m Department of the Treasury
Internal Revenue Service

Instructions for Form 706

(Revised October 1988)

United States Estate (and Generation-Skipping

Transfer) Tax Return

For decedents dying after October 22, 1986, and before January 1, 1990
(Saction references are to the Internal Revenue Code unless otherwise noted.)

Paperwork Reduction Act Notice.—
We ask for this information to carry out the
Internal Revenue laws of the United States.
We need it to ensure that you are complying
with these.laws and to allow us to figure and
coliect the.right amount of tax. You are
required to give us this information.

The time needed to complete and file this
form will vary deperiding on individual
circumstances. The estimated average time
is:

Recordkeeping 6 hrs., 59 min.
Learning about the

law-or the form 4 hrs., 3 min.
Preparing the form 6 hrs., 12 min.
Copying, assembling, and

sending the form to IRS 4 hrs., 12 min.

If you have comments concerning the
accuracy of these time estimates or
suggestions for making this form more
simple, we would be happy to hear from
you. You canwrite to the Internal Revenue
Service, Washington, DC 20224, Attention:
iRS Reports Clearance Officer, TR:FP; or
the Cffice of Management and Budget,
Paperwork Reduction Project, Washington,
DC 20503,

Changes You Should Note

e The scheduled decline in estate tax rates
is deferred until 1993.
o The benefit of the unified-credit and
graduated rates is phased out for transfers
exceeding $10 million for decedents dying
after 1987
@ Transfers of a disproportionate share of
the potential appreciation i an enterprise
may be includible in the gross estate of
decedents dying after 1987 for property
transferred after December 17, 1587
e The rules relatingto the sale of employer
securities to an employee stock owniership
plan or an eligible worker-owned cooperative
are clarified, and new.limits on the
deduction have been added. The sale is
reported on Schedule N. The new limits are
computed on lines 21-24 of the
Recapitulation.
e The Power of Attorney authorization has
been moved to Part 4 on page 2.
L

Due to the estate tax changes made by
the Tax Reform Act of 1386 and the
Revenue Act of 1987, this Form 706 should
be filed only for the estates of decedents
who die after October 22, 1986, and before
January 1, 1990. For decedents who died
after 1981 and before October 23, 1986,
use the November 1987 revision of Form
706. For decedents who died before
January 1, 1982, use the November 1981
revision of Form 706.
L. -~~~ " ]

Purpose of Form

The executerof a decedent’s estate uses
Form 706 to figure the estate tax imposed
by Chapter 11 of the Internal Revenue
Code. This tax is levied on the entire taxable
estate, not just on the share received by a
particular beneficiary. Form 706 is also
used to compute the Generation-Skipping
Transfer (GST) tax imposed by Chapter 13
on direct skips (transfers to skip persons of
interests in property included in the
decedent’s gross estate).

Which Estates Must File

Form 706 must be filed by the executor for
the estate of every U.S. citizen or resident
whose gross estate, plus adjusted taxable
gifts and specific exemption, is more than
certain limitations.

To determine whether you must file a
return forthe estate add:

(1) The adjusted taxable gifts (under section
2001(b)) made by the decedent after
December 31, 1976; and

(2) The total specific exemption allowed
under section 2521 (as in effect before
its repeal by the Tax Reform Act of
1976) with respect to gifts made by the
decedent after September 8, 1976; and

(3) The decedent’s gross estate valued at
the date of death.

You must file a return for the estate if the
total of (1), (2) and (3) above is more than
$500,000 for decedents dying,in 1986, or
$600,000 for decedenits dying after 1986.
For filing requirements for decedents dying
after 1981 and before 1986, see the
November 1987 Revision of Form 706.
Gross estate.—The gross estate includes
all property in which the decedent had an
interest (including real property outside the
United States). It also includes:

& Certain transfers made during the

decedent’s life without an adequate and full

consideration in money or money's worth;

e Annuities;

® Joint estates with right of survivorship;

¢ Tenancies by the entirety;

@ Life insurance proceeds (even though

payable to beneficiaries other than the

estate);

o Property over which the decedent

possessed a general power of appointment;

& Dower or curtesy (or statutory estate) of

the surviving spouse;

o Community property to the extent of the

?ecedent's interest as defined by applicable

aw.

For more specific information, see the
instructions to Schedules A through |.

U.S. Citizens or Residents;
Nonresident Noncitizens

File Form 706 for the estates of.decedents
who were either U.S. citizens or U.S.
residents at the time of death. File Form
7C6NA, United States Estate (and-
Generation-Skipping Transfer) Tax Return,
Estate of nonresident not a citizen of the
United States, for the estates of
nonresident alien decedents (decedents
who were neither U.S. citizens norresidents
at the time of death).

Residents of U.S. possessions.—-All
references to citizens of the United States
are subject to the provisions of sections
2208 and 2209, relating to decedents.who
were U.S. citizens and residents of a U.S.
possession on the date of death. If such a
decedent became a U.S. citizen.only.
because of his or-her connection with-a
possession, then the decedent is considered
a nonresident alien decedent for estate tax
purposes, and you sheuld file Form 706NA.
If sugh a decedent became a U.S. citizen
wholly independently of his,or her
connection with a pessession, then the
decedent is considered a U.S. citizen for
estate tax purposes, and you should file
Form 706.

Executor.—“Executor” means the ex-
ecutor, personal representative, or ad-
ministrator of the decedent’s estate. If none
of these is appointed, qualified, and acting
in the United States, every person in actual
or constructive-possession of any property
of the decedent is considered-an executor
and must file a return.

When To File

You must file Form.706 to report estate and/
or Generation-Skipping Transfer tax within 9
months after the date of the decedent’s
death unless you receive an-extension of
time for filing. Use.Form 4768, Application
for Extension of Time to File, to.apply for an
extension of time. If you received an
extension, attach a copy of it to Form 706.

Where To File

Unless the return is hand carried to the
office of the District Director, please mail it
to the Internai Revenue Service Center
indicated below for the state where the
decedent was domiciled at the time of
death. If you are filing a return for the
estate of a nonresident citizen, mail it to the
internal Revenue Service Center,
Philadelphia, PA 19258, USA.

Alabama®, Flonda, Georgia,
Mississippi*. South Carolina

Atlanta, GA 31101

New Jersey, New York City and
counties of Nassau, Rockland,
Suffolk, and Westchester

Holtsville, NY 00501

New YYork (ali other counties),
Connecticut, Maine,
Massacnusetts, Minnesota®.
New Hampshire, Rhode tsland,
Vermont

Andover, MA 05501

titinois, icwa, Minnesota®*.

Missouri, Wisconsin Kansas City, MO 64999

Delaware, District of
Columbia, Maryiand,
Pennsylvania, Virginia*®*

Philadelphia, PA 13255

indiana**, Kentucky,

Michigan, Chio, West Virginia Cincinnati, CH 45999

Kansas, Louisiana, New Mexico,

Oklahoma, Texas Austin, TX 73301

(continued or page 2)



Alaska, Arizona, California
{counties of Alpine, Amador,
Butte, Calaveras, Colusa, Contra
Costa, Del Norte, €t Dorado,
Glenn, Humboldt, Lake, Lassen,
Marin, Mendocino, Modoc,
Napa, Nevada, Placer, Plumas,
Sacramento, San Joaquin,
Shasta, Sierra, Siskiyou, Solano,
Sonoma, Sutter, Tehama, Trinity,
Yolo, and Yuba), Colorado, Idaho,
Montana, Nebraska, Nevada,
North Dakota, Oregon, South
Dakota, Utah, Washington,
Wyoming

Ogden, UT 84201

California (all ather counties),

Hawaii Fresno, CA 93888

Alabama*®. Arkansas,
Indiana® . Louisiana®*,
Mississippi**, North Carolina,
Tennessee, Virginia®

Memphis, TN 37501

* For returns filed before 1-1-89
** For returns filed after 12-31-88

Paying the Tax

The estate and GST taxes are due within 9
months after the date of the decedent’s
death unless an extension of time for
payment has been granted, or unless you
‘have properly elected under section 6166
to pay in installments, or.under section
6163 to postpone the part of the tax
attributable to a reversionary or remainder
interest.These elections are.made by
checking lines 3 and 4 (respectively) of Part
3, Elections by the Executor, and attaching
the- required supplemental statements.

If the.amount of tax paid with the return
is different from the balance due as figured
onthe return, explain the difference in an
attached‘statement. {f liability for paying
the-estate tax is assumed by an “ESOP,”

-see the instructions for line 5 of Part 3,
‘Elections by the Executor. if you have made
prior payments to the Internal Revenue
Service or redeemed certain marketable
United States Treasury bonds to pay the
estate tax (see the last paragraph of the
instructions to Schedule B), attach a
statement to Form 706 including these
facts. if an extension of time to pay has
been granted, attach a copy of the approved
Form 4768 to Form 706.

Make the check payable to the internal
Revenue Service. Please write the
decedent’s name, social security number,
and “‘Form 706’ on the check to assist us
in posting it to the proper account.

Signature and Verification

if there is more than one executor, all
listed executors must verify and sign the
return. All executors are responsible for the
return as filed and are liable for penalties
provided for erronecus or false returns, if
two or more persons are liable for filing the
return, they should all join together in filing
one complete return. However, if they are
unable to join in making one complete
return, each is required to file a return
disclosing all the information the person has
in the case, including the name of every
person holding an interest in the property
and a full description of the property. If the
appointed, qualified, and acting executor is
unable to make a complete return, then
every person helding an interest in the
property must, on notice from the Internal
.Revenue Serwce make a return regarding
that interest.
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The executor who files the return must, in
every case, sign the declaration on page 1
under penalties of perjury. If the return is
prepared by someone other than the person
wheo is filing the return, the return must also
be signed at the bottom of page 1 by the
preparer.

Line 6a.—Name of executor.—If thereis
more than one executor, enter the name of
the executor to be cantacted by the IRS. List
the other executors’ names, addresses, and
SSN's (if applicable) on an attached sheet.
Line 6c.—Executor’s social security
number.—Only individual executors should
complete this line. If ‘there is more than one
individual executor, all'should list their
social security numbers on an attached
sheet.

Supplemental Documents

You must attach the death certificate to
the return

if the decedent was a citizen or resident
and died testate, attach a certified copy of
the will to the return. Other supplemental
documents may be required as explained
below. Examples include Forms 712, 709,
709-A, and 706CE, trust and power of
appointment lnstruments death certificate,
and state certification of payment of death
taxes. If you do not file these documents
with the return, the processing of the return
wili be delayed.

1f the decedent was a U.S. citizen but not
a resident of the U.S., you must attach the
foliowing documents t the return: (1) a
copy of the inventory of property and the
schedule of liabilities, claims against the
estate, and expenses of administration filed
with the foreign court of probate
jurisdiction, certified by a proper official of
the court; (2) a copy of the return filed
under the foreign inheritance, estate,
legacy, succession tax, or other death tax
act, certified by a proper official of the

;foreugn tax department, if the estate is

subject to such a foreign tax; (3) if the
decedent died testate, a certified copy of
the will.

Penalties

Section 6651 provides for penalties for both
late filing and for late payment unless there
is reasonable cause for the delay. The law
also provides for penaities for willful
attempts to evade payment of tax.

Secticn 6660 provides penatties for
underpayments of estate taxes of $1,000 or
more that are attributable to valuation
understatements.

These penalties also apply to late filing,
late payment, and underpayment of GST
taxes.

Publication 448

Additional information may be found in
_I;ublication 448, Federal Estate and Gift
axes.

Specific Instructions

You must file the first three pages of Form
706 and all required schedules. Schedules
A through | must be filed, as appropriate, to
support the entries in items 1 through 9 of
the Recapitulation.

If you enter ‘*-0-"’ on any item of the
Recapitulation, you need not file the
schedule (except for Schedule F) referred to
on that item.

If you claim any deductions ori items 11
through 19 and itern 24 of the
Recapitulation, you must complete and
attach the appropriate Schedule(s) to
support the claimed deductions.

If you claim the credits for foreign death
taxes or tax on prior transfers, you must
complete and attach Schedule P or Q.

Form 706 has 35 pages numbered in
consecutive order. The pages are perforated
so that you can remeve them for copying
and filing. When you complete the return,
staple all the-required pages together in the
proper order.

Number the items you list on each
schedule, beginning with 1 each time. Total
the items listed on the schedule and its
attachments, Continuation Schedules, etc.
Enter the xotal of all attachments,
Continuation Schieduies, etc., at the bottom
of the printed schedule, but do not cariy the
totals forward from one schedule to the
next. The total or totals for each schedule
should be entered on the Recapitulation,
page 3, Form 706.

Do not complete the *‘Alternate valuation
date” or ‘'Alternate value’’ columns of any
schedule unless you elected alternate
valuation on line 1 of Part 3, Elections by
the Executor.

If there is not enough space on a
schedule to list all the iterns, attach a
Continuation Schedule (or additional sheets
of the same size) to the back of the
sthedule.The Continuation Schedule is
located at the erid of the Form 706
package. You should photacopy the blank
schedule before completing it if you wili
need more than one copy.

Rounding Off to Whole-dollar Amounts.—
You may show the money items on the
return and accompanying schedules as
whole-dollar amounts. To do so, drop any
amount less than 50 cents and increase any
amount from 50 cents through 99 cents to
the next highest dollar

instructions for Part 3.—
Elections by the Executor

Line 1.—Alternate Valuation.—Unless
you elect at the time you file-the return to
adopt alternate valuation as authorized by
section 2032, you must value all property
included in the gross estate on the date of
the decedent'’s death. Alternate valuation
cannot be applied to only a part of the
property. You may elect special use
valuaticz (line 2) in addition to alternate
valuation.

You may not elect alternate valuation
unless the election will decrease both the
value of the gross estate and the total net
estate and GST taxes due after application
of all allowable credits.

Alternate valuation is elected by checking
“Yes” on line 1 and filing Form 706. Once
made, the election may not be revoked. The
election may be made on a late filed Form
706 provided it is not filed fater than 1 year
after the due date (including extensions).

If you elect alternate valuation, value the
property that was included in the gross
estate on the date of the decedent’s death
as of the applicable dates as follows:

1. Any property distributed, sold, )
exchanged, or otherwise dlsposed of or
separated or passed from the grass
estate by any method within 6 tanths.
after the decedent’s death is valued on



the date of distribution, sale, exchange,
or other dispositian, whichever occurs
first. Value this property on the date it
ceases to form a part of the gross estate,
that is, on the date the title passes as the
result of its sale, exchange, or other
disposition.

2. Any property net distributed, sold,
exchanged, or otherwise disposed of
within the 6-month period is valued on
the date 6 months after the date of the
decedent’s death.

3. Any property, interest, or estate which is
“affected by mere lapse of time”’ is
valued as of the date of decedent’s
death or on the date of its distribution,
sale, exchange, or other disposition,
whichever cccurs first. However, you
may change the date of death valie to
account for any change in value that is
not due to a “‘mere lapse of time"’ on the
date of its distribution, sale, exchange,
or other disposition.

The property included in the alternate
valugtion and vaiued as of 6 months after
the date of the decedent's death, or as of
some intermediate date {as described
above) is the property included in the gross
estate on the date of the decedent’s death.
Therefore, you must first determine what
property constituted the gross estate at the
decedent’s death.

Interest accrued to the date of the
decedent’s death on bonds, notes, and
other interest-bearing obligaticns is
preperiy of the gross estate on the date of
death and is included in the alternate
valuation. Rent accrued to the date of the
decedent’s death on feased real or personal
property is property of the gross estate on
the date of death and is included in the
alternate valuation.

Outstanding dividends which were
declared to stockhalders of record on or
before the date of the decedent’s death are
considered property of the gross estate on
the date of death, and are included in the
alternate valuation. Ordinary dividends
declared to stockholders of record after the
date of the decedent’s death are not
property of the gross estate on the date of
desth and are not included in the alternate
valuation. However, if dividends are
declared to stockholders of record after the
date of the decedent’s death so that the
shares of stock at the later valuation dat2 do
not reasonably represent the same property
at the date of the decedent’s death, include
those dividends (except dividends paid from
earnings of the corporation after the date of
the decedent’s death) in the alternate
valuation.

As part of each Schedule A through |, you
must show: (1) What property is included in
the gross estate on the date of the
decedent’s death; (2) What property was
distributed, sold, exchanged, or otherwiss
disposed of within the 6-month period after
the decedent's death, and the of
these distvibutions, etc. Thess two items
should be entered in the "'Description”
column of each schedule. Briefly explain the
status or disposition geverning the alternate
valuation date, such as, *’Not disposed of
within 6 months following death,”
“Distributed,” "'Sold,” “‘Bond paid on
maturity,” etc. In this same column,
describe each item of principal and
includible income; (3) The date of death

value, entered in the appropriate value
column with items of principal and
includible income shown separately; (4) The
alternate value, entered in the appropriate
value column with items of principal and
includible income shown separately. In the
case of any intérest or estate, the value of
which is affected by lapse of time, such as
patents, leaseholds, estates for the life of
another, or remainder interests, the value
shown under the heading *'Alternate value
must be the adjusted value (i.e., the value
as of the date of death with an adjustrnent
reflecting any difference in its value as of
the iater date not due to lapse of time).

Distributions, sales, exchanges, and ether
dispasitions of the property within the 6-
month period after the decedent's death
must be supported by evidence. If the court
issued an order of distribution during that
period, you must submit a certified copy of
the order as part of the evidence. The
District Director may require you to submit
additional evidence if necessary.

Lins 2.—Speclal Use Valuation of
Sectlon 2032A.—Under section 20324,
you may elect to value certzin farm and
clesely held business real property atits
farm or business usz value rather than its
fair market value. You may elect both
special use vaivation and alternate
valuation. To elect this valuation you must
check “Yes" to line 2 and compiete and
attach Schedule A-1 and its required
additional statements. You must file
Schedule A-1 and its required
attachments with Form 706 for this
election to ba valid. You may make the
election on a late filed return sofong as it is
the first return filed.

The total value of the property valued
under section 2032A may not be decreased
from fair market value by more than

Real property may qualify for the section
2032A election if:

1. The decedent was a U.S. citizen or
resident at the time of death;

. _;he real property is located in the United

in a trade or business;
. The real property was acquired from or

.passed from the decedent to a qualified
heir of the decedent;

5. The real property was owned and used
in a qualified manner by the decedent or
a member of the decedent’s family
during 5 of the 8 years before the
d ent’s death; and

6. The qualified property is the percentage
of the decedent’s gross estate specified
in section 2032A.

For definitions and additional
information, see section 2032A and the
related regulations.

Nota: Section 2032A(b)(5)(A) as amended
by section 6151(a) of the Technica! and
Miscellaneous Revenue Act of 1988
includes as a qualified use the rental of a
farm or business by a surviving spouse to @
family member on a net cash basis.

Include the words “'section 2032A
valuation” in the *‘Description’’ column of
any Form 706 schedule if section 2032A
prct;apteerly is included in the decedent’s gross
estate.

An election under section 2032A néed
not include ail the property in an estate

2
3. The re'al property is used for farming or
4

which is eligible for special use valuation
but sufficient property to satisfy the
threshold requirements of section
2032A(b)(1)(B) must be specially valued
under the election. If joint or undivided
interests (e.g., interests as joint tenants or
tenants in common) in the same property
are received from a decedent by qualified
heirs, an election with respect to one heir's
joint or undivided interest need not include
any other heir's interest in the same
property if the electing heir’s interest plus
other propsriyto be specially valued
satisfies the requirements of saction
2032A(b)(1)(B). if successive interests
{e.g., life estates and remainder interests)
are created by a decedent in otherwise
gualified property, an election under section
032A is available only with respect to that
property {or part) in which quaiified heirs of
the decedent receive all of the successive
interests, and such an election must include
the interests of all of those heirs. For
example, if a surviving spouse receives a life
estate in otherwise qualified property and
the spouse's brother receives a remainder
interest in fee, no part of the property may
be valued pursuant to an election under
secticn 2032A. Where successive interests
in specially valued property are created,
remainder interests are treated as being
received by qualified heirs only if the
remainder interests are not contingent on
surviving a nonfamily member or are not
subject to divestment in favor of a
nonfamily member.
Protective Electlon.—You may make a
protective election to specially value
qualified real property. Under this election,
whether or not you may ultimately use
special use valuation depends upon values
as finally determined (or agreed to following
examination of the return) meeting the
requirements of section 2032A.

To make a protective election, check
“Yes" to line 2 and complete Schedule A-1
according to its instructions for *‘Protective
Election.”

If you make a protective election, you
should complete this Form 706 by valuing
all properiy at its fair market value. Do not
use special use valuation. Usually, this will
result in higher estate and GST tax liabilities
than will be ultimately determined if special
use valuation is allowed. The protective
election does not extend the time to pay
the taxes shown on the return. if you wish
to extend the time to pay the taxes, you
should file Form 4768 in adequate time
before the return due date.

If it is found that the estate qualifies for
special use valuation based on the values as
finally determined (or agreed to following
examination of the return), you must file an
amended Form 706 (with a complete
section 2032A elsction) within 60 days
after the date of this determination.
Complete the amerided return using special
use values under the rules of section
2032A, and complete Schedule A-1 and
attach all of the required statements.

Line 3.—Instaliment Payments.—If you
chack this line to make a protective election,
you shoula attach a notice of protective
election as described in Regulations section
20.6166-1(d). If you check this line ic  aka
a final election, you should aitach the n tice
of election described in Re.gulations sec: 1w
20.6.66-1(h).
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In computing the adjusted gross estate
under section 61686(b)(6) for purposes of
determining whether an election may be
made under section 5166, the net amount
of any reai estate in a closely held business
must be used.

Yeu may aiso elect to pay GST taxes in
instaliments. See section 6166(i).

Line 4.—Reversionary or remainder
interests.—For the details of this election,
see section 6163 and the related
regulations.
Line 5.—"ESOP” election.—If you
preperly make this election, pari or all of the
estate's estate tax liability {including the
section 4980A increased estate tax) will be
assumed by an employee stock ownership
plan (ESOP) (defined in section 4975{e}7))
or eligible worker-owned cooperative
{cooperative) {defined in section
1042{c}2)). Under the slection, the
amount of the estate tax assumed by the
ESOP or cooperative is the lesser of the
value of the “qualified employer securities”
or the total of the estate and increased
estate taxes shown on lines 21 and 23 of
the Tax Computation of this Form 7086.

GST taxes are not assumable by an ESCP
or cooperative urider this election.

Qualified employer securities are
emplayer securities defined in section
405{l), that are both: ,

1. Inciuded in the decedent’s gross estate

{on Schedules B or E), and
2. Acquired from the decedent by the plan

or cooperative, or passed from the

decedent to the plan or cooperative or

transferred by the executor to the plan or

cooperative,
How To Make the Election.—To make the
election, you must check “Yes" toline 5,
file this Form 706 on time (including
extensions of time to file), and attach a
statement of agreement signed by the plan
administrator (defined in section 414{g)). if
the pian is ar ESOP, you must also aitach
an agreement by the employer whose
empioyees are covered by the plan.

The statement of agreement by the
pian administrater must include: the
decedent’s name and social security
number; the plan’s name, address, and
identifying number; a description of the
qualified employer securities; the plan
administrator’s agreement-that the plan will
assume the estate tax liability to the extent
of the lesser of the fair market value of the
qualified employer stock or the decedent’s
net estate tax liability as finally determined
by the IRS; and a statement of the amount
of the estaie fax liability the plan expects to
assume at the time the agreement is filed.

The statement by the employer (not
required for cooperatives) must include: the
decedent’s name and social security
number; the plan’s name and identifying
numbey; and the company's guaraniee that.
it will pay the estate tax liability assumed by
the plan i the plan defaults. This statement
must be signed by an officer of the company
who is authorized to sign the company's tax
returns. IRS will contact the company if a
bonrd is required i guarantee the
cempany's payment.

How the Plan Pays the Tax.—Under
section 6018{c)(2) the plan administrator is
required to file a return with {RS with
respect to the estate tax liability assumed
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by the plan. IRS has not issued a preprinted
form for this return. Instead, the plan
administrator should complete the first
page (only) of Form 706 as described
below:

Write “Return by plan administrator”
across the top of the form. Enter the
decedent's name, date of death, and social
security number. In the spaces provided for
“executor’’ {line §) enter the plan’s name
and address. Cross out “executor”’ and
write in “plan administrater ' You need not
enter the plan’s employer identification
number. if Form 4768 is attached, check
line 9. You need not complete any of the
ether entries above the Tax Computation.

Onlines 21 and 23 of the Tax
Computation enter the estate (and
increased estate) tax liabilities that you
believe the pian is assuming at the time the
return is filed. This total tax liability should
be the same 2s that shown on the
statement of agreement by the plan
administrator. If it is not the same, attach a
statement explaining the difference. The
amount shown ¢n the plan administrator’s
return may be adjusted if the IRS adjusts
the amounts reported on the executor’s
Form 706. You shouid not complete any
other entries on the Tax Computation.

In the signature space, cress out
“executor’” and write in “plan
administrator’” and sign and date the return
in the space provided,

You must attach a copy of the statement
by the plan administrator.

You may file the plan’s return with the
Form 706 filed by the executor for the
decedent or you may file the plan’s return
separately. In either evert, the plan’s return
is subject to the same fiiing and payment
rules as Form 706. It is due on the due date
of the decedent’s Form 706, shouid be filed
at the same Service Center, and must be
accompanied by the plan’s payment unless
an extension of time to pay has been
granted {in which case the approved Form
4768 must be attached) or the plan has
elected to pay in installments (inwhich case
the instaliment election must be attached).
The plan may use Form 4768 te apply for an
extension of time to file or pay regardiess of
whether the executor elected to extend the
time to file the decedent’s Form 706 or pay
the estate’s portion of the estate tax.
However, the plan may not elect to pay the
estate {ax assumed by the planin
installments unless the executor has
elected on Form 706 to pay the estate tax in
installments. For more details, see section
2210.

Instructions for Part 4.—
General Information (pages 2
and3) -

Power of Attorney

Completing the autherization on page 2 of
Form 706 will authorize one attorney,
accountant, or enrolled agent {o represent
the estate and receive.confidential tax
information, but will not authorize the
representative to enter into closing
agreements for the estate. Completing the
authorization has the sames effect as
checking every box on Form 2848-D, Tax
Information Authorization and Declaration
of Representative. Therefore, you need not
attach Form 2848-D in this situation.

However, you must complete and attach
Form 2848-D if you wish to autherize
personsother than attorneys, accountants,
and enrclied agents or if you wish fo
authorize more than one person to receive
confidential information or represent the
estate.

if you wish to authorize somecne to enter
into closing agreements for the estate, you
must complete and attach Form 2848,
Power of Attorney and Declaration of
Representative.

Lina 4.—Complete line 4 whether or not
there is a surviving spouse and whether or
not the surviving spouse received any
benefits frem the estals. If therewas no
surviving spouse on the date of decedent's
death, enter “‘Nong” in line 4a and leave
lines 4b and 4c¢ blank. The value entered in
line 4¢ need not be exact. See the
instructions for “Amount,” under line 5,
below.

Line5

Mame.—Enter the name of each in-
dividual, trust, or estate who received (or
will receive) benefits of $5,000 or more
from the estate directly as an heir, next-of-
kin, devisee, or legatee; or indirectly {for ex-
ampie, as beneficiary of an annuity or in-
surance policy, shareholder of a corpora-
tion, or partner of a partnership that is an
heir, etc.).

identifying Number.—Enter the social
security number of each individual
beneficiary listed. if the numberis
unknown, or the individual has no number,
please indicate *‘unknown’ or ‘'none.” For
trusts and other estates, enter the Employer
identification Number.

Reflationship:.~~For each individual
beneficiary enter the relationship (if known)
to the decedent by reason of blood,
marriage, or adoption. For trust or estate
beneficiaries, indicate TRUST or ESTATE.
Amount.—Enter the amount actually
distributed (or to be distributed) to each
beneficiary including transfers during the
decedent’s life from Schedule G required to
be included in the gross estate. The value to
be entered need not be exact. A reasonable
estimate is sufficient. For example, where
precise values cannot readily be
determined, as with certain future

interests, a reasonable approximation
should be entered. The total of these
distributions sholid approximate the
amount of gross estate reduced by funeral
and administrative expenses, debts and
morigages, bequests to surviving spouse,
charitable bequests, and any Federal and
state estate and GST taxes paid {or payable)
relating to the benefits received by the
beneficiaries listed on fines 4 and 5.

All distributions of less than $5,000 10
specific beneficiaries may be inciuded with
distributions {6 unascertainable
beneficiaries on the line provided.

Line 6.—Saction 2044 property.—if you
answered “Yes,” these assets must be
shown on Schedule F

Section 2044 property is preperty for
which a previous section 2056(b){7)
election (QTIP election) has been made, or
for which a simiiar gift tax election (section
2523) has been made. For more details see
Publication 448.

Lize 8.—Insurance not included in tha
gross estate.—If you checked ‘Yes for



either 8a or 8b, you must complete and
attach Schedule D and attach a Form 712,
Life Insurance Statement, for each policy
and an explanation of why the pelicy orits
proceeds are not includible in the gross
estate.

Line 10.—Partnership interests and
stock in close corporatlons.—if you
answered “Yes” to line 10, full details for
partnerships and unincerporated
businesses must be included on Schedule F
{Schedule E if the partnership interest is
jeintly owned). Full details for the stock of
inactive or ciose corporations must be
included on Schedule B.

These interests are to be valued using the
rules of Regulations section 20.2031-2
(stocks) or 20.2031-3 (other business
interests).

A close corporation is a corporation whose
shares are owned by a limited number of
sharehclders. Often, the entire stock issue is
held by one family. As a result, little, if any,
trading of the stock takes place. There is
therefore no established market for the
stock, and those sales that do ozcur are at
irregular intervals and seidom reflect all the
elements of a representative transaction as
defined by the term “fair market value.”
Line 12.—Trusts.—If you answered “Yes"”
to either 12a or 12b, you must attach a
copy of the trust instrument for each trust.

You must complete Schedule G if you
answered “Yes” to 12a and Scheduie F if
you answered “Yes” to 12b.

Line 14.—Transitional marital deduction
computation.—You must chéck ''Yes' if
property passes to the surviving spouse
under a maxinmum marital deduction
foermula provision that meets the
requirements of section 403(e)(3) of the
Econemic Recovery Tax Act of 1981 (Fub.
L. 97-34; 95 Stat. 305).

If you check “Yes'' to line 14, you must
compute the marital deduction under the
rules that were in effect before the
Econoinic Recovery Tax Act of 1981.

For a format for this computation, vou
should ebiain the November 1981 revision
of Form 706 and its instructions. The
computation is items 19 ihrough 26 of the
Recapitulation. You shouid also apply the
rules of Rev. Rul. 80-148, 1980-1 C.B. 207,
if tiiere is properly that passes to the
surviving spouse outside of the maximum
marital deduction formuia provision.

Line 16.—Excess Retirement
Accumulation.—If the decedent died
before January 1, 1987, check “Na" to this
question. If the decedent died after
December 31, 1985, but did not have any
interest in a qualified employer plan ot
individua! relirement plan (defined in section
7701(a)(37)), check “No" to this question.
Note: The tax on excess retirement
accumulatioris will not apply tc most
decedents because the present value of the
hypotnetical annuily is usually so large that
very few decedants will have a larger total
interest in qualified plans and individual
retiremnent plans. The rules below are a
general description of the section 4S80A(d)
excess retirement accumulation. If it
appears, after reading these rules, that
there is a possibility thai there is such an
excess, obtain Schedule S (Form 706) for
more information.

A “qualified plan” means an)
(1) Qualified pension, profit-sharing or stock
bonus plan described in section 401(a) that
includes a trust exempt from tax under
section 501(2);
(2) Annuity pian described in section 403(a);
(3) Annuity contract, custodial account, or
retirement income account described in
sencétion 403(b)(1), 403(b)(7) or 403(bX9);

a
(4) Qualified bond purchase plan described
in section 405(a) prior to that section’s
repeal by section 491(a) of the Tax Reform
Act of 1984. ’

To determine if the decedent had an
excess retirement accumulation, you must
first total all of the decedent’s interests (as
of the date of death) in qualified plans and
individual retirement plans. Then determine
the present (date of death or aiternate
valuation date) value of a hypatheticai life
annuity for the decedent. This hypothetical
life annuity must pay the decedent the
gre_ater of $150,000 (unindexed) or

112,500 (indexed) per year, times the

muitiplier in the annuity column of Table A
of Regulations section 20.2031-7

if the decedent's total interest in the
plans is greater than the value of this
hypothetical annuity, then there is an
excess retirement accumuiation and you
should check “Yes"” to Question 16 and
aitach Schedule S to your return.

Instructions for Part 5.—
Recapitulation (Page 3 of
Form 706)
Gross Estate

items I through 9.—You must make an
entry in each of items 1 through 9. Ifthe
gross estate does nct contain any assets of
the type specified by a given item, enter
“-0:" on that item. An entry of '-0-"" on any
of items 1 through 9 is a statement by the
executor, made under penaities of perjury,
thatl the gross estate does not contain aty
includible assets covered by that item. Do
not enter any amounts in the *‘Alternate
vaiue' column unless you elected alternate
vaiuation on line 1 of Elections by the
Executor

Which Schedules To Attach for
ltems 1 Through ©

You must attach Schedule F to the return
and answer its questions even if you report
no assets on it.
You must atiach Schedules A, B, and Cif

the gross estate includes any Real Estate;

iocks and Bonds; or Mortgages, Notes and
Cash, respectively. You must attach
Schedule D if the gross estate includes any
Life Insurance or if you answered “Yes" to
question 8a. You must attach Schedule E if
the gross estate contains any Jointly Owned
Property or if you answered “Yes” to
question 9. You must attach Schedule G if
the decedent made any of the lifetime
transfers to be listed on that schedule or if
you answered “Yes” to questions 11 or 12a.
You must attach Schedule H if you
answered "Yes" to question 13. You must
attach Schedule | if you answered “Yes” to
question 15.

Deductions

Items 11 through 24.—You must attach
the appropriate schedule for any item on
which you claim a deduction.

ftem 15.—If item 14 is less than or equal
to the value (at the time of the decedent’s
death) of the property subject to cfaims,
enter the amount from item 14 on item 15.
If the amount on item 14 is more than the
value of the property subject to claims,
enter on item 15 the amount subject to
claims. However, if the amount actually
paid at the time tha return is filed is more
than the amount subject to claims, enter
the amount actually paid rather than the
amount subject to claims. In no event may
you enter more on item 15 than on item 14.
See section 2053 and the related
regulations for more information.

Instructions for Part 2.— Tax
Computation (Page 1 of Form
706)

General.—In gerieral, the estate laxis

figured by applying the unified rates shown

in Table A to both transfers during life and

transfers at death, and then subtracting the
ift taxes. You must complete the Tax
omputation.

Specific Instructions

Line 1.—If you elected aiternate valuation,
enter the amount you entered in the
""Allernate Value' column of item 10 of
Part 5, Recapitulation Otherwise, enter the
amount from the ‘‘Value at date of death”
column.

Lines 4 and 9.—Three worksheetls are

rovided to help you compute the entries for
these lines. You need not file these
worksheets with your return but should keep
thern for your records. Worksheet TG allows
you to reconcile the decedent’s lifetime
taxable gifts to compute totals that will be
used for the line 4 and line S worksheets.

You must obtain all of the decedent’s gift tax

returns (Form 709) before you complete

Worksheet TG. The amounts you will enter

or Worksheet T4 can isuatly be derived

from these raturns as filad. However, if any

ol the returns were audited by the IRS, you

should use the amounts that were finally

determined as a resuit of the audit(s).

Special Treatment of Split Gifis

These special rules apply only if:

1. The decedent’s spouse predeceased the
decedent,

2. The decedent’s spouse made gifts which
were “split”” with the decedent under the
rules of section 2513;

3. The decedent was the “‘consenting
spouse’' for those split gifts, as that term
is used on Form 709; and

4. The split gifts were included in the
decedent’s spouse’s gross estate by
operation of section 2035.

If all four conditions above are met, do
not include these gifts on line 4 of the Tax
Computation and do not include the gift
taxes payable on these gifts on line 9 of the
Tax Computation. These adjustments are
incorporated into the worksheets.

Line 7.—The phaseout of the graduated

rates and unified credit applies only to the

estates of decedents dying after December

31, 1987 If the decedent died on o before

December 31, 1987, enter the amount

from line 6 on line 8.

Line 11.—Enter the amount of unified

credit that applies for the year of the

decedent's death using Table B on page 7

Page 5



Worksheet TG - Taxable Gifts Reconciliation

To be used for lines 4 and 9 of the Tax Computaticn

. Catendar year or catendar Tota! taxabie cifts reported | Note: For the definition of a taxable gift see section 2503. Igriore the old specific
“R quarter on FO"(Y; 03:;-;')98"00 exemption. Follow Form 709. That is, include only the decedent's one-half of split gifts
] b, whether the gifts were made by the decedent or the decedent’s spouse.
K a. .
g5
&%
: o, |
o inclu in col. r =
° & Taxable amount ) " . .
&g includedincol. bfor | Eifts that qualify for Gifttaxpaid By | g 1oy oaid by decedent's
En ifts included in the *special treatment of decedent on gitls * paid Dy o¢ .
S gifts included in split gifts” described incol. d spouse on gifts in col. ¢
g &l _ gross estate above ¢
. Tota! taxable gi
1 made before Ilggt;? bt d. e. f.
37
TN
ES .
N M
E &
e%
2. Totals for gifts made after 1976
Line 4 Worksheet  Adjusted Taxable Gifts Made After 1976
1. Taxable gifts made after 1676. Enter the amourt from line 2, column b, Worksheet7G -, . . . . . .
2, Taxable gifts made after 1976 reportable on-Schedule G. Enter the amount from line 2,
column ¢, Worksheet7G . . . . . ... .
3. Taxable gifts made after 1976 that qua:sfy for spec:al treat:“ent Enter the amount from
tine 2, column d, Worksheet TG . . e e e e e o
4.Addlme523nd3....'..'.....v...........‘..’.......
) - ;
5. Adiusted taxable gifts. Subtract iine 4 from line 1. Enter here and on line 4 of the Tax Con‘putatson of Fom 706.
Line 9 Worksheet  Gift Tax on Gifts Made After 1976 .
Calendar year Totai tarable gifts for prior
o calendar ¥enecis (from Fom';:c% .
quarter ax Camputation, ne Taxable cifis L - e "
. ) gifis for this . ing Tab! Unused unified credit for is peri
a. b. _pericd (from Form 709, Tax pa}i';g:&"g) ableA this period (see below) ;ﬁ’é{’;ﬁ?& fgrfigzﬁo{%
12x Computaticn, fire 1) . el .
Tm!pre-lg'n
taxable gifis. Enter| c d. e f.
the amount from .
linel, \yrarks‘vee{ -

1 Total gift taxes payable on gifts made after 1976 (combine the amounts in cclumn f)
2. Gift taxes paid by the decede"t on gi‘ts that qualn‘y for speczal treatment." Enter the amount from line 2,

- column e, Worksheet TG . . .
3. Subwactlmerrom hnel .

4. Gift tax paid by decedent's spouse on sp%zt gn‘ts mcluded on Schedu&e G Enter the amount from hpe 2
column f, Worksheet TG |

. . .

.

5. Add lines 3and 4. Enter heré and on !me 9 of the Tax Computatlon of F orrr 706

. D . . . . .

. . . . . . . .

. . .

. . . . . v

Column &: To figure the "tax payable” for this column, you must use Table A in these instructions, as rtapphes to the year of the decedent’s death rather than to the year the g:ffs
were actually made. To compute the entry for col. d, you shouid ﬁgare the 'mx 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.

* If the decedent died after December 31, 1987, and if the amount in columns b and ¢ combined exceeds $10,000,000 for any given calendar yea' ‘then you must calculate the
tax in coiumn d for that year using the Form 7089 revision in effect for the year of the decedent’s death. .

To caiculate the tax, enter the amount for the appropriate year from column ¢ of the worksheet on line 1 of the Tax Cemputation of the Form 709. Enter the amourtt from
column b on line 2 of the Tax Ccmputa’aor Compaete the Tax Computatvon throuah the tax due before any reduction for the unified credit and enter that amount in co!umn d,.

below.

Column 2: To fsgure the unused umf ed ctedxt use the U"M“d credit in effect foy the year the gnft was made. This amount shouid be on line 12 of the Tax Computat.on of the Form'.

709 fited for the gﬂ‘t
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Line 12.—If the decedent made gifts
(including gifts made by the decedent'’s
spouse and treated as made by the
decedent by reason of gift splitting) after
September 8, 1976, and before January 1,
1977, for which the decedent claimed a
specific exemption, the unified credit on
this estate tax return must be reduced. The
reduction is figured by entering 20% of the
specific exemption claimed for these gifts.
(Note: The specific exemption was allowed
by section. 2521 for gifts made befare
January 1, 1977.)

I the decedent did not make any gifts
between September 8, 1976, and January
1, 1977, or if the decedent made gifts
during that period but did not claim the
specific exemption, enter **-0-".

Line 15.—You may take a credit on fine 15 .
for estate, inheritance, fegacy, or
succession taxes paid as the result of the

decedent’s death to any state or the District

of Columbia. However, see section 2053(d)
and the related regulations for exceptions
and limits if you elected to deduct the taxes
from the value of the gross estate.

if you make a section 6166 election to pay
the Federal estate taxin instalimentsand
make asimilar e!ectnon to pay thestate death

tax in installments, see Rev. Rul. 86-38,
1986-1 C.B. 296, for the method of
;%rgputing the credit allowed with this Form

The credit may not be more than the
amount figured by using Table C, below,
based on the value of the adjusted taxable
estate. The adjusted taxable estateis the
amount of the Federal taxable estate (line 3
of the Tax Computation) reduced by
$60,000. You may claim an anticipated
amount of credit and figure the Federal
estate tax on the return before the state
death taxes have been paid. However, the
credit cannot be finally allowed unless you
pay the state death taxes and claimthe -
credit within 4 years after the return is filed
(or later as provided by the Code if a petition
is filed with the Tax Court of the United
States, or if you have an extension of time to
pay) and submit evidence that the tax has
been paid. I you claim the credit for any
state death tax which is later recovered, see
Regulations section 20.2016-1 for the notice
to IRS required within 30 days. -

1f you transfer property otherthan cash
to the state in payment of state inheritance
taxes, the amount you may claim as credit. -
is the lesser of the state mhentance tax -

'Itabthty discharged or the fair market value

of the property on the date of the transfer.
For more details; see Rev. Rul. 86-117,

©1986-2C.B. 157.

You should send the follewing evidence
to the Internal Revenue Service:

1. Certificate of the proper officer of the
taxing state, or the District of Columbia,
showing: (a) the total amount of tax
imposed (before adding interest and
penalties and before allowing discount);
(b) the amount of discount allowed; (c)
the amount of penalties and interest
imposed or charged; (d) the total amount
actually paid in cash and (e) the date of
payment.

2. Any additional proof the Internal Revenue
Service specifically requests,

You should file the evidence requested
above with the return if possible. Otherwise,
submit it as soon after you file the return as
possible.

Line 17.—You may take a credit for

Federal gift taxes imposed by Chapter 12 of

the Code, and the corresponding provisions

of prior laws, on certain transfers the

. Table B

" Table A—Unified Rate Schedule o
c"“""" A @&@"3 Column ¢ Columad - |- "4 e ‘Maximum Unifled Credit Against Estate Tax
: . - Rate of taxon o :
Taxable . Taxable - Taxon ’ excessover - - - e
- amount . amount - ] . amountin - amount.in For decedents dying— - - The credit is—
L over notover - " columnA column A ; y . b
- 11986 . . . . $155,800
- (Percent) | 1987 and tater . ... 192,800
0 $10,000 -0 18 . : -
$10,000 _ 20,600 $1.800 20
20,000 40,000 3,800 2
40,000 60,000 8,200 . 24
60,000 1" £0.000 13,000 - 26 Table C Worksheet
80,000 100,000 - 18,200 28 - Federal Adjusted Taxable Estate
. 150, 250,000 - : 1 Federal taxzble estate (from Tax Computation,
250,000 500,000 - 70, 800 34 1 Form 706, line 3) ¢
500,000 750,000 155, 800 37 K . ; }
750,000 - 1,000,000 248,300 T 39, 2 'Adjustment 60,000
1,000,000 1,250,060 345,800 41 - . : -
1.250,000 - ] 1,500,000 448,300 43 - 3 ;nederar Iagilﬁtsid ﬂt:izsxable esttatte Sulmt line 2
2,000,000 \ mline 1. amount to compu
;%% . g%mo ' ?f;g% :g 1 maximum credit for state death taxes in Table C..
2,500,000 3,000,000 1,025,800 53
3000000 | o _oo_..a 1,290,800 55 _
TableC
i ~ Computation of Maximum Credit for State Death Taxes
: (Based on Federal adjusted taxable estate computed using the worksheet above.) .
Adjusted taxable Adjusted taxable | Credit on amount Rate of crediton Adjusted taxable Adjusted taxabie Credit on amount Rate of credit on
estateequalto | estate less incolumn (1) excess over amount estate equal to estate less in column{1) exgess over amount
or more than— than— = . . incolumn (1) ormore than— than-— ) . in column (1)
1 i ) (3) @) ~_m (2) ol '_ : 4
' 1 ' T (Percent) o : 4 - (Percent)
IR I $40,000 None . 2,040,000 2,540,000 106,800 ‘8.0
'$40,000 90,000 - 08 1. 2540,000 3,040,000 146,800 - © | 8.8
- 90,000 - 140,000 - $400 1.6 . . .3,040,000 1 ° 3,540,000 190,800 9.6
140,000 - § .- - 240,000 1,200 24 - 3,540,000 4,040,000 238,800 - 104
240,900, : 440,000 . 3.600 32 . 4,040,000 5,040,000 290,800 11.2
440,000 640,0000 10,000 4.0 5,040,600 *6,040,000 402,800 120
< 640000 ° - - 840,000 - 18,000 4.8 6,040,000 7,040,000 522,800 1128
840,000 .7 ) l ,040,000 27,600 5.6 7,040,000 8,040,000 650,800 o 136
1,040,000 - 1,540,000 38,800 6.4 8,040,000 9,040,000 786,800 .- - 144
1,540,000 - 2,040,000 70,800 7.2 © 9,040,000 10,040,000 930,800 15.2
DR e o . 10,040,000 . 1,082,800 16.0
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Table D

Note: Due to rounding, use of this table may result in a deduction slightly exceeding the limitation imposed by section 2057¢b)(1). If this
occurs, IRS will adjust the deduction to meet the limitation.

Computation of Maximum ESOP Deduction
Column A Column B Column C ColumnD
Subtract the amount entered or
if Intermediate Taxable Estate But not over: Enter on Part 5, Recapitulation, tine calculated below from the entry in
(ITE) on Part 5, Recapitulation, 22, the amount beiow less the amount Column C. Enter the difference in Part
fine 21 is over: shown or calculated i Column D. 5, Recapitulation, line 22.
-0 $3,046,155 50% (.50)oftheiTE | === =oe=ssosommesees

3,046,155 3,436,363.60 1,523,077.50 (ITE~ 3, 046,155) x .22222

13,436,364 3,881,818 1,436,364.50 {ITE - 3, 436,363.60) x .122459

3.881.818 4,363,636 .1,381,819 (ITE - 3,.881,818) x .03774

433636 |  TTmTomee 1,363,636 -0-

decedent . made before January 1, 1977,
which are included in the gross estate. The
credit cannot be more than the amount
figured by the following formula:

Gross estate tax minus (the
sum of the state death taxes
and unified credit)

Value of gross estate minus
(the sum of the deductions for
charitable, public, and similar
gifts and bequests and marital
deduction)

For more information, see the regulations
under section 2012. This computation may
be made using Form 4808, Computation of
Credit for Gift Tax. Attach a copy of a
completed Form 4808 or the computation
of the credit. Also attach all available copies
of Forms 709 filed by the decedent to heip
verify the amounts entered on lines 4, 9,
and 17
Line 23.—Iif you answered “Yes” to
Question 16 of General Information, you
must complete and attach Schedule S
(Form 706). Enter the tax due from line 17
of Schedule S on line 23. This increased
estate tax may not be offset by any of the
estate tax credits on lines 11-19.

Line 26.—You may not use these bonds to
pay the GST tax. You may use these bonds
to pay the increased estate tax shown on
fine 23.

Line 27.—Do NOT reduce the amount you
show on this line by any estate tax liabilities
that are assumed by an ESOP (as described
in the instructions to line 5 of Elections by
the Executor).

Instructions for Schedule A.—
Real Estate

?eogs the reverse side of Schedule A on Form

Value of
% included gift

instructions for Schedule B.~—
Stocks and Bonds

General.—If the total gross estate contains
any stocks or bonds, you must complete
Schedule B and file it with the return.

On Schedule Blist the stocks and bonds
included in the decedent’s gross estate.
Number each item in the ieft-hand column.
Bonds that are exempt from Federal
income taxes are not exempt from estate

Page 8

taxes unless specifically exempted by an

{f the stock or bond is unlisted, show the

estate tax provision of the Code. Therefore, company’s principal business office.

you should list these bonds on Schedule B.

Public housing bonds includible in the
gross estate must be inciuded at their ful!
value.

If you paid any estate, inheritance,
legacy, or succession tax to a foreign
country with respect to any stocks or bonds
included in this schedule, group those
stocks and bonds together and label them
*‘Subjected to Foreign Death Taxes.”

List interest and dividerids on each stock
or bond separately. Indicate as a separate

item dividends that have not been collected

at death, but which are payable to the
decedent or the estate because the
decedent was a stockholder of record on
the date of death. However, if the stock is
being traded on ah exchange and is selling
ex-dividend on the date of the decedent’s
death, do not include the amount of the
dividend as a separate item. Instead, add it
to the ex-dividend quotation in determining
the fair market value of the stock on the
date of the decedent’s death. Dividends
declared on shares of stock before the
death of the decedent but payable to
stockhoiders of record on a date after the
decedent’s death are not includible in the
gross estate for Federal estate tax
purposes.

Description

For stocks indicate:

® Number of shares

® Whether common or preferred

® lssue

® Par value where needed for
identification

@ Price per share

® Exact name of corporation

@ Principal exchange upon which sold, if
listed on an exchange

® CUSIP number, if available

For bonds indicate:

o Quantity and denomination

o Name of obligor

o Date of maturity

® [nterest rate

o Interest due date

# Principal exchange, if listed on an’
exchange )

o CUSIP number, if available

The CUSIP (Committee on Uniform
Security ldentification Procedure) number
is a nine-digit number that is assigned to all
stocks and bonds traded on major
exchanges and many unlisted securities.
Usually, the CUSIP number is printed on
the face of the stock certificate. If the
CUSIP number is not printed on the
certificate, it may be obtained through the
company's transfer agent.

Valuation.—List the fair market value of
the stocks or bonds. The fair market value
of a stock or bond (whether listed or
uniisted) is the mean between the highest
and lowest selling prices quoted on the
valuation date. if only the closing selling
prices are available, then the fair market
value is the mean between the quoted
closing selling price on the valuation date
and on the trading day before the vaiuation
date. To figure the fair market vaiue if
there were no sales on the valuation date:

1. Find the mean between the highest and
lowest selling prices on the nearest
trading date before and the nearest
trading date after the valuation date.
Both trading dates must be reascnably
close to the valuation date.

2. Prorate the difference between the
mean prices to the valuation date.

3. Add or subtract (whichever applies) the
prorated part of the difference to or from
the mean price figured for the nearest
trading date before the valuation date.

if no actual sales were made reasonably
close to the valuation date, make the same
computation using the mean between the
bona fide bid and asked prices instead of
sales prices. If actual sales prices or bona
fide bid and asked prices are available
within a reasonable period of time before
the valuation date but not after the
valuation date, or vice versa, use the mean
between the highest and lowest sales prices
or bid and asked prices as the fair market
value.

For example, assume that sales of stock
nearest the valuation date (June 15)
occurred 2 trading days before (June 13)
and 3 trading days after (June 18). On

those days the mean sale prices per share

were $10 and $15, respectively. Therefore,




Examples showlng use of Schedule B

Example where the alternate valuatlon Is not adopted; date of death, January 1,19088

18, the mean sale prices per share were
$15and $10, respectively, the fair market
value of a share of stock on the valuation
date is $13.

If only closing prices for bonds are
available, see Regula’ucns section .
20.2031- 2(b).

Apply the rules in the sectlon 2031
regulations to determine the value of
inactive stock and stock in close
corporations. Submit with the schedule
complete financial and other data used to
determine value, including balance sheets
(particularly the one nearesttothe
valuation date) and statements of the net -
earnings or operating resuits and dividends
pald for each of the 5 years mmedaately
‘before the valuation date.

Securities reported as of no va!ue
nominal value, or obsolete should be listed
{ast, and the address of the company and
the state and date of the incorporation
should be included. Attach copiss of.
_.ccrrespondence or statements used to
~"determine the “no value.”’

. 1f the security was lis.ed onmorethan

- one stock exchange, use either the records

of the exchange where the security is
principally traded or the composite listing of
combined exchanges, if available, i ina

~ values for the applicable valuation date.

If you obtain quotations from brokers, or

* evidence of the sale of securities from the

officers of the issuing companies, attach to
the schedule copies of the letters furnishing.
these quotations or evidence of sale.

See Rev. Rul. 69-489, 1969-2 C.B. 172,
for the special valuation rules for certain
marketable U.S. Treasury Bonds (issued-
before March 4, 1971). These bonds,
commonly called “flower bonds,"” may be
redeemed at par plus accrued interest in
payment of the tax at any Federal Reserve
bank, the office of the Treasurer of the

United States, or the Bureau of the Publlc )

Debt, as explained in Rev. Proc 69-18,
1969-2 C.B.300.

Instructlons for Schedu!e C.—
Mortgages, Notes, and Cash
‘;‘Ses the reverse side of SCheduIe' C on Foi'm

Instructions for Scbedule D —

Insurance on the Decedent’

Life

* See the reverse side of Schedule D on. F or'n

706

e | Derponman ettt el Sy g obewhrs ot | urivoe | alin | MR | Ve
1 $60,000-Arkansas Railroad Co. first mortgage 4%, 20-year bonds, due
1993. Interest payable quarterly on Feb. 1, May 1, Aug. 1 and Nov. 1; .
N.Y. Exchange, CUSIP No. X)XOOXXXXX. . . ' . 100 | oo e 60,000
Interest coupons attached to bonds, item 1, due and payab!e on Nov 1 3
1988, but not cashed at date of death . R DT R R 600
Interest accrued on item 1, from Nov. 1, 1987, to Jan 1 1988 R RO RO R, 400
2 500 shares Public Service Corp common; N.Y. Exchange, CUSIP No.
XOOXKXXXX. 110 | ol 55,000
Dividend on utem 2 of $2 per share dec!ared Dec 10 1987 payable on
Jan. 10, 1988, to holdersof recordonDec. 30,1987 . . ... . . .| ..cecceal ciceeea] ioeioaann . 1,000
Example where the alternate valuationis adopted: date of dsath, January 1, 1588 :
, A Alternat
n:}g‘rge ) Description mcludmgAface ;diw&‘g gfmbocr:\}f‘l’se v Gg‘r‘nnbr:eur g;:!:efrﬁ :lrI;db%arvalue where needed for Unitvalue vag:ttéog N‘t':;::te ; Vai)ufedita ?ﬁte
1 $60,000-Arkansas Railrcad Co. flrst mortgage 4% 20-year bonds, due _
1993, Interest payable quarterly on Feb. 1, May 1, Aug 1 and Nov. 1; : B
N.Y. Exchange, CUSIP No. XXXO00XX. . . . 100 { ... 60,000
$30,000 of item 1 distributed to legatees on Apr 1 1988 99 | 4/1/88 . 29,700 | .. _.....
$30,000 of item 1 sold by executor on May 2, 1988 ) 98 5/2/88 | 29,400 | .........
‘ lnterest coupons attached to bonds, item 1, due and payab!e on Nov 1, ' ) B
- 1987, but not cashed at date of death. Cashed by executor on Feb 1, .
1988. SR e A T I 2/1/88 600 | 600
Interest accrued on item 1 from Nov. 1, 1987 to Jan 1 1988 Cashed ' - -
by executor on Feb. 1, 1988 .. . cieenn 2/1/88 400 400
2 | 500 shares of Public Service Corp common; N Y Exchange CUSIP No '
T XO00KXXX. R 3 (38 IO R 55,000
- Not disposed of wrthm 6 months followmg death -90 71 /88 . 45000 | .. .._...
_Dividend on item 2 of $2 per share declared Dec. 10, 1987 and pald on | - :
Jan. 10, 1988, to holders of recordonDec. 30,1987 . .- . . . . . l......... 1/10/88 1,000 . 1,000
" the price of $12 is considered the fair publication of gerieral cnrculatlon In va!umg Instructions for schedule E —
market value of a share of stock onthe " . " listed stocks and bonds, you should Jointly Owned Propert :
valuation date. If, however, onJune 13and  carefully check accurate records to obtain y perty

gg% the reverse side of Schedule E on Form

\ fvlnstructlons for Schedule F —
Cther Miscellaneous Property

;ges the reverse side of Schedule F on Form

Instructions for Schedule G.—
Trfansfers During Decedent’s
Life

You must complete Schedule G and fileit . -
with the return if the decedent made any of
the transfers described below in (1) through

> (5) or if you answered “Yes” on lines 11 or

12a of Part 4, General Information,

. Fivetypes of transfers should be reperted
on this schedule: -

(1) Certain gift taXes.—-Sectlon 2035(5)

. “Enter at item A of the Schedule thetotal.

value of the gift taxes that were paid by the
decedent or the estate on gifts made by the

~decedent or the decedent s speuse w;thn 3

years befere death.

" The date of the gift, not the date of .
- payment of the gift tax, determines whether

agifttax paidis mc!uded in the gross estate -
under this rule. Therefore, you should
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carefully examine the Forms 709, United
States Gift (and-Generation-Skipping
Transfer) Tax Return, filed by the decedent
and the decedent’s spouse to determine
what part of the total gift taxes reported on
them was attributable to gifts made within 3
years before death. For example, if the
decedent died cn July 10, 1988, you should
examine gift tax returns for 1988, 1987,
1986, and 1985, However, the gift taxes on
the 1985 return(c) that are attributable to
gifts made before July 10, 1985, are not
included in the gross estate.

Attach an explanation of how you
comiputed the includible gift taxes if you do
not include in the gross estate the entire gift
taxes shown on any Form 709 filed within 3
years of death. Aisc attach copies of any
pertinent gift tax returns filed by the
decedent’s spouse within 3 years of death.

(2) Other transfers within 3 years before
death.—Section 2035(a). These transfers
include only the following:

e Any transfer by the decedent with respect
to a life insurance policy within 3 years
before death.

® Any transfer within 3 years before death
of a retained section 2036 life estate,
section 2037 reversionary interest or
section 2038 power to revoke, etc., if the
property subject to the life estate, interest,
or power would have been included in the
gross estate had the decedent continued to
possess the life estate, interest, or power.
untii death.

These transfers are reported on Schiedule
G regardiess of whether a gift tax return was
required to be filed for them when they
were made. However, the amount
includible and the information required to
be shown for the transfers are determined:
e Forinsurance on the life of the decedent
using the instructions to Schedule D.
(Attach Form{s) 712.)

o Forinsurance on the life of another using
the instructions to Schedule F. (Attach
Form(s)712.)

e For sections 2036, 2037, and 2038
transfers, using paragraphs (3), (4), and (5)
of these instructions.

(3) Transfers with retained life estate
{(section 2036).—These are transfers in
which the decedent retained the income
from the transferrec property or the right to
designate the person or persons who wilt
possess ot enjoy the transferred property, or
the income from the transferred property if
the transfer was made:

(a) between March 4, 1931, and June 6,
1932, inclusive, and the decedent alone
retained the right to so designate for life, or
for any period which did not in fact end
before the decedent’s death; or

(b) after June 6, 1932, and the decedent
retained the right to so designate, either
alone or with any person, for life, for any
period that must be ascertained by
reference to the decedent’s death, or for
any period which did not in fact end before
the decedent’s death.

Retained Voting Rights. Transfers with a
retained life estate also inciude transfers of
stock in a “controlied corporation” after
June 22, 1976, if the decedent retained or
acquired voting rights in the stock. If the
decedent retained direct or indirect votihg
rights in a controiled corporation, the
decedent is considered to have retained
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enjoyment of the transferred property. A
corporation is a “‘controlled corporation’’ if
the decedent owned (actually or
constructively) or kad the right (either alone
or with any other person) to vote at least
20% of the total combined voting power of
all classes of stock. See section 2036(b). If
these voting rights ceased or were
relinquished within 3 years before the
decedent’s death, the corporate interests
are included in the gross estate as if the
decedent had actually retained the voting
rights until death,

Asset Freezes. For decedent’s dying after
December 31, 1987 (but only for transfers
accurring after December 17, 1587), if the
decedent held a substantial interest inan
enterprise and, in effect, transferred a
disproportionate share of the potential
appreciation in the enterprise while
retaining an interest in the income of, or
rights in, the enterprise, then the retained
interest is cansidered the retention of a life
estate in the transferred property. This rule
does not apply tc bona fide sales to non-
family members. A person holds a
substantial interest in an enterprise if the
person owns (directly or indirectly) 10
percent or more-of the voting power or
income stream, or both, in such enterprise.
In general, the decedent and members of
the decedent’s family are treated as one
person for the purpose of determining
ownerskip.

For rules excepting certain transfers from
the asset fraeze rule, see section
2036(c)(7Xadded by section 3031 of the
Technica! and Miscellaneous Revenue Act
of 1988). For transition rules for
transactions entered into after December
17, 1987, and before January 1, 1980, see
section 3031(h)(4) of the 1988 Act.

For potential gift tax liability with respect
to transfers occurring after June 20, 1988,
see section 2036(c)(4) as amended by
section 3031(a) of the 1988 Act.

(4).Transfers taking effect at death
(section 2037).—These are transfers made
on or after September 8, 1916, that took
effect at the decedent’s death. A transfer
that takes effect at the decedent’s death is
one under which possession or enjoyment
can be obtained only by surviving the
decedent. A fransfer is not treated as one
that takes effect at the decedent’s death
uniess the decedent retained a reversicnary
interest in the property which immediately
before the decedent's death had a value of
more than 5% of the value of the
transferred property. If the transfer was
made before Octeber 8, 1949, the
reversionary interest must have arisen by
the express terms of the instrument of
transfer.

(5) Revocable Transfers (section
2038).—These are transfers in which the
enjoyment of the transferred property was
subject at decedent's death to any change
through the exercise of a power to alter,
amend, revoke, or terminate, as follows:

@ If the transfer was made before 4:01
p.m., eastern standard time, June 2, 1924,
and the power was reserved at the time of
the transfer and was exercisable by the
decedent alone or with a person who had no
substantiai adverse interest in the
transferred property.

@ If the transfer was made on or after 4:01
p.m., eastern'standard time, June 2, 1924,
and before June 23, 1936, and the power

was reserved at the time of the transfer and
was exercisabie by the decedent alone or
with any person (regardless of whether that
person had a substantial adverse interest in
the transferred property), or
e if the transfer was made after June 22,
1936, regardless of whether the power was
reserved at the time of the transfer or later
created or conferred, regardiess of the
source from which the power was acquired,
regardless of whether the power was
exercisable by the decedent alone or with
any person, and regardless of whether that
person had a substantial adverse interest in
the transferred property.
e Ifthe decedent relinquished within 3
years before death any of the includible
powers described above, you should
determine the gross esiate as if the
decedent had actually retained the power(s)
until death.

For more detailed information on which
transfers are includible in the gross estate,
see the Estate Tax Regulations.

How To Complete Schedule G

All transfers (other than outright transfers
not in trust and bona fide sales) made by
the decedent at any time during life must be
reported on the Schedule regardiess of
whether you believe the transfers are
subject to tax. if the decedent made any
transfers not described in the instructions.
above, the transfers should not be shown on
Schedule G. Instead, attach a statement
describing these transfers: list the date of
the transfer, the amount or value, and the
type of transfer.

Complete the schedule for each transfe
that is included in the gross estate under
sections 2035(a), 2036, 2037, and 2038
as described above.

In the “ltem number’’ column, number
each transfer consecutively beginning with
1

In the “Descripticn’’ column, list the
name of the transferee, and the date of the
transfer and give a complete description of
the property. Transfers included in the
gross estate should be valued on the date of
the decedent’s death or, if the alternate
valuation is adopted, according to section
2032,

if only part of the property transferred
meets the terms of sections 2035(a), 2036,
2037, or 2038, then only a corresponding
part of the value of the property should be |
inciuded in the value of the gross estate. if
the transferee makes additions or
improvements to the property, the
increased value of the property at the
valuation date should not be included on
Schedule G. However, if only a part of the
value of the property is included, enter the
value of the whole under the column
headed '‘Description’ and explain what
part was included.

Attachments.—If a transfer, by trust or
otherwise, was made by a written
instrument, attach a copy of the instrument
to the Schedule. If of public record, the
copy should be certified; if not of record,
the copy should be verified.

Instructions for Schedule H.—

Powers of Appointment

You must complete Schedule H and fiie it
with the return if you answered “Yes" to line
13 of Part 4, General information.



On Scheduie H include in the gross estate:

1. The value of property for which the
decedent possessed a general power of
appointment on the date of his or her
death; and

2. The value of property for which the
decedent possessed a general power of
appointment which he or she exercised
or released before death by disposing of
it in such a way that if it were a transfer
of property owned by the decedent, the
property would be includible in the
decedent’s gross estate. (See section
2041 and Publication 448 for more.
details.)

Powers of Appointment.—A power of

appointment includes ail powers which are

in substance and effect powers of
appointment regardiess of how they are
identified and regardiess of local property
laws. For example, if a settior transfers
property in trust for the life of his wife, with

a power in the wife to appropriateor

consume the principal of the trust, the wife

has a power of appointment.

General Power of Appointment.—A

generai power of appointment is a power

which is exercisabie in favor of the
decedent, the decedent’s estate, the
decedent’s creditors, or the creditors of the
decedent’s estate, except:

1. A power to consume, invade, or
appropriate property for the benefit of
the decedent which is fimited by an
ascertainable standard relating to
heaith, education, support, or
maintenance of the decedent,

2. A power created on or before October
21, 1942, that is exercisele by the
decedent only in conjuncticn with
ancther person.

3 Apower created afier Ociober 21, 1942,
exercisable by the decedent only in
cenjunction with (a) the creator of the
power, or (b) a person who has a
substantial interest in the property
subject to the power, which is adverse to
the exercise of the power in favor of the
decedent.

A part of a power created after October
21, 1942, is considered ageneral power of
appointment if the power:

1. May oniy be exercised by the decedent
in conjunction with another person; and

2. 1s also exercisable in favor of the other
person (in addition to being exercisable
in favor of the decedent, the decedent’s
creditors, the decedent’s estate, or the-
creditors of the decedent’s estate).

The part to include’in the gross estate as
a general power of appointment is figured
by dividing the value of the property by the
number of persons (including the decedent)
in favor of whom the powsr is exercisable.
Date power was created.—Generally, a
power of appointment created by wili is
considered created on the date of the
tastator's death. However, a power of
appointment created by a will executed on
or before October 21, 1942, is considered a
power created on or before that date if the
_person executing the wili died before July 1,
1949, without having republished the will,
by codicil or otherwise, after October 21,
1942.

A power of appointment created by an in-
tervivos instrument is considered created
‘on the date the instrument takes effect. If
the holder of a power exercises it by

creating a second power, the second power

is considered as created at the time of the
exercise of the first.

Attachments.—!f the decedent ever
possessed a power of appointment, attach a
certified or verified copy of the instrument
granting the power and a certified or
verified copy of any instrument by which the
power was exercised or released. You must
file these copies even if you contend that
the power was not a general power of
appointment, and that the property is not
otherwise includible in the gross estate.

Instructions for Schedule I.—
Annuities -

You must complete Schedule | and file it
with the return if you answered “Yes” to
question 15 of Part 4, General Information.
Enter on Schedule | every annuity that
meets all of conditions (1)-(4; under
General, below, and every annuity
described in paragraphs (a)-(h) of Annuities
Under Approvad Plans, even if the
annuities are wholly or partially excluded
from the gross estate.

General.~—Except as otherwise provided

under Annuities Under Approved Plans,

include in the gross estate on this schedule
all or part of the value of an annuity
receivable by any beneficiary foilowing the
death of the decedent under a contract or.
agreement that satisfies all four conditions
below:

(1) The contract or agreementis nota
policy of insurance on the life of the
decedent;

(2) The contract or agreement was entered
into after March 3, 1931,

(3) The annuity is receivable bythe
beneficiary because he or she survived
the decedent; '

{4) Underthe contract or agreement—an
annuity was payable to the decedent (or
the decedent possessed the right to
receive the annuity) either alone orin
conjunction with another, for the
decedent’s life or for any peériod not
ascertainable without reference to the
decedent’s death or for any period that
did not in fact end before the decedent’s
death.

Part includible.—If the decedent

contributed only part of the purchase price

of the contract or agreement, include in the
gross estate only that part of the value of the
annuity receivable by the surviving
beneficiary that the decedent’s contribution
to the purchase price of the annuity or
agreement bears to the total purchase price.

For example, if the value of the survivor's

-annuity was $20,000 and the decedent had

contributed three-fourths of the purchase
price of the contract, the amount includible
is $15,000 (3/4 x $20,000). Except as
provided under Annuities Under Approved
Plans, contributions made by the
decedent’s employer to the purchase price
of the contract or agreement are considered
made by the decedent if they were made by
the employer because of the decedent’s
employment. For more information, see
section 2039.

“Annuity” defined.—The term "‘annuity’’
includes one or more payments extending
over any period of time. The payments may
be equal or unequal, conditional or
uncanditional, periodic or sporadic. The
following are examples.cf contracts (but not

necessarily the only forms of contracts) for

annuities that must be included in the gross

estate:

(a) A contract under which the decedent
immediately before death was receiving
or was entitled to receive, for the
duration of life; an annuity with
payments to continue after deathtoa
designated beneficiary, if surviving the
decedent;

{b) A contract underwhich the decedent
immediately before death was receiving
or was entitled to receive, together with
another person, an annuity payable to
the decedent and the other person for
their joint lives, with payments to
coittinue to the survivor following the
death of either;

(c) Acontract or agreement entered into by
the decedent and employer under which
the decedent immediately before death
and following retirement was receiving,
or was entitied to receive, an annuity
payable to the decedent for life'and after
the decedent’s death 1o a designated
beneficiary, if surviving the decedent,
whether the payments after the
decedent’s death are fixed by the
contract or sibject to an option or
election exercised or exercisable by the
‘decedent. However, see Annuities
Under Approved Plans, beiow;

(d) A contract or agreement entered into by
the decedent and employer under which
at the decedent’s death, before
retirement or before the expiration of 2
stated period of time, an annuity was
payable toa designated beneficiary, if
surviving the decedent. However, see
Annuities Under Approved Plans,
below;

(e) A contract or agreement under which the
decedent immediately before death was
receiving, or was entitled to receive, an
annuity for a stated period of time, with
the annuity to continue to a designated
beneficiary, surviving the decedent, upon
the decedent's death before the
expiration of that period of time;

() Anannuity contract or other
arrangement providing for a series of
substantially equal periodic payments to
be made to a beneficiary for life or overa
pericd of at least 36 months after the
date of the decedent’s death under an
individual retirement account, annuity,
or bond as described in section 2039(e)
{before its repeal by P.L. 98-369).

Annuities Under Approved Plans,—

Special rules are provided for the annuities-

described in (a)-(h) below. It may be possi-

ble to exclude part or all of the value of
these annuities from the gross estate:

No exclusion is allowed for annuities
under approved plans unless either con-
dition (1) or (2) below is met:

(1) On December 31, 1984, the decedent
was both a participant in the plan and in
pay status, and the decedent irrevocably
elected the form of the benefit before
July 18, 1984, or

(2) The decedent separated from service
before January 1, 1985, and did not
change the form of benefit before death

If either of the above conditions is met, an

exclusion.is aliowed. The exclusion may not

exceed $100,000 unless either of the two
additional conditions below is met:
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(1) On December 31, 1982, the decedent
was both a participant in the plan and in
pay stetus, and the decedent irrevecably
elected the form of the benefit before
January 1, 1983, or

{2) The decedent separated from service
before January 1, 1283, and did ot
change the form of henefit before
death.

f either of the above conditions is met,

the exclusion is not subject to the

$100,000 limitation.

Approved Plans:

(a) Anemployees' trust (or undera
contract purchased by an employees’
trust) forming part of a pension, stock
bonus, er prefit-sharing plan that met all
the reguirements of section 401(a),
either at the time of the decedent’s
saparation from employment (whether
by death or otherwise) or at the time of
the termination of the plan (if earlier);

{b) A retirement annuity contract
purchased by the employer (but not by
an empleyees' trust) under a plan that,
at the time of the decedent’s separation
from employment (by death or
otherwise), or at the time of the
termination of the plan (if earlier), was a
plan described in secticn 403(a);

{c) A retirement annuity contract
purchased for an empioyee by an
employer that is an organization
referred to in section 170(b)(1MAXi) or
(vi), or that is a raiigious organization
{other than a trust), and that is exempt
from tax under section 501(a);

(d) Chapter 73 of titie 10 of the United
States Code;

(e) Abond purchase plandescribed in
saction 405 (before its repeal by P.L.
©8-369, effective for chligations issued
after December 31, 1983,

if an annuity under an “approved plan®

described in {a)-(e) above is receivable by a

beneficiary cther than the executor and the

decedent made no contributions under the
pian toward the cosi, no part of the value of
the annuity, subject to the $100,000
limitation (if anplicable), is includible in the

gross estate. i the decedent made a

contribution under a plan described in

(a)-{e) above toward the cost, include in the

gross estate on this schedule that

proportion of the value of the annuity which
the araount of the decedent’s contribution
under the pian bears 1o the total amount of
ail contributions under the plan. The
remaining propartion of the value of the
annisity is excludable from the gross estate
subject to the $100,000 limitation (if
applicabie). For the rules to determine
whether the decedent made contributions

to the pian, see Publication 448.

Note: The accounts, annuities, and bonds

described in (f)—(h), below, are “‘approved

plans’ only if they provide for a series of
substantially equal pericdic payrments to be
made to a beneficiary for life, or cvera
pericd of at least 36 months after the date
of the decedent’s death.

(f) Anindividual retirement account
described in section 408(a);

{2) An individual retirement annuity
described in section 408(b);
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{h) A retirement bond described in section
' ﬁg%a)(hefcre itsrepeal by P.L. 98-
308).

Subject to the $100,0CO0 limitation, if
appiicable, if an annuity under a “plan”
described in (f)-(h) above is receivable by a
beneficiary cther than the executor, the
entire value of the annuity is excludable
from the gross estate even if the decedent
made a centribution under the plan.
However, if any payment to or for an
account or annuity described in paragraph
0, (2), or (h) above was not allowable as an
income tax deduction under section 219
{and was not a rollover contribution as
described in section 203%(e) before its
repeal by P.L. 98-369), include in the gross
estate on this schedule that proportion of
the value of the annuity which the amount
not allowable as 2 deduction under section
219 and which was not a roliover
confribution bears to the total amount paid
tc or for such account 6r annuity. For more
information, see Regulations section
20.2039-5.

It any part ¢f an annuity under a ‘'plan’
described in (a)-(h} above is receivable by
the executor, it is generally includible in'the
gross astate on this schedule to the extent
that it is receivable by the executor in that
capacity. in general, the annuity is
receivable by the executor if it is to be paid
to the executor or if there is an agreement
(expressed or implied) that it will be applied
by the beneficiary for the benefit of the
estate (such as in discharge of the sstate’s
lizbility for death taxes or debts of the
decedent, etc.) or that its distribution will
be govemed to any extent by the terms of
the decedent’s will or the laws of descent
and distribution.

If data available to you does not indicate
whether the plan satisfies the requiremenis
of section 4C1(a), 403(a), 40G8(a), 408(b),
or 409(a), you may obtain that infermation
from the District Director of Internal
Revenue for the district where the
employer's principal place of business is
located.

Line A.-—Lump sum distribuilon
election.— The election pertaining to the
lump sum distribution from qualified plans
{approved plans) excludes from the gross
estate all or part of the lump sum
distribution which would otherwise be
includible. When the recipient makes the
election to take a lump sum distribution and
include it in his or her income tax, the
amount excluded from the gross estate is
the portion attributable to the employer
contributions. The portion, if any,
aftributable to the employes-decedent’s
contributions is always includible. The
actual election is made by the recipient of
the distribution by taking the lump sum
distribution and by treating it as taxable on
his or her income tax return as described in
Regulations section 20.2035-4(d). The
election is irrevocable. However, you may
not compuie the gross estaie in accordance
with this election uniess'ycu check “Yes'' to
line A and attach the name, address, and
identifying number of the rec:plent(s) of the
lump sum distribution(s). See Regulations
section 20.2039-4.

How to compieis the schedule.—In
describing an annm‘y, give the name and
address of the grantor of the annuity.
Specify if the annue’y is under an approved
plan. If the annuity is under an approved

plan, you must siate the retio of the
decedent’s contribution to the total
purchase price of the annuity. If the
decedent was employed at the {ime of
death and an annuity as described in
paragraph (d) of “Annuity defined,” above,
become payable to any beneficiary because
the beneficiary survived the dacedent, you
must state the ratio ¢f the decedent’s
contribution to the total purchase price of
the annuity. If an annuity under an
individual retirement account or annuity
became payable {0 any beneficiary because
that beneficiary survived the decedent and
is payable to the beneficiary for life or for at
least 36 months following the decedent’s
death, you must state the ratio of the
amount paid for the individual retirement
account or annuity that was not allowable
as an income tax daduction under section
219 (cther than a roliover contribution) to
the totai amount paid for the account or
annuity. If the annuity is payabile out of a
trust or othér fund, the description should
be sufficiently complete to fully identify it. If
the annuity is payable for a term of years,
include the duration of the term and the
date on which it began, and if payable for
the life of a person other than the decedent,
inciude the date of birth of that person. {f
the annuity is whoily or partially excluded
from the gross estate, enter the amount
exciuded under “Dascription’” and explain
hew you computed the exclusion.

Instructions for Schedule J.—
Funeral Expenses and Expenses
Incurred in Administering
Properiy Subject to Claims

See the reverse side of Schedule J on Form
706.

Instructions for Schedule K.—
Debts of the Becedent and
hMortgages and Liens

General.— You must complete and attach
Schedule K if you ciaimed deductions on
either item 12 oritem i3 of Fart 5,
Recapitulation.

Debts of the Decedent.—List under
“Debts of the Decedent’’ only valid debts
the decedent owed at the time of death. List
any indebtedness secured by a morigage or
other lienen property of the gross estate
under the heading '‘Mortgages and Liens.”
if the amount of the debt is disputed or the
subject of fitigation, deduct cnly the amount
the estate concedes o be a vaiid claim. if
the claim is contested, enter the amount in
contest in the column previded.

Generally, if the claim against the estate
is based on a promise or agreement, the
deduction is limited to the extent that the
liability was contracted bona fide and for an
adequate and full consideration in money or
money's worth. However, any enforceable
claim based on a promise or agreement of
the decedent to make a contribution or gift
(such as a pledge or a subscripticn) to or for
the use of a charitabie, public, religious,
etc., organization is deductibie to the extent
that the deduction would be allowed as a
bequest under the statute that appiies.

If the decedent died after July 18, 1984,
certain claims of a former spouse against
the estate based on the relinquishment of
marital rights are deductible on Schedule K.



For these claims to be deductible, all of the
foliowing conditions must be met:

o The decedent and the decedent’s spouse
must have entered into a written agreement
relative to their marital and property rights.
e The decedent and the spouse must have
been divorced before the decedent’s death
and the divorce must have occurred within
the 3-vear period beginning on the date one
year before the agreement was entered
into. tt is nat required that the agreement
be approved by the divorce decree.

o The property or interest transferred
under the agreement must be transfeired
either to the decedent’s spouse in
settiement of the spouse’s marital rights or
to provide a reasonable aliowance for the
support of the children of the marriage
during their minority.

You may not deduct a claim made against
the estate by a remainderman relating to
section 2044 properly. Section 2044
property is described in the instructions to
line 6 of Part 3, General Information.

Include in this schedule notes unsecured
by morigage or other liei and give full
details, including name of payee, face and
unpaid balance, date and term of note,
interest rate, and date to which interest was
paid before death. Include the exact nature
of the ciaim as well as the name of the
creditor. If the claim is for services
performed over a peried of timie, state the
period covered by the claim. Example:
tdison Electric liluminating Co., for electric
service during December 1987, $150.

If the amount of the claim is the unpaid
balance due on a contract for the purchase
of any property inciudad in the gross estate,
indicate tle schedule arid itam rumber
where you reported the property. If the
claim represents a joint and separate
lizbitity, give ful! facts and explain the
financial responsibility of the co-obligor.
Property and-income Taxes.—The
deduction for property *axes is limited io the
taxes accrued before ti date of the
decedent’s death. Federal taxes on income
received diring the decedunt’s lifetime are
deductible, but tay :5 on income teceived-
after death are not deductibie,

Keep ali vauchers or nriginai recorts for
inspection by the Internal Revenue Service.
ARllowahie Death Taxes.—If you elect to
take a deduction under section 2053(d)
rather than a credii under sectior 2011 or
section 2014. the deduction it subject io
the litnitations described in section 2053(d)
and its regulations. If vou have difficulty
figuring the deduction. you may request a
computaticn of it. Send your request within
a reasonabie amount of time bafore the due
date of the return to the Commissioner of
internal Revenue, Washington, DT 20224.
Aitach to your request a copy of the will and
relevant cocuments, a statement showing
the distribution of the estate under the
decedent’s will, and a computation of the
state or foreign death tax showing the
amount payable by charity,

Mortgages and Liens.—List under
"Mortgages and Liers” only obligations
secured by mortgages or other liens on
property that you included in the gross
estate at its full value or at a value that was
unidiminished,by the amount of the
morigage or lien. If the debt is enforceable
against other property of the estate not
subject to the mortgage or lien, or if the

-decedent was personally liable for the debtf,

you must includs the.full value of the
property subject to the moritgage or lien in
the gross estate under the appropriate
schedule, and may deduct the mortgage or

lien on the property on this schedule.

However, if the decedent’s estate is not
liable, include in the gross estate only the
value of the equity of redemption (or the
value of the property less the amount of the
debt), and do not deduct any portion of the
indebtedness on this schedule.

Notes and other obligations secured by
the deposit of collateral, such as stocks,
bonds, etc., also should be listed under
““Mortgages and Liens.”
Description.—Include under the
“Description” column the particular
schedule and item number where the
properiy subject to the mortgage or lien is
reported under the gross estate.

Include the name and address of the
mortgagee, payes, or obliges, and the date
and term of the mortgage, note, or other
agreement by which the debt was
established. Also include the face amount,
the unpaid balance, the rate of interest, and
date to which the interest was paid before
the decedent’s death.

Instructions for Schedule L.—
Met Losses During
Administration and Expenses
Incurred in Administering
Property Not Subject to Claims

General.—You must coinplete Schedule L
and file it with the return it you claim
deductions on either item 15 of item 17 of
Part 5, Recapitulation.

Net Lesses During Administration.—You
may deduct only these losses from thefis,
fires, storms, shipwrecks or cther casuaities
that ocourred dur: ng the settlement of the
estate. You may deduct only the amount not
reimbursed by insurance or ¢thefisa,

Describe in detail the loss sustzined and
the cause. if vou received insurance or
cther compensation ¥ the koss, state the
amt it coilected. ldentify the property for
which ycut are ¢l iming the loss by
indicating the particufar scheauie and item
nurnber wheie the property is included in
the gross estate.

if you elect alternate valuation, do not
deduct the amount by which vou recuced
the value of an item 1o include it in the gross
estate.

Do not deduct losses claimed as a
degduction on a Féderal income tax return or
denreciation in the value of securities or
olner property.

Expanses Incurred in Administering
Properiy Not Subject te Claims.—You
may deduct expenses incurred in
administering property that is included in
the gress estate but that is not subject to
cizims. You may only deduct these
expensass if they were paid before the
section 6501 period of limitations for
assessmant expired.

The expenses deductible on the schedule
are usually expenses incurred in the
administration of a trust established by the
decedent before death. They may also be
incurred in the collection of other assets or
the transfer or cléarance of titie to other
property included in the decedent’s gross
estate for estate tax purposes, but not

included in the decedent’s probate estate.
The expenses deductible on this schedule
ar limited to those that are the result of
settling the decedent’s interest in the
property or of vesting goad title to the
property in the beneficiaries. Expenses
incurred on behalf of the transferees
(except those described ahove) are not
deductible. Examples of deductible and
riondeductibie expenses are provided in
Regulations section 20.2053-8.

List the names and addresses of the
perscns to whom each expense was payable
and the nature of the expense. Identify the
property for which the expense was incurred
by indicating the schedule and item number
where the property is inchided in the gross
estate. If you do riot know the exact amount
of the expense, you may deduct an
estimate, provided that the amount may be
verified with reasonable certainty and will
be paid before the period of limitations for
assessment (referred to above) expires.
Keep all vouchers and receipts for
inspection by the Internal Revenue Service.

Instructions for Schedule M.—
Bequests, etc., to Surviving
Spouse (Marital Deduction)

General.-——You must complete Scheduie M
and file # with the return if you claima
deduction on item 18 of Fart 5,
Recapitulation.

The maritai deducticn is authorized by
section 2056 for certain property interests
that pass from the decedent to the surviving
spouse. You may claim the deduction only
for property interests that are inciuded in
the decedent's gross estate (Schedules A
through !).

Rete: The marital deduction is generally not
allowed for the asiates of decedents dying
after November 10, 1988, if the surviving
spouse is not a U.S. citizen. The marital
dedluction is aliowed for property passing to
suctira surviving spouse in a "quaiified
doiestic trust” or certain property passing
oulside the probate ostate. For the
definition of 3 quaiified domeshi trust, see
new sectivn 2056A which was added by
section 5033(a)2) of the Techinical and
Misceliznecus Revenise Act of 1588. IRS
will issue further guidance concerning these
trusts.

Line 1.—!f property passes to the surviving
spause as the resuit of a qualined disclaimer
check *Yes' and attach a copy of the written
disclaimer required by section 2518(b).
Line 2.-—Terminable Intarest (QTiF)
Election.—Termiriable interests are
described beiow. Usually, thiese interests do
rot qualify for the marital deduction.
However the executor may elect {o have
“qualified terminable interest property”
included i the marital deduction. If this
election is made, the surviving spouse’s
gross estate will include the value of the
“qualified terminable interest property.”
See the instructicns for line 6 of General
Informaticn for more details.

To make the election, you miust check the
box on line 2 and compiete Part 2 of
Schedule M.

The election once made is irrevocable. If
you file a Form 706 in which you do not
make this election, you may not file an

Page 13



amended return to make the election unless

you file the amended return on or before the

due date for filing the original Form 708,

“Qualified terminable interest property”
is defined below

Property interests that may be listed on

Schedule M.—GCenerally, you may list on

Schedule M all property interests that pass

from the decedent to the surviving spouse

and are included in the gross estate. You
should not list any *‘Nondeductible
terminable interests'' (described below).

Note that you may elect to deduct an

otherwise nondeductible terminable

interest by making a QTIP election. The
property for which you made this election

must be included on Part 2 of Schedule M

See “Qualified Terminable Interest

Property,” below

For the rules on common disaster and
survivat for a limited period provisions, see

section 2058(b)(3).

You may list on Schedule M only those
interests that the surviving spouse takes:

1 Asthe-decedent’s legatee, devisee, heir,
or donee,

2 Asthe decedent’s surviving tenant by
the entirety or jeint tenant;

3. As an appointee under the decedent’s
exercise of a poweror as a taker in
default at the decedent’s nonexercise of
a power,

4. As a beneficiary of insurance on the
decedent’s life,

5. As the surviving spouse taking under
dower or curtesy (or similar statutory
interest); and

6. Asatransferee of a transfer made by the
decedent at any time.

Property interests that should not be

listed on Schedule M.—You should not list
on ScheduleM. -

(a) The value of any property that does not
pass from the decedent o the surviving
spouse. .

(b) Property interests that are not included
in the decedent’s gross estate,

() The full value of a property interest for
which a deduction was claimed on
Schedules J through L, or N. The value
of the property interest should be
reduced by the deductions claimed with
respect to it.

() The full value of a property interest that
passes to the surviving spouse subject to
a mortgage or other encumbrance or an
obligation of the surviving spouse. -
Include on Schedule M only the net
value of the interest after reducing it by
the amount of the mortgage or other
debt.

(e} Nondeductible terminable interests
(described below).

(f) Any property interest disclaimed by the
surviving spouse.

Terminable interests.—Certain interests

in property passing from a decedent to a

surviving spouse are referred to-as

terminable interests. These are interests
that will terminate or fail after the passage
of time, or on the occurrence or
nonoccurrence of some contingency

Examples are: life estates, annuities,

estates for terms of years, and patents.

The ownership of a bond, note, or other
contractual obligation, which when
discharged would not have the effect of an
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annuity for life or for-a term, is not

considered to be a terminable.interest.

Nondeductible terminable interests.—A

terminable interest is nondeductible, and

should net be entered on Schedule M

(unless a valid QTIP election is made) if

1 Another interest in the same property
passed from the decedent to some other
person for less than adequate and full
consideration in money or money's
worth, and

2. By reason of its passing, the other
‘person or that person’s heirs may enjoy
part of the property afier the termination

_ of the surviving spousa’s interest.

This rule applies even though the interest
that passes from the decedent to a person
other than the surviving spouse is not
included in the gross estate, and regardiess
of when the interest passes. The rule also
applies regardless of whether the surviving
spouse’s interest and the other person’s
interest pass from the decedent at the same
time. Property interests that are considered
to pass to a person other than the surviving
spouse are any property interest that (1)
passes under a decedent’s wili or intestacy,
(2) was transferred by a decedent during
life; or (3) is held by or passed on to any
person as a decedent’s joint tenant, as
appointee under a decedent’s exercise of a
power, as taker in default at a decedent’s
release or nonexercise of a power, oras a
bfeneficiawof insurance on the decedent’s
life,

For example, a decedent devised real
property to his wife for life, with remainder
to his children The life interest that passed
to the wife does ncot qualify for the marital
deduction since it will terminate at her
death and the children will thereafter
possess or enjoy the property

However, if the decedent pufchased a
joint and survivor annuity for himself and
his wife who survived him, the value of the
surviver's annuity, to the extent that it is
inciuded inthe gross estate, gualifies for
the marital deduction because even though
the interest will terminate on the wife’s
death, no one else will possess or enjoy any
part of the property

The marital deduction is not allowed for
an interest which the decedent directed the
executor or a trustee to convert, after
death, into a terminabie interest for the
surviving spouse. The marita! deduction is
not allowed for such an interest even if
there was no interest in the property
passing to another perscn and even if the
terminable interest would otherwise have
been deductible under the exceptions
described below for life estate and life
insurance and annuity payments with
powers of appointment. For more
information, see Regulations sections
20.2056(b)-1(f) and 20.2056(5)-1(g),
Exampie (7).

if any property interest passing from the
decedent to the surviving spouse may be
paid or otherwise satisified out of any of a
group of assets, the value of the property
interest is, for the entry on-Schedule M,

reduced by the value of any asset or assets

that, if passing from the decedent to the
surviving spouse, would be nendeductible
terminable interests. Examples of property
interests that may be paid or otherwise
satisfied out of any of a group of assets are
a bequest of the residue of the decedent’s

estate, or of a share of the residue, and a
cash iegacy payable out of the general N
estate. '
Example: A decedent bequeathed
$100,000 to the surviving spouse. The
general estate includes a term for years
(valued at-$190,000 in determining the
value of the gross estate) in an office
buitding, which interest was retained by the
decedent under a deed of the building by
gift to a son. Accordingly, the value of the
specific bequest entered on Schedule M is
$30.000
Life Estate With Power of Appointment in
the Surviving Spouse.—-A property
interest, whether or not in trust, will be
treated as passing to the surviving spouse,
and will not be treated as a nondeguctible
terminabie interest if (a) the surviving
spouse is entitled for life to all of the income
from the entire interest; (b) the income is
payable annualily or at more frequent
intervals; (c) the surviving spouse has the
power, exercisable in favor of the surviving
spouse or the estate of the surviving
spouse, to appoint the entire interest; (d)
the power is exercisable by the surviving
spouse alone and {(whether exercisable by
will or during life) is exercisable by the
surviving spouse in all events; and (¢) no
part of the entire interest is subjectto a
power in any other person to appoint any
part to any person other than the surviving
spouse (or the surviving spouse’s legal
representative or relative if the surviving
spouse is disabled.—See Rev Rul. 85-35,
1985-1 C.B. 328). If these five conditions
are satisfiad only for a specific portion of
the entire interest, see the section 2056(b)
regulations for the determination of the pant
that qualifies for the marital deduction.
Life Insurance, Endowment; or Annuily
Payments, With Power of Agpeintment in
Surviving Spouse.—A property interest
consisting of the entire proceeds under a
life insurance, endowment, or annuity
centract is treated as passing from the
decedent to the surviving spouse, and will
not be treated as'a nondeductible
terminable interest if (a) the surviving
spouse is entitled te receive the proceeds in
instaliments, or is entitled to interest
thereon, with all amounts payable during
the life of the spouse, payabie only to the
surviving spouse; {b) the instaliment or
interest payments are payable annually, or
more frequently, beginning not iater than
13 months after the decedent's death; (c)
the surviving spouse has the power,
exercisable in favor of the surviving spouse
or of the estate of the surviving spouse, to
appoint all amounts payable under the
contract; (d) the power is exercisable by the
surnviving spouse alone and (whether
exercisable by will or during life) is
exercisable by the surviving spouse in all
events, and (e) no part of the amount
payabie under the cantract is subject to a
power'in any other person to appeint any
part to any person other than the surviving
spouse. If these five conditions are satisfied
only for a specific portion of the proceeds,
see the section 2056(b) regulations for the
determination of the part that qualifies for
the marital deduction. ’
Charitable Remainder Trusts.—An
interest in a charitable remainder trust will
not be treated as a nondeductible
terminable interest if*



(1) The interest in the trust passes from
the decedent to the surviving spouse;
and

(2) The surviving spousz is the oniy
beneficiary of the trust other than
charitable organizations described in
section 170(c).

A ‘‘charitable remainder trust’ is a
charitable remainder annuity trust or a
charitable remainder unitrust. (See section
€64 for descriptions of these trusts.)
Election To Deduct Qualified Terminable
Interests{QTiP).-——You may elect to claim
a marital deduction for qualified terminable
interest property or property interests. The
election Is irrevocable. The effect of the
election is that the property (interest) will
be treated as passing to the surviving
spouse and will not be treated as a
nondeductible terminable interest. All of the
other marital deduction requirements must
stili be satisfied before you may make this
election. For example, you may not make
this election for property or property
interests that are not included in the
decedent’s gross estate.

Qualified Terminabie interest Property is

property:

(1) that passes from the decedent; and

(2) inwhich the surviving spouse has a
qualifying income interest for life.

The surviving spouse has a quaiifying
income interest for iife if the surviving
spouse is entitled to all of the income from
the property pavable annually or at more
frequent intervals, or has a usufruct interest
for iife in'the property, and during the
surviving spouse’s lifetime no person has a
power to appoint any part of the property to
any person other than the surviving spouse.
-An annuity is treated as an income interest
regardless of whether the property from
which the annuity is payable can be
separately identified.

Section 2056{b)(7) as amended by
saction 6152(a) of the Technical and
Miscellaneous Revenue Act of 1988 creates
an automatic QTIP election for certain joint
and surviver annuities.

The executor may elect out of QTIP
treatment by attaching a letter to the Form
706 indicating which annuity(ies) is not
‘being treated as QTIP property.

The election may be made for all or any
part of a qualified terminable interest
property. A partial election must relatetoa
fractional or percentile share of the
preperty so that the elective part will reflect
its proportionate share of the increase or
decline in the whole of the property for
purposes of applying sections 2044 or
2518. Thus, if the interest of the surviving
spouse in a trust (or cther property in which
the spouse has a gqualified life estate) is
qualified terminabie interest property, you

may make an eiection with respect to a part
of the trust (or other property) only if the

“election relates to a defined fraction or

percentage of the entire trust (or other
property). The fraction or percentage may
be defined by means of a formula.

In order to claim this election, you must

check the box on line 2 of Schedule M, and
list the property interests for which you
made the election on Part 2.
How To Complete Schedule M.—
Schedule M is divided into three parts. If
you do not make a QTIP election, complete
only Parts 1 and 3.

If you make & QTIP election, complete all

-three parts. You must divide the property

interests between those subject to the QTIP
glection (entered on Part 2) and those not
subject to the QTIP election {(entered on
Part 1). Do not enter the same property
Interest on both Paris 1 and 2.

How To Complete Parts 1 and 2.—List
each property interest included in the gross
estate which passes frem the decedent to
the surviving spouse and for which a marital
deduction is claimed. Number each item in’
sequience and describe each item in detail.
Describe the instrument (including any
clause or paragraph number) or provision of
law under which each item passed to the
surviving spouse. If possible, show where
each item appears (number and schedule)
on Schedules A through |

Enter the value of each interest before
taking into account the Federal estate tax or
any other death tax. The valuation dates
used in determining the value of the gross
estate apply also on Schedule M.

If Schedule M includes a bequest of the
residue or a part of the residue of the
decedent’s estate, attach a copy of the
computation showing how the value of the
residue was determined. Include a
statement showing:

o The vaiue of all property which is
included in the decedent's gross estate
(Schedules A through 1} but is not a part
of the decedent's probate estate, such as
lifetime transfers, jointly owned property
which passed to the survivor on
decedent's death, and the insurance
pavable to specific beneficiaries.

e The values of all specific and general
legacies or devises, with reference to the
applicable clause or paragraph of the
decedent’s will or codicil. (If legacies are
made to each member of a class, for
example, $1,000 to each of decedent’s
employees, only the number in each class
and the total value of property received by
them need be furnished.)

® The date of birth of ali persons, the iength
of whose lives may affect the value of the
residuary interest passing to the surviving
spouse.

e Any other important information such as
that relating to any claim to any part of the
estate not arising under the will.

How To-Complete Part 3.—The total of
the values listed on Parts 1 and 2 must be
reduced by the amounfof the Federal
estate tax, the Federal G5T tax, and the
amount of state or other death and GST
taxes paid out of the property interest
involved. if you enter an amount for state or
othier death or GST taxes on lines 3b or 3¢,
identify the taxes and attach your
computation of them, For additional
information, see Publication 964,
interrelated Computations for Estate and
Gift Taxes.

Attachments.—If you list property
interests passing by the decedent’s will on
Schedule M, attach a certified copy of the
order admitting the will to probate. If, when
you file the return, the court of probate
jurisdiction has entered any decree
interpreting the will or any of its provisions
affecting any of the interests listed on
Scheduie M, or has entered any order of
distribution, attach a copy of the decree or
order In addition, the district director may
request other evidence to support the
maritai deduction claimed,

Instructions for Schedule N.—
Qualified ESOP Sales

A deduction is allowed from the gross eéstate
of an amount not to exceed 50 percent of
the proceeds of a sale of qualified employer
securities to either an employee stock
cwnership plan (plan) described in section
409(a) or 4975(e)(7), or an eligible worker-
owned cooperative (cooperative) within the
meaning of section 1042(c). The deduction
is allowed for the proceeds of sales made
after October 22, 1986 (for estate tax
returns due (with extensions) after that
date), and before January 1, 1992,

~ In addition, the amount allowed as a
deduction may not exceed the lesser of (2)
50 percent of the taxable estate (before the
ESOP deduction), or (b) a deduction which
would result in a decrease in tax equal to
$750,000.

“Employer securities” are defined in
section 409(1).

“Qualified employer securities” means
empioyer securities which:

(1) are issued by a domestic corporation
which has no steck cutstanding which is
readily tradable on an established securities
market,

(2) are includible in the decedent’s gross
estate, and

(3) would have been includible in the
decedent’s gross estate if the decedent had
died at any time during the shorter of:

(a) the 5-year peried ending on the date

of death, or

Examples of Listing of Property Interestson Scheduie M, Part 1

n;#smeger Description of property interests passing to surviving spouse Valua
1 One-half the value of a house and lot, 256 South West Street, held by decedent and surviving spouse as joint tenants with
1 right of survivorship under deed dated July 15, 1937 (Schedule E, Part |, item 1) 32,500
2 Procesds of Gibraltar Life Insurance Company policy No. 104729, payabie in cne sum to surviving spouse (Schedule D,
item 3) 20,000
‘3 Cash bequest under Paragraph Six of will 100,000
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(b) the period beginning on October 22,
1986, and ending on the date of
death.

In determining this holding period, any
empioyee security which woulid have been
includible in the gross estate of the
decedent’s spouse during any period if the
spouse had died during such period shall be
treated as includible in the decedent’s gress
estate during such pericd.

Line 1.—The sale of employer securities
must be made before the due date
(including extensions) of this Form 706.
Line 2.—Enter the total proceeds from the
sale of employer securities that were
received by the decedent as distributions
from plans exempt from tax under section
501¢a) that meet the requirements of
section 401(a). These are not qualified
proceeds.

Lina 3.-—Enter the total proceeds from the
saie of employer securities that were
received by the decedent as transfers
pursuant to an option or other right to
acquire stock to which section 83, 422,
4224, 423, or 424 applies. These are not
qualified proceeds.

Line 4.—Proceeds from a sale must be
reduced by the “net sales amount.” This
amount is the excess (if any) of:

(a) the proceeds of the plan or
cooperative from disposition of employer
securities during the 1-year period
immediately preceding the sale, over

(b) the cost of employer securities
purchased by the plan or cooperative during
the same 1-year period.

For this purpose, all ESOPs maintained
by an employer are treated as one plan.
Line 5.—Proceeds from a sale do not
qualify for this deduction if they are
attributable to “transferred assets.” In
general, transferred assets are assets of an
ESOP which are attributable to assets of
another qualified plan (other than another
ESOP) or assets attributable to a period
when a plan was not an ESOP. No assets
held by an ESOP on February 26, 1987, are
considered transferred assets. The plan’
administrator will provide you with the
amounts to enter on lines 4 and 5.
Required Statement.—You must attach a
verified written statement of the employer
whose employees are covered by the pian
(or by any authorized officer of the
cooperative) acknowledging that the sale is
one to which sections 4978A and 4973A
apply and certifying the net sale amount on
line 4 and the amount of assets that are not
transferred assets on line 5.

Transitional Rules.—Qualified sales to
ESOP’s after October 22, 1986, and before
February 27, 1687, must be reported using
the Schedule M from the November 1987
revision of Form 706. Follow the November
1987 revision of the Form 706 instructions
in completing the schedule.

At the top of the current Scheduie N,
write “See attached statement.” At the top
of the November 1987 Schedule N, write
“Additional statement to Schedule N.”
Attach the November 1987 Schedule N to
the back of the current Schedule N and file
beth schedules with the return,

Note: P.L. 100-203 repesled the
reguirement that the sales be made by the
executor, effective for sales after October
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22, 1986. Also, section 2057 has been
expanded to apply to sales made to tax
credit ESOP's effective after October 22,
1986. Finally, if employer securities soid
after October 22, 1986, and before
February 27, 1987, are includible in the
decedent’s estate, they are treated as
having been directly owned by the decedent
for purposes of section 2057 before the
amendments of P.L. 100-203.

Instructions for Schedule 0.—
Charitable, Public, and Simiiar
Gifts and Beqguests

General.— You must complete Scheduie O
and file it with the return if you claim a
deduction on item 19 of the Recapitulation.

You can claim the charitable deduction
ailowed under section 2055 for the value of
property in the decedent’s estate that was
{ransferred by the decedent during life or by
wili to a charitable institution as explained
in Publicaticn £48.

The deduction is limited to the amount
actually available for charitable uses.
Therefore, if under the terms of a will or the
provisions of local law, or for any other
reason, the Federal estate tax, the Federa!
GST tax, or any other estate, GST,
succession, legacy, or inheritance tax is
payable in whoie or in part out of any
bequest, legacy, or devise that would
otherwise be allowed as a charitable
deduction, the amount you may deduct is
the amount of the bequest, legacy, or
devise reduced by the total amount of the
taxes.

For split-interest trusts (or poacled income
funds) enter in the “Amount” column the
amount treated as passing to the charity.
Do not enter the entire amount that passes
to the trust (fund). ’

If you are deducting the value of the
residue or a part of the residue passing to
charity under the decedent’s will, attach a
copy of the computation showing how you
determined the value, including any
reduction for the taxes described above.
Also include:

1. A statement that shows the values of all
specific and general legacies or devises
whether they are for charitable or
noncharitable uses. For each legacy or
devise, indicate the paragraph or section
of the decedent's will or codicil that
applies. (If legacies are made tc each

nember of a class (for example, $1,000
to each of the decedent’s employees),
show only the number of each class and
the total value of property they
received.)

2. The date of birth of all life tenants or
annuitants, the length of whose lives
may affect the value of the interest
pgﬁsing to charity under the decedent’s
witl.

3. Astatement showing the value of 2il
preperty which is inciuded in the
decedent’s gross estate but does not
pass under the will, such as transfers,
jointly owned property which passed to
the survivor on decedent’s death, and
insurance payable to spacific
beneficiaries. )

4, Any other important information such as
that relating to any claim, not arising
under the will, 1o any part of the estate
(for example, a spouse claiming dower or
curtesy, or similar rights).

Line 2.—The charitable deduction is
allowed for amounts that are transferred to
charitable organizations as a result of a
qualified disclaimer. To be a qualified
disclaimer, a refusal to accept an interest in
property must meet the conditions of
section 2518. These are explained in
Publication 448 and Regulations sections
25.2518-1 through 25.2518-3. If property
passes to a charitable beneficiary as the
result of a qualified disclaimer, check the
“Yes" box on line 2 and attach a cepy of the
written disclaimer required by section
2518(b).

Attachments.—If the charitable transfer
was made by will, attach a certified copy of
the order admitting the will to probate, in
addition to the copy of the will, if the
charitable transfer was made by any other
written instrument, attach a copy. If the
instrument is of record, the copy shouid be
cestified, if not, the copy should be verified.

Instructions for Schedule P.—

Credit for Foreign Death Taxes

General.—If you claim a credit on line 18
of Part 2, Tax Computation, you must
complete Schedule P and file it with the

‘return. You must attach Form(s) 706CE,

Certificate of Payment of Foreign Death
Tax, to support any credit you claim.

The credit for foreign death taxes is
aliowable only if the decedent was a citizen
or resident of the United States. However,
see section 2053(d) and the related
regulations for exceptions and limitations if
the executor has elected, in certain cases,
to deduct these taxes from the value of the
gross estate. For a resident, not a citizen,
who was a citizen or subject of a foreign
country for which the President has issued
a protlamation under section 2014(h), the
credit is allowable only if the country of
which the decedent was a nationa! aliows a
similar credit to decedents who were
citizens of the United States resident in that
countsy.

The credit is authorized either by statute
or by treaty. If a credit is authorized by a
treaty, there is allowable whichever of the
following is the most beneficial to the
estate: (1) the credit computed under the
treaty; (2) the credit computed under the
statute; or (3) the credit computed under
the treaty, plus the credit computed under
the statute for death taxes paid to each
political subdivisior or possession of the
treaty country which are not directly or
indirectly creditable under the treaty. Under
the statute, the credit is authorized for all
death taxes (national and local) imposed in
the foreign country. Whether local taxes are
the basis for a credit under a treaty depends
upon the provisions of the particular treaty.

if & credit for death taxes paid in more
than one foreign country is allowable, a
separate computation of the credit must be
made for each foreign country. The copies
of Schedule P on which the additional
computations are made should be attached:
1o the copy of Schedule P provided in the
return.

The total credit allowable in respect to
any praperty, whether subjected to tax by
oha or mora than one foreign country, is
limited to the amount of the Federal estale
tax atiributable to the property. The
anticipated amount of the credit may be
computed on the return, but the credit



cannot finally be allowed until the foreign
tax has been paid and a Form 706CE
evidencing payment is filed. Section
2014(g) provides that for credits for foreign
death taxes, each possession of the United
States is deemed a foreign country.

if a credit is claimed for any foreign death
tax which is later recovered, see
Reguiations section 20.2016-1 for the
notice required within 30 days.
Credit Under the Statute.—For the credit
allowed by the statute, the guestion of
whether particular property is situated in
the foreign country imposing the tax is
determined by the same principles that
wouid apply in determining whether similar
property of a nonresident not a citizen of
the United States is situated within the
United States for purposes of the Federal
estate tax. See the instructions for Form
706NA.

Computation of Credit Under the
Statute.—

Item 1.—Enter the amount of the estate,
inheritance, legacy, and succession taxes
paid to the foreign country and its
possessioris or political subdivisions,
attributable to property that is (a) situated
in that country, (b) subjected to these taxes,
and (c) included in the gross estate. The
amount entered at item 1 should not
include any tax paid to the foreign country
with respect to property not situated in that
country and should not include any tax paid
to the foreign country with respect to
property not included in the gross estate. if
only a part of the property subjected to
foreign taxes is both situated in the foreign
country and included in the gross estate, it
will be necessary to determine the portion
of the taxes atiributabie to that part of the
property. Also attach the computation of
the amount entered at item 1.

ftem 2.—Enter the value of the gross
estate less the tota! of the deductions on
items 18 and 19 of Part 5, Recapitulation.

ftem 3.—Enter the value of the property
situated in the foreign country that is
subjected to the foreign taxes and included
in the gross estate, less those pertions of
the deductions taken cn Schedules Mand O
that are attributable to the property.

{tern 4.—Subtractline 17, Part 2, Form
706 from line 16, Part 2, Form 706, and
enter the balance at item 4 of Schedule P.
Credit Under Treaties.—

(a) In General.—if the provisions of a treaty
apply to the estate of a citizen or resident of
the United States, a credit is authorized for
payment of the foreign death tax or taxes
specified in the treaty. Death tax
conventions are in effect with the following
couptries: Australia, Austria, Denmark,
Federal Republic of Germany, Finland,
France, Greece, Ireland, Italy, Japan,
Netherlands, Norway, Republic of South
Africa, Sweden, Switzeriand, and United
Kingdom.

A credit claimed under a treaty is in
general computed on Schedule P in the
same manner as the credit is computed
under the statute with the following
principal exceptions: (1) The situs ruies
contained in the treaty apply in determining
whether property was situated in the
foreign country; (2) the credit may be
aliowed only for payment of the death tax or
taxes specified in the treaty (but see the

instructions above for credit under the
statute for death taxes paid to each political
subdivision or possession of the treaty
country that are not directly or indirectly
creditabie under the treaty); (3) if
specifically provided, the creditis
proportionately shared for the tax
applicable to property situated outside both
countries, or that was deemed in some
instances situated within both countries;
and (4) the amount entered at item 4 of
Schedule P is the amount shown on line 16
of Part 2, Tax Computation less the total of
the amounts on lines 17 and 19 of the Tax
Computation. (If a credit is claimed for tax
on prior transfers, it wiil be necessary to
complete Schedule Q before completing
Schedule P.) For examples of computation
of credits under the treaties, see the
applicable regulations.

(b) Computation of Credit in Cases Where
Property Is Situated Qutside Both Countries
or Deemed Situated Within Both
goimltries. —See the appropriate treaty for

etails.

Instructions for Schedule Q.—
Credit for Tax on Prior
Transfers

General.—You must complete Schedule Q
and file it with the return if you claim a

credit on line 19 of Part 2, Tax Computation.

The term “‘transferee’’ means the
decedent for whose estate this returnis
filed. If the transferee received property
from a transferor who died within 10'years
before, or 2 years after, the transferee, a
credit is allowable on this return for ali or
part of the Federal estate tax paid by the
transferor’s estate with respect to the
transfer. There is no requirement that the
property be identified in the estate of the
fransferee or that it be in existence on the
date of the transferee’s death. itis
sufficient for the allowance of the credit
that the transfer of the property was
subjected to Federal estate tax in the estate
of the transferor and that the specified
period of time has not elapsed. A credit may
be aliowed with respect to property received
as the result of the exercise or nonexercise
of a power of appointment when the
property is included in the gross estate of
the donee of the power.

If the transferee was the transferor’s
surviving spouse, no credit is allowed for
property received from the transferor to the
extent that a marital deduction was allowed
to the transferor’s estate for the property.
There is no credit for tax on prior transfers
for Federal gift taxes paid in connection
with the transfer of the property to the
transferee.

if you are claiming a credit for tax on prior
transfers on Form 706NA, you should first
complete and attach the Recapitulation
from Form 706 before computing the credit
on Schedule Q from Form 706.

Section 2056(d)(3), which was added by
section 5033(a)(1) of the Technical and
Miscellanecus Revenue Act of 1988,
contains specific rules for aliowing a credit
for certain transfers to a spouse who was
not a U.S. citizen where the property passed
outright to the spouse, or to a “qualified
domestic trust.”

These rules apply only to estates of
giu,ggg/ing spouses dying after November 10,

Property.—The term "‘property” includes
any interest (legal or equitable) of which the
transferee received the beneficial
ownership. The transferee is considered to
be the beneficial owner of property over
which the transferee received a general
power of appointmeni. It does not include
interests to which the transferee received
only a bare legal title, such as thatof a
trustee. Neither does it include an interest
in property over which the transferee
received a power of appointment that is not
a general power of appointment. in addition
to interests in which the transferee received
the compiete ownership, the credit may be
allowed for annuities, life estates, terms for
years, remainder interests (whether
contingent or vested), and any other
interest that is less than the complete
ownership of the property, to the extent that
the transferee became the beneficial owner
of the interest.

Maximum Ameunt of the Credit.—The

maximum amount of the credit is the

smaller.of:

(a) the amount of the estate tax of the
transferor’s estate attributable to the
transferred property, or

(b) the-amount by which (A) an estate tax
on the transferee’s estate determined
without the credit for tax on prior
transfers, exceeds (B) an estate tax on
the transferee's estate determined by
excluding from the gross estate the net
value of the transfer. if credit fora
particular foreign death tax may be
taken under either the statute or a death
duty convention, and on this return the
credit actually is taken under the
convention, then no credit for that
foreign death tax may be taken into
consideration in computing estate tax
““(R)"’ or estate tax "'(B).”

Percent Allowable.—

(a) Where Transferee Predeceased the
Transferor.—If not more than 2 years
elapsed between the dates of death, the
credit allowed is 100% of the maximum
amount. If more than 2 years elapsed
between the dates of death, no credit is
allowed.

(b) Where Transferor Predeceased the
Transferee.—The percent of the
maximum amount that is allowed as a
credit depends on the number of years
that elapsed between dates of death. It
is determined using the following table:

ST NotBesting _ jyeene
' 2 years 100
2 years 4 years 80
4 years 6 years 60
6 years 8 years 40
8 vyears 10 years 20
10 vyears none

How To Compute the Credit.—A
worksheet is provided on the last page of
these instructions to allow you to compute
the limits before completing Schedule Q.
Transfer the appropriate amounts from the
worksheet to Schedule Q as.indicated on
the Schedule. You do not need to file the
worksheet with your Form 706, but shouid
retain it for your records.
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Cases Involving Transfers From Two or
More Transferors.—Part | of the
worksheet and Schedule Q enable you to
compute the credit for as many as three
transfercrs. The number of transferors is
irrelevant to Part Il of the worksheet. If you
are computing the credit for more than
three transferors, use more than one
worksheet and Schedule Q, Part | and
combine the totals for the appropriate lines.
Section 20324 Additionai Tax.—If the
transferor’s estate elected special use
valuation and the additicnal estate tax of
section 2032A(c) was imposed at any time
up to 2 years after the death of the
decedent for whom you are filing this
return, you should check the box at the top
of Schedule Q. On lines 1 and 9 of the
worksheet, you should inciude the property
subject 1o the additional estate tax

at its fair market vaiue rather than its
special use value. On iine 10 of the
worksheet, inciude the additional estate tax
paid as a Federal estate tax paid.

How To Complete the Worksheet.—Most
of the information to complete Part | of the
worksheet shouid be obtained from the
transferor's Form 7086.

Line 5.—Enter on line 5 the applicable
marital deducticn claimed for the transferor’s
estate (from the transferor’'s Form 706).
Line 9.—If the transferor died before
January 1, 1977, compute the
“Transferor’s taxabie estate’" by adding
back the $60,000 exemption to the taxable
estate shown on the transferor's estate tax
return.

Lines 10-18.—Enter on these lines the
appropriate taxes paid by the transferor’s
estate,

If the transferor’s estate elected to pay
the Federal estate tax in instaliments, enter
on line 10 only the total of the instaliments
that have actually been paid at the time you
file this Form 706. See Rev. Rul. 83-15,
1983-1 C.B. 224, for more details.

Line 21.—Add lines 13, 15, 17, and 18 of
Part 2, Tax Computation of this Form 706
and subtract this total from line 10 of the
Tax Computation. Enter the result oniine
21 of the worksheet.

Line 26.—If you computed the marital
deduction on this Form 706 using the rules
that were in effect before the Economic
Recovery Tax Act of 1981 (as described in
the instructions to line 14 of Part 4, General
Information), you should enter on line 26
the lesser of: the marital deduction you
claimed on line 18 of Part 5,
Recapitulation; or 50% of the “reduced
adjusted gross estate.” To determine the
“reduced adjusted gross estate,” subtract
the amount on line 25 of the Schedule Q
worksheet from the amount on line 24 of
the worksheet. If community property is
included in the amount on line 24 of the
worlsheet, you should compute the
reduced adjusted gross estate using the
rules of Regulations section 20.2056(c)-2
and Rev. Rul. 76-311, 1976-2 C.B. 261.

Instructions for Schedules R
and R-1.—Generation-
Skipping Transfer Tax
Introduction and Overview

Schedule R is used to compute the
generation-skipping transfer (GST) tax that

Page 18

is payable by the estate. Schedule R-1
(Form 706) is used to compute the GST tax
that is payable by certain trusts that are
includible in the gross estate.

The GST tax that is to be reported on
Form 706 is imposed oniy on “direct skips
occurring at death.” Unlike the estate tax,
which is imposed on the value of the entire
taxable estate regardless of whom it is
distributed to, the GST tax is imposed only
on the value of property interests that
actually pass to certain transferees, who are
referred to as “skip persons.”

For purposes of Form 706, the property
interests transferred must be includible in
the gross estate before they are subject to
the GST tax. Therefore, the first step in
computing the GST tax liability is to
determine the property interests includible
in the gross estate by completing Schedules
A-l of Form 706.

The second step is to determine who the
“skip persons” are. To do this, assign each
transferee to 2 generation and determine
whether each transferee is a “natural
person” or a “trust” for GST purposes.

The third step is to determine which skip
persons are transferees of “interests in
property.” If the skip person is a “natural
person,” anything transferred is an
“interest in property.” If the skip person is a
“trust,” make this determination using the
rules under “Interest in Property,” below.
These first three steps are described in
detail under the heading “Determining
Which Transfers Are Direct Skips.”

The fourth step is to determine whether
to enter the transfer on Schedule R or on
Schedule R-1. See the rules under the
heading “Dividing Direct Skips Between
Schedules Rand R-1.”

The fifth step is to complete Schedules R
and R-1 using the “How To Complete”
instructions below, for each schedule.

Determining Which Transfers Are Direct
Skips

Effective Dates.—The rules below apply
only for purposes of determining if a
transfer is a direct skip that should be
reported on Schedule R or R-1 of Form 706.
In General.—The GST tax is effective for
the estates of decedents dying after
October 22, 1986.

Wills and revocable trusts.—For the estates
of decedents dying before January 1, 1987,
the GST tax will not apply to transfers under
wills and revocable trusts executed before
October 22, 1986. For more information,
see Temporary Regulations section
26.2601-1(b)2).

Irrevocable Trusts.—The GST tax will not
apply to any transfer under a trust which
was irrevocabie on September 25, 1985,
but only to the extent that the transfer was
not made out of corpus added to the trust
after September 25, 1985. An addition to
the corpus after that date will cause a
proportionate part of future income and
appreciation to be subject to the GST tax.
For more information, see Temporary
Regulations section 26.2601-1(bj(1)(ii).
Mental disability.-—If the decedent was, on
QOctober 22, 1986, under a mental disability
to change the disposition of his or her
property and did not regain the competence
to dispose of property before death, the
GST tax will not apply to any property
included in the gross estate (other than

property transferred on behalf of the
decedent during life and after October 21,
1986). The GST tax will also not apply to
any transfer under a trust to the extent that
the trust consists of property included in the
gross estate (other than property
transferred on behaif of the decedent
during life and after October 21, 1986).

The term “mental disability” means the
decedent’s mental incompetence to
execute an instrument governing the
disposition of his or her property, whether
or not there has been an adjudication of
incompetence and whether or not there has
been an appointment of any other person
charged with the care of the person or
property of the transferor

If the decedent had been adjudged
mentally incompetent, a copy of the
judgment or decree must be filed with this
return.

If the decedent had not been adjudged
mentally incompetent, the executor must
file with the return a certification from a
qualified physician stating that in his
opinion the decedent had been mentally
incompetent at all times on and after
QOctober 22, 1986, and that the decedent
had not regained the competence to medify
or revoke the terms of the trust or will prior
to his death or a statement as to why no
such certification may be obtained from a
physician.

Direct Skip.—The GST tax to be reported
on Form 706 and Schedule R-1 (Form 706)
is imposed only on direct skips. Although a
transfer that qualifies for the grandchild
exclusion, described below, is not a direct
skip, it should be shown on Form 706. For
purposes of Form 706, a direct skipis a
transfer that is: (1) subject to the estate tax,

{2) of an interest in property, and (3)to a

skip person. Ali three requirements must be
met before the transfer is subject to the
GST tax. A transfer is “subject to the estate
tax” if you are required to list it on any of
Schedules A~I of Form 706. To determine if
a transfer is of an “interest in property” and
to a “skip person” you must first determine
if the transferee is a “natural person” ora
“trust” as defined below.

Trust.—For purposes of the GST tax, a
“trust” includes not only an explicit trust (as
defined in Special Rule for Trusts Other
than Explicit Trusts, below), but aiso any
other arrangement (other than an estate)
which although not explicitly a trust, has
substantially the same effect as a trust. For
example, “trust” includes life estates with
remainders, terms for years, and insurance
and annuity contracts.

Substantially separate and independent
shares of different beneficiaries in a trust
are treated as separate trusts.
interest in Property.—if a transfer is
made to a “natural person,” it is always
considered a transfer of an interest in
property for purposes of the GST tax.

If a transfer is made to a “trust,” a person
will have an interest in the property
transferred to the trust if that person either
has a present right to receive income or
corpus from the trust (such as an income
interest for life) or is a permissible current
recipient of income or corpus from the trust
(e.g., may receive income or corpus at the
discretion of the trustee).

Skip Person.—A transferee who is a
“natural person” is a “skip person” if that



transferee s assigned to a generation which
is two or more generations below the
generation assignment of the decedent. See
*Determining the Generation of a
Transferee,” below,

A transferee who is 2 “trust” is a “skip
person” if all the “interests in the pro%eﬂy’
(as defined above) transferred to the trust
are held by skip persons. Thus, whenever a
non-skip person has an interest in a trust,

the trust wiil not be a skip person even
though a skip person also has an interest in
the trust.

A trust will also be a “skip person” if there
are no “interests in the property”
transferred to the trust held by any person,
and future distributions or terminations
from the trust can be made only to skip

persons.

Non-Skip Person.—A non-skip person is

any transferee who is not a skip person.

Determining the Generation of a

Transferee.—Generally, a generation is

determined along family lines as follows:

(-}1|) A lineal descendant of a grandparent
of the decedent is assigned to the
generation that results from comparing the
number of generations between the
grandparent.and the lineal descendant with
the number of generations between the
grandparent and the decedent.

(2) A lineal descendant of a grandparent
of a spouse of the decedent is assigned to
the generation that results from comparing
the number of generations between the
grandparent and the descendant with the
number of generations between the spouse
and the grandparent.

(3) A person who at any time was married
to a person described in (1) or (2) above is
assigned to the generation of that person. A
person who at any time was married to the
decedent is assigned to the decedent's
generation.

{4) A relationship by adoption or haif-
blood is treated as a relationship by whole-
biood.

(5) A person who is not assignedto a
generatior according to (1), (2), (3), or (4)
above is assigned to a generation based on
his or her birth date, as follows:

(a) A person who was born not more than
15% years after the decedent is in the
:ecedent's generation.

(b) A person bom more than 12% years, but
not more than 371 years, after the
decedent is in the first generation
younger than the decedent.

{(c) A similar rule applies for a new
generation every 25 years.

If more than one of the rules for assigning
generations appiies to a transferee, that
transferee is generally assigned to the
youul'nge_st of the generations that would
apply.

If an estate, trust, partnership,
corporation, or other entity (other than
certain charitable organizations and trusts
described in sections 511(a)(2) and
511(b)(2)) is a transferee, then each
person who indirectly receives the property
interests through the entity is treated as a
transferee and is assigned to a generation
as explained in the abave rules. However,
this iook-thru rule does not apply for the
purpose of determining whether a transfer
to a trust is a direct skip.

Generation Assignment Where

Intervening Parent Is Dead.—if property

is transferred to tie decedent's grandchild
and at the date of death, the grandchild's
parent (who is the decedent's or the
decedent's spouse's or thé decedent’s
fortner spouse's child) is dead, then for
purpeses of generation assignment the
grandchiid will be considered to ba the
decedent's child rather than the decedent’s
grandchild. Thus, the transfer of the
propem will not be a direct skip. The
grandchild’s children will be treated as the
decedent's grandchildren rather than the
decedent’s great-grandchildren.

This rule s also applied to the decedent'’s
lineal descendants below the level of
grandchild. For example, if the decedent's
grandchild is dead, the decedent'’s great-
grandchildren who are lineal descendants
of the dead grandchild are considered the
decedent's grandchildren for purposes of
the GST tax. However, transfers to the
decedent's great-grandchildren under these
circumstances will not qualify for the
grandchild exclusion.

If any transfer of property to a trust would
have been a direct skip except for this
generation assignment rule, then the rule
also applies to transfers from the trust
attributable to such property.

Charitable Organizations.—Charitable
organizations and trusts described in
sectioris 511(a)(2) and 511(bX2) are
assigned to the decedent's generation.
Transfers to such organizations are
therefore not subject to the GST tax.
Charitable Remalnder Trusts.-—Transfers
to or in the form of charitable remainder
annuity trusts, charitable remainder
unitrusts, and pooled income funds are not
considered made to skip persons and,
therefore, are not direct skips even if all of
the life beneficiaries are skip persons.
Estate Tax Value.—Estate tax value is the
\%ge shown on Schedules A-l of this Form

Examples.—The rules above can be
illustrated by the following examples:

Example 1.~Under the will, the
decedent’s house is transferred to the _
decedent's daughter for her life with the
remainder passirig to her children, This
transfer is made to a "trust” even though
there is no explicit trust instrument. The
interest in the property transferred (the
present right to use the house) is
transferred t¢ a nonskip person (the
decedent’s daughter). Therefore, the trust
is not a skip person because there is an
interest in the transferred property that is
held by a nonskip person. The transfer is
not a direct skip.

Example 2.—The will bequeatns
$100,000 to the decedent’s grandchild.
This transfer is a direct skip that is not
miade in trust and should be shown on
Schedule R even if it will be offset by the
grandchild exclusion.

Example 3.—The will establishes a trust
that is required to accumulate income for
10 years and then pay its income to the
decedent’s grandchildren for the rest of
their lives and, upon their deaths, distribute
the corpus to the decedent’s great-
grandchildren. Since the trust has no
current beneficiaries, there are no present
interests in the property transferred to the
trust. All of the persons to whom the trust
can make future distributions (including
distributions upon the termination of

interests in property held in trust) are skip
persons (i-e., the decedent’s grandchildren
and great-grandchildren). Therefore, the
trust itself is a skip person and you should
show the transfer on Schedule R.

Exampie 4.—The will establishes a trust
which is to pay all of its income io the
decedent’s grandchildren for 10 years. At
the end of 10 years, the corpus is to be
distributed to the decedent’s children. Ail of
the interests in this trust are held by skip
persons. Therefore, the trust is a skip person
and you should show this transfer on
Schedale R. You should show the estate tax
vaiue of all the property transferred to the
trust even though the trust has some
ultimate beneficiaries who are nonskip
persons,

Dividing Direct Skips Between Schedules
RandR-1

All generation-skipping transfers are to
be reported on Schedule R uniess the
rules below specificali vide that they
are to be reported on! dule R-1.

Under section 2603(a)(2), the GST tax.on
direct skips from a trust (as defined for GST
tax purposes, above) is to be paid by the
trustee and not by the estate, Schedule R-1
serves as a notification from the executor to
the trustee that a GST tax is due.

For a direct skip to be reportable on
Scheduie R-1, the trust must be includible
in the decedent’s gross estate.

If the decedent was the surviving spouse
life beneficiary of a-marital deduction power
of appointment (or QTIP) trust creatad by
the decedent’s spouse, then transfers
caused by reason of the decedent’s death
from that trust to skip persons are direct
aki{ss required to be reported on Schedule

If a direct skip is made “from a trust”
under these rules, it is reportable on
Scheduie R-1 even if it is also made “toa
trust’ rather than to an individual.

Similarly. if property in a trust (as defined
for GST tax purposes above) is included in
the decedent’s gross estate under section
2035, 2036, 2037, 2038, 2039, 2641, or
2042 and such property is, by reason of the
decedent’s death, transferred ta skip
persons, the transfers are direct skips
required to be reported on Schedule R-1.
Special Rule For Trusts Other Than
Explicit Trusts.——An explicit frust is a trust
as defined in Regulgtions section
301.7701-4(=) as ‘an arrangement created
by & will or by an inter vives declaration
whereby trustees take title to property for
the purpose of protecting or conserving it
for the beneficiaries under the ordinary
rules applied in chancery or probate
courts.” Direct skips from explicit trusts are
required to be reperted on Schedule R-1
regardless of their size unless the executor
is also a trustee (see below).

Direct skips from trusts which are trusts
for GST tax purposes but are not explicit
trusts are to be shown on Scheduie R-1 only
if the tota! of all tentative maximum direct
skips from the entity is more than
$100,000. If this total is $100,000 or less,
the skips should be shown on Schedule R.
For purposes of the $100,000 limit,
“tentative maximum direct skips” is the
amount you would enter on line 5 of
Schedule R-1 if you were to file that
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A liquidating trust (such as a bankruptcy
trust).under Regulations section
301.7701-4(d) is not treated as an exphclt
trust for the purposes of this special rule.

If the proceeds of a life insurance poticy
are includible in the gross estate and are
payabletoa beneﬂcnary who is a skip
person, the transfer is a direct skip from a
trust that is not an expiicit trust. It should be
reported on Schedule R-1 if the total of all
the tentative maximum direct skips from
the company is more than $100,000.
Otherwise, it should be reported on-
Schedule R.

Similarly, if an-annuity is includible on
Schedule i-and its survivor.benefits are
. payabletoa benefuc;ary who is a skip
person, then the estate tax value of the
annuity should be repcrted as a direct skip
on Schedule R-1 if the total tentative.
maximum direct skips from thie entity
paying the annuity is more than $100,000.
Executor as Trustee.—If anyof the
executors of the decedent’s estate are
trustees of the trust, then all direct skips
with respect to that trust must be shown on
Scheduie R even if they would otherwise
have been required to be shown on
Schedule R-1. This rule applies even if the
trust-has other trustees who are not.
executors of the decedent’s estate.

How To Complete Schedules R
and R-1

Valuation.—Enter on Schedules Rand R-1
the'estate tax value of the property interests
subject to-the direct skips. If you elected
alternate valuation (section 2032) and/or
special use valuation (section 2032A), you
must use the alternate and/or special
values on Schedules R and R-1.

How To Complete Schedule R

Part 1A—Grandchild Exclusion
Recenciliation.

An aggregate grandchild exclusion 6f
'$2,000,000 per grandchild is allowed for
transfers before January 1, 1930. This.
exclusion is not optional. You must allocate
it to transfers made to the decedent’s
grandchildren until the $2,000,000 per
grandchild limit-is reached.

If the decedent transfefred property to
the decedent’s grandchild-in trust, you may
claim a grandchild exclusion only n‘ the
following conditions are-met:

(1) during the life of the grandchild, the
corpus and income of the trust may be
distributed only to the grandchild;

(2) if the grandchild dies before the trust is
“terminated, the assets of the trust will
be mcluded in'the grandchild’s gross
estate for Federal estate tax purposes
(e.g., the grandchild had a general
poger of appointment over the trust);
and,

(3) all trust income after the grandchild

" reaches the age of 21 wili be distributed

to, or for the benefit of, the grandchild
at least annually (applies only to
transfers after June 10, 1987)

Part 1A calculates the remaining
grandchild exclusion availabie for this-Form
706. The exclusion is claimed on fine 6 of
Parts 2 and 3 and line 4 of Schedule R-1.
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Part 1B—GST Exemption
Reconciliation

Part 1B, line 8 of both Parts 2 and 3, and
fine 6 of Schedule R-1 are used to allocate
the decedent’s $1,000, 000 GST exesmp-
tion. This. aliocation is made by filing Form
706. Once made, the aliocation is ir-
revocable. You are not required to allocate
all of the decedent’s GST exemption.
However, the portion of-the exemptionthat
you do not allocate will be allocated by IRS
under the deemed allocation at death rules
of section 2632(c).

Special QTIP election.—In the case of
property with respect to which a QTIP
deduction is allowed to the decedent’s
estate under section 2056(b)(7), section
2652(&)(3) allows you to treat such
property for purposes of the GST tax as if
the election to be treated as qualified
terminable interest property had riot been
made.

The 2652(a)(3).election must include the
value of all property in the trust for which a
QTIP election was aliowed under section
2056(bX7).

If a section 2652(a)(3) election is made,
then the decedent will for GST tax purposes
be treated as the transferor of all the
property in the trust with respect to which-a
QTIP deduction was allowed to the
decedent’s estate under section
2055(b)(") In this case, the executor of the
decedent's estate may allocate part or all of
the decedent’s GST exemption to the
property.

Line 2.—These aliocations will have been
made either on Forms 709 filed by the
decedent or on Notices of Allocation made
by the decedent for inter vivos transfers
that were not direct skips but to which-the
decedent allocated the GST exemption.
These allocations by the decedent are
irrevocable.

Line 3.—Make an entry on this line if you
are filing Form(s) 709 for the decedent and
wish to allocate any exemptxon

Lines 4, 5, and 6.—These lines represent
your allocatnon of the GST exemption to
direct skips made by reason of the
decedent’s death. You should complete
Parts'2 and 3 and Schedule(s) R-1 before
cbmpletingvthese lines.

Line 9.—Line 9 is used to allocate the
remaining unused GST exemption (ori line
8) andto help you compute the trust's-
inclusion ratio. Line 9 is a Notice of
Allocation for allocating the GST exemption
to trusts as to which the decedent is the
transferor and from which.a generation-
skipping transfer could occur after the

decedent’s death: If line 9 is not completed, X

the deemed allocation at death rules will
apply to allocate the decedent’s remaining
unused GST exemption first, to-property.
which is the subject of a durect skip
occurring atthe decedent's death, and then
to trusts-as to which the decedent is the
transferor. If you wish to avoid the
application of the deemed allocation rules,
you should enter on line 9 every trust
(except certain trusts entered on"Schedule
R-1, as described below) to which you wish
to allocate any part of the decedent's GST
exemption. Unless you enter a trust on line
9, the unused GST exemption will be
allocated to it under the deemed allocation
rules.

If a trust is entered on Schedule R-1, the
amount you entered on line 6 ofScheduIe
R-1 serves as a Notice of Allocation and you
need not enter the trust on line S unléss you
wish to allocate more than the Schedule R-
1, line'6 amount to the trust. However, you
must enter the trust on line 9 if you wish to
aliccate any of the unused GST exemption
amount to it."Such an additional allocation
would not ordinarily be appropriate in the
case of a trust entered on Schedule R-1
when the trust property passes outright
(rather than to another trust) at the
decedent’s death. However, wheré section
-2032A property is invoived it may be
appropriate to allocate additional exemption
amounts to the property. See the
instructions for line 10.

Note: To avoid application of the deemed
allocation rules, Form 706 and Schedule R
should be filed to allocate the exemption to
trusts which may later have taxable
terminations or distributions under section
2612 even if the form is not required to be
filed to report estate or GST tax.

Line 9, Column C.—Enter the GST
exemptio‘n included on linés 2-6, above,
that was allocated to the trust.

Line 9, Column D.—The line 8 amount is
tobe a!located on column D of line 9: This
amount may be alfocated to transfers into
trusts that are not otherwise reportéd on
Form 706. For example, the line 8- amount
may be allocated to an inter vivos trust
established by the decedent during lifetime
and not included in the gross estate. This
_. allocation is made by identifying the trust
on line 9 and making an allocation to it
using column D. If the trust is not included
in the gross estate, value the trust as of the
date of death. You should inform the
trustee of each trust listed on line 9 of the
total GST exemption you allocated to the
trust. The trustee will need this information
to compute the GST tax on future
distributions and terminations.

Line 9, Column E.—Trust's Inclusion
Ratio.—The trustee must know the trust’s
inclusion ratio to figure the trust's GST tax
for future distributions and terminations.
You are not required to inform the trustee
of the inclusion ratio and may not have
enough information to compute it.
Therefore, you are not required to make an
entry in column E. However, column E and
the worksheet below are provided to assist
you in computing the inclusion ratio for the
trustee if you wish o do-sc.

You should inform the trustee of the
amount of the GST exemption you allocated
to the trust. Line'9, columns Cand D may
be ;Jtsed to compute this amount for each
trust.

- This worksheet will compute an accurate

inclusion ratio oniy if the decedent was the
only settlor of the trust. You should use a
separate worksheet for each trust (or
separate share of a trust that is treated as a
separate trust).



1 Total éstate and gift taxvalue
of all of the property interests -
that passed to the trust .

2 Estate taxes, state death
taxes, and other charges
actually recovered from the
trust .

3 GSTtaxes xmpcsed on d'rect
skips to skip persons other than
this trust and borne by the prop-
erty transferred to thistrust -

4 GST taxes actually v
recovered from this trust (frem
Schedule R, Part 2, line 10 or
Schedule R-1, line 8).

5 Addlines2-4 . .o

6 SubtractlineSfromlinel.

7 AddcolumnsCand D ofline9S
8 Divideline7 by line6. . .

9 Trust’s inclusion ratio.
Subtract line 8 from 1.000 .

Line 10.—Special Use Allocation.—For
- skip persons who receive an interest in
section 2032A special use property, you

may allocate more GST exemption than the

direct skip amount to reduce the additional

. GST tax that would be due upon subsequent
disposition of the interest or cessation of
qualified use. See Schedule A-1 of this
Form 706 for more details about this
additional GST tax. -

Enter on line 10 the total additional GST
exemption you are allocating to all skip
persons who received any interest in section
2032A property. Attach a special use.’
allocation schedule listing each such skip
person and the amount of the GST
exemption allocated to that person.

If you do not allocate the GST exemption,

it will be automatically allocated under the

deemed allocation at death rules. To the
extent any amount is not so allocated it will
be automatically allocated (under :
regulations to be published) to the earliest
disposition or cessation that is subject to
the GST tax. Under certain circumstances,

post- death events may cause the decedent -

to be treatedasatra nsferor for purposes of
Chapter 13. v

Line 10 may be used toset asidean .
exemption amount for such an event. You
must attach a schedule listing each such
event and the amount of exemption
allocated to that event.

Parts2and 3

Part 2 is used to compute the GST taxon
transfers in which the property interests
transferred are to bear the GST tax on the
transfers. Part-3 is to be used to report the
GST tax on transfers in which the property
interests transferred do not bear the GST
tax on the transfers.

Section 2603(b) requires that unless the
governing instrument provides otherwise,
the GST tax is to be charged to the property
constituting the transfer. Therefore, you
will usually enter all of the dnrect sklps on
Part 2.

You may enter a transfer on Part 3 only if
the wili or trust instrument directs, by

specific reference, that the GST tax is not to :

be paid from the transferred property
interests.

Part 2.—

Line 3.—Enter zero on this line unless the
will or trust instrument specifies that the
GST taxes will be paid by property other
than that constituting the transfer (as

_described above). Enter on line 3 the total

of the GST taxes shown on Part 3 and

Schedule(s) R-1 that are payable out of the -

property interests shown on Part 2, line 1.

Liné 6.—If any of the property interests
included on line 1 were transferred to the
decedent’s grandchildren, enter the total of
the grandchild exclusions claimed here.
Complete Part 1A to determine the
remaining exclusion for each grandchild.
The grandchild exclusion is not optional.
You must allocate it to the extent of
transfers to the decedent’s grandchildren
until the $2, 000 000 per grandchild l:mlt is
reached.

Line 8.—Do not enter more than the
amount on line 7. Additional allocations
may be made using Part 1B.

Part 3.—

Line 3.—See¢ the instructions to Part 2, line
3, above. Enter only the total of the GST
taxes shown on Schedule(s) R-1 that are
payable out of the property mterests shown

» on Part 3, line 1.

Line 6.—See the instructions to Part 2, line
6, above.

Line 8.—See the mstructaons to Part 2, line
8, above.

How To Complete Schedule R-1

Filing Due Date.—Enter the due date of
Schedule R, Form 706. You must send the

‘copies of Schedule R-1 to the f:ducnary by

this date.

Line 4.—If any of the property interests
included in line 1 were transferred to the
decedent’s grandchildren, enter the total of -
the grandchild exclusions claimed here.
Complete Part 1A to determine the
remaining exclusion for each grandchild.

The grandchild exclusion is not optional.

- You must allocate it to the extent of
- transfers to the decedent’s grandchildren

until the $2,000,000 per grandchild limit is

" reached.

Line 6.—Do not enter more thar the

~amount on line 5. If you wish to allocate an

additional GST exemption, you must use
Schedule R, Part 1B. Making an entry in
line 6 constitutes a Notice of Allocation of
the decedent's GST exemption to the trust.
Line 8.—If the property interests entered
on line'1 will not bearthe GST tax, multiply

line 7 by 55% (.55).

Signature.—The executor(s) must sign
Schedule R-1 in the same manner as Form

- 706, See Signature and Verification, on

page 2.

" Filing Schedule R-1.—Attach one copy of

each Schedule R-1 that you prepare to Form
706. Send two copies of each Schedule R-1 -
to the ﬁducuary ‘ v o
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- Worksheet for Schedule Q—Credit for Tax on Prior Transfers
F Y Transieror's tax on prior transfers

Total for all transfers
(line 8 only)

Transferor (From Schedule Q)
A ) B C

Item

1. Gross value of pricr transfer .
2. Death taxes payable from prior transfer.
3. Encumbrances allocable to prior transfer .
4. Obligations allccable to prior transfer .

§. Marital deduction applicabie to line 1 above,
as shown on transferor’'s Form 706 . .

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

7. Hetvalue of transfers (Subtract line 6 from
fine 1) :

¢ s [

9. Transferor's taxable estate
10. Federal estate tax paid .
11. State death taxes paid
12. Foreign death taxes paid . e
13. Otherdeathtaxespaid . . . . . . ;
14, Yotal taxas paid (Add lines 10, 11, 12, *
and 13) e e

15. Value of transferor's estate (Subt.'act line
14 fromline9). . . . . . . . .

- 16. - Net Federal estate tax paid on transferor's | ™ ) ~
estate . . . . . . .. . . . —

17. ~ Credit for gift tax paid on transferor's estate

18. Credit allowed transferor’s estate for tax on -
prior transfers from prior transferor(s) who :
died within 10 years beforedeath of decedent

19. Taxontransferor's estate (Add lines 16,
17,and18) . . . . . . . . .

20, Transferor's taxon prior transfers ((Line 7'+
line 15) x line 19 of respective estates).

Transferee’s tax on prior transfers

item o : T : Ameunt

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, Form706) . .. .- .

23. Netvalue of all transfers (from line 8 of this worksheet) . . . . . . o e e e

24. Transferee's reduced gross estate (subtract line 23 from IineZZ)r B

25, Total debts and deductions (not including marital and charitable deductions) (items 15, 16, 17, and 24 of the
Recapitulation, page 3, Form706) . . . . . e v e e e s s

26. Marital- deduction (from item 18, Recapitulation, page 3, Form 706) (see instructions) . . .
27. Charitable bequests (from item 19, Recapitulation, page3,Form706) . . . . . . .
28. . Charitable deduction proportion ([ line 23'+ (fine 22-line 25) x line 2 . . . ..
29. Reduced charitable deduction (subtract line 28 from line 27). A

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

31. (a) Transferee’s reduced taxable estate (subtract line 30 from line24) .- . . . . . « « .o « 0. .

(b)Adjusted taxable@ifts . . . . . . . . 0 v e e e e e e e e e

(c) Total reduced taxable estate (add lines 31(8)and 31(H)) -. . « + v v o o o e 0 ~
32. Tentativetaxonreducedtaxableestate , . . . . . . . . . . .. .. . -

33. (a)Post-1976 gift taxes paid . e e e e e
(b)Unifiederedit . . . . . .« . . . 0 v .
(c) Section 2011 state death taxcredit ., . . . . . . .~
(d)Section 2012gifttaxcredit . . . . . . . . . .
(e) Section 2014 foreign death taxeredit. . . . . . . .
(f) Tota! credits (sddfines 33(a) through 33(e)). . . R
34. Nettax on reduced taxable estate (subtract line 33(f) fromline32) .~ . « . . .+ « . + « « .
35. Transferee's tax on prict transfers (subtract line 34 from ling21) . ... . ' D
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