclusion
land subject to the easement comprisesdescendants of the decedent, of the
only part of an item, however, list thedecedent’s spouse, and of the parents ofIf at the time of the contribution of
schedule and item number and describethe decedent; and the spouse of anythe conservation easement, the
the part subject to the easement. See thelineal descendant. A legally adopted childvalue of the easement, the valueCAUTION

!
instructions for Schedule A, Real Estate,of an individual is considered a child ofof the land subject to the easement, or
in the Form 706 itself, for information onthe individual by blood.the value of any retained development
how to describe the land.right, was different than the estate tax Indirect Ownership of Landvalue, you must complete a separate Line 3The qualified conservation easementcomputation in addition to completing
Using the general rules for describing realexclusion applies if the land is ownedSchedule U.
estate, provide enough information so theindirectly through a partnership,Use a copy of Schedule U as a IRS can value the easement. Give thecorporation, or trust, if the decedentworksheet for this separate computation. date the easement was granted and byowned (directly or indirectly) at least 30%Complete lines 4 through 14 of the whom it was granted.of the entity. For the rules on determiningworksheet schedule U. However, the ownership of an entity, see the Schedulevalue you use on lines 4, 5, 7, and 10, of Line 4T instructions under the main heading,the worksheet is the value for these items Enter on this line the gross value at whichQualified Family-Owned Businessas of the date of the contribution of the the land was reported on the applicableInterest.easement, not the estate tax value. If the asset schedule on this Form 706. Do not

date of contribution and the estate tax Qualified Conservation Easement reduce the value by the amount of any
values are the same, you do not need to A qualified conservation easement is one mortgage outstanding. Report the estate
do a separate computation. that would qualify as a qualified tax value even if the easement was

After completing the worksheet, enter conservation contribution under section granted by the decedent (or someone
the amount from line 14 of the worksheet 170(h). It must be a contribution: other than the decedent) prior to the
on line 14 of Schedule U. Finish • Of a qualified real property interest; decedent’s death.
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Note: If the value of the land reported on 5. A clear statement of consent that is You must reduce the reported value of
line 4 was different at the time the binding on all parties under applicable the easement by the amount of any
easement was contributed than that local law: consideration received for the easement.
reported on Form 706, see the Caution at If the date of death value of the easementa. To take whatever action is
the beginning of the Schedule U is different from the value at the time thenecessary to permanently extinguish the
instructions. consideration was received, you mustretained development rights listed in the

reduce the value of the easement by theagreement; andLine 5 same proportion that the considerationb. To be personally liable for
The amount on line 5 should be the date received bears to the value of theadditional taxes under IRC section
of death value of any qualifying easement at the time it was granted. For2031(c)(5)(C) if this agreement is not
conservation easements granted prior to example, assume the value of theimplemented by the earlier of:
the decedent’s death, whether granted by easement at the time it was granted was•  The date that is 2 years after the datethe decedent or someone other than the $100,000 and $10,000 was received inof the decedent’s death, ordecedent, for which the exclusion is being consideration for the easement. If the•  The date of sale of the land subjectelected. easement was worth $150,000 at the dateto the qualified conservationNote: If the value of the easement of death, you must reduce the value ofeasement.reported on line 5 was different at the the easement by $15,000 ($10,000/6. A statement that in the event thistime the easement was contributed than $100,000 × $150,000) and report theagreement is not timely implemented, thatat the date of death, see the Caution at value of the easement on line 10 asthey will report the additional tax onthe beginning of the Schedule U $135,000.whatever return is required by the IRSinstructions. and will file the return and pay the Line 15

additional tax by the last day of the 6thLine 7 If a charitable contribution deduction for
month following the applicable date this land has been taken on Schedule O,You must reduce the land value by the
described above. enter the amount of the deduction here. Ifvalue of any development rights retained

the easement was granted after theby the donor in the conveyance of the All parties to the agreement must sign
decedent’s death, a contributioneasement. A development right is any the agreement.
deduction may be taken on Schedule O, ifright to use the land for any commercial For an example of an agreement it otherwise qualifies, as long as nopurpose that is not subordinate to and containing some of the same terms, see income tax deduction was or will bedirectly supportive of the use of the land Schedule A-1 (Form 706). claimed for the contribution by any personas a farm for farming purposes.

Line 10 or entity.Note: If the value of the retained
Enter the total value of the qualifieddevelopment rights reported on line 7 was Line 16
conservation easements on which thedifferent at the time the easement was You must reduce the value of the land byexclusion is based. This could includecontributed than at the date of death, see the amount of any acquisitioneasements granted by the decedent (orthe Caution at the beginning of the indebtedness on the land at the date ofsomeone other than the decedent) priorSchedule U instructions. the decedent’s death. Acquisitionto the decedent’s death, easementsYou do not have to make this indebtedness includes the unpaid amountgranted by the decedent that take effectreduction if everyone with an interest in of:at death, easements granted by thethe land (regardless of whether in • Any indebtedness incurred by theexecutor after the decedent’s death, orpossession) agrees to permanently donor in acquiring the property;some combination of these.extinguish the retained development right. • Any indebtedness incurred before the

Important: Use the value of theThe agreement must be filed with this acquisition if the indebtedness would not
easement as of the date of death, even ifreturn and must include the following have been incurred but for the acquisition;
the easement was granted prior to theinformation and terms: • Any indebtedness incurred after the
date of death. But, if the value of the acquisition if the indebtedness would not1. A statement that the agreement is
easement was different at the time the have been incurred but for the acquisitionmade pursuant to IRC section 2031(c)(5).
easement was contributed than at the and the incurrence of the indebtedness2. A list of all persons in being holding
date of death, see the Caution at the was reasonably foreseeable at the time ofan interest in the land that is subject to
beginning of the Schedule U instructions. the acquisition; andthe qualified conservation easement.

• The extension, renewal, or refinancingInclude each person’s name, address, tax Explain how this value was determined
of acquisition indebtedness.identifying number, relationship to the and attach copies of any appraisals.

decedent, and a description of their Normally, the appropriate way to value a Continuation Scheduleinterest. conservation easement is to determine
3. The items of real property shown See instructions for Continuationthe FMV of the land both before and after

on the estate tax return that are subject to Schedule on Form 706 itself.the granting of the easement, with the
the qualified conservation easement difference being the value of the
(identified by schedule and item number). easement.

4. A description of the retained
development right that is to be
extinguished.
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Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal Revenue laws of the United
States. You are required to give us the information. We need it to ensure that you are complying with these laws and to allow us to
figure and collect the right amount of tax.

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

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

Learning about the law Preparing Copying, assembling, and
Form Recordkeeping or the form the form sending the form to the IRS

706 2 hr., 10 min. 1 hr., 30 min. 3 hr., 36 min. 48 min.
Sch. A 19 min. 15 min. 9 min. 20 min.
A-1 45 min. 25 min. 58 min. 48 min.
B 19 min. 9 min. 15 min. 20 min.
C 13 min. 1 min. 8 min. 20 min.
D 6 min. 6 min. 8 min. 20 min.
E 39 min. 7 min. 24 min. 20 min.
F 33 min. 7 min. 21 min. 20 min.
G 26 min. 22 min. 11 min. 13 min.
H 26 min. 7 min. 9 min. 13 min.
I 26 min. 27 min. 11 min. 20 min.
J 26 min. 7 min. 15 min. 20 min.
K 26 min. 10 min. 9 min. 20 min.
L 13 min. 4 min. 9 min. 20 min.
M 13 min. 31 min. 24 min. 20 min.
O 19 min. 11 min. 18 min. 16 min.
P 6 min. 14 min. 18 min. 13 min.
Q 6 min. 9 min. 11 min. 13 min.
Q Wksheet 6 min. 9 min. 58 min. 20 min.
R 19 min. 34 min. 1 hr., 1 min. 48 min.
R-1 6 min. 29 min. 24 min. 20 min.
T 1 hr., 12 min. 27 min. 1 hr., 14 min. 1 hr., 3 min.
U 19 min. 3 min. 28 min. 20 min.
Cont. Sch. 19 min. 2 min. 7 min. 20 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making this form simpler, we would be
happy to hear from you. You can write to the Tax Products Coordinating Committee, Western Area Distribution Center, Rancho
Cordova, CA 95743-0001. Do not send the tax form to this address. Instead, see Where To File on page 2.
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Worksheet for Schedule Q—Credit for Tax on Prior Transfers
Transferor’s tax on prior transfers

Total for all transfers
Transferor (From Schedule Q)

Item (line 8 only)
CBA

1. Gross value of prior transfer to this transferee

2. Death taxes payable from prior transfer

3. Encumbrances allocable to prior transfer

4. Obligations allocable to prior transfer

Marital deduction applicable to line 1 above,
as shown on transferor’s Form 706

5.

6. TOTAL (Add lines 2, 3, 4, and 5)

Net value of transfers (Subtract
line 6 from line 1)

7.

Net value of transfers (Add columns
A, B, and C of line 7)

8.

9. Transferor’s taxable estate

10. Federal estate tax paid

State death taxes paid11.

Foreign death taxes paid12.

Other death taxes paid13.

14.

Value of transferor’s estate (Subtract
line 14 from line 9)

15.

Net Federal estate tax paid on
transferor’s estate

16.

Credit for gift tax paid on transferor’s estate
with respect to pre-1977 gifts (section 2012)

17.

Credit allowed transferor’s estate for tax on
prior transfers from prior transferor(s) who died
within 10 years before death of decedent

18.

Tax on transferor’s estate (Add lines 16, 17, and 18)19.

Transferor’s tax on prior transfers ((Line 7�
line 15) � line 19 of respective estates)

20.

Transferee’s tax on prior transfers
AmountItem

21. Transferee’s actual tax before allowance of credit for prior transfers (see instructions)

22. Total gross estate of transferee (from line 1 of the Tax Computation, page 1, Form 706)

23. Net value of all transfers (from line 8 of this worksheet)

24. Transferee’s reduced gross estate (subtract line 23 from line 22)

Total debts and deductions (not including marital and charitable deductions)
(items 17, 18, and 19 of the Recapitulation, page 3, Form 706)

25.

26. Marital and Qualified Family-Owned Business Interest deduction (from item
20 and 22, Recapitulation, page 3, Form 706) (see instructions)

27. Charitable bequests (from item 21, Recapitulation, page 3, Form 706)

28. Charitable deduction proportion ( [ line 23 � (line 22 – line 25) ] � line 27 )

29. Reduced charitable deduction (subtract line 28 from line 27)

30. Transferee’s deduction as adjusted (add lines 25, 26, and 29)

31. (a) Transferee’s reduced taxable estate (subtract line 30 from line 24)

(b) Adjusted taxable gifts

(c) Total reduced taxable estate (add lines 31(a) and 31(b))

32. Tentative tax on reduced taxable estate

33. (a) Post-1976 gift taxes paid

(b) Unified credit (applicable credit amount)

(c) Section 2011 state death tax credit

(d) Section 2012 gift tax credit

(e) Section 2014 foreign death tax credit

(f) Total credits (add lines 33(a) through 33(e))
Net tax on reduced taxable estate (subtract line 33(f) from line 32)34.
Transferee’s tax on prior transfers (subtract line 34 from line 21)35.

Part I

Part II

TOTAL taxes paid (Add lines 10, 11, 12, and 13)

21

22

23

24

25

26

27

28

29

30
31(a)

32
33(a)

34
35

31(b)

31(c)

33(b)

33(c)

33(d)

33(e)

33(f)
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Index

A I Real property, qualified . . . . . . 7 Schedule T Qualified
family-owned businessAddress, executor . . . . . . . . . 3 Inclusion ratio for trust . . . . . 24 Recapitulation . . . . . . . . . . . 11
interest deduction . . . . . . . 25Alternate valuation . . . . . . . . . 6 Installment payments . . . . . . . 9 Residents of U. S.

Schedule U QualifiedPossessions . . . . . . . . . . . 2Amending Form 706 . . . . . . . . 2 Insurance . . . . . . . . . . . . . . 11
conservation easementRounding off to wholeAnnuities . . . . . . . . . . . . . . 15 Interests, reversionary or
exclusion . . . . . . . . . . . . 27dollars . . . . . . . . . . . . . . . 2remainder . . . . . . . . . . . . 10Applicable credit amount . . . . . 5

Schedules R and R-1, directAuthorization . . . . . . . . . . . 10 skips . . . . . . . . . . . . . . . 23
SL Section 2032A . . . . . . . . . 7, 12
Schedule A Real Estate (SeeLiens . . . . . . . . . . . . . . . . . 18B Section 2035(a) transfers . . . 13

reverse side of Sch. A on FormLosses, expenses . . . . . . . . 18Bequests . . . . . . . . . . . . . . 18 Section 2036 transfers . . . . . 13706)Lump sum distributionBonds . . . . . . . . . . . . . . . . 12 Section 2037 transfers . . . . . 13Schedule A-1 Section 2032Aelection . . . . . . . . . . . . . . 17 Section 2038 transfers . . . . . 13Valuation (See Sch. A-1 on
Signature and verification . . . . 2C Form 706)

M Social security number . . . . . . 3Changes to note . . . . . . . . . . 1 Schedule B Stocks and
Marital deduction Special use valuation ofBonds . . . . . . . . . . . . . . . 12Close corporations . . . . . . . . 11

computation, transitional . . 11 Section 2032A . . . . . . . . . . 7Schedule C Mortgages, notes,Conservation purpose . . . . . 27
Material participation . . . . . 8, 26 Specific Instructions . . . . . . . . 3and cash (See reverse side ofContinuation Schedule (See
Member of family . . . . . . . . 8, 27 Stocks . . . . . . . . . . . . . . . . 12Sch. C on Form 706)Continuation Schedule on Form
Mortgages and liens . . . . . . . 18 Schedule D Insurance (See706)

reverse side of Sch. D on FormCredit for federal gift taxes . . . 6 T706)Credit for foreign death N Table A, Unified RateSchedule E Jointly ownedtaxes . . . . . . . . . . . . . . . 19 Schedule . . . . . . . . . . . . . 3Nonresident Noncitizens . . . . . 1 property (See reverse side ofCredit for state death taxes . . . 5 Table B, Credit for state deathSch. E on Form 706)Credit for tax on prior taxes . . . . . . . . . . . . . . . . 5P Schedule F. Other miscellaneoustransfers . . . . . . . . . . . . . 20 Tax Computation . . . . . . . . . . 3property (See reverse side ofPaperwork Reduction Act
Taxes, foreign death . . . . . . 19Sch. F on Form 706)Notice . . . . . . . . . . . . . . . 29
Transfers, direct skips . . . . . 21D Schedule G Transfers duringPart 1, Decedent and
Transfers, valuation rules . . . 14Death certificate . . . . . . . . . . 2 decedent’s life . . . . . . . . . 13Executor . . . . . . . . . . . . . . 3
Trusts . . . . . . . . . . . . . . . . 11Debts of the decedent . . . . . 17 Schedule G, how toPart 2. Tax Computation . . . . . 3

Debts, mortgages and complete . . . . . . . . . . . . . 14Part 3. Elections by the
liens . . . . . . . . . . . . . . . . 17 Schedule H Powers ofExecutor . . . . . . . . . . . . . . 6 U

Deductions . . . . . . . . . . . . . 12 appointment . . . . . . . . . . 15Part 4. General U. S. Citizens or Residents . . . 1
Direct skips . . . . . . . . . . . . 21 Schedule I Annuities . . . . . . 15Information . . . . . . . . . . . 10 Unified Credit (applicable credit
Disclaimer, qualified . . . . . . . 19 Schedule I, how toPart 5. Recapitulation . . . . . . 11 amount) . . . . . . . . . . . . . . 5

complete . . . . . . . . . . . . . 17Documents, supplemental . . . . 2 Paying the Tax . . . . . . . . . . . 2 Unified credit adjustment . . . . . 5
Schedule J Expenses (SeePayments, installment . . . . . . 9 United States Treasury

reverse side of Sch. J on FormPenalties . . . . . . . . . . . . . . . 2 bonds . . . . . . . . . . . . . . . . 6E 706)Powers of appointment . . . . . 15Election . . . . . . . . . . . . . . 9, 10 Schedule K Debts . . . . . . . . 17Private delivery services . . . . . 2Election, lump sum VSchedule L Losses, expensesProperty, section 2044 . . . . . 11distribution . . . . . . . . . . . 17 Valuation methods . . . . . . . . . 8during administration . . . . . 18Publications, obtaining . . . . . . 3Exclusion . . . . . . . . . . . . . . 12 Valuation rules, transfers . . . 14Schedule M (Marital deduction)Purpose of Form . . . . . . . . . . 1Executor . . . . . . . . . . . . . 2, 3 (See instructions in the Form
Expenses, losses . . . . . . . . 18 706, itself) W

Q Schedule O Gifts and When To File . . . . . . . . . . . . 2
bequests . . . . . . . . . . . . . 18Qualified conservationF Where To File . . . . . . . . . . . . 2

easement exclusion . . . . . 27 Schedule P Foreign deathForms and publications, Which Estates Must File . . . . . 1taxes . . . . . . . . . . . . . . . 19Qualified family-ownedobtaining . . . . . . . . . . . . . . 3 Worksheet for Schedule Q . . 21business interest Schedule Q Prior transfers,
Worksheet TG-Taxable Giftsdeduction (QFOBI) . . . . . . 25 credit for . . . . . . . . . . . . . 20

Reconciliation . . . . . . . . . . 4G Qualified heir . . . . . . . . . . 8, 26 Schedule R and R-1
Worksheet, inclusion ratio forGeneral Information . . . . . . . 10 Generation-skippingQualified real property . . . . . . 7 trust . . . . . . . . . . . . . . . . 24General Instructions . . . . . . . . 1 transfer tax . . . . . . . . . . . 21

Generation-skipping transfer Schedule R, how to ■Rtax . . . . . . . . . . . . . . . . . 21 complete . . . . . . . . . . . . . 23
Real property interest,Gifts and bequests . . . . . . . . 18 Schedule R-1, how toqualified . . . . . . . . . . . . . 27Gross estate . . . . . . . . . . . 1, 11 complete . . . . . . . . . . . 23, 25
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Checklist for Completing Form 706
To ensure a complete return, review the following checklist before filing Form 706.

Attachments . . .

Death certificate—you must attach.

Certified copy of the will—if decedent died testate, you must attach. If not certified, explain why.

Appraisals—attach any appraisals used to value property included on the return.

Copies of all trust documents where the decedent was a grantor or a beneficiary.

Form 4768, if you received an extension.

Form 2848 or 8821, if applicable.

Copy of any Form(s) 709 filed by the decedent.

Form 712 if filing Schedule D.

Form 706-CE if claiming a foreign death tax credit.

Explanation of reasonable cause for late filing, if applicable.

Have you . . .

Signed the return at the bottom of page 1?

Had the preparer sign, if applicable?

Obtained the signature of your authorized representative on Part 4, Page 2?

Reduced the state death tax credit by 50% as shown on line 13, page 1?

Entered a Total on all schedules filed?

Made an entry on every line of the Recapitulation, even if it is a zero?

Included the CUSIP number for all stocks and bonds?

Included the first 3 pages of the return and all required schedules?

Completed Schedule F? It must be filed with all returns.

Completed line 4, Part 4, page 2, if there is a surviving spouse?

Completed and attached Schedule D to report insurance on the life of the decedent, even if its value is not
included in the estate?

Included any QTIP property received from a pre-deceased spouse?

Entered the decedent’s name, SSN, and “Form 706” on your check or money order?
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