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ABSTRACT 

DESIGN OF AN INTREGATED EXPERT SYSTEM 
-~ :::~..,.....·--

FOR FIDUCIARY ACCOUNTING 

by 

Raymond Howard Skidmore 

Master of Science in Accountancy 

This research was conducted in order to deal with the ap-

parent lack of general expertise pertaining to the fiduciary 

responsibility associated with the administration of a decedents 

estate. The administration has legal, accounting, and income tax 

aspects. This paper has attempted to integate these aspects and 

provide the framework necessary to solve the defined problem by 

development of an expert system. The moo,el takes a modular 

approach; to develop a decision support system (tier 1) from 

which the expert system (tier 2) can ultimately be derived. The 

paper presents a detailed analysis of the legal and accounting, 

as well as the income tax parameters of the fiduciary respon-

sibility functions. In addition, systems considerations are 

addressed, additional research proposed, and finally conclusions 
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are presented. 
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CHAPTER 1 

Introduction 

Environment 

There is little doubt that the tremendous advances in 

computer technology are changing both our private and profes-

sional lives. The accelerating pace of this technological 

development directly affects our lives in terms of its 

economic, social, and political aspects. Inforrna tion systems-~-· . ·-- ---., -~ ..,.. ... - ----- __ ._~ ..... ~,=-·-~-~~- -- ·-. -·. --

are providing more varied information which is being 

delivered at a more rapid pace to an ever increasing variety 

of users. The integration of computer, satellite and 

telecommunication technologies has generally been responsible 

for this rapid flow of information, which has been charac-

terized as the Information Age. All sectors of society are 

seeking more information. 

The value of generating useful information is without 

any doubt. The business community places a high value on up-

to-date data to facilitate the making of decisions as well as 

for problem solving. This rapid technological development 

has resulted in an ever increasing demand for information 

specialists, individuals responsible for sorting and select-

ing information as well as creating new informational sys-

terns. 

The accounting profession and its members are certainly 

not sheltered from the impact of this technological develop-

rnent. The American Institute of Certified Public Accountants 
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(AICPA) is preparing to offer certificate courses in 

microcomputer consulting, and is studying the possibility of 

recognizing tax areas for specialty designations. The AICPA 

recently introduced a computer application program known as 

the Audit Program Generator, a flexible audit program creator 

which some might view as a rudimentary form of artificial in

telligence. In addition, decision support systems are becom

ing more and more complex, and the application software uses 

in accounting are"-.e~panding_, especially in.the field of taxa-

tion. The boundaries of the accounting profession are being 

expanded by an ever increasing sophistication in the applica

tion of computer technology. Therefore, any project which 

encompasses expert systems, financial accounting and taxation 

is certainly timely. It is from this environment that the 

subject of this paper has been drawn. This paper represents 

an attempt to address these topics of current interest, but 

viewed from the relatively narrow field of fiduciary account

ing. 

Topic Definition 

The title of this paper, "Design of An Integrated Expert 

System for Fiduciary Accounting", now requires an elaboration 

on the scope of the meaning of its terms. The term fiduciary 

accounting will be limited to the financial, legal and income 

tax aspects of the fiduciary responsibility associated with 

the estate of a decedent. · Integration refers to the common 

linkages between the above aspects of fiduciary accounting. 

Expert system represents the specific sub-area of artificial 
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intelligence that deals with the computer utilization of ex-

pert knowledge to perform problem solving tasks. Finally, 

design means a discussion of the methodology appropriate for 

developing an expert system specific to the needs of the 

fiduciary responsibility of a decedent's estate. 

Topic Overview 

Fiduciary accounting is a general term that focuses on 

accounting for transactions involving some form of fiduciary 

.relationship between various interested. paxties... This .con:-~ ....... . 

cept is closely related to the legal basis upon which the 

fiduciary relationship is created. The type of legal 

relationship at issue here is that of an estate. An estate 

being a gathering of assets into a legally created entity to 

enable the courts to administer there disposition. An estate 

can take many forms including, for example, a bankruptcy es-

tate. But the estate of interest here is that of a decedent. 

Upon an individuals death their assets are inventoried and an 

estate tax is computed based upon the gross value of the es-

tate properties. In addition, the estate must account for 

its activities during the administration of the estate, and 

report any income earned during that administratipn. It is 

this administration period that, from death until final dis-

tribution of all assets to any beneficiaries, that will be 

discussed. In the papers title, fiduciary accounting has a 

broad meaning, yet the true topic will center on what might 

be called fiduciary responsibility. This term encompasses 

the three aspects of a decedents estate: the legal (court) 
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requirements, the financial accounting needs, and the income 

tax compliance concerns. 

Problem Definition, Solution and Justification 

There has been little, if any, attention paid to this 

topic from an integrated systems application point of view. 

Yet, most practicing accountants believe that this topic, 

specifically estate income taxation and its associated legal 

reporting requirements are too complex to understand and 

. ~tj1~r:t:!f9:r.e . :?h9J.Ild._b~".,9xoided. Internal Revenue Service. per~. ___ ... _-- ~--~~--

sonnel in the majority of cases possess little ~nowledge of 

this topic. In addition, most individuals charged with 

responsibility for administering estates have little under-

standing of the intricacies of their fiduciary respon

sibilities. This lack of understanding by all of those deal-

ing with estates may be partly due to the fact that it is not 

a typical everyday event, at least for most people. There-

fore this general lack of knowledge would appear to mak~ this 

topic especially well suited for developing a computer as-

sisted solution. 

The solution being proposed centers on developing an in

tegrated expert system. The t~sk of developing a true expert 

system is extensive, but could be accomplished by a two tier 

modular approach. The first step in the developmental 

process would consist of the following: 

Problem definition. 

Research of legal, accounting and income tax 

aspects. 
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Itemized detailed relationships and requirements. 

Identify integration (interface} points. 

Design system features (e.g. menu, formats,etc.}. 

Program and debug. 

This first step would result in an integrated application 

software program. The problem definition at this level is 

mostly concerned with compliance features, that is, given 

certain stated input data specific results should be out-

putted. Some expe .. r-t.:k.nowledge is required to make decisions 

in terms of determining the appropriate responses to the in-

put inquiries. 

The second tier of the modular approach would consist of 

the following: 

Problem definition. 

Itemize decision input variables. 

Research decision criteria. 

Integrate input variables with decision criteria. 

Develop programming. 

The problem definition at this level is concerned with iden-

tifying the input variables and then establishing the deci-

sion making criteria. This module replaces the expert 

knowledge required in tier one above. 

The model that the first module would be developed from 

is not the traditional abstract representation of some com-

plex system. It represents the more absolute view of the 

logical structure of the real world. Module two would encom-

pass a more abstract model form, due to the many more vari-

5 
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ables that would have to be incorporated into it. 

This paper will take the proposed developmental process 

through the design of systems features found in tier one. 

The goal is to provide a basis for further research and 

development. Due to time constraints module one will not be 

actually programmed. This is because any competent program

mer could perform this profunctuary task once the logical 

structure of the system has been established. The develop

ment of tier one, in and of. itELeJ,J, . p.rqyj.de_s users with a 

useful decision support system, though it would require rela-

tively sophisticated users. It then provides a basis for 

further development and expansion into an expert system. 

This expansion is left to further research. 

The modular approach proposed can best be viewed by ex

ample. In tier one someone would find it necessary to be 

able to distinguish between taxable and non-taxable income. 

Once determined though, the system would properly handle 

reporting of the decision. The addition of tier two would 

provide the user with decision making assistance in determin

ing whether a particular item of income was taxable or not. 

This approach of developing a compliance model and then ad

ding the higher level of artificial intelligence concept is 

similar to the expressed intent of artificial intelligence, 

to make a computer system operate in a manner comparable to 

the human brain. The brains core controls basic body func

tions (tier one) and the higher level conceptual functions 

(tier two) are developed around this core. 
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The reason why this research is so appropriate is 

twofold. First, the specific approach to the topic is unique 

and second, the potential beneficiaries of its implementation 

are numerous. The approach is unique in that it addresses 

the integration of the various aspects of the fiduciary 

responsibilities associated with a decedents estate. Those 

aspects being the financial accounting, legal and income tax 

segments. Certainly there are application programs that deal 

• ,. "" -c ••.••••• w_ith estat,es, but most of these programs deal with. estate .. --~·.- ..... ,. 

planning. The emphasis in those cases is on the estate tax 

due upon an individuals death, not the income tax that 

results during the administration of the estate. ~any 

software producers that deal in tax return preparation have 

begun introducing application programs that prepare fiduciary 

tax returns, but there is no integration with the financial 

and legal aspects of the overall fiduciary responsibility. 

The potential beneficiaries of this research, especially with 

development of a working decision support system, wouid in

clude accountants, lawyers and courts, estate administrators, 

the Internal Revenue Service, and trust officers of financial 

institutions. A completely integrated expert system would, 

expand the pool of users to include more unsophisticated in

dividuals. The expert system application increases potential 

users to anyone with a need to analyze estate transactions. 

This research could also assist educators in integrating the 

various aspects of a decedents estate into their curriculum. 
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1. 

CHAPTER 2 

Fiduciary Responsibility: Legal and Accounting 

Legal Background 

In order to design the system that is being proposed in 

this paper, first an examination of the components that com-

prise the fiduciary responsibility functions of a decedents 

estate must be made. The components that are to be discussed 

in this chapter .are. _tl,lJ~ _:l;;~gal.a.nd accounting aspects. These 

items are being discussed in conjunction with each other be-

cause they are inexorably linked. This is because the finan-

cial accounting functions are generated by the legal require-

ments placed upon the fiduciary of the estate, generally 

through reports to the court and beneficiaries. A properly 

designed model must maintain an accounting system that 

satisfies all the requirements of the fiduciary state laws, 

the governing instrument (the will), and the court. Each 

states laws concerning estate administration are similar in 

nature but unfortunately are varied enough that this presen

tation will focus on the laws of California. 1 The accounting 

system should help to protect the fidur-iary, as well as all 

interested parties, and enable the fiduciary and his advisors 

All subsequent discussions of probate code refers to the 

1987 Claifornia Probate Code, Division 3, Administation of 

Estates. 
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to render all necessary information and reports. 

An estate comes into being upon the death of an in

dividual who owns property. 2 It is a legal entity into which 

the decedents property is automatically transferred by opera

tion of the law. 

The estate is typically administered and represented by 

an executor who has been named in the decedents will. If the 

decedent died without a will, then usually the court appoints 

a legal representatiye called anadministrator as a result of 

a petition filed by the decedents next of kin. Whether an 

executor or an administrator, the legal representative of an 

estate is charged with the task of collecting and conserving 

all assets, satisfying liabilities, including taxes, and dis

tributing any remainder to the appointed heirs. 3 

Probate 

When a person dies his property comes immediately under 

the jurisdiction of the probate court of the county in which 

the deceased was a resident. In Los Angeles County the 

probate court is a division of the Superior Court of the 

County of Los Angeles. A petition to the court of proper 

--------------------' 
2. Rufus Wixon et al., Accountants' Handbook, 5th ed. 

(New York: Matthew Bender, 1970), 25.26. 

3. Charles H. Griffin et al., Advanced Accounting, 4th ed. 

(Homewood, Illinois: Richard D. Irwin, 1980), 741-742. 
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jurisdiction by any parties having an interest in the estate 

begins estate proceedings. If there is a will, such a peti

tion is known as a Petition for Probate of Will. 4 

The will must be ruled valid, or admitted to probate, by 

the court before it becomes operative. If, after witnesses 

to the signing of the will testify in hearings, the court is 

satisfied that the will is genuine, that the decedent was 

legally competent, and that it represents the last expression 

of the decedent relative to the distrib~tipn of.hia.property~----

the probate court will order that the terms of the will be 

carried out. 

The court will appoint the person named in the will to 

act as the executor. As evidence of his authority to act as 

executor of the estate, the court will issue Letters Tes-

timentary. If no executor is named, then the court will ap-

point a person to act in this capacity. This individual is 

known as an administrator and will issue Letters of Ad

ministration as evidence of his authority. 5 In either case 

the will acts as the governing instrument to determine how 

the assets are to be distributed. Where a person dies 

4. Joseph K. Del Torto, interview with author, 9 September 

1987. 

5. Arnold w. Johnson, Advanced Accounting (New York: 

Rinehart and Company, 1948), 450-451. 
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without a will, the court will appoint an administrator. 

Without a will, the governing instrument is state law. The 

state law (which is rather complex) that determines how the 

decedents assets are to be distributed is known as the law of 

intestate (without will) succession. 

It should be pointed out that this process of issuing 

letters can be lengthy and therefore a complete record should 

be kept of all transactions occurring prior to the issuance 

,,o.L letters. Any reco,r.ding of these transactions will not _be,-T··· 

entered into the formal records until after issuance, but 

should bare the date upon which the transaction actually oc

curred. Any expenses in connection with this probate process 

and obtaining copies of the letters constitute part of the 

administration expenses.6 

Non-probate Assets 

Before discussion of how and what assets are ad

ministered by the probate estate perhaps we should look at 

what are referred to as non-probatable assets. Non

probatable assets are those items of property that the dece

dent owns that pass outside the estate by action of the law. 

Non-probatable assets include: 

Property held by title: joint tenancy with right 

of survivorship (passes by operation of law to 

the surviving joint tenant outside of 

6. Wixon et al., 25.26. 
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probate). 

Property held by title: community property with 

surviving spouse (passes to surviving spouse 

to extent spouse is entitled to such assets 

outright by will or succession). 

Life Insurance and Annuities (bypass probate 

administration provided policy beneficiary is 

not the decedent or his estate). 

As§.et9""-"f?ubject to tr\,lsts c.reated during decedents 

lifetime (either revocable or irrevocable 

trusts bypass probate administration·). 

Assets transferable under California Probate Code 

Section 630, et seqq. (generally allows 

extremely small estates to bypass probate 

administration). 

Totten trusts, Paid-on-Death accounts, U.S. 

savings bonds, social security and veterans 

administration death benefits. 

While the above items pass outside of probate administration 

they still require the filing of legal documents and are sub

ject to court authority. For example, the,community property 

exception requires a court hearing (in the probate court han

dling the balance of the estate) wherein the court can issue 

an order determining that property is community property 

belonging to a surviving spouse and that no administration is 

necessary prior to delivery of the property. 

It is important to note that while 'joint tenancy 

12 



property and life insurance payable to a specific beneficiary 

other than the estate is not a part of the probate estate, it 

is a fairly common practice to include these items in the in

ventory of assets (discussed in detail later) with specific 

language indicating it is being placed there as matter of 

convenience. This is especially true of joint tenancy 

property. 

Estate Administration 

Upon appointment by the co~rt~. __ the executpx~or .ad7 

ministrator (representative) becomes responsible for the col

lection, conservation, and distribution of the decedents 

property. The representative begins by preparing an inven

tory and appraisal of the estate properties to be used for 

court, accounting, and tax purposes. He pays legal, funeral 

and administrative expenses, debts of the decedent, federal 

estate and income taxes, and other expenses. After payment 

of all estate expenses and debts are provided for, the repre

sentative distributes the remaining properties to the legal 

beneficiaries. Finally, he must provide an accounting of es

tate transactions to the court and to any other parties with 

an interest in the est,ate administration and asset distribu

tion. 

Asset Inventory 

The representative begins by seeking out and taking pos

session of the property of the decedent. He is required to 

exercise due diligence in the discovery of assets, and he is 

empowered to take all proper legal actions to obtain posses-

13 



sion of them.? The properties that come under his authority 

and control must be prudently managed, protected and con-

served until they are distributed. Barring any special in-

structions in the will or by the court, the representative 

will usually not invest estate funds or 

businesses left by the decedent. 

operate any 

If the estate includes a partnership interest, then the 

partnership will be liquidated in the absence of special 

prov~sioi1~ iJJ tl;le will or in the partnership agreemen!r,.!, 8 , "'=':'" 

State laws specify those assets which will pass directly 

to the beneficiaries in accordance with the will or by sue~ 

cession and those items which pass to the estate for ad-

ministration. Usually, state law provides that title to 

real property passes directly to the legal beneficiaries im

mediately upon the death of the decedent and personal 

property passes into the possession and control of the repre-

sentative. However, certain specific items of personal 

property may be exempted by statute for the benefit of the 

surviving spouse or of the decedents children.9 

7. , Walter B. Meigs et al., Advanced Accounting (New York: 

McGraw-Hill, 1966), 796. 

8. Griffin et al., 743. 

9. Harry Simons and Wilbert E. Karrenbrock, Advanced 

Accounting - Comprehensive Volume, 4th ed. (Cincinnati: 

14 
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The legal representative is usually required to submit 

to the probate court an inventory of all the assets taken 

over, which will form the basis of the accounting of the rep

resentative. Normally, real and personal properties that pass 

directly to the beneficiaries are not included in the dece

dents inventory, where the inventory represents those assets 

for which the representative is held responsible for by law. 

But often courts will request that such items by included for 

informational :Rurp~:~"s_.. --- It may~be in the best interest of 

the fiduciary to include schedules listing real and personal 

properties excluded from the estate but which are noted in 

the inventory so that the court may be informed of all the 

properties left by the descendant. 10 

A complete and detailed description should be provided 

for each property item in the inventory, and values must be 

assigned as well. The representative will usually be able to 

arrive at satisfactory valuation for most of the items in the 

inventory, such as with use of current market quotations. 

Certain assets may require consultation with outside experts, 

such as brokers and appraisers. The values are determined as 

of the date of the decedents death and presumably represent 

South-Western Publishing, 1968), 737. 

10. Simons and Karrenbrock, 737. 
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the fair market value as of that date. These values are also 

normally used for federal estate tax purposes as well, and 

the inventory details should be incorporated into the estates 

accounting system. 

The inventory should include, among other things, the 

following: 

Cash: in possession of decedent, checking, savings 

certificates of deposit, money market, etc. 

Tangible personal property: I1H?tsrr vel)i9}:~!3,, ~· 
---- ~~~ -~---·· .... ··--- -·~---~---

household furnishings, collectibles, furs, 

jewelry, clothing, etc. 

Intangible personal property: patents, copyrights 

trademarks, leases, judgments, other legal 

rights, etc. 

Investments: mutual funds, stocks and marketable 

securities, bonds, commercial paper, u.s. 

treasury notes and bonds, notes and loans 

receivable, options and futures contracts, 

limited partnerships, etc. 

Real Property (required to be included by the will 

or law): residence, income producing 

property, unimproved land, etc. 

Other: life insurance payable to estate, net cash 

value of life insurance owned by others, 

general partnerships, business interests 

(farm, sole proprietorship, closely held 

corporation, etc.), retirement accounts 

16 



(IRA, KEOGH, pension, profit sharing, 401K, 

etc.), interest in trusts or other estates, 

accrued income (wages, commissions, interest 

and dividends, rent, accounts receivable, 

etc.), etc. 

California Probate Code Section 600 specifies that the inven

tory and appraisement must be filed within three months of 

appointment of the fiduciary. 

'" .claims Against the .:ss~tute· -- ,. 

One of the important functions of the fiduciary is to 

insure that all debts of the estate are fully satisfied. All 

legitimate claims against the estate must be paid before any 

property can be properly distributed to the beneficiaries. 

State laws generally provide a limited time period within 

which creditors of the decedent may file their claims or else 

risk forfeiture of any legal right they may have to collect. 

Ordinarily, laws require that the representative advertise 

for claims by proper legal notices for a specified period of 

time. In California, Probate Code Section 700 identifies the 

proper form for notifying creditors and it is known as the 

Notice to Creditors. The notice must be published in a 

newspaper once a week for four weeks and the newspaper must 

file an Affidavit of Publication. The general rule is that 

claims must be filed or presented within four months of the 

first publication of notice to creditors or the claim is 

barred. There are exceptions, which are generally taxes. 

Claims against the estate are submitted throught the 

17 
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court or are presented to the fiduciary directly. It is the 

responsibility of the representative to approve or reject the 

claims. California Probate Code Section 710 and 711 specify 

that approved claims are filed and presented to the court for 

final approval or rejection. The procedure for handling 

claims that the representative has rejected are dealt with in 

Probate Code Section 714. This section requires the prepara

tion of the Rejection of the Claim and the Notice of Rejec

tion, which must be, served upon the. claimant. The original 

notice along with the proof of service are filed with the 

court. For claims that have been disallowed, the claimants 

still have the ability to bring suit against the repre

sentative or to make claim upon the estate when the fiduciary 

files his accounting with the court. 

Once a claim has been allowed, it should be paid "in due 

course of administration", as it is known in legal parlance. 

The law provides that claims against the estate shall have a 

specified priority, which identifies those claims that must 

legally be paid before others can be. This concept is espe

cially important when the assets of the estate are insuffi

cient to meet all the estate debts. The Probate Code, Sec

tion 950, provides the following priority for payment of 

debts: 

Expenses of administration. 

Funeral expenses. 

Expense of last illness. 

Family allowance. 

18 



Debts having preference by the laws of the United 

States. 

All other debts. 

Taxes paid by the estate are an important category of 

estate obligation. The representative is responsible for 

settlement of all taxes relating to both the decedent and his 

estate, including income taxes, estate tax, and possible in-

heritance tax • The fiduciary must pay, from estate assets, 

., .. income tax on the decedent's income for_ tpe'",.E~I:J,!?<Lfr£~_, H~'~"'"''",.-"· 

date of the last personal income tax return filed by the 

decedent to his death. Any refund that may result is payable 

to the estate. In addition, the estate must pay income tax 

on the income of the estate generated during the time of its 

administration. This income tax and the return to be filed, 

a fiduciary income tax return, is the topic of discussion in 

the next chapter of this paper. 

The federal estate tax (reported on federal form 706) is 

an assessment against an individual's ability to transfer his 

estate to others upon his death. This tax is based upon the 

decedents gross estate less certain allowable deductions and 

exemptions. 11 A decedents gross estate for tax purposes in-

eludes all property in which the decedent had a legal inter-

est, including real and personal property, whether tangible 

11. Sidney Davidson, Handbook of Modern Accounting 

(New York: McGraw-Hill, 1970), 44-3. 
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or intangible. The values used in arriving at the gross es-

tate are the fair market values as determined by the 

fiduciary, in a manner similar to the values used in the 

probate inventory and appraisement. In fact, the values 

determined by the representative are usually used for both 

purposes. The assets included in the taxable gross estate 

are all inclusive, this means that even those assets that 

legally bypass probate are reportable in the gross estate for 

This is one good reason why it .i.s.,.o.f.ten ... t:cna~,., .• , .. 

case that non-probate assets are included in any court ac-

counting as a memorandum notation, since the information is 

available due to the need to report it on the tax return. 

The fiduciary has an option with regards to the values used 

in the gross estate for tax purposes, namely he may elect to 

use an alternative valuation date six months after the date 

of death. The deductions allowed from the gross estate 

include: funeral and administration expenses, professional 

and fiduciary fees, claims against the estate, unpaid 

mortgages, charitable bequests, and an unlimited marital 

deduction for certain properties passing to a surviving 

spouse. The gross estate less the allowable deductions is 

equal to the taxable estate. Estate tax rates are then ap-

plied to the taxable estate to arrive at the tentative estate 

tax. A credit for state death taxes paid, to a specific max-

imum, is allowed against the tentative tax. Finally a 

credit, known as the unified credit, is deducted from the 

tentative tax leaving a net tax for which the estate is li-
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able. The unified credit against the tax has a deduction 

equivalence of $600,000, assuming the decedent has not used 

any of his credit through lifetime gifting. 

Most state inheritance taxes are a levy on the 

beneficiaries right to receive a distribution from a dece-

dents estate. Fortunately, California no longer has an in-

heritance tax. It does have what is called a pick-up or pig

gyback tax, that is, a tax is asse~sed to the extent that a 

state death, tax,":J<t#"edit .was ... all.owed on the federal estate tax 

return. 

Estate Distributions 

Generally, the title to personal property passes to the 

estate fiduciary and from him to the individual 

beneficiaries. Title to real property usually passes 

directly from the decedent at his death, to the individual 

beneficiary by condition of the will or by law unless it 

specifically becomes part of the estate by will or the court 

includes it in the estate to satisfy debts of the estate. 12 

From the assets included in the estate all the debts and 

claims against the estate are satisfied. Once appropriate 

provision has been made for payment of, all obligations 

against the estate, the representative can begin to dis

tribute the remaining estate properties. 

When a decedent leaves a will, any distribution of per-

12. Simons and Karrenbrock, 741. 
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sonal property according to the terms of the will is known as 

a bequest. Where the terms of the will dispose of real 

property, the disposition is known as a devise. Disposition 

of personal property according to the terms of a will are 

categorized and paid in the following order: 

Specific bequest: disposition of particular items. 

For example: "My 57 shares of Class A 

preferred stock of ABC Company". 

Demonstr~t"'~y~J~t=g:u_eSf:). clif3_posjtj,p_n .... Qf cash or 

other personal property payable from a 

particuler fund or asset accumulation. For 

example:" The sum of $500 to be taken from the 

proceeds of sale of my 100 shares of common 

stock of the XYZ Company". 

Annuity: dispositions payable over a specified 

period of time. For example:" the sum of $900 

per year, payable every six months, for life". 

General bequest: dispositions not specifically 

designated, payable from the general estate 

assets. For example:"the sum of $10,000 in 

cash",, or "100 shares of the common stock of 

the PDQ Corporation". 

Residuary bequests: dispositions of the personal 

property remaining after all other bequests. 

For example:"! leave the residue of the 

estate not disposed of as hereinabove 

described to my mother". 
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Real property distributions are similarly classified as 

either specific devises, 

devises. 

general devises, or residuary 

If a residuary disposition does not specify whether it 

is a bequest or devise then it will cover all remaining 

property, both real and personal.l3 

When a decedent leaves no will, the laws of the state 

stipulate how the property is to be distributed to any 

sion generally specify that distributions are determined in 

light of the various marital and blood relationships that ex

isted between the decedent and his surviving relatives. 

Many states distinguish between intestate distributions 

of real and personal property. The pattern of distribution 

of real property is determined by the law of descent, and 

personal property dispositions are determined by the laws of 

distribution. Persons receiving assets under either the laws 

of descent or the laws of distribution are known as heirs. 14 

Generally, surviving spouses have precedence ·over other 

heirs, and the process of determining appropriate shares of 

• distribution can become very complex. 

There are instances when a will exists but it does not 

13. Simons and Karrenbrock, 742. 

14. Simons and Karrenbrock, 741. 
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provide for distributions of all of the estate assets. This 

condition is referred to as partial intestatacy, and the un

distributed properties are disposed of according to the laws 

of descent and distribution. 1 5 

State laws often provide for curbs against abuses that 

can occur in a decedent's will. Thus, a mere reading of the 

will may not be sufficient to establish the appropriateness 

of the proposed distributions. For example, a will can not 

~-,-~ ... -, ·be .useq. ·-·· -t'O·----~-d-i:si:n-1~1-er it a spouse. Most states spec if ica,l-·1-y 

provide the surviving spouse protection under a right of 

election statute or an elective share statute. Typically 

these statutes enable the surviving spouse to make an elec

tion to take a specified percentage of the value of the dece

dents estate, even if the decedent chose to leave no property 

to the surviving spouse under the terms of the will. Other 

examples include, mortmain statutes which prohibit excessive 

charitable bequests when the decedent is survived by a 

spouse, children, or other heirs, and statutes which in

validate will provisions that, by there nature, are illegal. 

The final arbiter as to the application of any of these 

provisions is the court. 

It is important that the fiduciary identify and make a 

proper accounting for the potential distributions, whether by 

will or succession. For instance, any income earned, after a 

15. Simons and Karrenbrock, 742. 
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decedents death, by an asset subject to a specific bequest or 

devise belongs to the beneficiary in who•s favor the specific 

bequest or devise is executed. Also, a specific bequest or 

devise fails when the asset subject to the disposition no 

longer exists. Furthermore, all bequests .and devises 

generally lapse if the heir predeceases the decedent. The 

assets revert to the residuary portion of the estate unless 

the heir was a close relative and is survived by children, in 

which case the child~,en usuaLLy receive the property. These 

examples show how important it is to maintain an adequate in

formation system to insure proper disposition of assets. 

Another way in which distributions can be altered from 

their original intent is in the instance where satisfaction 

of the estate•s debts makes it impossible to meet the 

bequests and devises specified in the will. This condition 

results in abatement and/or ademption. 16 Abatement refers to 

a proportionate reduction of certain categories of bequests 

or devises, and ademption refers to the complete elimination 

of certain categories of bequests or devises. ·Unless the 

will terms specify differently, state laws usually call for 

the reduction or the complete elimination of beques,ts or 

devises ,due to insufficient estate assets, by classification 

in the following order: first residuary, then general, and 

finally, demonstrative and specific. 17 

16. Wixon ·et al., 25.30. 
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State laws often provide for a lapse of a period of time 

at the discretion of the representative before distributions 

of estate properties can be made. If the property is not ac

tually distributed at this time, it may be necessary to pay 

interest on the distributed interest. In some instances, an 

advance might be made of some individual bequest before the 

overall distribution, which results in the distributee being 

obligated to pay interest to the estate for the period of the 

prepayment. . .- __ -,,_--:-.:·-~,; .. :;:: .. - , __ -

Closing the Estate 

During the administration of an estate one or more ac-

countings (to be detailed later) are filed with the court to 

notify the court of those estate assets that have already 

been distributed as well as those claims of creditors that 

already have been filed and paid. The accounting also in-

forms the court of any additional expenses incurred by the 

estate as a part of the probate process~ The court will deal 

with title transfers required to properly distribute 

properties to the appropriate beneficiary prior to completion 

of probate. The fiduciary usually ,obtains written receipts 

from beneficiaries as eviden~e verifying .actual receipt of 

the estate assets. Once all claims and debts have been 

satisfied, all taxes have been paid, and all property has 

been distributed, the estate may be closed. The court typi-

17. Simons and Karrenbrock, 742. 
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cally requires a final accounting or a report be filed. A 

petition to discharge the fiduciary is also filed with the 

court. The filing states that the estate is in a condition 

to be closed and all debts and expenses of the administration 

except closing expenses and statutory compensation to the 

representative and his attorney have been paid. If the court 

is satisfied with all the accountings, reports and petitions, 

it can then approve the discharge of the fiduciary. This 

,,~~'· .• ·~.oc<,,,_;, . ..,.,., usual.ly constitutes the completion of the probate ... process .•.... ,c. 

However, there are circumstances under which the estate could 

be re-opened. For example, if additional assets are dis

covered, any of the accountings are deemed to be incorrect, 

or fraud has been perpetrated upon the court by a party at 

interest to the estate. 

Court Accountings 

The discussion up to this point has centered on the 

legal process of administration of a decedents estate, but 

now the presentation will address the reports that are the 

product of that administration as viewed from a strictly 

legal prospective. Later, the discussion will cover the 

fiduciary accounting aspect of the fiduciary responsibility 

from the bookkeeping and more tradition financial accounting 

standpoint. 

The fiduciary of the estate is required to report to the 

court and to other interested parties on the progress of the 

estate administration and distribution. The form and content 

of the report can vary. In cases of larger estates, reports 
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may be required at regular intervals during the estate ad-

ministration, whereas estates of smaller size and duration, 

reports may be required once, when the estate administration 

has been completed and the representative is requesting a 

formal discharge and closure. Reports summarizing activities 

of the estate during it's administration are known as inter-

mediate accountings. Reports submitted upon completion of 

the estate fiduciary responsibility are referred to as a 

"final, accoun-tiiJ9:• 18 

The accounting, report and distribution of a probate es-

tate can be the most interesting part of the entire probate 

proceedings as the fiduciary is forced to justify, rectify 

and reconcile all of the problems encountered during the ad-

ministration of what might have initially appeared to be a 

simple estate probate. The technical format of the report is 

not clearly defined and can vary from court to court, and 

even between judges. Yet, there is a generally accepted 

overall format that has developed through convention and can 

be seen in the report examples found in the appendices of 

this paper. Appendix A and B represent examples of actual 

reports that were submitted to courts. The names and other 

specific identifying features of these reports have been 

removed to insure privacy of the parties involved. The 

report in appendix A is interesting in that all schedules are 

18. Simons and Karrenbrock, 743. 
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manually generated, and the description column would seem to 

be a useful tool in establishing a computerized system; the 

description column represents the field that could be used to 

tie the court report with the general accounting and income 

tax reports to be discussed later. Appendix B is unique in 

that the report contains non-inventory assets that have been 

included in the report. For example, schedule A, page A-2, 

shows a summary of cash transferred by action of law due to 

title being held in"'"j,oint:: tgnancy ( as pre.sented earlier in 

this chapter), yet these items have been included in the ac

counting for informational purposes, as was suggested pre

viously. 

Appendix C and D contain report example formats provided 

by attorneys that were contacted during research of this 

paper. These formats are being presented here so that they 

can be compared to the actual report examples, above, to as

sist in establishing a general format that will represent the 

basis for developing a working model report that the system 

being research will generate. After examining the various 

examples of reports the general pattern of the report emerges 

as follows: 

Prepare Statement (or Summary) of Account. 

Record asset disposition (gains and losses) and 

account transfers. 

Record receipts of principle. 

Record disbursements of principle. 

Record distributions of principle to 
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beneficiaries. 

Record income receipts. 

Record income disbursed. 

Record distributions of income to beneficiaries. 

Compute remaining property on hand. 

The pattern also includes the necessity to report individual 

transactions in the 

"receipt of income 

accounting report, 

is documented. 

for example, each 

Th i,s is dissimilar to 

traditional accounting wherein the final report represents a 

summary of an account balance, where individual transactions 

are buried in journals. 

The legal accounting report format, with its basic in 

and out concept, has lead many attorneys to feel that al

though they might always hire an accountant to prepare ac

countings for their business clients, a probate accounting 

does not require that type of expertise, it requires only a 

basic knowledge of how to add and subtract and a good record 

keeping system. They feel that the report and petition for 

distribution can be filed and approved with the help of the 

probate code, knowledge of the status of the beneficiaries, 

and a copy of the will, if there is one. But this point of 

view raises a potential issue that most be addressed: whether 

the legal report requires a formal accounting system base 

from which the report should be generated. Without a doubt, 

any system being proposed by this research will require out

put of a legal report acceptable to the court. But, the in-

30 



tegrated nature of the proposal makes this potential issue 

unfounded. The model will be useful to all users, whether 

attorneys, accountants, or fiduciaries. To properly protect 

the fiduciary that may implement the model, it is imperative 

to utilize all facets of expertise, whether legal, account

ing, or otherwise. Besides, the comment that all one needs 

is a 11 good record keeping system .. seems to direct attention 

to the traditional double entry bookkeeping system. A proven 

system , thatc- has·· years of practical experience. The legal 

report should be viewed in terms of the overall project, with 

the important interface points, and not from the singularly 

narrow legal prospective as to the report process. 

The legal view of the report generating process is 

still, nevertheless, absolutely critical in that an estate 

typically would not be able to close without such a report 

being accepted by the court. California Probate Code Section 

922 requires the fiduciary to render a full and verified ac

count and report within thirty days after the time to file or 

present claims against the estate has expired. This section 

also provides that the representative must render a final ac

count and petition for settlement of his administration when

ever there are sufficient funds under his control to satisfy 

all debts and the estate is in a proper condition to be 

closed. The requirement of the accounting within thirty days 

after the expiration of time to file claims is seldom en

forced and is used more often for authority for one other 

than the representative to compel an accounting. An account-
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ing may be compelled by the court at any time on its own mo

tion or by any person interested in the estate or by a suc

cessor representative, and particularly in cases where an ac

counting has not been rendered within thirty days from the 

expiration of claims filing, and when no account has been 

rendered and there are sufficient funds to pay all debts and 

the estate is in a condition to be closed, or where the 

representative•s powers have been revoked or he has become 

.incompetent. Probate~ .• c9oe Section 927 provides that any per

son interested in the estate may object to the accounting. 

If a person entitled to contest the accounting does not do 

so, then that individual forfeits their right to appeal any 

order settling the account. There is no statutory authority 

for the waiver of the accounting but it is permitted on a 

case by case basis. The waiver applies to the detailed ac

counting if all persons at interest to the estate agree. The 

waiver removes the need to supply an itemized schedule that· 

supports the Summary of Account. But the Summary of ·Account 

itself, with account activities during the administration of 

the estate, is still required. Immediately upon settlement 

of the accounting and upon proper notice, the court proceeds 

to distribute the residue of the estate amongst the heirs. In 

the Judgment of Final Distribution, the court must name each 

person entitled to a part of the estate and must specify 

which part each is entitled. The Judgment, when it becomes 

final, is conclusive as to the rights of heirs. In fact, 

once final, the Judgment supersedes the will and becomes the 

32 



conclusive determination as to the validity, meaning and ef

fect of the will, and the rights of all parties to the es

tate. 

Accounting Background 

The accounting for a fiduciary relationship is quite 

different from that which is found in traditional financial 

accounting. The issues facing any development of a model for 

the accounting aspect of the fiduciary responsibility are 

varied, unique, ~nd rathe~_interesting. Tha questions raised 

include: what kind of bookkeeping system is appropriate 

what is the impact of traditional financial accountings 

Generally Accepted Accounting Principles (GAAP) on fiduciary 

accounting are there specific fundamentals of fiduciary 

accounting, in other words, does a GAAP exist for fiduciary 

accounting 

Accounting Principles 

Fiduciary accounting emphasizes the importance of the 

delegated authority concept inherent in the fiduciary respon

sibility relationship. The legal authority which gives rise 

to the fiduciary relationship does not define how the ac

counting system should be established. 

No special type of bookkeeping system is prescribed by 

law, but the system should be designed to provide a complete 

record of all transactions in sufficient detail to provide 

the information necessary for the representative of the es

tate to account to the probate court, account to other 

parties at interest, prepare a proper estate tax return, and 
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prepare fiduciary returns. 19 The accounts of the fiduciary, 

therefore, should reflect the measure of his accountability 

and the extent to which he has carried it out. Stated in 

other words, the accounts should provide a record of all the 

events effecting estate properties and the actions the 

fiduciary has taken with respect to each of those 

properties. 20 

The emphasis on the fiduciaries accountability results 

in a need to rethink the fundamental accounting ~quation. 

The equation is usually associated with a commercial en

terprise, where the accounting focuses on disclosing changes 

in assets, liabilities, and owners' equity. 21 This contrasts 

with the fiduciary who is concerned with only the assets he 

takes control over and his accountability for them. Thus the 

accounting equation of the fiduciary is assets = account

ability, rather than assets = liabilities + owners' equity.22 

Although the fiduciary is not supposed to be concerned with 

the long-term management of the estate properties for the 

19. Wixon et al., 25.33. 

20. Meigs et al., 800. 

21. Davidson, 44-2. 

22. Meigs et al., 800. 
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beneficiaries, and the collection and distribution of income 

is also supposed to be incidental to the main function of the 

fiduciary, it is more often then not that the fiduciary finds 

it necessary to record a multitude of such transactions. 

This results from the generally slow process that probate 

typically becomes. 

There are very apparent and unique characteristics of 

fiduciary accounting that make it different from any other, 

including: 23, 

Assets valuation basis: the estate valuation basis 

is current value, whereas commercial entities 

use historical (original) cost. 

Accounting for principle and income varies: the 

classification of an individual item as 

principle or income depends upon either the 

will or state law. Thus a lack of consistency 

between individual estates can exist as to 

fundamental classifications, in contrast to 

the relative consistency of accounting for 

transactions of commercial entities. 

The acc,ounts of the estate do not include 

liabilities: the fiduciary is responsible for 

23. Dan M. Guy et al., Estates and Trusts, Guide to 

Compilation and Review Engagements vol. 3, 7th ed. (Fort Worth: 

Practioners Publishing Company, October 1985), 16-3. 
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assets, not liabilities. It is only when a 

claim against the estate is paid that the 

liability appears as a disbursement. 

The accounting reports are intended for a limited 

number of users: the reports are usually 

merely part of the legal documents of the 

probate proceedings, and they are of concern 

only to the relatively few parties at interest 

.. to th~ ~,state. This contrasts with the 

commercial entities that frequently publish 

their financial reports. 

This list of unique characteristics highlights the dif-

ferences between fiduciary and conventional accounting. Yet, 

there is one particular area of concern that most accounting 

authorities agree upon, that while a single-entry bookkeeping 

system is possible, a double-entry system is more ap-

propriate. It is a time tested method that provides a 

greater degree of protection for the fiduciary against ac-

counting errors and therefore assists him in more accurately 

discharging his responsibilities. 

Most fiduciary accounting authorities also agree that 

the maintenance of the following books are recommended for 

the typical estate: general journal, cash receipts journal, 

cash disbursement journal, general ledger, and inventory sub

sidiary ledger.24 

24. Bernard Barnett, Attorney's Handbook of Accounting, 
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Search for GAAP 

The search for Generally Accepted Accounting Principles 

(GAAP) for fiduciary accounting by reference to conventional 

accounting GAAP is rather ironic, since conventional account

ing principles are constantly being subjected to theoretical 

examination and criticism. But at least a large body of 

literature, research, and authoritative statements provides 

an extensive foundation from which to review conventional ac

counting standards._ c· ~c~:;;}\"' 

The task of identifying GAAP for fiduciary accounting is 

much more difficult. The accounting profession's authorita-

tive organization, the American Institute of Certified Public 

Accountants (AICPA), has not issued any pronoucements rela-

tive to fiduciary accounting. There are no AICPA Statements 

of Position addressing this field, 

any Industry Audit or Accounting 

fiduciary accounting.25 

nor have they published 

Guides dealing with 

This apparent lack of authority leads many accountants 

to believe that GAAP for fiduciary accounting does_ not exist. 

However, the mere absence of an official pronoucement does 

not necessarily mean that a sufficient body of conventions, 

ed. Henry Sellin (New York: Matthew Bender, 1971), 14-2. 

25. Dan M. Guy et al., 16-6. 
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rules, and procedures does not exist that can be recognized 

as GAAP. GAAP can also be based upon practices that are 

widely recognized as being generally accepted as they may 

represent the prevailing practices within a particular 

industry. 26 

Thus, GAAP for fiduciary accounting is based upon the 

existence of such widely recognized practices and other 

authoritative sources, such as those which follow:27 

Common practice and the.courts. 

Governing instrument - the will. 

Governing instrument - state law. 

Committee on National Fiduciary Accounting 

Standards. 

Other literature 

Common practice and the courts refers to the procedures 

and formats developed; especially by the legal community, 

from the years of practical application of the law to estate 

administration. It also recognizes the ultimate authority of 

the court to, in effect, establish fiduciary accounting GAAP 

by court orders effecting the method of record keeping, as 

well as, the content and form of the probat.e report. This 

source of GAAP is most likely the predominant force effecting 

26. Dan M. Guy et al., 16-6. 

27. Dan M. Guy et al., 16-6/16-8. 
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fiduciary accounting today as it has in the past. Numerous 

examples of this impact have already been presented in pre-

vious sections of this chapter. 

The second source of fiduciary accounting principles is 

the decedent•s will. A valid will actually takes precedence 

over all other potential sources of authority, at least with 

respect to the probate report. But, when they exist, the 

will typically does not address accounting issues but rather 

iCi,el1,t.ifies what and to whom property is to b~:L dif)~ril:m t~g. 

It is rather a unique circumstance when a will defines what 

should constitute receipts of principle as opposed to 

receipts of income. It is for this reason that common prac-

tice and state law usually are the determining factors in es-

tablishing report content and format. 

The third source of accounting principles comes from the 

governing instrument when there is no will (or just as 

frequently when the will is silent as to accounting matters), 

namely, state law. State law requires certain accounting 

rules and conventions. This would be a complex task if each 

state had it•s own unique statutes, but fortunately, most 

states have adopted the basic accounting conventions of the 

Uniform Principal and Income Act. In California, the law can 

be found in Section 16300 of the Administration Code, and it 

is entitled the Revised Uniform Principal and Income Act. 

The addition of "revised" in the title refers to changes that 

California adopted in the act that became operative July 1, 

1987. The act, a copy of which can be found in Appendix E, 
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details how to account for various receipts and expenditures, 

as well as, delineating what transactions normally effect 

principal verses income. 

The fourth source of authority is the Committee on Na-

tional Fiduciary Accounting Standards. The National 

Fiduciary Accounting Standards Project Committee was formed 

in 1972 and was comprised of representatives from various in-

terested organizations having interest in banking, law, and 

accounting.·· The ·comm~ttee -issued its report in May 1980, en:

titled Uniform Fiduciary Accounting Principles and Model Ac-

count Formats. While the committee's findings are not 

legally binding or recognized as authoritative by such bodies 

as the AICPA, they do provide valuable guidance in preparing 

financial reports.28 

The committee defined their view of the basic objective 

of fiduciary accounting and six accounting principles. They 

believed that the fundamental objective of the accounting 

should be: 29 

To provide essential and useful information to 

interested parties. 

To reduce costs and distractions by simplicity in 

presentation. 
1, 
t· --------------------
::~~-: 

28. Dan M. Guy et al., 16-7. 

29. Dan M. Guy et al., 16-7. 
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To avoid impairment of relationship between 

fiduciary and beneficiaries. 

The committee developed, from the fundamental objectives 

above, the following fiduciary accounting principles:30 

The accounts should be presented in a form that is 

understandable by those not familiar with the 

practices and terminology peculiar to estate 

administration. 

The ac:_QQl;lJ!tJ~ng should contain_ a summary of its 

purpose and content. 

The accounting should contain sufficient 

information pertaining to all significant 

estate transactions. 

The report assets should be stated at both current 

and date of death values. 

The report should separate gains and losses. 

The report should indicate significant trans

actions that do not affect the amount for 

which the fiduciary is accountable. 

The committee, attempting to bring consistency to 

fiduciary accounting, unfortunately did not fully develop 

what could be called GAAP for fiduciary accounting. But, if 

nothing else they included in these reports a "model 

executor's account" report format, which presents a very good 

30. Dan M. Guy et al., 16-7/16-8. 
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example of a detailed report. The example, a copy of which 

is reproduced in Appendix F, represents a useful tool for 

developing a working model of a fiduciary report, especially 

when viewed relative to the other reports in Appendix A 

through D. 

The final source of authority for establishing generally 

accepted fiduciary accounting principles is other literature. 

This represents the various articles, text books, and hand 

books that address fiduciary accounting.-· Unfortunately, ··-·the 

volume and extent of this material is relatively limited. 

There is little theoretical development, most presentations 

focus on describing the practical application of existing 

procedures. 

Does all of the above constitute an adequate body of ac-

counting knowledge which in some fashion represents GAAP for 

fiduciary accounting, some agree, some not. But ultimately 

the academic argument is not really relevant to the problem 

of developing a decision support system that must meet prac-

tical needs, not theoretical. The argument is really only 

pertinent to the accountant who may issue a court report and 

must attach a cover letter pursuant to Statement on Standards 

for Accounting and Review Services (SSARS) reporting require-

ments. This particular problem will not be addressed because 

it is peculiar to the accountant, and does not otherwise af-

feet users of the fiduciary responsibility model. 

Application of GAAP 

Whether termed generally accepted fiduciary accounting 
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principles or widely recognized practices, certain basic ac

counting conventions have emerged in recent years:31 

The assets under the fiduciary's control should be 

accounted for in accordance with the will or 

state law, especially with regard to principal 

and income allocation. 

An asset is recognized only when legal title 

transfers, it is converted to cash, or other 

evidence of its existence is documef:lted ·:" · 

Liabilities and expenditures are recognized only 

when payment is made by cash or transfer of 

another asset (cash basis). 

The primary financial statement is the "Summary of 

Account". It is supported by various 

subsidiary schedules. The format begins with 

assets on hand at the beginning of the period, 

indicates receipts and expenditures during the 

period, and ends with assets on hand at the 

end of the period. 

Assets are stated in the summary of account at the 

decedents date of death value, or subsequent 

acquisition cost. 

In estate accounting the length of the accounting period 

is not fixed, it varies depending upon the court. For pur-

31. Dan M. Guy et al., 16-9. 
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poses of court reporting, the accounting period is the length 

of time since the last report. Thus, the period usually 

depends upon the frequency of the need for intermediate and 

final reports. Typically though, the books of the estate are 

closed at least once a year to facilitate preparation of a 

fiduciary income tax return, as detailed in the succeeding 

chapter. 

The fundamental fiduciary accounting equation, assets = 

accountability, -rer-rec.t'Sct-he J:-rdu~iary' s basic responsibility 

to collect assets, handle receipts and expenditures, and to 

make proper distributions to beneficiaries. This means the 

accounts that must be established should reflect a record of 

events involving estate properties and the fiduciaries ac-

tions with regard to those assets. This process is usually 

accomplished by maintaining records whereby:32 

Asset accounts are charged and Estate Principal 

(the accountability account) is created for 

assets in the possession of the fiduciary. 

The disposition of estate properties at a gain, 

subsequently discovered assets, and estate 

income are charged to individual asset 

accounts and in individual nominal accounts 

(indicating proper source of asset increase) 

are credited. 

32. Simons and Karrenbrock, 744-745. 
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The disposition of estate properties at a loss, 

payment of debts and administration expenses 

and distributions to beneficiaries are 

credited to the appropriate asset account and 

individual nominal accounts (indicating the 

reason for the asset decrease) are debited. 

Nominal accounts are closed to Estate Principal 

at the close of the accounting period, and 

the Estat~, Pr,incipal account if) ,~liminated 

when all assets have been distributed to the 

beneficiaries. 

The bookkeeping entries necessary to maintain records of 

the detailed transactions that comprise the administration of 

an estate can be summarized as follows: (l) opening of estate 

books: debit individual asset accounts and credit Estate 

Principal account, values from inventory and appraisement, 

(2) subsequently discovered assets: for assets discovered 

after the initial inventory, debit individual asset account 

and credit Assets Discovered, value based on date of death 

value, (3) asset disposal: estate properties converted into 

cash (to pay debts, expenses, or facilitate distribution), 

cash is debited, the individual asset account is credited, 

and any gain or loss is posted to a nominal account Gain/Loss 

on Asset Disposal, (4) collection of estate income: income 

earned after date of death is recorded by debit to Cash and a 

credit to individual nominal account, (5) payment of 

expenses: estate expenses paid during administration are re-

~; 1 4s 
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corded by a credit to cash and a debit to the appropriate 

nominal account, (6) payment of decedents debts: payments of 

debt recorded by a credit to cash and a debit to a nominal 

account, Debts Paid, (7) collection of claims and asset 

transfers: collection of such items as receivables and mere 

asset to asset transfers are recorded by debits and offset

ting credits to the individual asset accounts, (8) distribu

tion of estate assets to beneficiaries: distributions to 

beneficiaries recorded by credit to individual .as.s~.t d;is

tributed and a credit to a separate distribution account, (9) 

operation of a going business: the records of the business 

are maintained separately from the estate's with controlling 

account in the estate representing the investment in the 

business at the date of death value. After decedent's death, 

business books are closed, liabilities removed, and reopened 

at appraised values. Continuing records are maintained in 

the usual fashion, (10) closing estate books: the books are 

closed at the end of each accounting period by transferring 

the nominal account balances to Estate Principal. 

After the closing, the Estate Principal should equal the 

assets on hand. When all of the estate assets have been dis

tributed, the transfer of nominal accounts will eliminate Es

tate Principal. The closing of the books and elimination of 

the Estate Principal account upon final distribution means 

that the fundamental accounting equation is gone. Thus, as

sets = 0 and accountability = 0, which is symbolic of the 

release of the fiduciary, by the court, from his respon-
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sibility to be accountable in a fiduciary relationship. 

Conclusion· 

This chapter has presented a detailed overview of the 

legal and accounting aspects of the administration of a dece

dents estate. From this detail, the picture of what the ap

plication program (comprising the tier one level of the model 

proposal) will look like begins to emerge. The model report 

format, examples of actual forms submitted to the courts and 

· the topical di-scussiOn·, shows a general format, basic ter,... 

minology, and accounting conventions common to all estates 

that make the accounting and legal report requirements 

feasible. This is true especially of California since that 

is the state upon which this presentation is being centered. 

Yet, despite the variety of state laws, a model developed 

will have general application to all states, if nothing else, 

at least as a worksheet that aids users in reporting in the 

specific format that an individual state may require. This is 

because the accounting conventions are common enough, even if 

the actual report formats differ. 

The secondary issue relates to the tier two development 

of the model; the expansion of the decision support system 

into an expert system. This chapter has, through its presen-

tation, identified those areas of possible development of the 

expert system for problem solving. An expert system could 

address such concepts as: distinguishing between probatable 

and non-probatable assets; determining effect of will provi-

sions on estate accounting; defining the effects of the 
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Revised Uniform Principal and Income Act on estate 

transactions; assist in identifying and classifying estate 

assets; and the possible expansion to include assistance in 

estate asset valuation (useful for federal estate tax com

putation, as well as for inventory and appraisement 

purposes). Finally, the specific concerns of the legal and 

accounting aspects of the fiduciary responsibility, relative 

to tne model development, are further addressed in chapter 4 

of this paper. 
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CHAPTER 3 

Fiduciary Responsibility: Income Tax 

Fiduciary Income Tax 

The presentation in Chapter 2 focused on the legal and 

accounting aspects of a decedent's estate, now the income tax 

implications will be presented. It should first be made 

clear specifically what kind of taxation is being addressed. 

Upon the death of an individual, m~ny tax consequences arise. 
-·-- ... - -- "". ,-,,·,---·. - ·-- ;c·- ~ .. ;; .. 

First, The fiduciary is responsible for filing a personal in-

come tax return on behalf of the decedent. This final income 

tax return is typically for the period beginning with the 

first day of the calendar year and ends at the date of death. 

Any income received or deduction generated during this period 

of time are reported on this return. The second tax con-

sequence relates to the estate and inheritance taxes. The 

federal estate tax (reported on federal form 706) is levied 

on the descendants ability to transfer property at death, 

whereby the tax is computed on the value of the net assets 

transferred. State law taxes the beneficiaries entitlement 

to receive estate properties, this is accomplished by an in-• 
heritance tax. Finally, the decedent's estate must pay in-

come tax on the income received during the period beginning 

with the date of death and ending with the closure of the es-

tate administration. This is the tax which is to be in-

tegrated with the legal and accounting aspects of the overall 

fiduciary responsibility model. 
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Overview of Subchapter J 

The income taxation rules for estates (and trusts) are 

contained in Subchapter J of the Internal Revenue Code, in 

sections 641 through 692 (see Appendix H). Subchapter J is 

rather interesting and unique in its application. This 

uniqueness results from the fact that estate fiduciary taxa

tion draws its foundation from many other areas of taxation. 

For example, generally the definition of gross income and de-

'duct,ible expenditures is similar to individual taxation, thecc- ;·--- _ 

conduit principle of passing taxability to beneficiaries is 

similar to partnership taxation, and finally, the fact that 

it can be a separate tax paying entity as well as a conduit 

for taxability is similar to S corporation taxation prin

ciples. 

This theoretical complexity would seem to naturally lead 

one to believe that fiduciary income tax return preparation 

is just as complex. As was noted early on in the presenta-

tion in this paper, there is a fear associated with this area 

of taxation. This fear would seem to be due to the lack of 

attention paid to this topic by practictioners when choosing 

the areas of taxation to study through continuing education. 

This, of course, is more than likely due to the infrequent 

need by most practictioners for this expertise, unless of 

course they specialize in handling decedents estates. But, 

as the overall age of this country continues to increase, the 

need for such expertise will most certainly increase. This 

need will be met by more experts, or by general practic-
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tioners with access to expert systems assistance. 

Fortunately, the basic approach to estate transaction as 

prescribed in Subchapter J of the code can be summarized as a 

process which involves the placement of tax responsibility 

rather than the determination of total taxability. The basic 

concern is not necessarily how much will be taxed but rather 

to whom will it be taxed. This approach can be summarized as 

follows: 33 

An estate earns or receives income and incurs and 
--;--;:~,.~-- . ..,.;.-i>:"--. ··-·-.· -~: "" 

and pays expenses. 

It makes distributions to beneficiaries as 

required by the governing instrument (will or 

state law). 

Total taxable income is subjected to income 

taxation: taxed to the estate to the extent 

the estate retains it, and to the beneficiary 

to the extent it is distributed or required to 

be distributed to the beneficiary. 

This approach results in the following rules, unique to 

fiduciary taxation:3 4 

--------------------' 

33. Hyman Gorenberg, Income Taxation of Estates and Trusts 

(New York: American Institute of Certified Public Accountants, 

1987), 1-3. 

34. Gorenberg, 1-3/1-4. 
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This 

The taxable income and deductions of the estate 

are computed in a manner similar to that 

used for individuals; though several 

important exceptions do exist. 

The estate is entitled to a deduction from taxable 

income, for income distributed to 

beneficiaries, (distribution deduction). 

The taxable income retained by the estate is taxed 

to the .estate'.;' ·· ,,.,_ ' 

The beneficiaries report their distribution and 

pay income tax on it. 

total taxable income is always taxed, but the 

beneficiaries are never taxed on more than their share of the 

distributable net income of the estate. 

Estate Accounting Income 

A close examination of the various sections contained in 

Subchapter J of the code reveals that a number of references 

are made to the income of the entity. These references are 

made to "income" without the usual modifier found through the 

code, such as, "taxable" income or "gross" income. This is 

because Internal Revenue Code Section 643 (b) defines income, 

wherever it appears in the code without a modifier, as the 

amount of estate income for the taxable year as determined 

under the terms of the will or applicable state law. It is 

already apparent from chapter 2 that if the will is silent as 

to the proper allocation to income or principal, then the 

Revised Uniform Principal and Income Act will automatically 
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make such an allocation. 

This computation of estate accounting income, based upon 

the allocations as determined by the governing instrument, 

does not determine the treatment of items of income and ex-

penditure for taxable income purposes.35 Estate accounting 

income is the amount that the income beneficiary, by law, is 

eligible to receive from the estate. This definition of es-

tate accounting income is critical to determining the amounts 

d-eauct·ible by the estate and thus the amounts taxahl-e -to .. the ··-~ "'·····~·. 

beneficiaries. 

The significance of this definition, in practical terms, 

is that the distribution deduction allowed by the decedent's 

estate (which ultimately determines to whom taxability will 

fall) is the sum of: (1) any amount of income (estate ac

counting income as defined by the governing instrument) for 

the taxable year that is required to be distributed 

currently, 36 and (2) any other amounts, whether income or 

principal, properly paid or credited or required to be dis-

tributed for that taxable year, 37 except amounts 

35. William H. Hoffman ed., 1985 Annual Edition West's 

Federal Taxation: Corporations, Partnerships, Estates, 

and Trusts (St. Paul: West Publishing, 1985), 671. 

36. Internal Revenue Code of 1986, Section 66l(a)(l), as 

amended through P.L. 99-514 October 22, 1986. 
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representing; specific bequests, 38 payments to charity,39 and 

real property passing directly to heirs. 40 In addition, this 

computed distribution is deductible only to the extent that 

it does not exceed the Distributable Net Income (DNI) of the 

estate for the taxable year. DNI is defined as estate tax-

able income before the distribution deduction, modified as 

follows: 41 Add back estate personal exemption deduction, add 

back net tax-exempt income, add back the deduction for estate 

tax attributable t:,Q -~}Jl~Qrne ... inres.pec.t c>t a decedent, and 

finally, remove net capital gains. Therefore, the distribu

tion deduction allowed to the estate (and thus amount taxable 

to the beneficiary) is the lessor of required and discretion

ary distributions to beneficiaries (not including stated 

exceptions) or distributable net income. 

37. Code Sec. 66l(a)(2). 

38. Code Sec. 663(a)(l). 

39. ~ode Sees. 642(c) and 663(a)(2). 

40. Internal Revenue Service Regulation 1.66l(a)-2(e). 

41. Code Sec. 643(a). 
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Fiduciary Income Tax Return 

The fiduciary income tax transactions are reported on 

federal form 1041 and its associated schedules (see Appendix 

G). A close examination of form 1041, especially the first 

page, provides one with a valuable outline of the cornputa-

tional requirements of an estate fiduciary. The first corn-

putational step involves income determination, which is corn-

prised of the following: dividends, interest, income or 

--lesses from partnership, other estates or .other~ctxusts, .. net 

rent and royalty income or loss, net business and farm income 

or loss, capital gains or losses, ordinary gains or losses, 

and other income. From the total income, the following 

deductions are taken: interest, fiduciary fees, charitable 

contributions, professional fees, and other deductions in-

eluding taxes. The resulting subtotal is called adjusted to-

tal income or loss, and from this subtotal is subtracted the 

following additional deductions: the income distribution 

deduction (as discussed in the previous section), the estate 

tax deduction (estate tax paid on income in respect of a 

decedent), and finally the personal exemption allowed each 

estate in the amount of $600.00. The resulting amount is 

called the taxable income of the fiduciary; this is the 

amount of income attributed to the fiduciary, as the amount 

attributed to any beneficiaries has been subtracted above in 

the income distribution deduction. The final step is the 

computation of the estate tax and subtraction of the 

statutory credits allowed against the tax. 
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The fiduciary income tax return also has various 

schedules that are frequently prepared and attached with the 

standard form 1041, page 1. For example, the second page of 

the form contains Schedule A which is used to compute the es-

tates charitable deduction and Schedule B, wherein the income 

distribution deduction is computed. An individual Schedule K-

1 (form 1041) is attached to the return for each beneficiary; 

so each beneficiary, if applicable, will be informed of his 

.~sha,J:.!=, .of r.eportable income, deductions, or credits, that hav~···· ~ .... ,"'.·'~"···'"~' 

42. 

been passed through to him. Schedule D (form 1041) is used to 

report transactions giving rise to capital gains and losses, 

and allocates such gain or loss between the fiduciary.and the 

beneficiary. 

Fiduciary Filing Requirements 

An income tax return must be filed for an estate when 

the gross income of the estate for the taxable year is 

$600.00 or more, or when any beneficiary of the estate is a 

nonresident alien. 42 The return filed by the fiduciary, on 

behalf of the estate, is due on or before the 15th day of the 

fourth month following the close of the estate's taxable 

year. The taxable year of the estate begins at the moment of 

the decedent's death and ends on the last day of the month 

selected by the fiduciary, provided it does not exceed 12 

months. 43 

Code Sec. 6012(a). 
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A fiduciary continues to file annual returns during the 

period of the estate administration. 44 The period of estate 

administration begins with the decedents death and continues 

through the time actually required by the fiduciary to per-

form the usual duties of administration, such as the collec-

tion of assets, payments of debts, and distribution of estate 

properties to the beneficiaries, whether the period required 

is longer or shorter than the period specified by applicable 

45 state la~wo. J.oc .. ):~he, !;;.etj::.JJ~J}}~Dt. of an. estate. Thus, for tax 

purposes the administration period ends when the estate is in 

a condition to be closed. 46 The estate will be considered 

closed for federal income tax purposes after the expiration 

of a reasonable period of time in which to have performed the 

duties of administration. In addition, an estate is con-

43. u.s. Deptartment of the Treasury, Tax Information for 

Survivors, Executors, and Administrators, Internal Revenue 

Service Publication, no. 559 (Washington: GPOi November 

1986), 9-10. 

44. Code Sec. 641(a)(3). 

45. Reg. 1.641(b)-3(a). 

46. Caratan, (1950) 14 TC 934: Herbert, (1956) 25 TC 

807 (A). 
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sidered closed when all the estate assets have been dis

tributed except for funds retained to pay contingent debts or 

expenses. 47 

The accounting period of the estate is chosen when the 

first income tax return is filed by the fiduciary. An estate 

may use any of the tax accounting methods available to 

individuals; in the majority of cases the cash method is 

used. Once the accounting period or method has been estab-

lished, the fiduciar-¥,·-may,n_ot- change it without permission of 

the Internal Revenue Service. 48 

For bookkeeping purposes, the books of the estate are 

opened upon the decedent's death; they are initially closed 

after the first year, which could be less than 12 months in 

length. Then the books are closed annually throughout the 

estate administration, until the estate is closed for tax 

purposes, which again might be less than 12 months in length. 

The final income tax return for the estate must be filed by 

the 15th day of the fourth full month following the date the 

estate is closed. 

Estate Gross Income 

The• gross income of an estate is determined in the same 

47. Reg. 1.64l{b)-3{a): Internal Revenue Service Revenue 

Ruling 73-397, 1973-2 Cum. Bull. 211. 

48. Internal Revenue Service Publication, no. 559, 10. 
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manner as that of an individual. The general difference be-

tween estate and individual taxation is due to the need to 

divide the estate income tax burden between the estate and 

fiduciaries, not in a difference in defining gross income. 

Gross income to the estate is basically the same as to an 

individual: dividends, interest, rents, royalties, capital 

and ordinary gains, etc. Code Section 641 (a) provides that 

gross income includes the following: 

Income accumulated or held for Juturce,:,:fi.Astr,.JP,ution,~ .. 

under terms of the will. 

Income which is to be distributed currently by the 

fiduciary to the beneficiaries. 

Income received by estates of deceased persons 

during the period of administration or 

settlement of the estate. 

Income which, in the discretion of the fiduciary, 

may be either distributed to the beneficiary 

or accumulated. 

Although all the foregoing items may represent gross in-

come to the estate, they do not necessarily represent taxable 

income to the estate. The income specified in the first item 

is taxed to the estate; all income specified in the second 

item is deductible by the fiduciary and is taxed to the 

beneficiary, whether distributed or not; the income specified 

and the third and fourth items may be eventually taxed to the 

fiduciary or to the beneficiary, depending upon the amounts 

which are properly paid or credited to the beneficiaries. 
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Because items of income received during the administra

tion which are included in gross income are determined in the 

same way as an individual, it follows that tax exempt inter

est received by an estate is excluded. The estate's gross 

income includes only income items belonging to the estate, 

not items belonging to the heirs and beneficiaries. Once an 

asset that generates taxable income is distributed, it be

comes the responsibility of the distributee t~ report any 

subsequent income. 49 If the governing instr.~ment (the:_c.W.;ill 

or state law) specifically attributes an item of income to 

the estate, the fiduciary must report it even if the 

beneficiary is in actual possession of the income, unless of 

course it had actually been distributed by the estate. Con-

versely, if the governing instrument attributes the income 

item to the beneficiary, he must report it, even though it 

may not have been distributed to him.50 

There are many items of income which are unique and/or 

require special attention, some of those items include the 

following: 

An estate should segregate income the decedent was 

entitled to receive at his death, but was not 

yet paid, and therefore not includable on his 

49. Brown, (1948) 11 TC 744, affd. (CA5) 180 F2d 946. 

50. Donnelly, (1934) 31 BTA 577(A). 
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final personal income tax return. These 

amounts are includable in taxable income of 

the fiduciary, but a deduction is allowed for 

any estate tax paid as a result of these 

items being included on the estate tax return 

as well. These items include accrued interest 

and rents, pension benefits, and unpaid 

wages. 51 

Income"'~J,;-pw"' real. propert;y subject to probate court 

administration is includable in the fiduciary 

return during the period of administration. 52 

Income from property passing directly to 

beneficiaries (i.e. property held in joint 

tenancy with right of survivorship) is 

reportable by the individual beneficiaries. 53 

In addition, any gains or losses on 

disposition of such properties belongs to the 

beneficiaries; unless such disposition is due 

to a court order necessitated by insufficient 

estate properties to meet decedent debts. In 

51. Code Sec. 691. 

52. Rev. Rul. 57-133, 1957-1 Cum. Bull. 200. 

53. Peterson, (1961) 35 TC 962(A). 
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such a case the sale is divided between the 

estate and beneficiary based upon the 

proportional amount of proceeds received by 

each. 54 

Income generated by properties that have been 

specifically bequested follow the general 

rule that the governing instrument determines 

to whom taxability is assigned.55 

Interest income generated on SeriesE or EE,u.s. · 

savings bonds redeemed by the estate (from a 

cash basis decedent) is reportable either by 

the decedent during his lifetime, if he so 

elects, or if he did not so elect, then the 

fiduciary has the option to report it on 

either the decedent's final personal income 

tax return or on the fiduciary income tax 

return. 56 

Income is generated to the estate when the 

fiduciary of the estate makes collection on 

54. Rev. Rul. 1 59-375, 1959-2 Cum. Bull. 161. 

55. Woolley v. Malley, (1929, CAl) 30 F2d 73. 

56. Rev. Rul. 68-145, 1968-1 Cum. Bull. 203; Internal 

Revenue Service Letter Ruling 8217231. 
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claims the estate has against others to the 

extent the proceeds received exceed the tax 

basis in the claims {the basis being the 

current value at the date of death). An 

example might be a note, thought worthless 

at the decedent•s death, and thus valued at 

zero, is subsequently collected.57 

Income may result from the discharge of 

indebJ;_~dness rule of Code Section 61 (a) 

(12} when a debt of the decedent is canceled 

or voided because a creditor failed to file 

a proper claim against the estate. Such 

income may be deemed to be a distribution of 

such amount to the beneficiaries. 

Income from a partnership interest of the decedent 

is handled in the same manner as the general 

rule, in other words, according to the 

governing instrument specifying ownership.58 

Income resulting from property classified as 

community property (i.e. in California) is 

taxable one half to the fiduciary and one 

57. Est. Herbert v. Com., 139 F2d 756; Est. Zober (1957) 

28 TC 885. 

58. Caldwell v. U.S., {1939, CA7) 102 F2d 607. 
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half to the surviving spouse, until 

distributed upon completion of the estate 

administration, at which time taxability 

belongs solely to the surviving spouse.59 

Capital gains and losses, even though the 60% capital 

gains deduction has recently been appealed, 60 are still taken 

into account in computing taxable income just as if the es

tate were an individual. The determination of gross income 

for estate incom~c ,t:~,x_pu,r~P9ses makes nog~stinction between 

capital gains or losses allocated to principal or income as 

in the case for estate accounting purposes. The estate gross 

income also includes gains from the sales of assets, which 

the fiduciary has legal control over, even if the purpose _is 

to pay creditors, expenses of the administration, or make 

distributions to beneficiaries and heirs. The character of 

the gain or loss, ordinary or capital, is dependent upon the 

nature of the asset in the hands of the fiduciary, just as it 

is for an individual. Generally, in computing the amount of 

gain or loss, the estate basis in the property is the fair 

market value at the date of death, or at the alternate valua-

tion date, if elected. For property purchased by the estate 

59. Rev. Rul. 55-726, 1955-2 Cum Bull. 24. 

60. By the Tax Reform Act of 1986, P.L. 99-514 

October 22, 1986. 
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during the administration, the basis usually is its cost of 

acquisition. 

In general, an estate does not recognize a gain or loss 

upon its distribution of property to its beneficiaries. 

However, the fiduciary has an option, he may elect to recog-

nize a gain or loss on any distribution of property, except 

cash and specific bequests, as if the property had been sold 

to the distributee for its fair market value; where fair 

·market value is determined at the time Qf~~oisJ:~J~~utiqn. The. 

Tax Reform Act of 1986 made this election applicable to all 

distributions in a taxable year, not on an individual 

basis. 61 The beneficiary receiving the property distribution 

obtains a basis in the property adjusted-by the gain or loss. 

In addition, the estate may recognize a gain or loss if the 

distribution is made in satisfaction of a beneficiary's right 

to receive a specific dollar amount or in specific property 

other than that distributed; the gain or loss is the dif-

ference between the specified dollar amount, or the fair 

market value of the specific property at the date of dis-

tribution, and the estates basis in the property distributed. 

The estate also realizes a gain or loss on the distribution 

of property in satisfaction on any claims against the estate, 

measured by the difference between the amount of the claim 

and the estates basis in the property. 

61. Code Sec. 643(e). 

65 



Estate Deductions and Credits 

Whereas the taxable income of an estate is computed in a 

manner similar to that of an individual, so it follows that 

the deductions and credits are also basically the same as for 

an individual. However, there are some unique differences 

between fiduciary and personal taxation, including: the dis-

tribution deduction, the treatment of payments to charity, 

the deduction for personal exemption, and in the tax rates 

The important aspects of the fiduciary's deductions and 

credits can be summarized as follows: 

The personal exemption amount that can be deducted 

by an estate is $600.00 (for an individual it 

is $1900.00 for 1987).62 

The tax credits available to an individual (i.e. 

investment tax, foreign tax, targeted jobs 

tax credits, etc.) are generally the same for 

an estate. The credit is apportioned between 

the fiduciary and the beneficiary on the same 

basis as income is allocated to each. 

The deductability of business and non-business 

expenses by an estate is substantially the 

same as for an individual. Code Section 162 

allows a deduction for ordinary and necessary 

62. Code Sec. 642(b). 
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expenses paid or incurred in carrying on a 

trade or business. Code Section 212 allows a 

deduction for expenses paid or incurred for 

the production or collection of income; for 

the management, conservation, or maintenance 

of property; and in connection with the 

determination, collection, or refund of any 

tax. Reasonable estate administration 

expensea,~iru;J-ugjjlg "'--fiduqiary, legal and 
--- -· ~ --- 0,~·-. .. 

accounting fees qualify as deductions under 

the latter code section. 

Code Section 212 expenses allocable to the 

production or collection of tax-exempt 

income are not deductible. The disallowed 

deduction is determined by multiplying the 

total potential Code Section 212 expenses 

by the ratio of the exempt income components 

of the estate accounting income to all the 

income (without regards to expense items 

allocable to income) components to the 

estate accounting income. 

An estate is generally allowed the same deduction, 

under Code Section 164, for taxes as an 

individual is. 

An estate is generally allowed the same deduction, 

under Code Section 163, for interest as an 

individual is. The Tax Reform Acb of 1986 
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has made substantial changes to the 

determination of deductible interest, 

specifically: qualified residence interest 

is generally fully deductible; investment 

interest is generally deductible to the 

extent of investment income; interest 

connected with passive activities is 

generally deductible to the extent of 

passive activity,income; -interest connected 

with a trade or business is fully 

deductible; and all other interest is 

generally not deductible. These new rules 

are subject to a four year phase in period, 

and disallowed investment and passive 

activity interest can be carried over to 

future years. 63 

Estates are entitled to a deduction for casualty 

or theft losses, 64 capital losses,6 5 and net 

63. u.s. Department of the Treasury, Explanation of the Tax 

Reform Act of 1986 for Individuals, Internal Revenue 

Service Publication, no. 920 (Washington: n.p., August 1987), 

25,35-36. 

64. Code Sec. 64l(b). 

65. Jones v. Whittington, (1952, CAlO) 194 F2d 812. 
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operating losses,66 occurring during the 

administration. 

Depreciation, depletion, and amortization 

deductions are generally apportioned 

between the fiduciary and income beneficiary 

based upon the income of the estate 

allocable to each.67 

Generally, administration expenses and losses, 

income tax purposes, can only be deducted 

for one or the other. The exception is 

deductions relating to income reported for 

both purposes, namely, income in respect of 

a decedent. 68 

Generally, for individuals, the Tax Reform Act 

of 1986 allows a deduction, in computing 

taxable income, for miscellaneous deductions 

in excess of 2% of adjusted gross income. 

However, a special provision covers estate 

administration expenses, whereby those 

66. Code Sec. 642(d). 

67. Code Sees. 642(e) and 642(f). 

68. Code Sec. 642 (g). 
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administration expenses incurred simply 

because the property is held in an estate 

are not subject to the 2% floor, and those 

administration expenses that would have 

been incurred regardless of the estate are 

subject to the 2% floor. There is little 

doubt that fiduciary, legal and accounting 

fees are required as a result of the 

·. "'C·~~"""~····""''"';""'""'·P;t.TQper,ty being in an estate, and therefore 

those subject to the 2% computation should 

be rather limited.6 9 

The various items presented above represent a sample of the 

major deductions and credits available to an estate. There 

are two other categories, the estate tax deduction and 

charitable deduction, which require further discussion. 

An estate, or an income beneficiary, taxed on income in 

respect of a decedent is entitled to a deduction for any 

federal estate tax on the decedent's estate, or personal 

return of income beneficiary, that is attributable to such 

income. The purpose of this provision is to prevent double 

taxation, where income in respect of a decedent is reportable 

for both estate tax and income tax purposes. Thus, the 

69. David S. Rhine, "The Estate and Trust Rules of the Tax 

Reform Act of 1986," The Tax Advisor, May 1987: 

306-307. 
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fiduciary income tax return makes provision for a deduction 

of estate taxes paid on income reported on both returns. In

come in respect of a decedent generally refers to those items 

of.income to which a decedent was entitled to but which were 

not includable in his final return under his method of ac

counting (typically cash-basis). Income in respect of a 

decedent includes: all accrued income of a cash-basis 

decedent; income accrued solely by reason of death of an ac

crual basis deceden~;:,.,,,~,~d""i~ncome,t·G which the decedent had a 

contingent claim at his death. It can include such specific 

items as: accounts receivable of a cash-basis decedent; com

pensation for services of a cash-basis employee received 

after death; and gain realized from the sale of property com

pleted before the decedent's death but the sale proceeds are 

received by the estate. It should be remembered that deduc-

tions for business, and non-business expenses, interest, and 

taxes, to the extent that they are not allowable in the 

decedent's final return are available to the estate, provided 

the estate is liable for the obligation to which the deduc

tion relates. The deduction allowed to the estate for 

federal•estate tax attributed to income in respect of a dece

dent is computed as follows: 

First, add up all items of income in respect of 

the decedent includable in the income of the 

estate and/or beneficiaries, and subtract from 

this amount the total deductions in respect of 

the decedent allowed to be taken by the estate 
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and or beneficiaries. This difference is 

called the net value. 

Second, deduct from the federal estate tax (after 

credits) actually imposed upon the estate the 

federal estate tax (after credits) that would 

have been imposed if the net value above had 

not been included in the gross estate. The 

difference represents the estate tax deduction 

attributable to the ne-t value of'" the income-,-->"''·----"

in respect of the decedent. 

Finally, this deduction is allocated between the 

estate an income beneficiaries based upon the 

ratio of the gross estate value of the right 

to the income reported by the recipient to 

the total gross estate value of all items of 

income and respect of the decedent.70 

There is another specific deduction that requires fur

ther discussion, and that is the charitable contribution 

deduction. An estate is permitted an unlimited deduction for 

any part of its gross income that, pursuant to the terms of 

the will, is paid to an organization specified in Code Sec

tion 170 (c)(2) (religious, charitable, scientific, literary, 

or educational organization). The will has been specified, 

rather than the governing instrument, because state law does 

70. Code Sec. 691. 
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not usually make provision for charitable contributions. An 

estate is also entitled to deduct any part of its gross in

come which by the terms of the will are either permanently 

set aside for qualified charitable purposes or which is 

discretionary with the fiduciary. While the deduction is 

termed unlimited, there actually are certain limitations to 

the deduction. First, no deduction is allowed for amounts 

paid out of principal. Second, no deduction is allowed for 

any ,,amounts, attributable to tax exempt income. The r at.io, oL"''''"CC· 

the tax exempt portion of gross income to the total gross in-

come (including tax exempt) is multiplied by the potential 

charitable deduction, to arrive at the amount that is non-

deductable. Finally, beneficiaries in the first tier of the 

calculation of the distribution deduction can limit the 

amount of the charity deduction.7 1 

Taxation of Beneficiaries 

It has already been noted that the basic concept in the 

fiduciary income tax area is that total taxable income must 

be subjected to tax. The important concern that confronts an 

estate in preparation of the fiduciary income tax return is 

to whom will taxability ultimately rest, the estate or .the 

income beneficiaries. This allocation problem is solved by 

use of the distribution deduction, introduced earlier in this 

chapter, whereby distributions to beneficiaries can trigger 

71. Code Sec. 642. 
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the shifting of taxation to the beneficiary from the estate. 

If the estate does not make, and is not required to make, any 

distributions, nothing further need be done since the income 

is subject to taxation where it remained, in the estate. 

However, if the fiduciary distributes ~r is required to dis-

tribute income, the estate will be taxed only on the income 

it retains, while the beneficiary will be taxed on the income 

distributed or required to be distributed. 

complis.h,ed . by ... tJJe Q-Jf?t:ri)?Ht.iop, .J;leduction. 

This is ac-

Generally a dis-

tribution triggers tax to a beneficiary, usually any dis-

tribution causes a transfer of taxability, except for pay-

ments to charity and specific bequests. The measure of the 

distribution is the cash, or the tax basis of the property to 

the fiduciary. 

The distribution deduction is the lessor of the dis-

tribution or the estate's distributable net income (DNI). 

The use of DNI as a limiting factor, protects against the 

possibility of distributions in excess of actual estate tax-

able income causing greater taxability to the beneficiaries 

than actually exists within the estate. The actual computa-

tion of the distribution depuction has already been 

presented, so it will not be necessary to review the 

mechanics of its computation. What will be emphasized here 

is the point that regardless of whether the distribution 

deduction is based on the actual or required distribution, or 

has been limited by DNI, the resulting income attributed to 

the income beneficiaries retains its cbaracter. The charac-
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ter of reportable income is the same as its character in the 

hands of the estate. The best illustration of this can be 

found by examining the Schedule K-1 (form 1041) on which the 

estate reports the beneficiaries share of income, deductions, 

credits, etc. for the taxable year. Thus a distribution of 

property, not constituting a specific bequest, to a 

beneficiary causes that beneficiary to report his probate 

share of the components of estate taxable income and deduc

tions, such as ta~able i-nter,est; .. tax-e-xempt interest, 

dividends, capital gains and losses, other capital gains and 

losses, depreciation and depletion, amortization, and even 

his share of the estate tax deduction attributable to income 

in respect of the decedent. 

The law permits a decedent to allocate, by will, dif

ferent classes of income to different beneficiaries. In ab

sence of any allocation through the governing instrument, the 

amounts distributed are treated as consisting of the same 

proportion of each class of items entering into the computa

tion of distributable net income as the total of each class 

bears to the total distributable net income of the estate.7 2 

Charitable deductions are allocated among the classes of in

come entering into the computation of the estate income, and 

other deductions that enter into the computation of DNI are 

allocated among the items of income in the following manner: 

72. William H. Hoffman ed., 692. 
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If a charitable deduction is involved, it is first 

ratably apportioned among each class of income 

entering into the computation of the 

distribution deduction including tax-exempt 

income, unless the governing instrument 

specifies otherwise.73 

Deductions directly distributable to one class of 

income are allocated to that class. 

Deductions that are not directly attr ib.ut:a.bl.eA:,.o 

a specific class of income are allocated to 

any item of income included in the computation 

of the distribution deduction, at the 

discretion of the fiduciary, but must allocate 

a non-deductable portion to non-taxable 

income.7 4 

To the extent that any deductions which are 

directly attributable to a class of income 

exceed that class of income, they may be 

allocated to any other class of income. 

The capital loss and net operating loss carry-overs 

available to an estate may not be distributed to any 

beneficiary during the administration of the estate. But 

73. Rev. Rul. 1.662(b)-(c). 

74. Reg. 1.652(b). 
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upon termination of the estate any remaining carry-overs are 

allowed to the beneficiaries succeeding to the properties of 

the estate. If the deductions (other than the personal ex-

emption and charitable contribution) of an estate for its 

final taxable year exceed gross income, the excess is allowed 

as a deduction to the beneficiaries for the taxable year in 

which the estate terminates. 

When properties are distributed in kind to beneficiaries 

notified of the tax basis of the items distributed. The code 

does not specify the form in which this information should be 

supplied to the beneficiaries, thus either the legal and ac-

counting, or income tax reports should contain this data. 

Recent Changes in Tax Law 

Estates are subject to an alternative minimum tax which 

must be paid instead of the regular income tax if it is 

greater. The estate's alternative minimum tax is computed 

generally in the same way as an individual. The Tax Reform 

Act of 1986 broadened and strengthened the minimum tax provi-

sions for individuals, and for estates as well. The alterna-

tive minimum tax is equal to 21% of the excess of an estate's 

alternative minimum taxable income over its exemption 

amount. This exemption amount, $20,000.00 for an estate, is 

phased out beginning when the estate alternative minimum tax 

income exceeds $75,000.00. The alternative minimum tax in-

come is taxable income computed with certain adjustments and 

increased by the amount of the tax preference items. Tax 
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preference items, which must be allocated between the estate 

and income beneficiaries, include, an estate's alternative 

tax itemized deduction including the deduction for charity 

and the distribution deduction, accelerated depreciation on 

new property, passive activity losses, and many others.75 

The new law also formalized into the tax law the concept 

of passive activity losses (for activities in which the es-

tate does not materially participate). Losses that are gen-

erated from passive activities can only·be~used to of£set-.in~~ 

come from passive activities. Disallowed deductions are 

carried forward, and special phase in rules apply to invest-

ments acquired before October 26, 1986. Therefore, passive 

income or losses that pass through to income beneficiaries 

must by segregated as to the date of original investment. 

Exceptions apply to certain rental activities and working in

terests in oil and gas property.7 6 Another distinction is 

made for what is called portfolio income, representing inter-

est, dividends, annuities, or royalties not derived in the 

ordinary course of trade or business. The Schedule K-1 (form 

1041} for 1987 refers to other portfolio income because 

dividends and interest are already segregated on the form. 

There are many more detailed aspects of these and other 

75. Internal Revenue Service Publication, no. 920, 41-42. 

76. Internal Revenue Service Publication, no. 920,26. 
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changes made by the Tax Reform Act of 1986, but time con-

straints do not allow for a more detailed discussion of them 

at this point. Besides, many of these provisions will 

require many years of application, and the development of ex-

planatory regulations, before they are completely understood. 

Conclusion 

This chapter has presented a detailed overview of the 

income tax aspect of the administration of a decedent's es-

tate'•"-"" It defines, <the major components of a fiduciary Jnce>me _ 

tax return, namely what comprises gross income, the various 

deductions available, and how taxability can be passed to in-

come beneficiaries. This detail allows for the development 

of a model, representing the logical flow of transactions and 

the mathematical computations necessary to properly ad-

minister the fiduciary's responsibility to file an income tax 

return for the estate. The resulting decision support system 

represents one half of the tier one modular development, 

whereas the legal and accounting aspects presented in chapter 

2 represent the other half. With each separate component 

documented, especially when presented in pictorial form, such 

as a flow chart, ib is then possible to integrate the two 

aspects. For example, complete integration would require 

that when income is received into the legal and accounting 

model, the nature of its character, taxable or tax-exempt, 

should be established. 

Whereas the development of the tier one portion of the 

model requires a close integration between the legal and ac-
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counting, and tax components, the expansion into an expert 

system does not require such detailed information. This is 

because the decision making involved by an expert system with 

regards to the income tax consequences of an estate are, more 

or less, independent of the legal and accounting aspects. 

This is not to say that it is not important or useful, but 

merely the level of integration is less than that applicable 

to the decision support system tier of the model. The issues 

that could be ad.dress.gd by an expe.rt system includes: the 

determination of the proper interpretation of the governing 

instrument for purposes of the charitable deduction and 

deductions allocated to distributable net income; the proper 

definition of the items of income, deduction, including in-

come and deductions in respect of a decedent; and in properly 

defining distributions, such as specific bequests verses cur-

rently deductible distributions. More specific systems con-

siderations will be presented in the final chapters. 
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CHAPTER 4 

Fiduciary Responsibility: System Considerations 

Introduction 

In this chapter the presentation will focus on the sys

tem considerations of the fiduciary responsibility model. In 

chapters 2 and 3, the detailed aspects of the different seg

ments of that model were identified; the legal, accounting, 

. and income tax consequences. Now the paper will,_ attempt, t:o 

summarize these segments into a manageable form, identify the 

interface points, and consider the appropriate form and con

tent of the model, while noting constraints and limitations. 

This analysis will take the form of the two tier modular ap

proach presented earlier in the text. The research presented 

lends itself well to the development of the tier one level of 

the overall model, a decision support system, because the 

variables are quite manageable. Iri addition, the research 

identifies many of the possible avenues of expansion for the 

tier two level of the model, namely the integration of the 

system to include elements of an expert system. But further 

research will be necessary to actually carry out such an ex

tensive task. The presentation will address the issues of 

the expert system in the final chapter of this paper. 

Systems Definition 

The logical starting point for any discussion of systems 

considerations would be the defining of what a system is. A 
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system is a set of related parts or components that are work-

ing together to achieve some common goal, objective or pur-

pose. 

Over the last twenty years, the concept of systems has 

evolved into quite iiterally a new discipline of study in 

business theory and practice. The need for information 

analysis has increased due to the ever increasing changes in 

complexity of business matters, the social environment, and 

also in the technology associated with information<< process-

ing. The result has been a shift in defining a system in 

terms of what it is towards what it does.77 

Certainly today most systems considerations revolve 

around some form of computer technology. The emphasis now 

centers on the various levels of management decision making 

within a business organization, and the differing levels of 

decision making assistance offered by the computer technol-

ogy. Typically, those levels are defined in terms of opera-

tional and decision support levels of informational process-

ing. 

The operational support systems are concerned more with 

day to day operations of the lower level manager, while the 

decision support system is more concerned with those deci

sions that extend beyond the routine operations.78 

77. John F. Nash and Martin B. Roberts, Accounting 

Information Systems (New York: MacMillian, 1984), 4-5. 
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The computer software that supports both these, and 

other support systems is becoming more complex and 

specialized.79 The software discussed is typically divided 

into two general categories, system software and application 

software. System software usually involves how the hardware 

will operate, and is most often provided by the manufacturer 

of the hardware, and usually composed of the operating sys-

terns software and the utility functions software. Applica-

tion programs, ~n the_ other .hapd, are associated with 

processing of data into information to be utilized in the 

decision making process. The programs can be vary specific, 

such as calculating loan interest amortization, or general, 

such as a spread sheet or a database manager. 

The typical business system is comprised of various ap-

plication software packages serving the various needs of an 

entity for information and data processing. 80 The basic 

categories of application program uses includes: file main-

tenance, report generation, information retrieval, and 

78. Joseph w. Wilkinson, Accounting and Information Systems 

(New York: John Wiley, 1982), 486-487. 

79. Wilkinson, 268. 

80. Nash and Roberts, 225. 
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problem solving.81 

The model being presented in this report is multileveled 

and th~refore could be difficult to categorize. There is no 

question that the tier one level purposed, once programmed, 

would represent an application software program. But would 

it be utilized as a decision support system or operational 

support system Even though the environment is quite dif-

ferent from a large business organization, it would appear to 

be a decision support system at the tier one level because of 

the variety of open ended decision variables affecting both 

the input and output of the model. Certainly the expansion 

of the model into the tier two level makes it something 

beyond either an operational or decision support system, it 

becomes more specifically an expert system. 

Systems Approach 

The emergence of the systems concept as an identifiable 

discipline has lead to the development of the methodology as

sociated with the study, design and analysis of systems. The 

basic components being; systems analysis, a study of the ex-

isting or purposed system; and systems design, the process of 

developi~g a new or revised system. Each phase of the 

process may contain many intermediate steps, and the overall 

81. Barry E. Cushing, Accounting Information Systems and 

Business Organizations, 3rd ed. (Reading, Massachusetts: 

Addison-Wesley Publishing, 1982), 194-195. 
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process is typically dynamic in nature with frequent re

evaluations of the relationships found within a system. The 

basic design steps typically include: (1) Defining the system 

goals, (2) development of a conceptual model, (3) considera-

tion of system constraints, (4) development of design alter

natives, and finally (5) presentation of the general systems 

design proposal. 

The final stages of the system development process 

usually involves the evaluation and justifJc:ation Qf !:..he, 

proposed model, a detailed design of the system features, 

followed 

system. 82 

by the actual implementation of the purposed 

The approach purposed by this research begins with a 

basic strategy for systems analysis and design. That is to 

begin by researching the basic needs of the system from a 

bottom-up approach, rather than a top-down approach.8 3 By 

determining the individual system requirements, through the 

prescribed flow of transactions and information, the.model 

can be built from the ground up. Certainly thes~ concepts 

are not mutually exclusive. The process is dynamic, and 

82. Robert G. Burch, Jr., et al., Information Systems: 

Theory and Practice, 3rd ed. (New York:John Wiley, 1983), 

19-22. 

83. Cushing, 323. 

85 



therefore the top-down view is often used to design specific 

input needs for the model. 

Computer application programs can vary in complexity, 

but the process of developing them usually follows very 

specific steps: (1) a definition of the problem, (2) the 

development of a solution to that problem, (3) the coding of 

the program, (4) the testing and debugging of the program, 

followed by (5) the development of appropriate documentation 

suppo_r_ting the prog-ram.,~ 4 

The approach taken in this research was to divide the 

analysis and design phases into two distinct components, tier 

one and tier two. Tier one being the decision support system 

model, and tier two the expansion of the model by addition of 

expert systems concepts. This process would provide the 

necessary detailed materials to understand the entire 

fiduciary responsibility system, as well as, make the dif

ficult and complex process of adding artificial intelligence 

concepts a little more manageable. 

Fiduciary Responsibility Summarized 

The problem definition being addressed by this research 

is the lack of expertise in the area of fiduciary accountingq 

The purpose of the research is to establish a basis for 

developing a decision support system, which can be sub-

sequently expanded into an expert system. The methodology 

84. Nash and Roberts, 230. 
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purposed includes the research of the detailed requirements 

of the fiduciary responsibility system to identify its in

dividual components, then to develop a flow chart of the sys

tem. Whereby the flow chart would assist in visualizing the 

precise logic that is required to achieve the solution, and 

would provide the basis for determining the common integra

tion points between the various aspects of the system (legal, 

accounting, and income tax). 

First step ig_,§Ulalysis of t}1e system of fiduciary respon

sibility is to examine the legal and accounting requirements. 

The legal and accounting process can be summarized as 

follows: 

Estate assets are inventoried, valued and included 

in a Statement of Account. 

Non-inventoried assets should be included for 

informational purposes as a memo entry, with 

associated distribution to appropriate 

beneficiaries doc~~ented. 

Dispositions and transfers of assets_ should be 

presented. 

Receipts and disburse,ments of estate income and 

principal should be reported. 

Distributions of income and principal to 

individual beneficiaries should be reported. 

Statement of Account should reflect property on 

hand at the end of the appropriate accounting 

period, after inclusion of the above 
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transactions. 

These steps are presented in flow chart form in Appendix I of 

this paper. 

The legal aspect focuses exclusively on the reports that 

must be made to the probate court. The format concerns with 

regards to this aspect are rather simple. The various for-

mats documented in the appendixes of this paper indicate that 

in all of these examples the formats are practically identi-

cal. The legal requirements could s_~mply be drawn from a_I'lY 

adequate general accounting system. The major concerns, for 

legal purposes, is that the specific format of the Statement 

of Account with subsidiary schedules be provided for. In ad-

dition, the system should detail those subsidiary schedules 

with individual transaction amounts. This merely requires 

that individual journal entries, for example individual cash 

receipts, must by maintained within the accounting system in 

their detailed form, without summary. 

The accounting aspect of the fiduciary responsibility 

does not pose any great difficulty either. The research finds 

that the standard double-entry system of general ledger and 

associated jQurnals is quite adequate and sufficient. This 

means that the programming found in the typical general 

ledger application program is appropriate. This is not to 

say that revisions in their format would not be appropriate, 

to the contrary, such items as liabilities would be handled 

quite differently. The research has pointed out those dif-

ferences, and e~pecially the differences in nomenclature. 
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The si~ilarity is found in the process of setting up a chart 

of accounts, entering transactions, and closing of the books 

at various points in time. 

The second step in the analysis of the fiduciary respon

sibility model is to examine the other aspect, estate income 

taxes. The income tax process can be summarized as follows: 

Identify sources of taxable and tax-exempt income, 

and gains. 

Identify sources of deductible expenditures. 

Identify other deductions, including: capital 

losses, net operating losses, charitable 

deductions, estate tax deduction, and personal 

exemption. 

Determine the amount of income distribution 

deduction. 

Determine character of income distribution 

deduction to beneficiaries. 

Determine allocation of deduction for depreciation 

depletion and amortization. 

Compute fiduciary income tax. 

Determine allocation of credits. 

The above summary has been presented in much greater 

detail in Appendix J. The flow chart that is presented in 

the appendix shows that the income tax concepts can be pic-

torially represented, 

ming of the model. 

the model is unique. 

which will facilitate future program

The format of the income tax aspect of 

The purposed format would be in the 
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form of a worksheet, not an actual return. To have the 

report generated in actual tax return form, acceptable for 

filing, would be costly and time consuming. It usually 

requires the ability to program the output to be processed by 

a laser printer, and the final product must be acceptable to 

the Internal Revenue Service. The proposal is to provide a 

worksheet laid out in the same format as a tax return that 

could be used by the individual responsible for actually 

preparing the return. __ That perso~could prepare the final 

return manually or with ~he assistance of an application 

program designed to prepare fiduciary returns (not in 

widespread use yet, though available). 

The key to the worksheet is that it will be integrated 

with the legal and accounting record keeping system, whereby 

the income tax report is always available as a menu option, 

since the necessary information for its completion are con

tained within the overall system. In practical terms, the 

income tax worksheet should present the two taxable com

ponents of the taxability of the estate; the f~duciary and 

the beneficiaries. The fiduciary portion of the report 

should segregate the income items into the categories found 

on the tax return: dividends, interest, income from partner

ships, estates and trusts, net income from business and farm 

interests, net rental and royalty, capital and ordinary gains 

and losses, and other income. Deductions should be similarly 

classified as: interest, fiduciary fees, professional fees, 

and other deductions. It should also detail how calculations 
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were made for such items as the non-deductable portion of ex

penditures due to the existence of tax-exempt income, the es

tate tax deduction, and the income distribution deduction. 

The beneficiary statement must provide the detail necessary 

to adequately prepare the schedule K-1 (form 1041); includ

ing, apportionment of income items, allocation of deprecia

tion, depletion and amortization, and identification of items 

passing through to the beneficiary upon termination of the 

estate. 

Whether viewing the legal and accounting, or the income 

tax aspects of the fiduciary responsibility model, the for

mats for each are well documented in this paper. 

Systems Integration Concerns · 

One of the primary benefits envisioned by this model is 

the integration of the fiduciary responsibility functions, in 

other words, a system that accomplishes a variety of tasks 

with only a single input. An examination of the systems flow 

charts in the appendix highlights how the integration between 

the legal and accounting, and income tax aspects could be ac

complished. 

Assets should be entered, both inventoried and non

inventoried, with a specific identification. Non-inventoried 

assets should automatically be shown as specific bequests to 

beneficiaries; to show the distribution in legal and account

ing reports; and remove them from the income distribution 

deduction computation. The specific identification of assets 

will allow for the automatic identity of the distributions to 
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individual beneficiaries. 

Beneficiaries should be identified, including name, 

address, and social security number. Thus when distributions 

are made the beneficiaries named can appear in the legal 

report, and the address and social security number will be 

noted for preparation of the income tax schedule K-1. I den-

tification of beneficiaries should be provided for at the 

set-up of the chart of accounts and/or includable when dis-

tr-ibutions are actua-lly recorded. Specific identification of 

assets and beneficiarieS will allow for an option to 

automatically allocate estate distributions based upon any 

pre-established formula, for example, assets A to beneficiary 

X, 50% of remaining to beneficiary Y, etc. and remove the 

items from the inventory. 

The proper account treatment of estate transactions is 

determined by the governing instrument. Thus, when transac-

tions are entered into the accounting system their nature 

must be specified; assets dispositions, receipt of principal 

or income, disbursement of principal or income, and-distribu-

tions of principal or income to beneficiaries. 

When receipts of principal and income, and asset disposi-

tions are recorded, their taxability should also be estab-

lished. Therefore, if a cash receipt is recorded it must be 

initially identified as either income, principal, or an asset 

disposition; and then must be further identified as taxable, 

tax-exempt, or completely non-taxable. In addition, its 

classification as to the proper income category on the 
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fiduciary income tax return should be made (dividend, inter-

est, etc.) and items of income in respect of a decedent 

should be identified. 

When disbursements of principal and income are recorded 

for accounting purposes, certain tax consequences should be 

identified as well; those items subject to the tax-exempt in-

come allocation should be flagged and the deduction should be 

categorized in the same fashion as shown on the fiduciary in-

come tax return ( ir1j:~re~.,!: 1 fiduciary fees, .etc.) and i terns of 

deduction in respect of a decedent should also be identified. 

Disbursements of principal and income that represent pay-

ments to charity must have those items qualifying for the es-

tate income tax return deduction (paid from gross income) 

identified. 

Distributions of income and principal to beneficiaries 

must be segregated between those required and all other dis

tributions for purposes of computing the income distribution 

deduction. 

If there is income in respect of a decedent,_ the system 

should automatically request the information necessary to 

pompute the estate tax deduction, including the estate tax 

attributable to the inclusion of the item of income in 

respect of a decedent in the estate tax computation. 

Any special allocation of gains, deductions or credits 

for fiduciary income tax purposes must be incorporated into 

the system. 

The system should allow the fiduciary to elect to recog-

93 



nize gains and losses on assets distributed to beneficiaries 

on the income tax portion of the model without affecting the 

gain or losses reported in the legal or accounting reports. 

When the election is indicated in the general set-up, then 

whenever a distribution is recorded the system should prompt 

the user for the additional information necessary to compute 

the income tax gain or loss properly. 

The preceeding items highlight the interface concerns of 

.,,,, ~my model proposing to integrate the V(lrious asgest§3 . of the 
- ::•:;;,, . . -•. > 

fiduciary responsibility associated with a decedents estate 

administration. The major interfaces occur between the legal 

and accounting, and income tax aspects through the recording 

of transactions; receipts, disbursements and distributions. 

Options, Menus and Formats 

The basic concerns of the tier one portion of the model 

has been presented in some detail; now some examples will be 

presented to show the practical application of those con-

cerns. 

Most application programs are menu driven, and the model 

at hand should be no exception. The main menu would be envi-

sioned to include three sections entitled: design, input and 

output. The design portion would have as menu options ini-

tial client set-up and subsequent changes. This would in-

elude a chart of account set-up option (major headings in the 

statement of account would be already defined, but user 

should be able to customize subsidiary schedule headings if 

requested), including estate name, date of death and iden-
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tifying numbers; also the ability to add or delete the 

beneficiaries names, addresses or social security numbers, or 

make adjustments to the chart of accounts. 

The input section of the main menu would consist of the 

following choices: input/correct transactions (including a 

posting feature to update master file), close books for tax 

purposes, or close books for legal/accounting purposes. 

These options would allow the user to access the files to add 

or ... correct. transactions, to close the books for. income :tQ.x 

purposes only, or close them for accounting purposes. Two 

closing methods would be provided because the books for tax 

purposes are not necessarily closed at the same time as is 

required for legal purposes. The options should also include 

an estate final closing choice (which should occur automati-

cally if all properties are distributed) for those cases when 

all of the assets have not actually been distributed. 

The final menu section is for output. The print options 

should include the ability to print either to a printer or to 

the display screen. The choices should also allow .the print-

ing of the following reports, or some combination thereof; 

general ledger, journals, legal (court) report, fiduc~ary tax 

worksheet, and the beneficiary K-1 worksheet. 

Another important format feature of the system is the 

data input function. For example, in order to enter cash 

receipts through the input/correction transaction input op-

tion, an entry format must appear on the display screen. 

That display would request the following information: date, 

95 

l .. ) 
v ;I 

~ 



amount, description of tax category, and account number. The 

date and the amount are self-explanatory. The purpose of the 

description field is two-fold, it is standard for documenta

tional purposes in an accounting system and it provides the 

description that will be printed in the court reports. The 

tax category field would require entry of a code to properly 

identify it, as for example, taxable, tax-exempt, etc. The 

entry of some symbol such as an 11 * 11 at the input screen would 

trigger . a .listing ot_~tJt~G.I:lQi,,q~~ (:l~fiilable to the user which 

would identify the tax characteristics of an individual input 

item. Finally, the account number would identify the proper 

posting reference for the item in terms of the accounting and 

legal reports. For example, an accounting nominal account 

posting to any number between 6000 and 6999 might represent 

receipts of income, as opposed to receipts of principal, on 

the legal report. 

System Software Requirements 

The programming of the tier one portion of the model can 

be drawn directly from the flow charts and topical dis~ussion 

presented. The actual programming has not been done as ex-

plained earlier in this paper. ~ut there are system software 

concerns that, as with most any system, impact this model. 

These concerns include system controls and documentation. 

The actual programming of the model must be conducted 

with certain control notions in mind. The systems should 

have basic controls embedded in its design to prevent errors, 

both intentional and unintentional. 
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The controls insure the proper functioning of the system 

and makes certain that accuracy and consistency is maintained 

during the processing of the systems transactions.85 The con

trols, or programming checks, include: 

Control, hash, or verification totals: whereby 

computer totals are accumulated for dollar 

amounts and/or codes for hatched transactions, 

system .user, .to .identify .di.fferences that may 

represent incorrect data entry. 

Procedural controls: whereby certain menu 

functions will prompt an additional user 

response before processing occurs. For 

example, before the books can be closed (thus 

eliminating prior transaction details) the 

user is asked if they are sure they want to 

close the books. 

Completeness checks: whereby all necessary 

information fields must be completed prior to 

allowing the user to proceed.86 

Error messages: whereby operational problems are 

85. Elias M. Awad, Systems Analysis and Design (Homewood, 

Illinois; Richard D. Irwin, 1979), 166-167. 

86. Awad, 169. 
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identified and displayed to the user of the 

program. For example, a division by zero 

message indicates that a zero has been 

encountered in an expression or operation of 

a calculation. 

Finally, documentation is also an important control 

aspect of any system. The system documentation should be 

clear and concise for all users of the system, whether a 

.preparer .. or an operator of the program. 

should also be updated as 

relevance. 87 

Systems Limitations 

necessary 

The documentation 

to insure its 

The model being proposed does have certain limitations 

that must be presented. First, the system includes, to a 

large part, reliance upon current tax law. For this reason, 

the dynamic nature of income tax law, with its constant law 

revisions and court interpretations, will result in the need 

to constantly update the programming. Fortunately though -the 

legal and accounting aspects of the system are more static 

and will not cause the need for constant changes. 

The second limitation of this program pertains to state 

law. This has two aspects: state law in terms of the legal 

87. The Use of Computers in Tax Return Preparation (New 

York: American Institute of Certified Public Accountants, 1987), 

9. 
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requirements of an estate, and the state income tax laws 

relating to estates of decedents. In this research the laws 

of California have been used for the legal and accounting 

aspects of the fiduciary responsibility, which therefore, to 

one extent or another, makes this program not useful else

where. In addition, the program is based for income tax pur

poses on federal law, not on those of the state of Califor

nia. Fortunately, the state of California recently enacted 

leg.islationc to conform, state law to federal for many aspects 

of individual taxation. Therefore the worksheet generated by 

this model should be quite useful in meeting the state of 

California estate income tax filing requirements. 

The final limitation pertains to the fact that the tier 

one system does not eliminate the need for professionals to 

assist the user of the program. It does not, and should not, 

replace the need for attorneys, accountants, and other ap

propriate professionals. The system, whether a decision sup

port system or an expert system, must be careful not to step 

over appropriate professional boundaries. For example, it 

should not be viewed as acting in a manner that represents 

the unauthorized practice of law. 

Conclusion 

This chapter has indicated how the detailed aspects of 

the various fiduciary functions of a decedents estate can be 

integrated into a decision support system. The format and 

design of such a system can be found in the text and appen-

dixes. Suggestions for options, menus and programming in-
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tegration have been highlighted. Thus the tier one level of 

the model is complete, other than actual programming, and the 

final step is to discuss the expansion of the model to in

clude the tier two expert systems considerations. This ex

pansion will be discussed in the following, and concluding 

chapter. 
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CHAPTER 5 

Expert System and Conclusion 

Introduction 

This final chapter will discuss the possible expansion 

of the decision support system, presented previously, into an 

expert system, further research opportunities opened by this 

research, and some concluding comments. 

Expert Systems Definition 

Artificial intelligence is a sub-discipline of computer 

science that is concerned with the development of computer 

systems that produce results that are usually associated with 

human intelligence. Artificial intelligence has been divided 

into various branches, based upon the task to which this con-

cept has been applied. Namely, robotics, natural language 

processing and expert systems. Expert systems refer to com

puter programs that employ symbolic knowledge to simulate the 

reasoning behavior of human experts. 88 Natural language 

processing refers to a simpler user interface between the 

user and computer, by way of the use of natural spoken lan

guage to communicate, .rather than the typical computer input 

language. 

88. Brad Pollack, Artificial Intelligence (California 

CPA Computer Show and Conference, Los Angeles: California 

Society of Certified Public Accountant, August 5, 1987). 

101 



Expert systems are computer programs that capture 

specific expertise and apply that expertise to solve problems 

using a reasoning process similar to that of the original 

expert; involving book knowledge and rules of thumb gained by 

experience. 89 Expert systems typically model decision making 

in domains of knowledge that are more unstructured; not the 

structured domain of application programming associated with 

tax compliance procedural processing.90 Thus the modular ap-

.. pr.oach ''" .oi this research appears to be aP,J?~OPL~~.!:~ for 

development of an overall model. 

The typical structure of an expert system consists of a 

knowledge base, inference control mechanism, and explanatory 

facility. The knowledge base is comprised of a set of rules 

and a fact database. This represents the semantic network, 

where there is a link up of objects with attributes (as in 

the human brain), but is more often simply structured by the 

use of the object, attribute, and value approach.· The 

knowledge base may be rule based, whereby the method of rep-

89. A. Faye Borthich and Owen D. West, "Expert Systems - A 

N,ew Tool for the Professional, "Accounting Her izons 1, 

no. 1 (March 1987): 11. 

90. Robert H. Michaelsen and William F. Messier, Jr., 

"Expert Systems in Taxation, "The Journal of the American 

Taxation Association 8, no.2 (Spring 1982): 7-8. 
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resentation in the decision process is an if-then format; if 

given circumstances exist, then some conclusion is ap-

propriate. It is more linear and declarative in nature. 

Frame based knowledge bases are a more sophisticated repre-

sentational model that contains both declarative knowledge, 

as well as can develop procedural knowledge directly from the 

use of the system. 

The inference mechanism accepts the user interface input 

.. and pulls ... out_ the _app.ropx·iate rules from the knowledge base 

to act upon that input. It is the set of code responsible 

for choosing rules and then making inferences from those 

rules. The goal is defined by the user of the system, the 

expert system then draws upon the rules to reach that goal; 

gathering data from the user or database to arrive at some 

conclusion. 

The final component of an expert system is usually the 

explanatory facility. This portion draws from the inference 

mechanism descriptions of the reasoning process used in ar-

riving at the conclusion the system has generated. In other 

words it explains and justifies its conclusion. For the user 

of the expert system, this could possibly be the most impor

tant aspect of the system, explaining why the computer 

reached the conclusion it did. 

Expert systems are still in there infancy, and most 

recent commercial developments do not represent true artifi

cial intelligence, but only fancy application programs. 
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Expert Systems Opportunities and Limitations 

The need for expert systems is obvious from the oppor-

tunity they present to capture expertise, a scarce resource, 

and preserve that expertise for others to use for a variety 

of reasons. 91 Applications of this new technology, in its 

more pure form, has been rather limited, including applica-

tions in medical diagnosis and geological exploration. 

The application of expert systems has begun to expand 

into accounting probl.elll=domains, such as auditing of accounts 

receivable, advanced computer systems, and in tax planning. 

But most programs have been experimental in nature, useful 

perhaps only as a tool to aid users in decision making. The 

application of expert systems can be accomplished if the 

rules of taxation can be captured by knowledge engineers. 

The resulting systems could be used for compliance and plan

ning purposes, as well as for educational purposes.92 

The benefits of an expert system include: preserving and 

distributing expertise (especially when it is a scarce 

resource), maintaining consistency in application of-the ex

pertise, and facilitating training.93 

91. A. Faye Borthick and Owen D. West, 11-12. 

92. Robert H. Michaelsen and William F. Messier, Jr., 7-12. 

93. A. Faye Borthick and Owen D. West, 15. 
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The limitations on how effective an expert system can 

be, include: complex problems that require rules that can not 

be easily represented by current representational languages, 

disagreement amongst experts as to the correct rules, and 

finally, some complex problems may not have solutions within 

the system, and thus the conclusion of the system could be 

erroneous. 94 

Expert Systems Fiduciary Application 

The application of the expert $YSt.eJI\ . concept to 

fiduciary accounting is totally unique; but its appropriate-

ness is quite apparent. This appropriateness is due to the 

apparent lack of widespread expertise regarding this specific 

topic. 

The model would be developed from one of the programming 

languages of artificial intelligence, Turbo Prolog9 5 (there 

are many others), which the author obtained as part of this 

research. Turbo Prolog is a commercial version of the 

original version developed in France in 1972 as an aid in 

programming in logic, hence the name Prolog. 

Prolog is an object-oriented language which emphasizes 

symbolic processing. The progr~m consists of data and the 

relationship among the data, from which unstructured problems 

4. A. Faye Borthick and Owen D. West, 14. 

5. A Trademark of Borland International, Inc. 
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can be solved. The user establi~hes the goal and the program 

uses a formal reasoning process in attempting to prove or 

disprove the goal based on the data in the knowledge base.96 

The methodology proposed by the research can be viewed 

as a series of steps, conducted subsequent to completion of 

the tier one module development, as follows: 

(l) a definition of the problem: the need for 

expertise in fiduciary accounting. 

(2) development of a specific knowledge domain 
- .. -.--,-._, ,,~'..,-·-··--'"·'-'--.-.------"-

framework: by itemizing the decision input 

variables (subjective methods), research the 

criteria of expert decision making (formal 

reasoning), and integrating the variables with 

the criteria. 

(3) Define the systems rules in natural language, 

and in pictorial representations, if 

appropriate. 

(4) The knowledge engineer (th~ individual 

processing the computer language expert_ise) 

then designs and builds the systems using the 

Prolog language.97 

96. Carl Towsend, Introduction to Turbe Prolog (Berkeley: 

Sybex, 1987), 3-4. 

97. Carl Townsend, 4. 
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(5) The program is finally tested and debugged. 

One major limitation that will have to be addressed as 

this developmental process is undertaken is the physical 

capacity of the chosen language to handle the necessary cal-

culations involved in a complex system. The software 

manufacturer had to impose certain limitations on Turbo 

Prolog, not found in the traditional language, to make the 

product marketable at a reasonable cost. 

Thus the size_of_the system is limited to the amount of 

memory available, and virtual memory is not automatically 

supported. 98 It is uncertain at this time whether a simply 

commercial language will be sufficient to meet the needs of 

this particular domain, or whether during development, round-

about methods could be utilized. If not, the first three 

steps in the expert system proposed earlier would not be af-

fected anyway, only the fourth step would be changed. 

One final system consideration centers on the ability to 

integrate the tier one and tier two levels of the model. In 

other words, can a decision support system programm~d in one 

language be integrated with the expert system programmed in 

another language. Possibly two separate systems will be 

necessary, but this issue is left for further research. In 

addition, the development of the specific knowledge domain 

framework for the expert system will require additional re-

98. Carl Townsend, 10-11. 
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search. 

This presentation will not address the need for addi-

tional research into: the basic characteristics of an experts 

judgmental processes,99 or the evaluation of the effective-

ness and efficiency that expert systems are offering to the 

decision making process.100 

The development of the expert system domain could 

address such fiduciary responsibility issues as: 

Providing assistance in determining proper 

distribution pattern to beneficiaries based 

upon the will or law of succession. 

Providing assistance in determining proper 

allocation of items of principal and income 

according to the terms of the will or the 

Revised Uniform Principal and Income Act. 

Providing assistance in determining proper tax 

treatment of includable items of income or 

deduction. 

Providing assistance in identifying and 

classifying individual assets. 

Providing assistance to the fiduciary in terms of 

asset valuations (especially when no estate 

99. Robert H. Michaelsen and William F. Messier, Jr., 19. 

100. A. Faye Borthick and Owen D. West, 16. 
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tax return was required) and analysis of 

title implications to the probate estate. 

Providing assistance to the fiduciary in 

determining probate vs. non-probate assets. 

Providing assistance to the fiduciary by 

inclusion of a post-mortem checklist, 

facilitating proper estate administration.lOl 

Thus the expansion of the model into an expert system is 

... possible, and the benefits of such a prospect are eno.rmous •. 

Conclusion 

This research has examined a unique form of accounting 

and taxation, and has shown that an integration of that topic 

is possible. The legal, accounting and income tax aspects of 

a decedents estate, comprising the overall fiduciary respon

sibility, has not previously been integrated in the manner 

proposed by this paper. 

A logical framework for development of an integrated ex

pert system for fiduciary accounting has been presented. The 

approach is modular, with tier one being based upon the 

development of a decision support system, provides flow 

charts to facilitate programming, and offers ,suggestions as 

101. See post-mortem checklist in: Lawrence Brody, "A Post-

Mortem Checklist: What a Planner Needs to Know When A Client 

Dies," The Journal of the Institute of Certified Financial 

Planners 6. no.4 (Winter 1985): 197-212. 
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to format and menu construction. This in turn provides the 

basis from which the expert system can be developed. The 

process of that subsequent development has been presented. 

The problem as defined by this research is the lack of 

expertise in the fiduciary area of accounting and taxation. 

The solution is to develop an expert system that can fill 

that void. The methodology to arrive at that solution is 

represented in the textual material of this paper. 

The solution, if f_ully developed, would assist all 

potential users of the system, including accountants, attar-

neys, fiduciaries, institutional trust officers, and govern-

ment employees. The expert systems value is not in much 

doubt, and even the mere development of a working tier one 

model would offer much to meeting user needs. In addition, 

the integration of these topics will provide a basis from 

which future research can be conducted, and one could also 

find it being utilized in classroom teaching applications. 
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Appendix A: 

Actual Court Fiduciary Report Format, Example no. 1.1 

1. Actual report of a decedents estate presented to a 

court obtained from the author. The names have been removed 

1 

to protect the privacy of the individuals involved. 
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ESTATE OF 

SCHEDULE A - PROPERTY ON HAND 

NOVEMBER 25, 1984 

Cash 

Home Savings & Loan 
Money market checking account 
HOB-
14070 ventura Boulevard 
Sherman Oaks, California 91423 

Shearson American Express 
Cash Balance in account 
1559-
at November 25, 1985 

Stocks 

100 shares Atlantic City Electric 
100 shares Florida Progress 
100 shares Gulf State Utilities Co. 
150 shares Houston I~dustries, Inc. 
2,200 shares Pacific Gas & Electric 
100 shares Pacific Gas & Electric -

Preferred 12.80\ 

Government Securities 

U.S. Treasury Bill 
Due date: 3/28/85 (26 week) 
Face amount: $20,000.00 

U.S. Treasury Bill 
Due date: 2/21/85 (13 week) 
Face Amount: $50,000.00 

U.S. Treasury Bill 
Due date: 3/14/85 (26 week) 
Face amount: $20,000.00 

117 

$14,069.79 

651.66 

$ 14,721.45 

$ 2,468.75 
2,343.75 
1,262.50 
3,~13~75 

36,437.50 

2,493.75 

s 48,250.00 

$ 19,452.00 

49,020.00 

19,510.00 

'~------------------------



ESTATE Ol" 

SCHEDULE A - PROPERTY ON HAND 

NOVEMBER 25, 1984 

U.S. Treasury Bill 
Due date: 1/31/85 (13 week) 
Face amount: $60,000.00 

Bonds 

10,000 California Pltn Ctl Pin Auth Rev 
Ser A - Pacific Gas & Electric 12.375\ due 
6/l/2022 

Acc~ued interest 

5 Units Corp Income Fund tB4M 

5 Units Corp Income Fund tlM GNMA 

5,000 Crestline Lake Arrowhead California 
Water Agency 05.00\ due l/l/1994 

Accrued interest 

15,000 Excelsior California UN HSD-dtd 1964 -
03.700\ ~ue 10/1/1986 

Accrued interest 

5 Units Municipal Bond Trust tl9 

2 Units Municipal Inv. Trust tBM Fund 
California Ser 8 

10 Units Municipal Inv. Trust tlOM Fund 
California Ser 10 

5 Units Municipal Inv. Trust Fund 156M 

3 Units Municipal Inv. Trust Fund tl02M 

lOS Units Nuveen TEBF Mlt St 119M 
California 

5,000 Pacific Gas & Electric 1st & Ref Mtg 
SERTT - Reg - 9.00\ - due 12/l/2001 

Accrued interest 
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59,148.00 

Sl47,130.00 

$ 10,700.00 
601.56. 

3,593.45 

2,779.95 

3,oso.uo 
102.77 

14,175 .oo 
86.33 

4,778.25 

1,782.20 

11,309.80 

4,199.45 

2,067.57 

9,530.85 

3,231.25 
222.50 



ESTATE OF 

SCHEDOLE A - PROPERTY ON HAND 

NOVEMBER 25, 1984 

10,000 Richmond California Municipal Sewer 
DT tl dtd 2/15/68 04.500% due 6/15/1986 

Accrued interest 

25,000 San Bernardino Co. California MFRV
A Redlands Federal Savings & Loan Assoc. -
Regd - 09.00\ - due 4/1/1998 

Accrued interest 

35,000 Southern California Public 
Authority Power Project Rev Ser B -
Dated 11/l/82 10.125\ due 7/1/2001 

Accrued interest 

50,000 Vista California Loans to Lenders 
Regd - Investme-nt Savings & Loan Association 
09.750\ due 12/1/1997 

Accrued interest 

5,000 Curtis Creek California School District -
dated 5/1/70 - 6.900\ due 5/1/1986 

Accrued interest 

27,672 GNMA Income Fund- 1 

50 Onits Municipal Investment Trust t26 

Notes Receivable 

Burton 
Rate: 10.00\ 
Monthly payments of principal and 
interest in the amount of $125.00 

.Johannes 
Rate: 15.00\ 
Monthly payments of principal and 
interest in the' amount of $594.75 

9,600.00 
203.75 

25,250.00 
350.00 

35,350.00 
1,456.88 

51,500.00 
2,410.41 

4,925.00 
23.95 

2o,32~.ai 

51,169.00 

$275,372.79 

s 605.00 

until paid in full 6,076.93 

Total property on hand at November 25, 1984 
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$ 6,681.93 

$492,156.17 



Date 

5/24/85 

5/28/85 

5/28/85 

5/28/85 

5/31/85 

5/31/85 

5/31/85 

5/31/85 

6/3/85 

6/3/85 

6/3/85 

6/10/85 

6/13/85 

6/17/85 

6/17/85 

6/17/85 

6/17/85 

6/17/85 

6/17/85 

6/17/85 

6/17/85 

ESTATE OF 

SCHEDULE B - CASH RECEIPTS OF INCOME ITEMS 

FROM NOVEMBER 25, 1984 THROUGH AUGUST 31, 1985 

Central Savings 

AARP Health Insurance 

GNMA 

Central Savings 

Municipal Inv. Trust 18 

Municipal Inv. Trust 110 

Municipal Inv. Trust 126 

Shearson Daily Dividend, Inc. 

California Pltn Ctl Fin Auth. 

Vista California Loans to 
Lenders 

Pacific Gas k Electric 

Houston Industries, Inc. 

Los Angeles Federal Savings 

Gulf States Utilities Co. 

Municipal Inv. Trust 119 

Municipal Inv. Trust 156 

Municipal Inv. Trust 1102 

Nuveen Multi State 119 . 
Richmond California Municipal 

Sewer District 

Corporate Income Fund 184 

Home Savings of America 

Description 

Interest 

Premium Refund 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Dividend 

Interest 

Dividend 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

120 

Amount 

290.12 

70.34 

250.10 

99.73 

15.12 

96.40 

384.00 

107.92 

618.75 

2,437.50 

225.00 

99.00 

-447.23 

41.00 

32.55 

29.20 

16.20 

80.78 

225.00 

37.25 

88.10 

p • 



Date 

6/19/85 

6/20/85 

6/20/85 

6/24/85 

6/26/85 

6/26/85 

6/26/85 

6/27/85 

6/28/85 

6/30/85 

7/l/85 

7/l/85 

7/l/85 

7/l/85 

7/l/85 

7/2/85 

7/15/85 

7/15/8~ 

7/15/85 

7/15/85 

7/15/85 

ESTATE OF 

SCHEDULE B - CASH RECEIPTS OP INCOME ITEMS 

PROM NOVEMBER 25, 1984 THROOGH AOGUST 31, 1985 

.Johannes 

Florida Progress Corp. 

Home Savings of America 

Corporate Income Fund tl 

Central Savings 

GNMA 

Internal Revenue Service 

Los Angeles Federal Savings 

Shearson Daily Dividend, Inc. 

Gibraltar Savings 

Municipal Inv. Trust 18 

Municipal Inv. Trust 110 

Municipal Inv. Trust 126 

Crestline Lake Arrowhead 
California 

Southern California Public 
Power Authority 

Johannes 

Atlantic City Electric Co. 

Pacific Gas & Electric Co. 

Municipal Bond Trust 119 

Municipal Inv. Trust 156 

Municipal Inv. Trust 1102 

121 

Descriotion 

Interest 

Dividend 

Interest 

Interest 

Interest 

Interest 

Tax Refund 

Interest 

Dividend l....n.o\.•'Yf 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Interest 

Dividend 

Dividend 

Interest 

Interest 

Interest 

Amount 

35.8 2 

54.00 

7.81 

23.10 

375.71 

248.91 

1,176.00 

447.23 

107.11 

1,357.38 

l3 .20 

93.80 

384.00 

125.00 

l '771.88 

28.8 3 

64.50 

1,012.00 

28.90 

29.10 

16.20 



ESTATE OF 

SCHEDOLE B - CASH RECEIPTS OF INCOME ITEMS 

FROM NOVEMBER 25, 1984 THROOGH AOGOST 31, 1985 

Jate ~ Description Amount 

'/15/85 Nuveen Multi State 119 Interest 80.78 

'/15/85 Corporate Income Fund 184 Interest 37.35 

'/18/85 Home savings of America Interest 79.06 

/23/85 Corporate Income Fund tl Interest 23.05 

/26/85 She.<t,~~c:m Daily Dividend, Inc. tli"iaend-~~ 123.65 

/27/8 5 Central Savings Interest 391.13 

/27/85 GNMA Interest 248.30 

/31/85 Municipal Inv. Trust 18 Interest 13.20 

/31/85 Municipal Inv. Trust no Interest 93.80 

/31/85 Municipal Inv. Trust 126 Interest 3'84 .00 

/l/85 Gibraltar Savings Interest 469.28 

/12/85 Gibraltar Savings Interest 15.37 

/8/85 .Johannes Interest 21.76 

/15/85 Pacific Gas ' Electric Dividend 80.00 

/15/85 Municipal Bond Trust tl9 Interest 28.90 

/15/85 Municipal Inv. Trust 156 Interest 29.10 

/15/85 Municipal Inv. Trust tl02 Interest 16.20 

/15/85 Nuveen Multi State 119 Interest 80.78 

/15/85 Corporate Income Fund 184 Interest 37.20 

/19/85 Home savings of America Interest 87.96 

/23/85 Corporate Income Fund tl Interest 22.90 
' 

/23/85 Central Savings Interest 279.37 

122 



te 

27/85 

27/85 

30/85 

31/85 

ESTATE OF 

SCHEDULE B - CASH RECEIPTS OF INCOME ITEMS 

FROM NOVEMBER 25, 1984 THROOGH AUGUST 31, 1985 

GNMA 

Gibraltar Savings 

Shearson Daily Dividend, Inc. 

Gibraltar Savings 

Total cash receipts of income 
items from November 25, 1984 
thiough_August 31, 1985 

Desc::iption 

Interest 

Interest 

Interest 

123 

Amount 

247.32 

8.06 

171.62 

17.37 

§ 35,103.35 

ir. 

~i 
:
~:._ ______________________________________ ... 
b 
I 



,

k 

. 
~-

SCHEDOLE B-1 CASH RECEIPTS OF ACCROEO INTEREST 

FROM NOVEMBER 25, 1984 THROOGH AUGOST 31, 1985 

~ Description 

12/3/84 California Pltn Ctl Fin Auth 

12/3/84 Vista California Loans to Lenders 

12/3/84 Pacific Gas & Electric 

12/17/84 Richmond California Municipal Sewer District 

1/2/85 Crestline Lake Arrowhead California 

1/2/85 Southern California Public Power Authority 

4/1/85 Excelsior California 

4/1/85 San Bernardino Co. California 

S/1/85 Curtis Creek California School District 

Total cash receipts of accrued interest 
from November 25, 1984 through August 31, 1985 

124 

Amount 

$ 601.56 

2,410.41 

222.50 

203.75 

102.77 

1,456.88 

86.33 

350.00 

23.95 

$5,458.15 

~--------------------------------------.. -



5/11/85 

5/17/85 

5/17/85 

5/28/85 

6/H/85 

7/17/85 

7/31/85 

8/13/8 5 

8/21/85 

8/23/85 

ESTATE OF 

SCHEDULE C - CASH DISBURSE~ENTS, OTHER THAN FOR 
CAPITAL ITEMS 

PROM NOVEMBER 25, 1984 THROUGH AUGUST 31, 1985 

Stanley 

Leland 

Hartin 

social Security Administration 

Stanley 

Stanley 

and Company 

Stanley 

Internal Revenue Service 

State Treasurer 

Desc:d oti on 

Accounting 
Services 

Inheritance Tax 
Referee-appraisal 

Accounting 
Services 

Reimbursement for 
overpaid benefits 

Accounting 
Services 

Accounting 
Services 

Appraisal 
Scrvi.::ts 

Accounting 
Services 

Federal 
Estate Tax 

California 
Estate Tax 

Amount 

56.00 

477.00 

50.00 

.&64 .00 

465.00 

1,385.00 

2,865.00 

51,341.50 

12,965.00 

Total cash disbursed, other 
than for capital items from 
November 25, 1984 through 
August 31, 1985 $ 78,676.75 

125 



ESTATE OF 

SCHEDOLE F - RECEIPTS OF PRINCIPAL ITEMS 

FROM NOVEMBER 25, 1985 THROOGH AUGOST 31, 1985 

Date Pavor Description Amount ___..__ 

3/25/85 Corporate Income Fund tl Principal 10.55 
3/28/85 Treasury Bill Principal 19,452.00 
4/l/85 Municipal Inv. Trust 18 Principal 163.14 
4/l/85 Municipal Inv. Trust tlO Principal 169.30 
4/9/85 Burton Note 

Principal 19.71 

4/9/85 Johannes Note 
Principal 545.22 

4/23/85 Corporate Income Fund tl Principal 13.15 

5/3/85 Johannes Note 
Principal 552.03 

5/23/85 Corporate Income Fund tl Principal 14.25 

5/31/85 Municipal Inv. Trust 18 Principal 237.44 

5/31/85 Municipal Inv. Trust no Principal 521.40 

6/19/85 Johannes Note 
Principal 558.93 

6/24/85 Corporate Income Fund tl Principal 13 .OS 

7/2/85 Johannes Note 
Principal 565.92 

7/23/85 Corporate Income Fund tl Principal 15.30 

8/8/85 J·ohannes Note 
Principal 572.99 

8/15/85 Corporate Income Fund 184 Principal 10.10 

8/23/85 Corporate Income Fund tl Principal 13.80 

Total Receipts of principal 
items from November 25, 1984 
through August 31, 1985 2154,157.16 
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Date 

8/21/85 

8/21/85 

ESTATE OF 

SCHEDULE G - CASH DISBURSEMENTS - C~PITAL ITEMS 

FROM NOVEMBER 25, 1984 THROUGH AUGUST 31, 1985 

Internal Revenue Service 

Internal Revenue Service 

Total cash disbursement -
capital items from November 

Puroose 

Federal Estate 
Tax on behalf 
of 

Federal Estate 
Tax on behalf of 

25, 1984 through August 31,.1985 

127 

Amount 

$ 12.59 

407.91 

s 420.50 



ESTATE: OF 

SCHEDULE E - PROPERTY REMAINING ON HAND 

AT AOGOST 31, 1985 

Cash 

Home Savings & Loan 
Money market checking account 
14070 Ventura Blvd. 
Sher~an Oaks, Californa 91423 

Shearson American Express 
Cash balance in account 
at August 31, 1985 

Central Savings 
P.O. Box 855ll 
San Diego, California 92138 

Los Angeles Federal Savings 
3 month certificate due 9-13-85 
One Wilshire Boulevard 
Los Angeles, California 90017 

Los Angeles Federal Savings 
3 month certificate due 9-27-85 
One Wllshire Boulevard 
Los Angeles, California 90017 

Gibraltar Savings & Loan Association 
3 month certificate 
f31 Fashion Square 
Sherman Oaks, California 91423 

Shearson American Express 
Shearson Daily Dividend Inc. 
at August 31, 1985 

108-

559-

033 

14-

14-

22-

559-

128 

$ 13,822.32 

36.70 

39,319.22 

20,447.23 

20,447.23 

10,969.66 

25,301.00 

$130,343.36 

;-------------------------------------· 



ESTATE OF 

SCHEDULE E - PROPERTY REMAINING ON HAND 

AT AUGUST 31, 1985 

Stocks 

100 shares Atlantic City Electric 
100 shares Florida Progress 
100 shares Gulf States Utilities co. 
150 shares Houston Industries, Inc. 
2,200 shares Pacific Gas & Electric 
100 shares Pacific Gas & Electric -
Preferred 12.80% 

Bonds 

io,ooo California Pltn Ctl Fin Auth. 
Rev. Ser A - Pacific Gas & Electric 
12.375\ due 6/1/2022 

5 Units Corp Income Fund 184M 

5 Units Corp Income Fund tlM GNMA 

5,000 Crestline Lake Arrowhead California 
Water Agency 05.00\ due 1/1/1994 

15,000 Excelsior California Un HSD -
dtd 1964 - 03.700\ due 10/1/1986 

5 Units Municipal Bond Trust 119 

2 Units Municipal Inv. Trust t8M Fund 
California Ser 8 

10 Units Municipal Inv. Trust 110M Fund 
California Ser 10 

5 Units Municipal Inv. Trust Fund 156M 

3 Units Municipal Inv. Trust tl02M Fund 

··lOS Units Nuveen TEBF Met St 119M 
California 

5,000 Pacific Gas & Electric 1st & Ref Mtg 
SERTT - Reg - 9.00% - 12/l/2001 

129 

$ 2,468.75 
2,343.75 
1,262.50 
3,243.75 

36,437.50 

2,493.75 

s 48,250.00 

$ 10,700.00 

3,312.05 

2,641.95 

3,650.00 

14,175.00 

4,778.25 

1,379.62 

10,619.10 

4,199.45 

2,067.57 

9,530.85 

3,231.25 



ESTATE OF 

SCHEDULE E·- PROPERTY REMAINING ON HAND 

AT AUGUST 31, 1985 

10,000 Richmond California Municipal Sewer 
DT tl dtd 2/15/68 04.500% due 6/15/1986 

25,000 San Bernardino Co. California MFRV
A Redlands Federal Savings & Loan Assoc. -
Regd - 09.00\ -due "11/1998 

35,000 Southern California Public Authority 
Power Project Rev Se~ B - Dated 11/1/82 
10.125\ due 7/1/2001 

50,000 Vista California Loans to Lenders Regd
Invest.:'nent Savings & Loan Assoc. 09.750% due 
12/1/1997 

5,000 Curtis Creek California School District
dated 5/1/70 - 6.900\ due 5/1/1986 

27,672 GNMA Income Fund- 1 

50 Units Municipal Investment Trust t26 

.Johannes 
Rate: 15.00\ 

Note Receivable 

Monthly payments of principal 
and interest in the a:ount of 
$594.75 until paid in full 

130 

9,600.00 

25,250.00 

35,350.00 

51,500.00 

-4,925.00 

. 20,322.87 

51,169.00 

§268 ,401.96 

s 1,167.45 

~----------------------------------·--



Appendix B: 

Actual Court Fiduciary Report Format, Example no. 2.2 

2. Actual report of a decedents estate presented to the 

court obtained from the author. The names have been removed 

to protect the privacy of the individuals involved. 
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1 :: 

~d 
s :i 

I. 

!I 
4·:r 

•"' SON~ ;.yf Co'-'":Y Clod:. 
Sfll~ 
av oEPI..i•. 

5 ll IN THE SUPERIOR COURT OF COUNTY 

5 :lin the Matter of the Estate of ) 
II ) 
I! 

7 ~, ) 

. 0 il ) 
c Deceased. ) 

.J ) jl _______________ _ 

9 lj 
~STATE OF ) 

10 ij ., s s. 

NO. 82 

INVENTORY AND APPRAISEMENT 

j cournY OF ) 
11 ,! The u n de r s i g ned . fl e r s on a 1 rep res en t a t i v es on o a t h s t a t e : 

12ij -The annexed schedules consisting of·. 2 sheets contain a true 
i· inventory of" the estate, both community aii'<fSeparate, subject to 

13

1

: p ~a b a t e w h i c h h a s came i n t a my p a s s e s s i ~ n or t a my 1: n a w 1 e d g e , t a <J e t he r, 
lw1th a statement of all encumbrances, l1ens or ather secured charges : 

l4:;against any of said items. ~ 
'• 

15ji The fair net value of s1id items, as of the date of decedent's 
· ideath on November 19, 198J, after deducting ·all the encumbrances •. 
le!l'liens and other secured charges, is as listed on the annexed schedule~ I and the totals for each classification thereof are as follows: 1 

17 I 

II ( 1) Rea 1 property 

161; 
19. 

20 

2l 

I (2) Corporation stock 

(3) Mortgages, bonds, notes, etc. 

(4) Bank accounts'and money 
) 

(5) Furniture and household goods 

(6) Other personal property 

TOTAL NET FAIR VALUE 

DECEDENT'S ONE-HALF SHARE 

132 

s ___ 8;_2;_';_0_:.0..;;.0_ • ..:...0 0..:.__ 

s 
$ 

21,787.50 

40,000.00 

162,539.44 

2,500.00 

10.577.04' 

319.403.98 

159,701.99 



' 
'I·' Deceased. 

/~ • ..=::· ====================================================l 
ami y home at 1209 North . more l 
articularly described as follows, to-wit: ' 
he north 60 feet of the east 15.9 feet and the north 55 f~e 
f the west 9.1 feet of Lot 10 and the north 60 feet of Lot 
, and the north 55 feet of Lot 11, Block 2, item 2, Andrews 
ddition, records of Situated in the 
ity of 
arcel No. 221500-013-0 
ppraised value: Improvements 36,333 

Land - 4,313 
TOTAL 40,646 MARKET VALUE $50,000.00 

( 2) riplex located at 2810-2812-2814 6th 
ngton, more particularly described as follows: 
ots 3 and 4, Block 6, Tisdales Addition to 

arcel No. 910000-070-0 
ppraised value: Improvements 11,160 

Land 15,926 

f 

, records of 

;I- , :' TOTAL 27,086 :·MARKET VALUE 32,000.00 

:ORPORATION STOCK 
I 
e~ants with right of survivorship. Value of each share 

1
50 shares of AT & T, held by decedent and spouse as joint 

t death 60-3/8 . TOTAL 

:4) **!5 shares of Montana Power Company, held by decedent and 
pause as joint tenants with right of survivorship. Value 
f each share at death 262 TOTAL 

iORTGA ES, BONDS, NOTES, ETC. 

: 5) 
and V2ll64 tl.s38

. Treasury Bonds, $5,000 each, 8 of them, as follows: 

lANK A COUNTS AND MONEY 

oney Market Certificates, including interest to date of 
eath, as follows: 
ert. with First Interstate Bank 
ert. with First Interstate Bank 
ert. with First Interstate Bank 
ert. with National Bank 
ert. with Bank 

~ert · with Bank 

~anker's Acceptance No. with !lank 
I 

ONTINUED CONTINUED 

133 

I 
,. Zl,l31.25 

I 

656.25 

40,000.00 

29,065.76 
14,048.41 
14,201.61 
25,316.84 
10,000.00. 
10,000.00 

47,976.16 

CC~:TJ NUED i 

t 

~7----------------------------------



Deceased. 

.IU l!iG CONTINUING CONTINUING 

Savings Accounts, including interest to date of death, 
as follows: 
Account No. 

l 
Account No. 
Account No. 
Account Nos. 

FURUITURE AND HOUSEHOLD GOODS 

DT~ER P~RSONAL PROPERTY 

First Federal Savings 
Savings and Loan 

Mutual Savings 
at Bank of California 

One 1 ife 
Company, 
the face 

insurance policy with American Mutual Life Insurance 
Policy No. on the life of the decedent in 1· 
amount of $1,000. Paid overage, as dividends, was 

Cash surrender value of MONY insurance policy No. 
on the life of survivtng spouse at time of decedent's 
d~ath was 

Cash surrender value of MONY insurance policy No. 
on the life of surviving spouse at time of decedent's 
death was 

TOTAL ESTATE $319,403:98 
DECEDENT'S ONE-HALF INTEREST -- $159,701.99 I 

I 
full 1 Please note: Certain transfer were made for less than 

:onsideration within the three years prior to decedent's 
deJth, but these have all been rescinded and all property 
of decedent has been reported in this estate. 

2425.14 
2675.62 
4959.88 
1870.02 

2500.00 

66.06 

1996.91 

8514.07 

-----------------~----~--------------

I 

I 
1 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

EXHIBIT A 

AMENDED FIRST ACCOUNT CURRE~IT OF THE 

ESTATE OF 

AS OF APRIL 30, 1984 

CHARGES 

11 Amount of ·p~rcial no. 1 inventory and appraisement 

12 Non-inventoried assets of Conservacee as of 

13 October 11. 1983 (Schedule A) 

14 Receipts during accounting period (Schedule B) 

15 TOTAL CHARGES 

16 CREDITS 

17 Disbursement' during accouncing period 

18 (Schedule C) 

19 Non-inventoried assets of Conservatee as of 

20 April 30, t984 (Schedule D) 

21 Amount of p~rtial no. 1 inventory and appraisement 

22 

23 

24 

25 

26 

27 

28 

property on hand as of April 30, 1984 (Schedule E) 

TOTAL CREDITS 

135 

$116.933.29 

299,037.48 

85,597.16 

S501 567 93 

$95,399.16 

314,416.45 

91,752.32 

$501 567.93 

A-1 

~
fi 

,,, 
:U 

l 

' 
f 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 * 

12 * 

13 * 

ESTATE OF 

SCHEDULE A 

NO~-INVENTORIED ASSETS OF 

AS OF OCTOBER 11, 1983 

SUMl-'.ARY OF CASH 

Descriotion 

Bank Money Market Certificate 

Bank Money Market Certificate 

Bank Money Market Certificate 

14 *First Interstate Certificate of Deposit 

15 ~First Interstate Certificate of Deposit 

16 *First Interstate Certificate of Deposit 

17 * Bank Money Market Account 

18 *Bank of California Passbook Account 

19 *Bank of California Passbook Account 

20 TOTAL CASH 

21 

22 

23 

24 

25 

26 

27 

28 

136 

Tocal Face 

Value 

$35,000.00 

13,362.73 

13,362.73 

18.081.77 

37,006.93 

16,690.29 

31,50C.OO 

2,146.54 

436.49 

$167 587.48 

A-2 

u 
i' 



l 

2 

4 

5 

6 

7 

ESTATE OF 

SCHEDULE A 

NON-INVENTORIED ASSETS OF 

AS OF OCTOBER 11, 1983 

8 S~ARY OF ASSETS OTHER T~~~ CASH 

9 Stocks 

10 *400 shares of AT & T at $65.00 per share 

11 (valued as of November 23, 1983) 

12 25 shares of ~~ntana Power at $10.00 per share 

13 TOTAL STOCKS 

14 Real Prooertv 

6th 

Cedar 

17 Deerfork 

18 TOTAL REAL PROPERTY 

19 

20 

21 

22 

23 

24 

25 

Recaoitulation 

Balance of Cash 

Stocks 

Real Property 

Beginning Balance of non-inventoried assets 

of as of October 11, 1983 

26 The Petitioner's Amended First Account Current 

27 covers the period beginning October 11, 1983 

28 and ending April 30, 1984. 

137 

$26,000.00 

250.00 

$26.250.00 

$50,000.00 

55,000.00 

200.00 

$105 200.00 

$167,587.48 

26.250.00 

105,200.00 

$299 037.48 

A-~ 



1 

2 

3 ESTATE OF 

4 SCHEDULE B 

5 RECEIPTS 

6 

7 INCOME RECEIPTS - MERRILL LYNCH 

8 Cash Management: Accoun:: 

9 Interest 

10 8-26-83 $116.33 

11 9-30-83 125.97 

12 10-28-83 89.38 

13 11-25-83 62.94 

14 12--30-83 37.63 

15 1-27-84 10.67 

16 2-24-84 3.00 

17 3-30-84 16.13 

18 4-27-84 20.96 

19 
$483.01 

20 u.s. Treasury Bill 

21 Interest 

22 9-5-83 $950.40 

23 1-11-84 696.90 

24 3-13-84 947.40 

25 
2,594.70 

26 u.s. Treasury, Se:::ies H 

27 Interest 

28 11-11-83 $850.00 850.00 

A-5 
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1 

2 

3 ESTATE OF 

4 SCHEDULE B 

5 RECEIPTS 

6 

7 INCOME RECEIPTS - MERRILL LYNCH 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

25 

27 

28 

TOTAL INCOME RECEIPTS - MERRILL LYNCH 

139 

$13,463.61 

A-9 



1 

.2 

3 

4 

5 

6 

ESTATE OF 

SCHEDULE B 

RECEIPTS 

7 OTHER INCOME RECEIPTS 

First Interstate Certificate of Deposit 

Interest 2-3-84 

10 First Interstate Certificate of Deposit 

11 

1.2 

13 

14 

15 

15 

17 

18 

19 

.20 

.21 

.22 

23 

24 

25 

.26 

27 

28 

Interest 10-31-83 

Interest 4-30-84 

$715.13 

790.95 

Bank Money Market Account 

Interest 4-4-84 

TOTAL Or.~ER INCOME P~CEIPTS 

140 

$1,809.32 

1,506.08 

1,623.10 

$17 57n 1.7 

A-ll 

------------------------------------



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

RENTAL INCOME 

6th 

8-8-83 

9-5-83 

10-3-83 

ll-3-83 

11-ll-83 

12-5-83 

1-4-84 

1-13-84 

2-4-84 

2-17-84 

3-1-84 

3-2-84 

4-3-84 

TOTAL RENTAL 

ESTATE OF 

SCHEDULE B 

RECEIPTS 

$350.00 

350.00 

350.00 

350.00 

225.00 

350.00 

350.00 

225.00 

350.00 

225.00 

225.00 

350.00 

350.00 

INCOME 

141 

$4 050.00 

A-12 



1 

2 

3 

4 

5 

6 

7 OTHER RECEIPTS 

ESTATE OF 

SCHEDULE B 

RECEIPTS 

8 Money Market Ac=ount - Foster and 

9 Marshall 

10 Initial deposit to open account ll-8-83 

11 Cash transfer from Foster and Marshall 

12 int:o Merrill Lynch 

13 CMA Account 

14 Transfer 

15 

16 

l-13-84 

3-6-34 

$5,000.00 

3,000.00 

$35,364.98 

17 8,000.00 

18 Merrill Lynch C~.A Account 

19 Initial deposit to open account l-25-84 

20 Merrill Lynch CXA Accounts: 

21 From 

22 Transfers 

23 

24 

25 

26 

27 

28 

l-25-84 

l-30-84 

2-0l-84 

2-07-84 

2-08-84 

$757.89 

235.13 

332.03 

1,476.26 

380.00 

142 

3. 966.79 

3.,181.31 

A-13 



1 

2 

3 

4 

5 

6 

ESTATE OF 

SCHEDULE B 

RECEIPTS 

7 OTHER RECEIPTS 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

TOTAL OTHER RECEIPTS. 

Recaoitulat:ion 

Income Receipts - Merrill Lynch 

Other Income Receipts 

Rental Income 

Other Receipt:s 

TOTAL RECEIPTS DURING ACCOUNTING PERIOD 

143 

$50.5l3.0ii 

$13,463.61 

17,570.47 

4,050.00 

50,513.08 

$85 597.16 

A-14 



l 

2 

:3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1:3 

14 

15 

4-26-84 

4-26-84 

4-26-84 

4-26-84 

4-26-84 

4-28-84 

4-28-84 

4-29-84 

4-30-84 

4-30-84 

ESTATE OF 

SCHEDULE C 

DISBURSEMENTS 

County Finance Director - taxes 

County Finance Director - taxes 

County Clerk - taxes 

County Clerk - taxes 

County Clerk - ta."<es 

Renya· - nursing care 

Mart: a - nursing care 

- nursing care Guadalupe 

Ralph - legal fees 

Ralphs - subsiscence 

16 TOTAL DISBURSEMENTS - ~?..P.I"'~I. I.:::lC:i 

17 

18 

19 

20 

21 

22 

2:3 

24 

25 

26 

27 

28 

CASH MANAGEHE~ ACCOUNT 

144 

$251.20 

52.54 

398.33 

456.2.!. 

9.97 

140.00 

140.00 

185.0C 

1,000.00 

125.00 

$1.1. 665.93 

A-3C 



l ,-

1 

2 

3 ESTATE OF 

4 SCHEDULE C 

5 DISBURSEMENTS 

6 

7 OTHER DISBURSEMENTS 

8 Money Markee Accounc - Foster and 

9 Harshall 

10 Financial Managemenc Accounc 

11 Annual Fee 3-13-84 

12 Gold Card Charges 4-26-84 

13 TOTAL OTHER DISBURSEMENTS 

14 

15 Recaoitulacion 

16 Total Merrill Lynch Cash 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Management Account Disbursemencs 

Total Other Disbursemencs 

TOTAL DISBURSEMENTS DURL.'lG ACCOUNTTI1G PERIOD · 

145 

$100.00 

120.15 

$50 733.23 

$44,665.93 

50,733.23 

$95,399.16 

A-32 



1 

2. 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

::!..6 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

ESTATE OF 

SCHEDULE D 

NON-INVENTORIED ASSETS OF 

AS OF APRIL 30. 1984 

Desc:::iPtion 

~ank Money Market Certificate 

Bank Money Market Certificate 

Bank ~oney Market Certificate 

First Interstate Certificate of Deposit 

First Interstate Certificate of Deposir: 

Firsr: Interstate Cert:ificat:e of D~>posit 

Bank Money Market Account 

Bank of Ca1ifo~ia Passbook Account 

Bank of Califor~ia Passbook Account 

TOTAL CASH 

146 

Total Face 

Value 

$43,468.59 

13,995.05 

13,995.05 

18,789.01 

38,816.25 

33,123.10 

2,146.54 

436.49 

$182 966.45 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

ESTATE OF 

SCHEDULE D 

NON-INVENTORIED ASSETS OF 

AS OF APRIL 30, 1984 

S~-~y OF ASSETS OTHER THAN CASH 

10 Stocks 

11 400 shares of AT & T, as well as the 

12 

13 

15 

appropriate shares in seven regional 

companies as a result of the divestitu=e 

25 shares of Montana Power at $10.00 pe~ share 

TOTAL STOCKS 

16 Real Prooertv 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

6th 

Cedar 

Deer fork 

TOTAL REAL PROPERTY 

Balance of Cash 

Stocks 

Real Property 

Recaoitulation 

BALANCE OF NON-I~~ENTORIED ASSETS 

OF AS OF APRIL 30, 1984 

147 

$26,000.00 

250.00 

$26 250.00 

$50,000.00 

55,000.00 

200.00 

$105,200.00 

$182,966.45 

26,250.00 

105.200.00 

$314 t..l6.45 

A-34 
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1 

2 

3 ESTATE OF 

4 SCHEDULE E 

5 AMOUNT OF P.~TIAL N0.1 INVENTORY AND APPRAISE~NT 

6 

7 

8 

PROPERTY ON HAND AS OF APRIL 30, 1984 

United States Silver Coins 

9 Foster and Marshall Money Market Account 

$1,005.00 

10 28,469_2~ 

11 Merrill Lynch Cash Management Account ;325 

12 Merrill Lynch Cash Management Account ~325 

13 Mutual Life Insurance Company of New York 

14 Contract No. 

15 Mutual Life Insurance Company of New 

16 Ordinary Llfe Policy No. 

17 Knights of Columbus Benefit Certificate 

18 No. dated July 11, 1919 

19 Four (4) Series H United States Savings Bonds 

20 Nos. 

(1,769.67) 

785.48 

1,000.00 

5,665.90 

980.53 

21 20,000.00 

22 One (1) United States Treasury Bill, Account 

23 No. face amount $15,000.00 

24 One (1) United States Treasury Bill, Account 

25 No. face amount $20,000.00 

26 Household furniture and furnishings in the 

27 residence located at 1209 North 

14,3~3.10 

19,512.70 

28 1,500.00 

A-35 
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1 

2 

3 

4 

ESTATE OF 

SCHEDULE E 

5 AMOUNT OF PARTIAL NO.1 INVENTORY ,\.J.~D APPRAISEMENT 

6 

7 

PROPERTY ON a~~D AS OF APRIL 30, 1984 

8 Miscellaneous personal propercy belong~ng co 

9 

10 

11 

che locaced in che residence of the 

situaced ac 196 

Los Angeles, CA 90049 

12 TOTAL AMOUNT OF PARTIAL NO.1 INVENTORY AND 

13 A.PRRAISEMENT PROPERTY ON HAND AS OF 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

APRIL 30 , 198 4 

149 

$300.00 

$91.752.32 

A-36 



Appendix C: 

Proforma Court Report Format for Decedents Estate, 

Example no. 1.3 

--------------------
3. Proforma fiduciary report format, obtained from Joseph 

K. Del Torto, Attorney at Law. 
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1 

2 

3 

4 

5 

EXHIBIT A -- ACCOUNT 

Sl.liillllarv of Account 

(From------- 19_, to ______ , 19 __ ) 

CHARGES 

____________ (Either Inventory and Appraisement or 

6 mounts Chargeable From Prior Accounts 

7 Receipts (Schedule 1) .. 

8 Gains on Sales (Schedule 2). 

9 

10 

TOTAL CHARGES ..... 

CREDITS 

isbrusements (Schedule 3) . 

asses on Sales (Schedule 2) 

13 ther Credits (Schedule 4) 

14 roperty on Hand (Schedule 5). 

15 TOTAL CREDITS. 

16 I 

E.'<:HIBIT A 

Schedule 1 -- Receipts 

.$ ___ _ 

.$ ___ _ 

.$ ___ _ 

.$ ____ _ 

17 

18 

19 

20 

21 

22 

23 

[Record in chronological order the receipts during the 

ccount period, listing the amount of each appropriately as either 

24 

rincipal or income, e.g.:] 

Date 

5/22/74 

Item Principal 

Payment, face value, promis
sory note by Joe E. Doaks 
dated 10/15/69· •.•...• $5,000.00 

Divident Widget Co. . •. 

Interest First Trust savings 
account . . . . . . . . 
Divident -- Gadget Co. 

13.57 

Income 

$25.00 
10.35 

25 6/01/74 

26 6/30/74 

27 7/05/74 

28 TOTAL RECEIPTS $5,013.57 $~5.35 
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~'-

[: 
I 

1 

6 

7 

Inventory 

E..'GUBIT A 

Schedule 2--Gains & Losses on Sales 

Item No. [describe] 

.Appraised at. $ 

Sold for. $ 

Gain or (Loss). $ 

EXHIBIT A 

Schedule 3--Disbursements 

[Record disbursements in chronological order in the same 

11 manner as receipts are recorded: See Schedule 1.] 

12 Date 

13 5119/74 

14 

15 

16 

17 

18 

Item Amount 

Brown and Smith Funeral Home--

funeral expenses .••. .... $393.50 

EXHIBIT A 

Schedule 4--0ther Credits 

[If personal representative should be credited with 

19 credits not stated elsewhere (except property on hand: see Schedule 

20 5), then describe here, for reconciliation of account, ·e~g. :] 

21 Item I~~Y5~ry 

22 Painting "Nude Bathers" by Jacques Lartiste, on 

23 loan to National Gallery of .Art, Washington, 

.24 D.C. . . . . . . . . . . .$12,000.00 
25 Ill Ill 

26 1/1 /II 
27 1/1 11 1 

28 Ill 111 

152 
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rl. 
; . 

. 
. 

f. 

1 EXHIBIT A 

2 

:3 

Schedule 5--Prooertv on Hand ' 
I 

[List all property remaining in personal representative's! 

4 possession, for reconciliation of account, e. g.:] 

5 

6 Cash on hand. 

I 
I 

.$15,256.48: 

7 Real property at 123 Cherry Lane, Citytown, California .. 56,800.00 

TOTAL PROPERTY ON HAND . $72' 056 . 48 
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Appendix D: 

Proforma Court Report Format for Decedents Estate, 

Example no. 2.4 

4. Proforma fiduciary report format, obtained from Joseph 

Vlad, Attorney at Law. 
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A'rTACnMENT A 

s:::-::·!.a.;;_y c~ ,;ceo;;:;: 

6/84 throag~ 12/3~/aS 

Second Account 

C!:a:-c;es 

:!1.ve!1.-co:::-y 

~sc:-ow 

Xiscel:aneoas C!:a:::-ge (Schedu:e 3-2) Ref~!l.d 

C:::-edits' 

~isourse~ents (Schedule C) 

~ass on sa:e (Schedule ~~ 

~!scellaneous Credi"t:s (Sc~edule 2). 

Assets on ~~!l.d (Schedule o) 

155 

:G,::JIJ.t50 

447.17 

:7,500.00 

:.so . .:.1 

$166,015.92 

s 23,<325 • .02 

50.00 

:.o77.H 

141,062.76 

Sl6 6 , 0 15.9 2 



Date 

::..96-l 
11/l 
ll/8 
:.o/31 
1965 
2/1 

6/5 
7/23 
9/:6 
:o;:;.1 
:::.;::.s 
12/:2 
:!.2/31 

sc:::::DUL:<.: A 

To Whom/?or wnat 

10/19/a.C. Balance 
Social Security ?a~ent 
Interest Acct 1053-106825-7 At Closi~~ 
:nterest Acct #12-028007-a At Closi~g 

1984 Interest At Eo=e Savi~~s 

~scrow aefund Lancaster ~o=e 335.63 
Social Security Chec~ 503.00 
Deposit Par sa:e 0~ Jocge :5.63 

·:'OTAL 
{6) Social Security Chec~s 
Social Security Chec~ 
(2) Social Sec~ri~y Chec~s 
Social Security C~~c~ 
Social Sec~rity C~ec~ 
Soc!a1 S~cu~i~y C~ec~ 
:n~erest ~arned ~o=e Savings 

Subtotal Recei~ts 
7rust Deed Yet Interest 

MISCZLL~~~OUS RZCZI?7S 
SCHEDU:::.E A-2 

Unindentitied receipts 

156 

Amount 

$406-
77.39 
75.73 

1,210.95 

l,35.C..26 
3,01!!.-

503.-
1,006.-

503.-
503.-
503.-

6,30B.66 

16,048.99 

81.6l 

16.:30.60 

'\.c.1.l1 

;------------------------------------



Jate 

~~~s~ Jeeci ?ayme~ts 
:;,oo x :s ~o~t~s 

Inte~es~ income 

3a~~~~g Charges On 
3 of A 03045-62051 ot 

• -1"\ • • I -, "...., ........ 
2.70 

:, 707 . .:.-

253.75 

S47.50 a~e i~cl~ceci in ciisou~se~ents. 

157 

a:;,.s:;, 

: __________________________ __ 
...

,.ll::l 
!:'· 



. 
I 1:. 
wv 
.( 

sa:es ?:=-.:.ce 
Ap;;J~aised. Va.:~e 

SCH!::DOL:!': 3 

Gain 

158 

92,500. 

75,000. 

:i.7,300. 



sc::=::~:.=: 3-2 

?er ~sc=ow S~a~e=~~~ 
' 
c=:a::ges 

(339.62) 

NOTE: PURSUANT TO COURT AUTHORITY,~- PETITIONER 
PURCHASED A NEW HOME FOR DECEDENT, FOR $67,000.00, as 
SHOWN ON ATTACHED ESCROW STATEMENTS. DUE TO 
PRORATION AND CREDITS GIVEN TO PETITION IN THE 
ESCROW FOR REPAIRS, THE NET PRICE WAS $150.41 Less 
than said $67,000.00 sale price; said $150.41 is 
shown on this schedule as a charge, and the real 
property is included in the Assets on Hand 
at the price of $67,000.00. 
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:------------------------------------



Appendix E: 

The Revised Uniform Principal and Income Act.s 

--------------------
5. From the California Administration of Estates Code, 

Section 16300 et seqq., as amended to July l, 1987. 
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Part 4 ADMI!'IISTRATION § 16303 

CHAPTER 3. REVISED UNIFOR:It 
PRI:-:CIPAL AND INCOME Acr. -16300 Short uti<. 

1&.301. Otofmu.lOna. 
16302.. IUctlpl& and upc:ndJturu. 
1&303. Jnconw. pnncapal. 
16.304 R.arht to lM'Qmc; apporuonmcnL 
UJO.S. lnconw •am.d dunn![ a.dmlnLiln.UOn of nt.at.c. 
16306. Corporat-e dLJtnbuuona. 
1&30i Bonda and othtr oblirauona. 
16.308. Buauwu ~d fummr opc:r:auona. 
1&309. !\uura.J "s.ourc:u. 
16310. Propc:ny tub)Kt t.o dcp'-uon. 
16.311. UncMrprodueuu prt~vt:rtY. 
1631:!. Ch&t'lt'H &I&Ull\ •ncom• and pnne1pal. 
1&313. OtpncLalJon or dtp~Lton; t"Herte or aUowancc. 

Operali!Jd July 1, 1987. 

f 16300. Short title 
Thi.s chapter may be cited as the Revised Uniform 

Pnne~pal and Income AcL 

!Addtd by Stats.1986, c. 820, § 40.) 

Operative July 1, 1987. 

::ustee may use any value finally deterrr.ir.£ol for the 
~urposes of an esUt! ;.· inheritance tax. 

(cl "Remainder benericiary" means the person 
entitled to principal, preJently or in the future, 
including income which has been accumulated and 
;ddt·~ to principal. 

(A de' .·d by Stats.l986, c. 820, § 40.) 

Opera.lit•e July 1, 1987. 

16302. Receipts and upenditur .. 
(a) A L'lSt shall be administered with due l'f.··:!U'd 

~:. :!1e respective interests of income benefic!~~s 
an..i ·~mainder beneficiaries. A trust is so adminis· 
tere<l with respect to the allocation of receipts and 
expenditures if a receipt is en. iit;.· ! or an expendi· 
ture is charged to income or !JIInclpal or partly to 
each ill any of the following ... -,ys: 

(1, In accordance with the tenns of the trust 
i'l·::rument. notwithstanding contrary provisions of 
tl'iJ ·~hapter. 

(:<: In the absence of any •:,,ntrary terrs ·of the 
trust instrUment. in aecr , ~1"4\ce wtth the provisions 
of this chapter. 

(3) 1 ' :~either paragraph (1) nor (2) is applicable, in 
accor~··· :e with the standard of care provided in 
Section 16040 and with what i.s reasonable and 
equitabl·~ in view of the interests of those entitled 1£' 

income u well ..e ()( thuac c:t~~~~.;:·:l t:V priru:~p.:. 

(b) If the trust instrument g;,·es the trustee dis· 
cretion in creditin4, a receipt or charging an expendi· 
ture to income or principal or partly to each, no 
inference that the trustee hu improperly exercised 
ouch dis~retion arises from the fact that the tru•tee 
has made ~n allocation contrary to a provi.sion of this 
chapter. 

(Added by Stata.l986, c. 820, t 40.) 

Oi>erati!Jd July 1, 1987. 

§ 16303. Income: principal 
I 16301. Definition• (a) Income ia the return in money or property 

As used in this chapter: derived from the use of principal. including return 
(a) "Income beneficiary" means the person to received as :my of the following: 

whom income i.s presently payable or for whom it is (1) Rent of real or personal property, including 
accumulated for di•tribution as income.. sums received for cancellation or renewal of a l•c.se. 

(hl "IR\•entnry value" means the cost of property (2) Interest on money lent. including sums re-
?ur:b.sed by the trustee and the market value of ceived as con•ideration for the prepayment of princi· 
other property at the time it became subject to the pal except as provided in Section 16307 on bond 
tru.L but in the case of a testamentary trust the premium and bond discounL 
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§ 16303 TRUSTS Dl•. t 

(3) Receipu allocated to income u provided in 
Section 16304. 

(41 Income earned during administntion of a dece
dent's <!tate as provided in Section 16305. 

(5) CArporate distributions as provided in Section 
16306. 

(10) Receipts from disposition of underproduc:tivo 
property as provided in Section 16311. 

(11) Any allowances for depreciation "'!:l!JI:,~ed 
under Section 16308 and paragraph (2) of subdivision 
(b) of Section 16312. 

(Added by Suu.l9B6. c:. 820. t •o.l 

Optm1tive July I, 1987. 
(61 Accrued increment on bonds or other obli· 

gations issued at discount as provided in Section 
16307. 

I 163()4. Rl(ht to income: apportionment 
(1) Receipts from business and farming operations 

as provided in Section 16308. (a) An income beneficiary ia entitled to income 
from the date specified in the trust instrument or, if 

(8) ReceipU from disposition of natural resources none is apecified. from the date an item of property 
u provided in Section 16309. becomes subject to the trust. In the case of an item 

(9) Receipu from other principal subject to deple- of property becoming subject to a trust by reason of 
tion as provided in Section 16310. a person's death, it becomes subject to the trust a.s of 

(10) Receipu from disposition of underproduc:tive the date of the death of the person even though 
property as provided in Section 16311. there ia an intervening period of administration of 

(b) Principal is the property which hu becn set the person'• eatate. 
aside by the owner or the person legally empowered (b) Upon property becoming subject to a trust by 
so that it is held in trust eventually to be deliver:;.<! to''": . ,reason of .. •.peryqn) _death:. 
a remainder beneficiary while the return or use of 
the principal is in the meantime taken or recei,·ed by (1) Receipts due but not paid at the date of death 
or held for accumulation for an income bo!neficiary. of the person are pnncipal. 
Principal includes the following: (2) Rece1pu in the form of periodic payments 

(1) CAnsideration received by the trustee on the (other than corporate distributions to stoCkholders), 
aale or other tnnsfer of principal or on repayment of including ...,nt. interest. or annuities, not due at the 
a loan or u a "'fund or replacement or change in the date of the death of the person shall be treated u 
form of principal. accruing from day to day. That portion of the 

receipt accruing befo..., the date of death is principal 
(2) Proceeds of property taken on eminent domain and the balance is inrome. 

proceedings. 
(3) Proceeds of insurance upon property fanning (c) In all other cues. any receipt from income-pro-

part of the principal except proceeds of insurance ducing property il inrome even though the receipt 
upon a aeparate inte...,at of an income beneficiary. was earned or accrued in whole or in part before tho 

date when the property became aubject to the tnat. 
(() Receipts allocated to principal u provided in 

Secuon 16304. (d) IC an income beneficiary's right to income 
(5) Stoek dividends. receipts on liquidation of 1 ceues by death or in any other manner. all payments 

rorporauon. and other corporaUI distnbutiona u actually paid to the inrome beneficiary or in the 
provided in Section 16306. hands of the trustee for payment to the income 

beneficiary befo..., ouch termination belong to the 
(6) Receipts from the disposition of corpon.UI income beneficiary or to his or her personal "'P~ 

securities as provided in Secuon 16307. aentative. All income actually received by the trust· 
(1) Royalties and other receipts from dU.i>osition ee after such termination shall be paid to the person 

of natural "'sources aa prov1ded in Section 16309. next enutled to inrome by the terms of the truSt. 

1!!i Receipts from other principal subject to deple- This subdivision does not apply to inrome received by 
tion u provided in Section 16310. a trustee under subdivision (b) of Section 16305. 

(9) Any profit resulting from any change in the 
form of principal except a& prov1ded in Section 16311 
on underproductive property. 

(e) CArporate distributions to atockholders shall be 
treated as due on the day fixed by the rorporation 
for determination of stoCkholders of record entitled 
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Part ~ ADMINISTRATION § 16307 

to distribution or. if no date is fixed, on the date of 
declaration of the distribution by the corporation. 

(Added by Stats.l986, c. 820, § ~0.) 

Op~rativt July 1, 1987. 

§ !6305. Income earned during adminiatration of 
estatr 

(a) Unless the will otherwise provides, income 
from the property of a decedent's estate after the 
death of the testator and before distribution, includ
ing income from property used to discharge liabili· 
tits. shall be distributed in the manner set forth in 
Chapter 11 (commencing with Section 660) of Divi
lion 3. Income received by a trustee under this 
aubdi,;sion shall be treated as income of the trust. 

(b) \\'hen an income beneficiary's right to income, 
including interest payable under Section 663, ceaoes 
by death or in any other manner during the period of 
probate administntion, income attributable to the 
penod prior to the termination of such right, when 
aub5tquentlr received by the trustee, ahall be equita· 
bly prorated between the beneficiary or his or her 
personal representative and the person next entitled 
to income b)" the terms of the trust instrument. 

!Added by Stats.1986, c. 820, f ~0.1 

Operative July 1. 1987. 

I 16306. Corponate dlatributlona 
(a) Corporate distributions of shares of the distril>

uting corporauon, including distributions in the form 
of a lto<:k split or stock di'·idend, are principal. A 
ri&:ht to subacnbe to shares or other aecuritiea iuued 
by th• distributing corporation accruing to stock· 
holders on account of their ato<k ownership and the 
pi)>Ceeds o! any sale of the right are principal. 

(b) Except to the extent that the corporation 
iDdic.ates that some part of a corporste distribution is 
a aettlement of preferred or guaranteed dividends 
attrued since the trustee became a atockholder or is 
iD !~u of an ordinary ash dividend, a corporate 
diatnbution is pnncipal if the distribution ia pursuant 
to any of the following: 

(I) A all of shares. 

dation or any distribution of assets. other than cash 
pursuant to a court decree or final administntiv; 
order by a government agency ordering distribution 
of the particular a.uet.s. 

(c) In the case of a regulated investment company 
or a trust qualifying and electing to be taxed under 
federal law as a real estate investment trust: 

(I) Distributions made from ordinary income are 
incom·e. 

(2) All other distn'butions. including diatributio!l3 
from capital gains, depreciation, or depletion, wheth
er made in the form of cash, an option to take new 
atock or cash, or an option to purchase additional 
ahares, are principaL 

(d) Except u provided in aubdivioions (a), (b), and 
(c), all corporate distributions are income, including 
ash dividends, distribution• of or rights to aubscribe 
to shares or securities or obligations of corporations 
other than the disu;ibu!,ing _coi'Jl'Oration, and the 
proceeds of the right.s or propeny distributions. 
Except u provided in subdivisions (b) and (c), i! the 
distributing corporauon gives a stockholder an O?
tion to receive a distnbution either in c:ash or in ita 
own shares, the distnbution chosen ia income. 

(el The trustee may rely upon any o!At~m~nt of 
the distributing corporation u to any fact relevant 
under any provision of this chapter concerning the 
aource or chan.cter of dividend• or distributions of 
corporate us•t.s. 
(Added by Stata.!986, c. 820, f ~0.) 

Operatiw: Julv 1, 1987. 

I 16307. Banda and other obll(lltlona 
(a) Bonds or othor obligations !or the payment of 

money an principal at their inventor}' value, exe<pt 
u provided in subdi,;.ion (b) for discount bonds. No 
provision ahall be made !or amortization o! bond 
premiums or !or accumulation for discount. The 
proceeds of sale, redemption, or othor diapoaition of 
the bonds or obligations are principal. 

(b) The in=ment in value of a bond or oth•r 
obligation for the payment of money payable at a 
future time in accor<iance with a fiXed schedule of 
appreciation in excu& of the price at which it was 

(21 A merger, consolidation. reorganization, or iasued ia distributabl• as income. The incrt!ment in 
0\her plan by which usets of th• corporation are value is di&tributable to the beneficiary who wu the 
&~"""0 0 Y anoUler corporation. income beneficiary at the time of increment !rom the 
. (3) A tot2.l or partial liquidation of the corporation, first princip&l c:ash available or, i! none ia available, 
lll<iud.ing any distribution which the corpon.tion when realized by &al•. redemption, or other dispo&i-
iodicates is a di&tribution in total or partial liqui- tion. Whenever unrealized increment ia distributed 
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§ 16307 TRUSTS Dir.! 

as income but out of principal, the principal shall be 
retmbursed for the increment when realized. 

(Added by Suu.l986, c. 820, ~ 40.1 

Optra.tivt July 1, 1987. 

§ !6308. Busine51 and farming' operation• 
(a) If a trustee uses any part of the principal in the 

operation of a business, including an agricultural or 
farr.ang operation, of which :.he settlor was a sole 
propnetor or a partner, the net profits and losses of 
the business shall be computed in accordance with 
re<:o~r.~ized methods of accounting for a comparable 
business. Net profi~ from a business are income. 
Net losses from a business do not reduce other trust 
income (or the fiscal or calendar yeu during which 
they occur but shall be c:~rried into subsequent fisC!I! 
or alendar years and reduce the net profits of the 
business for those years. 

(bl Subdi,·isi~n (a)· is subject to the prov;sions of 
Sect:on 16313 and for thi!l purpose any property of 
the busmess or agncultur:t.l or fanning operauon 
shail be deemed to be "trust property" within the 
meanmg of Section 16313. 

(AOOtd oy ~UU.1~~6. C. 820, ~ ~0.) 

Optra.tit•t July 1, ]987. 

§ 16309. !':atunol resources 
(al lf any part of the principal consists of a right 

to .,cetve royalties. ovemding or limtted royalties, 
woriong interests, producuon payments, net profit 
interests, or oth.r interests in minerals or other 
n:ltural resources in, on. or under land, the receipts 
from ~king the natunl resource• from the land 
&hail be allocated as follows: 

(1) I! received as rent on a lease or exteruion 

and (2) shall be apportioned on a yeuly basis in 
accordance with this paragnph whether or not any 
natural resource was being taken from th<: !auJ •• 
the time the trust was established. The receipu 
shall be allocated entirely to income or apportioned 
between income and principal as the trustee in it.s 
discretion mav detennine, but the amount added to 
principal as ~n allowance for depletion may not 
exceed the lesser of (A) the percentage of gross 
receipts allowed as a deduction for depletion in 
computing taxable income for feder:t.l income u:r 
purposes or (B) 50 percent of the net receipts 
remaining after payment of expenses, direct and 
indirect, computed without allowance for depletion. 

(b) This section does not apply to timber, water, 
soil, sod, dirt. turf, or mosses. 

(Added by Suu.l986, c. 820. t 40.) , 

OptratiVf! July 1, 1987. 

§ 16ll0. Pro!>"rlY 1ubject to depletion 

If the princ:p~l consists of property subject' to 
depletion, other than property subject to Sec<~on 
16309, including land from which merchanuble ern· 
ber may be removed and. when subject to deplecon 
or amortization, leaseholds, patents, copyrights, roy· 
alty rights. and ri~;hu to receive payments on a 
contr:>ct for deferred com!>"ns~tion, receipts from 
the property shall be allocated entirely to income or 
apportioned between income and principal as the 
trustee in its discretion may detennine, but in no 
event •hall the amount alla<::t.ted to principal exeffd 
a reasonable allowance for depletion or amortization. 

(Added by Suu.l986, c. szo. 1 •o.) 

Operotiv~ July ], 1987. 

payments on a lease, the receipts are income. § !6lll. Under;>roductlre property 

(21 I! received from a production payment., the (a) Except as otherwise provided in this se<:tion. & 

recetpts are income to the extent of any factor for portion of the net proceeds of sale o! any part of 
interest or its equivalent provided in the govemmg pnncipal which has not produced an average net 
instrJmenL There shall be allocated to principal the income of at least 1 percent per year of its inventory 
!nct:on of :.he balance of the receipts which the value for more than a year, including as income the 
unrecovered cost of the production payment bears to value of any beneficial use of the property by tl:e 
tl:e ba!ance owed on the production payment. exclu- income beneficiary, shall be treated as delayed in· 
sive of any factor !or interest or its equivalent. The come to which the income beneficiary is entitled u 
11":ttFts not allocated to principal are income. provided in this section. The net proceeds of sale are 

(31 If received as a royalty, overriding or limited the gross proceeds received. including the value of 
royait";, or bonus. or {rom a working, net profit. or any property received in substitution for the proper-
anv other interest in miner:t.ls or other natunl ty disposed of. less the expenses, including capit.:ll 
re;ources, receipta not provided for in par.1graphs (1) gairu tax, if any, incurred in disposition and less 'JJJY 
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Part 4 ADMI!IIISTRATION § 16312 

urrying charges paid while the property was under
productive. 

(bl The sum allocated as dela:.'ed income is the 
difference between the net proceeds and the amount 
which, had it been invested at simple interest at 5 
percent per year while the property was underpro
ducti\·e. would have produced the net proceeds. This 
sum. plus any carrying charges and expenses previ
ously charged against income while the property was 
underproductive, less any income reeeived by the 
income beneficiary from the property and less the 
nlue of any beneficial use of the property by the 
income benefic;arv, is income, and the balance ia 
principal. · 

(c) If principal subjeet to this section is disposed of 
by conversion into property which annat be appor· 
boned easily, including land or mortgages, (for 
uample, real property acquired by or in lieu of a 
foreclosure), the income beneficiary is entitled to the 
net income from any property or obligation irit.ii' 
whtch the original principal ia convened while the 
&ubstttuted property or obligation is held. If within 
fiv• years after the conversion the aubstituted proJ>' 
trty has not been further convened into east!~· 
apportionable property, no allocation as provided in 
lhtS seetion shall be made. 

(d) This seetion does not apply to securities listed 
on a national secunties exchange or traded over the 
counter if the secuntie& are held in a broadly 
div•rs~ified portfolio designed to produce a reason· 
ablt return appropriate to the purpo•u of the truat. 
!Addtd by Stau.1986. e. 820. 1 40.) 

O,xratit'l! Julv J, 1987. 

f 16312. Chart .. &{ainat lncom• and principal 
(al After determining income and principal in ac· 

rordance with the term• of the trust in&trument or 
'JI'tth this chapter. the trultee shall charge to income 
or princtpal expenses and other charges as provtded 
in this section. 

(b) The following charges ahall ~ made against 
inrome: 

(1) Ordinary expenses incurred in connection with 
lh• administration, management. or preservation of 
lh• trust property, including regularly recurring 
ta'tP• ~'!!!!~~d ab::.!nst a.ny portion of the principal. 
water rates. premiums on insurance taken upon the 
:W~. cDUt u! Lhe mcom~ beneficiary, remainder bene
ftci.>ry, or trustee, interest paid by the trustee. and 
ordinary repairs. 

(2) The trustee in ita discretion may make a 
reasonable allowance for depreciation on property 
subject to depreeiation under generally accepted 
accounting principles, but no allowance shall be 
made for depreciation of that portion of any real 
property used by a beneficiary as a residence. 

(3) One-half of court COlts, attorn•y's fees, and 
other fees on periodic judicial accounting, unless the 
court direets otherwise. 

(4) Court costs, attorney's fees, and other fees on 
other accountings or judicial proceedings if the 
matter primarily concerns the income interest. un· 
less the court directs otherwise. 

(5) On~half of the tru&tee's regular compensa
tion, whether based on a percentage of principal or 
income, unle55 the court directs otherwise. 

(6) All expense& rea.sonably incurred for cun-ent 
management of principal and appliation of income. 

(7) Any tax levied upon receipts defined as income 
under this part or the trUSt in&trument and payable 
by the trustee. 

(c) If charges against income an of unu&ual 
amount. the trustee may by means of reserve& or 
other rea.sonabl~ means charge t.IJem ove" ~ re~o::· 
able period of time and withhold from distribution 
aufficient aums to r•gularize distributions. 

(d) Th• following chargea ahall ~ made againat 
principal: 

(1) Truatee'a compensation not chargeable to in· 
come under paragraph• (4) and (5) of aubdivtOion {b), 
apeci.>l compensation of trll&tees, expenaes reason
ably incurred in connection with pnnctpal, court 
coats and attorney'• feea primarily concerntng mat· 
tero of principal. and trustee'a compenuuon comput
ed on princtpal u IIJl acceptance, distnbution, or 
termination fee. 

(2) Charges not proVIded for in aubdivision {b), 
including the cost of invuting and reinvesting princi
pal, the payment.& on principal of an indebtedneSI 
(including a mortgage amortized by periodic pay· 
ments of principal), expenses for preparation of 
property for rental or aale, and, unless the court 
directs otherwise, expensea incurred in maintaining 
or defending any action or proceeding to construe 
the trust or protect it or the property or assure the 
title of any trust property. 

(3) Extraordinary repairs or expenses incurred in 
making a capital improvement to principal. including 
apecial assessments. but a trustee may establish an 
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§ 16312 

allow..nce for depre<:ia.tion out of income to the 
exU!nt permitted by paragraph (2) of subdiviaion (b) 
..nd by Section 16308. 

(4) Any t1it levied upon_ profit, gain, or other 
re<:eipts alloeau.d to principal notwithsunding de
nommation of the taX a.s &n income taX by the taXing 

authority. 
(M If an e•Ute or inheritance taX is levied in 

re•pect of a tru5t in which both an income benefi
ciary and a remainder beneficiary have an intere•t. 
&nY amount apportioned to the tru•t. including 
penalties, even though the income beneficis.ry abo 
has rights in the principal. 

(e) Regularly re<:uning charge& payable from in
come •hall be apportioned to the .arne extent and in 
the nme manner that income is apportioned under 
&ction 1630-4. 

{Addod by s~u.l986, e. 820, t 40.1 

Opcrulit-. Jwtv I, I987. 

1 16313. Depre<:iatlon or depletion; ....., • .,. or 
allowance 

The tru5tee is not required to set aaide a reserve or 
allowance from trust income for depre<:ation or 
depletion of, ·or to amortize, any tru5t property 
unle51 the trUSt instrument expreuly requires a 
re•erve or allowance. Nothing in this chapter pre
vents a trustee in its discretion from esublishing a 
reserve or allow..nce, or from continuing any previ· 
oua practice of maintaining a reserve or allowance. 

{Added by Stats.1986, e. 820, t 40.) 

Opcruliw July I, I987. 

166 

!-----------------



Appendix F: 

Model Executor's Account.6 

6. From the Committee on National Fiduciary Accounting 

Standards report entitled, "Uniform Fiduciary Accounting 

Principles and Model Account Format," dated May 1980. 
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Date of Death: 
Date cf Executor's Appointment: 
Ac:ounung for the Penod: 

MODEL EXECUTOR'S ACCOUNT 

FIRST AND FINAL ACCOUNT OF 
William C. Doe. Executor 

For 
ESTATE OF John Doe. Deceased 

November 14, 1978 
November 24. 1978 
November 24. 1978 to 
November 30, 1979 

Purpose of Account: William C. Doe. Executor. oHers this account to acqua1nt Interested pames w1th the 
transactions that have occurred dunng h1s adm1n1strauon. 

The account also indicates the proposed distribution of the estate. 

It :s :mportant that the account be carefully examined. Requests for additional information or questions or 
ct:;cc::cns can be oiscu::sed w::h: 

[Name of Executor. Counsel or other appropriate 
person] 

[address and telepnone number] 
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SUMMARY OF ACCOUNT 

Fiduciary 
Current Acquisition 

Page Value Value 

P~ccosed Distnbution to Beneficiaries 16-64 s ~02.974.56 $ 90.813.96 

PRINC:PAL 
Rece1ots 16-55 $ 160.488.76 
Net Gain (or Loss} on Sales or Other Disposition 16-57 2.662.00 

$ 163,150.76 

Less Disbursements: 
Ceots of Decedent 16-58 s 485.82 
Funeral Expenses 16-58 1.375.00 
Adm1n1strauon Expenses 16-58 6,156.34 
Fees 16-58 11 689 64 19.706.80 

Balance before Distnbutions $ 143,443.96 
Distnbut10ns to Benefic1anes 16-59 52.630.00 
Pnnc1pa1 Balance on Hand 16-60 $ 90,813.96 
For lnformauon: 

Investments Made 16-61 
Changes in Investment Holdings 16-61 

INC8ME 
Rece1pts 16-62 $ 2.513.40 
Less Disbursements 16-63 178.67 
Balance Before Distnbutions $ 2.33473 
Distnbut10ns to Benetic1anes 16-63 2.334.73 
Income Balance on Hand -o-
Comb1ned Balance on Hand $ 90.813.96 
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RECEIPTS OF PRINCIPAL 

Fiduciary 
Assets Listed in Inventory Acquisition 
(Valued as of Date of Death} Value 

CASH: 
First National Bank - checking account $ 516.93 
Prudent Sav1ng Fund Society - sav1ngs account 2,518.16 
Cash in possession ot decedent 42.54 $ 3,077.63 

TANGIBLE PERSONAL PROPERTY: 
Jewelry-

1 pearl necklace 515.CO 
Furniture-

1 ant1que highboy $ 2,000.00 
1 antique side table 60.00 
1 ant1que cha1r 55.00 2,115.00 

SiCCKS: 
200 shs. Home Telephone & Telegraph Co .. common $ 25.000.00 

50 shs. Best Oil Co .. common 5,000.00 
1,000 shs. Central Trust Co .. cap1tal 50.850.00 

151 shs. Electric Data Corp .. common 1,887.50 
50 shs. Fabulous Mutual Fund 1.833.33 

200 shs. XYZ Corporation. common 6.000.00 90.570.83 

RE..l..LTY: 
Res1dence - 86 Norwood Road 

West Hartford, CT 50.000.00 

Total Inventory $ 146,278.46 

Receipts Subsequent to Inventory 
~alued When Received} 

2122179 Proceeds of Sale - Best Oil Co., 
rights to subscribe rece1ved 2115/79 $ 50.00 

3/12179 Fabulous Mutual Fund. capital ga1ns 
dividend received in cash 32.50 

5;'11/79 Refund ot overpayment of 1978 U.S. 
individual income tax 127.80 

9/25179 From Richard Roe. Ancillary Administrator. 
net proceeds on sale ot oil and gas leases 
in Jefferson Parish, Louisiana 10.000.00 $ 10,210.30 
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ADJUSTMENT TO CARRYING VALUES 
Increased value of 200 shs. XYZ Corporation. 

common stock upon audit at Feceral Estate Tax Return: 

AdJUSted value upon audit 
Value per Inventory 

Total Rece1pts cf Pnnc1pal 

171 

$ 10,000.00 
6.000.00 $ 4.000.00 

$ 160.J88. 76 



-· 

GAINS AND LOSSES ON SALES OR OTHER DISPOSITIONS 

Gam Loss 

217179 100 shs. Home Telephone & Telegraph 
Co., common 

Net Proceeds $ 14,025.00 
Fiduciary Acquisition Value 12.500.00 s 1,525.00 

3i15i79 1,000 shs. Central Trust Co .. capital 
Net Proceeds 27,467.00 
Fiduciary AcquiSition Value 25.425.00 2,042.00 

3/15/79 200 shs. XYZ Corporation. common 
Fiduciary AcquiSition Value 10.000.00 
Net Proceeos 9.000.00 s 1,000.00 

5:21/79 35 sns. Elec1ric Data Ccrp., common 
Net Proceeos 530.00 
Fiduciary Acquisition Value 437 50 92.50 

7i20/79 $10,000 U.S. Treasury Bonds. 3%. 
due 7/1182 

Net Proceeds 10.000.00 
Fiduc1ary Acquisition Value 9.997.50 2.50 

Total Ga1ns and Losses s 3,662.00 s 1,000.00 

Less Loss 1.000 00 

Net Ga1n s 2.662.00 

- ,._ 
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DISBURSEMENTS OF PRINCIPAL 

DEBTS OF DECECENT 
1/25i79 John T. Hill. M.D .. proiessional services $ 250.00 
4/12179 Slate Tax Commissioner. 1978 state 

capual ga1ns tax 156.00 
1125i79 Thomas Pharmacy, prescriptions 23.82 
211/79 Sanders Hardware, purchases per bill 

dated 12/15/78 56.00 s 48582 

FUNERAL EXPENSES 

1/10/79 Smith Funeral Home. services 1.200 00 

2115i79 Jones Memorials. grave marker 175.00 1.3750() 

ADMINISTRATION EXPENSES 

11114/78 C!erk of Court, probate costs 72.00 

2122179 Henry Sm1th, appra1sal of 
jewelry and antiques_ 50.00 

11/16/79 Arden, Miles & Solomon, disbursements 56.00 

Vanous miscellaneous affidavits, 
registered ma1l, toll telephone 
charges and other costs 16.25 194 25 

FEDERAL AND STATE TAXES 
8/13/79 State Tax Comm1ss1oner. state death tax 2.501.33 

8/13/79 Internal Revenue Serv1ce, 
federal estate tax 2,663.29 

11/i5i79 Internal RevtliiUt! S"rvict1, U.S: fiduciary 
income lax for liscal year 
end1ng 7/31/78 

(attnbutabie to cap1tal ga1ns) 283.84 

11/23/79 Internal Revenue Serv1ce. 
delic1ency in Federat Estate Tax $ 505.24 
interest 8/14/79 to 11/24179 8.39 513.63 5,962.09 

FEES 
11/16/79 Albert Schryver, Esq., 

tee as Guardian ad lilem 375.00 

11/16/79 William C. Doe. Executor's 
pnnc1pal comm1ss1on 

5% on $50.000 
4% on $50.000 
3% on $60.488 6,314.64 

11/16/79 Arden, Miles & Solomon, attorney's fees 5.000.00 11.689.64 

$ 19.70680 
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12/1/78 

12/1/78 

DISTRIBUTIONS OF PRINCIPAL TO BENEFICIARIES 

10: Janet Doe. in satisfaction of gift under Article FIRST of Will 

1 pearl necklace $ 
1 antique highboy 
1 antique side table 
1 antique side chair 

10: Janet Doe. in sat1sfact1on of g1ft under Artic~e SECCND of Will 
Residence - 86 Norwooa Road 

West Hartfora. CT 

Total Distnbutions of Principal to Beneficiaries 
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515.00 
2.000.00 

60.00 
55.00 

(l • 

$ 2.630.00 

50.000.00 

$ 52.630.00 



PRINCIPAL BALANCE ON HAND 

Current Value Fiduciary 
12/10/79 Acauisition 

or as noted Value 
Cash $ 5.305.63 $ 5.305.63 
Slacks: 

50 shs. Best Oil Co .. common 4,500.00 5.000.00 
1,000 shs. Central Trust Co .. cap1tal -

value at most recent sale. 9/18/79 
116 sns. Electric Data Corp .. common -

32.168.76 25,425.00 

not traded, value per company books. 
12/29/78 1,684.00 1.450.00 

50 shs. Fabulous Mutual Fund 4.016.17 1,833.33 
200 shs. Home Telephone & Telegracn Co .. 

common 16.000.00 12.500.00 
$40.000 U.S. Treasury Bills due 12/14179 39.300.00 39.300.00 

$ 102.974 56 $ 90.813.96 
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INFORMATION SCHEDULES- PRINCIPAL 

INVESTMENTS MACE 
2!1179 $10,000 U.S. Treasury Bonds, 3% 

Less accrued interest ccllec:ed 6/29/79 
9/14/79 $40,000 U.S. Treasury Bills, 

11/14/78 

1115/79 

3115i78 

11/14/78 
2!7/79 

3130179 

due 12/14/79 

CHANGES~IN INVESTMENT HOLDINGS 

CENTRAL TRUST CO. 
1.000 shs: Capital stock. 

par $5 inventcned 
1 .000 shs. additional rece1ved in 2 - 1 split. 
__ par reduced to $2.50 

2.000 shs. par $2.50 earned at 
1,000 shs. sold, carried at 

1 000 shs. remaining, carried at 

HOME TELEPHONE & TELEGRAPH CO. 
200 Shs. common par $10, inventcned 
100 shs. sold, earned at 

100 shs. remaining, earned at 
100 shs. additional received in 2- 1 split, 

par redt.:ced ro 55 

200 shs. par $5 carried at 
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$ 10,022.50 
___ 2_5_.0~0 $ 9,997 so 

39,300.00 

$ 50.850.00 

50,850.00 
25.425.00 

$ 25.425.00 

$ 25.000.00 
12.500.00 

12.500.00 

$ 12.500.00 



RECEIPTS OF INCOME 

DIVIDENDS 
Best Oil Co .• common 

1/2179 to 10/2179-50 shs. 

Central Trust Co .. common 
1/15/79-2.000 shs. 
4/13/79 to 10/15/79- 1,000 shs. 

Electric Data Corp., common 
12129/78 to 3130179 - 151 shs. 
6/29179 to 9/28/79 - 116 shs. 

Fabulous Mutual Fund 
3112179 to 9/12179 - 50 shs. 

Home Telephone & Telegraph Co .. common 
211179 - 200 shs. 
5/1/79 to 11/1/79- 200 shs. 

(after stock split) 

INTEREST 
U.:S. Treasury Bonds. 3%.~due 711182 

6/29179 :.._ $10,000 . 
Less: accrued interest paid 

on purchase 211179 

177 

$ 600.00 
900.CO 

30.20 
23.20 

225.00 
450.00 

150.00 

125.00) 

Total 

$ 20.00 

1.500.00 

53.40 

140.00 

675.00 s 2.388.40 

125.00 125.00 

$ 2.513.40 
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DISBURSEMENTS OF INCOME 

11/15/79 U.S. Fiduciary Income Tax for fiscal 
year ended 7/31/79 (allocable !o income) 

To be paid: 
William C. Doe - Executor's income commission 

5% on $2.513.40 

DISTRIBUTIONS OF INCOME TO BENEFICIARIES 

TO: William C. Doe. Trustee under Anicle FOURTH (A) for Walter Doe 
11/16/79 Cash 

TO: Sharon Doe 
11/16/79 Casn 

178 

$ 53.00 

125.67 

s 178.67 

$ 1,167.37 

1.167.36 

Total $ 2.334 73 



PROPOSED DISTRIBUTIONS TO BENEFICIARIES 

Per Article FOURTH (A) of Will: 

10: William C. Doe. Trustee for Walter Doe 

25 shs. Best Oil Co .. common 
500 shs. Central Trust Co., capital 

58 shs. E!ectric Data Corp., common 
25 shs. Fabulous Mutual Fund 

100 shs. Home Telephone & Telegraph 
Co .. common 

$20.000 U.S. Treasury Bills, due 12114/79 
Cash 

Per Article FCURTH (B) of Will: 

10: Sharon Doe 

25 shs. Best Oil Co .. common 
500 sns. Central Trust Co .• capital 

58 sns. E!ectnc Data Corp., common 
25 sns. Fabulous Mutual Fund 

100 shs. Home Telephone & Telegraph Co .. 
common 

520.000 U.S. Treasury Bills. due 12114179 
Casn 

·central Trust Co.- valued at most recent sale. 9/18179 

Total 

Current Value 
12110/79 

or as noted 

s 2.250.00 
16,084.38. 

842.oo· 
2.008.09 

8.000.00 
19,650.00 

2.652.81 

s 51,487.28 

s 2.250.00 
16.084 38. 

842.oo· 
2.008.09 

8,000.00 
19,650.00 
2.652.3 I 

s 51.487.28 
s 102.974 56 

•E!ectrio Data Corp. - not traded, valued per company books 12129/78 
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s 

s 

Fiduciary 
Acquisition 

Value 

2.500.00 
12,712.50 

725.00 
916.67 

6,250.00 
19.650.00 
2.652.81 

45,406.98 

$. 2.500.00 
12,712.50 

725.00 
916.67 

6.250.00 
19.650.00 
2.o!J~.I:ll 

$ 45.406.98 
$ 90.813.96 



WILLIAM C. DOE. Executor under the Last Will and Testament of JOHN DOE. deceased. hereby de
clares unaer oath [penalties of pequry] that he has fully and faithfully dischargea the duties of his oHice: 
that the foregoing Rrst and Final Account is true and correct and fully disc!oses all s1gn1ficant transac
tions occurring during the accounting period; that all known claims against the estate have been paid in 
full; that. to his knowledge. there are no claims now outstanaing aga1nst the Estate: ana that all taxes 
presently due from the estate have been paid. 

Sut:scnbed ani::J~sworn to : 
by WILLIAM C. DOlO before 
me th1s day of------, 19_. 

Notary Public 

WILLIAM C. DOE 
Executor 
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Appendix G: 

1987 u.s. Fiduciary Income Tax Return.? 

7. Proof copy, as of August 5, 1987; final version not 

available from the Government Printing Office as of the 

date of issuance of this report. 
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Fo•m 1 041 I 
U.S. Fiduciary Income Tax Return I OMB No !54').0092 

for the c.alend.Jr ye~r 1987 or flsc~l yeu 

r ~®87 Oroutmtonloitne Trusury 
Intern~! A~nue- Sen11ce be~mnm~ . 1987. and tnllrn't . 19 
ChecK -'PPilabl• bouts: N.1mr or est.llf' or truu tgro~nror typr uun. sec '"'Utuct•onSI EmplOY•' •dcntaiiCAtron numo•r 

c o~e-oenl's estate 
0 Simole trust N.amf' .1nd I•UI! oll•ducro~ry 

I 
O.ate en tHy crc.ated 

C C.:amoler. trust 
C Grantor type trust 

Nonexempt cnafltaOie ana SOhi·JOteres: [j Bantcruotcv estate Mdre'SS ot hauc••rv (numocr •no sueeo 
trusts. cneck aoplrcJDie ooxes (see 

G F amuy estate trust IMSifUC{IOMS): 
C Poored rncome fund C•tv. stiltr . .anCillP cooe 0 OescntH!cJ m sect•on J.9J7(a)( L) G lnrtrat return 

0 C .\mended return Not a pr.vlHe tounaatron 

C F •nat r~turn Check 1f th1s return IS for a snort taxable vear tsee mstructrons) • r. 0 o~scnbect .n sect•on J94 7ta)(2) 

I 
1 
2 
3 .,, 
4 e: 

01 5 u• 
c: 

6 
7 
8 

I

. 10 

11 
12 

.... 13 
g; 14 

~: 15 
~; 16 

~~17 
118 

1

19 
20 
21 

Please 

Sign 
Here 

01v1dends . 

Interest 1ncome 

Income (or tosses) from partnerShipS, other estates or other trusts (see mstruct10ns) 

Net rent and royalty oncome (or ross) (attach Schedule E (Form 1040)). . . . 

Net busmess and farm oncome (or loss) (attach Schedules C and F (Form 1040)) . 

Capo tal gaon (or ross) (attach Schedule 0 (Form 1041)l . . . .· ..• ·'· 
Ordonary gaon (or loss)(attach Form 4797) . . . 
Other 1ncome (state nature of 1ncome) 

Tot~l Iones 1 t 

Interest. 

Fiducrary fees . 
Charotacle deductron (from Schedule A. lone 6) 

Attorney, Jccountant. and return preparer fees 

Other deductrons (rncludrng tJxes) (attach sch•dul•l 

Tot~l (add lon•s 10 through 14) . . . . . . . . . . . .,. 1--!2-"------...!..--
Adlust•d total rncome (or loss) (subtrJct lrne 15 from lrne 9) . . . . . ;, ~ . . . · . . . 

Income drstrobutron deductron (from Schedule B. lrne 17) (see rnslrudroos) (~I ~/duro K·1 (Form 104 1)). 
EstJie tax d•ductron (attach comoutatron) . . . . • . . . . . (') . . . . . . 

Exemptron . ~- fJ .,.· 119 1 

Tot~l (Jdd Iones 17 through 19) . ·. . . . i-..!o2~0~I _____ ;__ 
T axaOie- •ncome of hduCIJfV (subtract line 20 from line 16) . ., 21 1 

hx: G ~Tax rate schedule o u Schedule 0 r tJx ..................... ;Total .,. i;..:2"'2.;;cu.i _____ !.___ 

~::::::~ O~F:~~e~g;;~x [j'j;~;~·J~GB .. O .. F~;;;·sa:4NO'~t47;1~~o·;;,;·G76s'(J'j;~;~t:~;6 ~
2~23~4c~: _____ ;__ 

Total (add Iones 23c and 24) . . . . . . .~ . • . . . . . . . . . .,. l--.!o2,;5....:.... ____ -l.. __ 

Balance (subtract lrne 25 from lrne 22c) . . 0--( ':::::::J . . 26 
Recapture of onvestment credrt (attach Form 4255). ~· }-!i2L,7...!., _____ !.___ 

Alternatrve monrmum tax (attach Form 8656). . .·r()\ .· J-!:2c!:8:._' _____ :.___ 
Total (add Iones 26 through 28) . ~ .,. J..-!:2~9~ _____ :.,__ 

Credits: a Form 2439 : b Form 413 ,-... .......... : c Form 6249 ................ ;Total .,. 30d r I 

Payments a !98 7 estrmatea tax oavments .,. 0 i@.%~~¥Bi$J4iMw/% 
b Pard woth uren11on ot ume to 1110 \all!cn form~' '() ................ ; c >Vrrnnero.,. .................. ;Total .,. 3ldj I 

Total (add lrnes 30d and 3ld) . . () .. . . . • . . .,. 32 i I 
B~lance of tax duo (subtract lrne 32 from lr ) (see rnstructrons) 33 I 
Overoavment (subtract line 29 from line 32) 34 

Amount or line 34 to oe: a CieOitea to 1988 esumatea taxes t- ..................................................... YUt&btfWIU#.IIiiHiiitHPIItl#llt.fiZ'IItlllt 

b Treated as pard by trust benelrcrarres(Attach Form 1041·D.,. ................................ Refunded .,. b3~5:,c~:..,..,.,.,_...,.,.;.,.l.,.,. 
Check • ., tf Form 22 !0 l2210F) IS attache-d (see InStructions) Penalty: s r~;,~¢:ti¥0~(l.#ll~lh!P1.Zt,~tfAI#tl•~~·; 

I 

ut~oer oenoil•h«'S or oerrurv. 1 aec1"u~ rn.ac 1 n.ave eum•nt-o I"'' return. •ncn~o•nl!l "c:como.llny•n~~: scr.tou11tl o~~no stJtements. ana to tne oestol mv •roowle'OIIe .:ma 
~t•el •1•S uue. corrrct. ""(J complete. Oe-ct.ar.at•on at orep•r~ (OII'Ier lh•n hOUCioilty) •l b.aw<J on .all•ntorm.ahon of wh•cn oreo.1rer h,n .any know•eogt 

~ I .. 
S•ijnarure ol I•OUCI.IIty or oll•cer ft'Oreosent•nlll t.Ouc•.arv I C•le 

Preo•rer '5 ~ o.u. I Paid ChKk•l 
Preparer's ~'.;.'K:_"_"_"'_• ____ ~--------------J ______ ...!.,;':!C"':!..' ~..,~·:::·•~v~··~"':...!::O:!..J __ -'--...:...----

r.,rn '5n.arne1or L 1 E. • 
Uso Only r••" ,, '"''·•morov.at r 1 

No 
! [!Pcooe t-

For P.1perwork Reduction Act Notice, see p.;age 1 of the .nstrucllon~. Form 1041 1:<;:0.:-
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form 1041 ( 1987) P•~• 2 

Do not complete Schedules A and 8 for a simple trust or a pooled income fund. 

SCHEDULE A.-Charitable Deduction 
(Write the name and address of each charitable organization to whom your contributions total $3,000 or more 
on an attached sheet.) 

1 Amounts pa1d or permanently set aside tor chan table purposes from current year's gross 1ncome 

2 Tax·exempt mterest allocable to chantable arstnbuuon (see rnstructrons) r2=-~-----!..--

3 Balance (subtract lrne 2 lrom lrne 1) 1-'3'-i------....;_ __ 

4 Enter the net short·term caprtal gam and the net long·term caprtal garn of the curren~year allocable to 
corpus pa1d or permanently set as1de tor chantable purposes . . . . . . . . . . . . . r-'4:_;--------i---

5 Amounts pa1d or permanently set astde for chantable purposes from gross snc~ nor year (see 
onsrructrons) . . . . . . . . . . . . . . . . • . . . ~ 1-'5::.._;-----....;_ __ 

6 Total raad lines 3. 4. and 5\. Enter here ana on oa e 1. line 12 O 6 

SCHEDULE B.-Income Distribution Deduction 

1 Ad1ustea total mcome (Enter amount from page I. lrne 16) (It net los~~.) . . 

2 AdtusteCI tax-exempt tnterest (see InstructiOns) . . . . . ~ . . . . . 

3 Net gam shOwn on Schedule 0 (Form 1041). lrne 17. column (a) (I s. enter zero.) 

4 Enter amount from Schedule A, lrne 4 . . . . . . . . . . . . . 

5 Long term caprtal garn rncluded on Schedule A. lrne 1 . . . _ ~ . . . 

6 Short term caprtal gam rncluded on Schedule A. lrne 1 . . s::::J . . . 
7 If thl! amount on page 1. line 6. as a cap,talloss. enter ~er stttve f1gure . 

8 II the amount on page 1.1rne 6. os a caprtal garn. enter h gatrve hgure. 

9 Oostrroutable net rncome (comorne lrnes 1 through 8) . . . . . 

10 If a comolex trust. amount of 1ncome for the t~ ... erm1ned under the 
governrng rnstrument (accounting rncome) . . "V . . . . . . . '--'1_,0:....;,. _____ .~,_---/ 

11 Amount of 1ncome reQuited to be dtstnbuted ~n~1 ee rnstruct1ons) . . . . . 

12 Other amounts pard. credrtea. or otherwrse r~to be drstrrbuted (see rnstructrons) 
· 13 Total arstrrbutrons (add lines 11 and 12). (If ~r than line 10. see rnstructrons.) . 

14 Enter the total amount of tax·exempt rn~m~ded on line 13 . . . . . . 
15 Tentatrve rncome drstrrbutron deductoo rc tract lrne 14 from line 13) . . 

16 Tentatrverncome drstnbutron deductr ract lrne 2 from line 9) . 

.. changed. enter the old rnformatron.,. ................................................................. ~Yes r No 

x·exempt rncome? (If "Yes." enter the amount here .,. ................................. and attach I 
exoenses.) . . . . . . . . . . . . . . . . . . . . . . 

3 01d the estate or trust have any pass1ve actrvrty .ncome or loss? (If ·Yes ... enter the amount of any such tncome or loss on 
Form 8582. Passrve Actrvrtv Loss Lrmrtatrons. to fr~ure the allowable loss.) 

4 Ora the estate or trust recerve all or any part of the earnrngs (salary, wages. and other compensatron) of any rndrvrdual by 
reason of a contract asstgnment or srmllar arrangement? . . . . . . . . . 

5 At any trme durrng the tax year. did the estate or trust have an rnterest rn or a srgnature or other authorrty over a financral 
account rn a forergn country (such as a bank account. securrtres account. or other financral account)? (See the 
instructrons for questron 5.) . . . . . • . . . . 

If "Yes," enter the name of the forergn country .,. ........................................................................... . 

6 Was the estate or trust the grantor of. or transferor to. a forergn trust whrch existed durrng the current tax year. whether or 
not :he estate or trust has any beneficral interest rn rt? (If "Yes." you may have to file Form 3520. 3520·A, or 926.) . 

7 ChecK thrs box rf thrs entrty has filed or is requrred to file Form 8264. Applrcatron for Regrstratron of a Tax Shelter. 
8 Check thrs box rf thrs entrty rs a complex trust makrng the sectron 663(b) electron 
9 ChecK thrs box rf a sectron 643(e)(3) electron rs made (attach Schedule 0 (Form 1041)) 

10 c .. 
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. SCHEO.lJLE K-1 

(form 1041) 
Beneficiary's Share of Income, Deductions, Credits. etc.-1987 OMB No 154~ 0092 

lor the ulend•r year 1987. or flsul year 

becrnn•nl •.••.••••.•.•.••••• 1987. endlnc •.••••••••••••••• 19 

~®87 ~~n~nt ollne Trusurv 
lmetl'!.ll R-nu• S.rv.ce Complete .a ••parate Schedule K·l lor uch beneflcrary 

Name ol estat~ or trust to-

I htale or trusrs cmoloytttdenllliulum numoe:r .., 

Benehcrary·s name. adaress, and ZIP coCI! Frducrary·s name, address. ancl ZIP code 

0~ 
A. 4-Yeu Prorat•on.-Fiducr~ry: Check nere • O rf tt::~s Scneaute K-1 rs for a snort taxao•~~{ured by sectron 1403 of the Tax 
Reform Act of 1986. Beneficauy: If thrs box rs cnccked. you must prorate the column (b) amoll<!!!.~ept for hne 9a) snown below over a 
four vear oerrod beRrnntn'!' wrlh tnrs tax vear. (See the .nstruct10n5 on the other s•C1e of thiS sc~•eG/ 

(.a) AIIOCJ.tlle snJre 11 em (b) Amount I v (c 1enaar yur 1987 Form 1040 fliers enter 
I"'J /'... 1ne amounls 1n COlumn (b) on 

Dovodends . . . . . . . . . (<I '"''c.n"edule B. Part II. lone 4 

2a Net snon·term cao•tal gatn (or loss) V cl~neCJule 0. hne 5. column (f) or {g) 
b Net tong-term cap•lal ga1n (or Joss) <r~ . I Scneoule D. line 12. column (f) or (&J 

3 lnt~re!! !'?..-........., ~- Scne-<~Uie B. Pan 1. line 2 

(state 1111: oeouct•on (anacn comoutat•on) ~......_,., 
~rl"f''5'5 dPOuct•on'5 on term•nar•on tatt3cn co~Gbnl 
J,..,.,,,~u!Jnlf' Nrl r..n~rn-111v~ M.n,mum f.l,~!'lt._tnr:~m" 

~?'C''!i:r' IJ.res u ton ~eoJrate ·n~tt' ·fl. 

Ol,~rfttl!'mtzel ~( 
i rust oayments ol est•m;ueo tcues creo•teO 10 you 

TJI·~.remot 1nterest 

't--------il SchtOute A. hne .25 
! 1 Scheaule A_ l•ne 21 

t.nter on .JDDIICJOII!' unt" or ,.arm tl.:.Sl J 
rorm ..• oar .:>cnrau•e .... ~orm ,V .. \Ir ••nf' 1 

;;;,.iif;il.~~z$li:fi.Jli}.idh&t,!;~.Sh});;:..~.~.~i;q;i(/Zfi!Z:W.X1.1..':.v.1.:~~!:·.~:;;:::,:z~9E%,~~<; .. :::·:::,::~t;.;. 
1nc•uoe on r--age"'· une JJ. rorm lv .. u J 

I Ente, on Paii!t 1. hne 9 

( 
Enter on aoohcabl~ hnt ) 
of approonate tax form 

For P•~rwork R•duCIIan Acl Nollce, see P~l• I of the 1nstruct•onslot form 1041. Sc:heaule K-1 (Form 1041) 1987 
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Appendix H: 

The Internal Revenue Code of 1986.8 

8. Code Sections 641 - 692, pertaining to estates, from the 

1986 code as amended through P.L. 99-514. 
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ESTATES • TRUSTS • BENEFICIARIES 
IMPOSITION OF TAX 

Sec. 641 (1986 Code]. (a) APPLICATION OF TAX.-The tax imposed by section l(e) shall 
apply to the taxable income of estates or of any kind of property held in trust, including-

(1) inco~e accumulated in trust for _the benefit of unborn or unascertained persons 
or persons wtth conttngent tnterests, and tncome accumulated or held for future distribu
tion under the terms of the will or trust; 

(2) income which is to be distributed currently by the fiduciary to the beneficiaries, 
and income collected by a guardian of an infant which is to be held or distributed as the 
court may direct; 

(3) income received by estates of deceased persons during the period of administra
tion or settlement of the estate; and 

(4) income which, in the discretion of the fiduciary, may be either distributed to the 
beneficiaries or accumulated. 

(b) COMPUTATION AND P.W~IENT.-The taxable income of an estate or trust shall be 
computed in the same manner as in the case of an individual, except as otherwise provided in 
this part. The tax shall be computed on such taxable income and shall be paid by the 
fiduciary. 

(c) EXCLUSION OF INCLUDIBLE GAIN FROM TAXABLE INCO~IE.-

(1) GENERAL RULE.-For purposes Of this part, the taxable income of a trust does not 
include the amount of any includible gain as defined in section 644(b) reduced by any 
deductions properly allocable thereto. 

(2) CROSS REFERENCE.-

For the taxation of any includible gain, see section 644. 

SPECIAL RULES FOR CREDITS AND 
DEDUCTIONS 

Sec. 642 (1986 Code]. (a) CREDITS AGAINST TAX.-
(I) FOREIGN TAXES.-An estate or trust shall be allowed the credit against tax for 

taxes imposed by forei~n countries and possesstons of the United States, to the extent 
allowed by section 901, only in respect ot so much of the taxes described in such section 
as ts nut properly allocable under such section to the beneiictaries. 

(2) POLITICAL CONTRIBUTION.-An estate or trust shall not be allowed the credit 
a~ainst tax for political contributions provided by section 24. 

(a) FOREIGN TA.X CREDIT ALLOWED.-An estate or trust shall be allowed the credit against 
tax for taxes imposed by foreign countries and possessions of the United States, to the extent 
allowed bv section 901, onlv in respect of so much of the taxes described in such section as is 
not properly allocable under such section to the beneficiaries. 

(b) DEDUCTION FOR PERSONAL EXEMPTION.-An estate shall be allowed a deduction of 
$600. A trust· which, under its governing instrument, is required to distribute all of its in~ome 
currentlv shall be allowed a deduction of $300. All other trusts shall be allowed a deduction oi 
$100. The deductions allowed by this subsection shall be in lieu of the deductions allowed 
under section 151 (relating to deduction for personal exemption). 

(c) DEDUCTION FOR AMOUNTS PAID OR PERMANENTI.Y SET ASIDE FOR A CHARITABLE 
PURPOSE.-

( I) GENERAL RULE.-In the case of an estate or trust (other than a trust meeting the 
specifications oi subpart Bl, there shall be allowed as a deduction in computing its 
taxable income (in lieu of the deduction allowed by section 170(a), relating to deduction 
for charitable, etc., contributions and gifts) any amount of the gross income, without 
limitation, which pursuant to the terms of the governing instrument is, during the 
taxable vear, paid for a purpose specified in section 170(c) (determined without regard to 
section i70(c)(2)(A)). If a charitable contribution is paid after the close of such taxable 
year and on or before the last day of the year following the close of such taxable year, 
then the trustee or administrator mav elect to treat such contribution as paid during 
such taxable year. The election shall be made at such time and in such manner as the 
Secretary prescribes by regulations. 

(2) AMOUNTS PERMANENTLY SET AS!DE.-In the case of an estate, and in the case of a 
trust (other than a trust meeting the specifications of subpart B) required by the terms 
of its governing instrument to set aside amounts which was-

(A) created on or before October 9, 1%9, if-

(i) an irrevocable remainder interest is transferred to or for the use of an 
organization described in section 170(c), or 
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(ii) the grantor is at all times after October 9, 1969, under a mental disability 
to change the terms of the trust; or 

(B) established by a will executed on or before October 9, 1969, if-

(i) the testator dies before October 9, 1972, without having republished the 
will after October 9, 1969, by codicil or otherwise, 

(ii) the testator at no time_ after October 9, 1969, had the right to change the 
portions of the will which pertam to the trust, or 

(iii) the will is not republished by codicil or otherwise be:ore October 9, 1972, 
and the testator is on such date and at all times thereafter under a mental 
disability to republish the will by codicil or otherwise, 

there shall also be allowed as a deduction in computing its taxable income any amount of 
the gross income, without limitation, which pursuant to the terms of the governing 
instrument is, during the taxable vear, permanently set aside for a purpose specified in 
section 170(c), or is to be used exclusively for religious, charitable, scientific, literary, or 
educational purposes, or for the prevention of cruelty to children or animals, or for the 
establishment, acquisition, maintenance, or operation of a public cemetery not operated 
for profit. In the case of a trust, the preceding sentence shall apply only to gross income 
earned with respect to .amounts transferred to the trust betore October 9, 1969, or 
transferred under a will to which subparagraph (B) applies. 

(3) POOLED INCOME FUNDS.-In the case of a pooled income fund (as defined in 
paragraph (5)), there shall be allowed as a deduction in computing its taxable income 
any amount of the gross income attributable to gain from the sale of a capital. asset held 
for more than 6 months, without limitation, which pursuant to the terms of the 
governing instrument is, during the taxable year, permanently set aside for a purpose 
specified in section 170(c). 

(4) ADJUSTMENTS.-To the extent that the amount otherwise allowable as a deduc
tion under this subsection consists of gain from the sale or exchange of capital assets held 
for more than 6 months, proper adjustment shall be made for any deduction allowable to 
the estate or trust under secuon 1202 (rclatinr. to deduction for excess of capital gains 
over capital losses). In the case of a trust, the deduction allowed by this subsection shall 
be subject to section 681 (relating to unrelated business income). 

(4) COORDINATION WITH SEC110N 681.-In the case of a trust, the deduction allowed 
by this subsection shall be subject to section 681 (relating to unrelated business income). 

(5) DEFINITION OF POOLED INCOME FUND.-For purposes of paragraph (3), a pooled 
income fund is a trust-

(A) to which each donor transfers property, contributing an irrevocable· remain
der interest in such property to or for the use· of an organization described in section 
170(b)(l )(A) (other than in clauses (vii) or (viii)), and retaining an income interest 
for the life of one or more beneiiciaries (living at the time of such transfer), 

(B) in which the proprrty transferred by each donor is commin~led with 
property transferred by other donors who have made or make similar translers, 

(C) which cannot have investments in securities which are exempt from the 
taxes imposed by this subtitle, 

(D) which includes only amounts received from transfers which meet the 
requirements of this paragraph, 

(E) which is maintained by the organization to which the remainder interest is 
contributed and of which no donor or beneficiary of an income interest is a trustee, 
and 

(F) from which each beneficiary of an income in_terest receives income, for each 
year for which he is entitled to receive the income Interest referred to in subpara
graph (A), determined by the rate of return earned by the trust for such year. 

For purposes of determining the amount of any charitable contribution allowable by 
reason of a transfer of proyerty to a pooled fund, the value of the income interest shall be 
determined on the basis o the highest rate of return earned by the fund for any of the 3 
taxable vears immediately preceding the taxable year of the fund in which the transfer is 
made. In the case of funds in existence less than 3 taxable years preceding the taxable 
year of the fund in which a transfer is made, the rate of return shall be deemed to be 6 
percent per annum, except that the Secretary may prescribe a different rate of return. 
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(6) TAXABLE PRIVATE FOUNDATIONS.-In the case of a private foundation which is not 
exempt from taxation under section 501(a) for the taxable year the provisions of this 
subsection shall not apply and the provisions of section 170 shall apply. 

(d) NE! OPERATING_ Loss DEDUCTION.-The benefit of the deduction for net operating 
losses provtded by section 172 shall be allowed to estates and trusts under regulations 
prescribed by the Secretary. · 

(e) DEDUCfiON FOR DEPRECIATION AND DEPLETION.-An estate or trust shall be allowed 
the deduction for depreciation and depletion only to the extent not allowable to beneficiaries 
under sections 167(h) and 611(b). 

( 

(f) AMORTIZATION DEDUCTIONS.-The benefit of the deductions for amortization provided 
by sections 169, 184, 187, and 188 shall be allowed to.estates and trusts in the same manner ( 
as in the case of an individual. The allowable deduction shall be apportioned between the 
income beneficiaries and the fiduciary under regulations prescribed by the Secretary. 

(g) DISALLOWANCE OF DOUBLE DEDUCTIONS.-Amounts allowable under section 2053 or 
2054 as a deduction in computing the taxableestate of a decedent shall not be allowed as a 
deduction (or as an offset against the sales pnce of property in determining gain or loss) in 
computing the taxable income of the estate or of anv other person, unless there is filed, within 
the time and in the manner and form prescribed' by the Secretary, a statement that the 
amounts have not been allowed as deductions under section 2053 or 2054 and a waiver of the 
right to have such amounts allowed at any time as deductions under section 2053 or 2054. 
This subsection shall not applv with respect to deductions allowed under part II (relating to 

· . income in respect of decedents\."
2 

-

(h) UNUSED Loss CARRYOVERS AND EXCESS DEDUCf!ONS ON TERMINATION AVAILABLE TO 
BENEFICIARIES.-If on the termination of an estate or trust, the estate or trust has-

(1) a net operating loss carryover under section 172 or a capital loss carryover under 
section 1212, or 

(2) for the last taxable year of the estate or trust deductions (other than the 
deductions allowed under subsection (b) or (c)) in excess oi gross income for such year, 

then such carryover or such excess shall be allowed as a deduction, in accordance with 
re~~:ulations prescnbed by the Secretary, to the beneficiaries succeeding to the property of the 
estate or trust. 

(i) CERTAIN DISTRIBUTIONS BY CEMETERY PERPETUAL CARE FUNDS.-In the case of a 
cemetery perpetual care fund which-

(1) was created pursuant to local law by a taxable cemetery corporation for the care 
and maintenance of cemetery property, and 

(2) is treated for the taxable year as a trust for purposes of this subchapter, 

anv amount distributed bv such fund for the care and maintenance of ~ravesites which have 
been purchased from the cemetery corporation before the beginning of the taxable year of the 
trust and with respect to which there is an obli~~;ation to furnish care and maintenance shall 
be considered to be a distribution solelv for purposes of sections 651 and 661. but only to the 
extent that the a~~:gregate amount so distributed during the taxable year does not exceed $5 
multiplied by the aggregate number of such gravesites. 

(j) CROSS REFEftENCES.-

For special rule for determining the time of receipt of dividends by a beneficiary 
under section 652 or 662, see section 116(c)(3). 

DEFINITIONS APPLICABLE TO SUBPARTS A, B, 
C, AND D 

Sec. 643 ( i986 Code]. (a) DISTRIBUTABLE NET INCOME.-For purposes of this part the 
term "distributable net income" means, with respect to any taxable year, the taxable income 
of the estate or trust computed with the following modifications- · 

(1) DEDUCTION FOR DISTRIBUTIONS.-N:o deduction shall be taken under sections 651 
and 661 (relating to additional deductions). · 

(2) DEDUCflON FOR PERSONAL EXEMPTION.-No deduction shail be taken under 
section 642(b) (relating to deduction for personal exemptions). 
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(3) CAPITAL GAINS AND LOSSES.-Gains from the sale or exchange of capital assets 
shall be excluded to the extent that such gains are allocated to corpus and are not (A) 
paid, credited, or required to be distributed to any beneficiary during the taxable year, 
or (B) paid, permanently set aside, or to be used for the purposes specified in section 

-c-- 642(c). Losses from the sale or exchange of capital assets shall be excluded, except to the 
extent such losses are taken into account in determining the amount of gains from the 
sale or exchange of capital assets which are paid, credited, or required to be distributed 
to any beneficiary during the taxable year. The deduction under section 1202 (relating to 
deduction for excess of capital gains over capital losses) shall not be taken into account. 

(4) EXTRAORDINARY D[VIDENDS AND TAXABLE STOCK DrYIDENDS.-For purposes only of 
subpart B (relating to trusts which distribute current income only), there shall be 
excluded those items of gross income constituting extraordinary dividends or taxable 
stock dividends which the fiduciary, acting in good faith, does not pay or credit to any 
beneficiary by reason of his determination that such dividends are allocable to corpus 
under the terms of the governing instrument and applicable local law. 

(5) TAX-EXE~PT INTEREST.-There shall be included any tax-exempt interest to 
which section 103 applies, reduced by any amounts which would be deductible in respect 
of disbursements allocable to such interest but for the provisions of section 265 (relating 
to disallowance of certain deductions). 

(6) INCOME OF FOREIGN TRUST.-In the case of a foreign trust--

(A) There shall be included the amounts of gross income from sources without 
the United States, reduced by any amounts which would be deductible in respect of 
disbursements allocable to such income but for the provisions of section 265(1) 
(relating to disallowance of certain deductions). •-

(B) Gross income from sources within the United States shall be determined 
without regard to section 894 (relating to income exempt under treaty). 

(C) Paragraph (3) shall not apply to a foreign trust. In the case of such a trust, 
(i) there shall be included gains from the sale or exchange of capital assets, reduced 
by losses from such sales or exchanges to the extent such losses do not exceed gains 
from such sales or exchanges. and (ii) the deduction under section 1202 (relating to 
deduction for excess of capital gains over capital losses) shall not be taken into 
account. 

(D) Effective for distributions made in taxable years beginning after December 
31. 1975, the undistributed net income of each foreign trust for each taxable year 
beginning on or before December 31, 1975, remaining undistributed at the close of 
the last taxable year beginning on or before December 31, 1975, shall be redeter
mined by taking into account the deduction allowed by section 1202. 

(7) DIVIDENDS OR INTEREST.-There shall be included the amount of any dividends 
or interest excluded from gross income pursuant to section 116 (relating to partial 
exclusion of dividends) or section 128 (relating to certain interest). 

If the estate or trust is allowed a deduction under section 642(c), the amount of the 
modifications specified in paragraphs (5) and (6) shall be reduced to the extent that the 
amount of income which is paid. permanently set aside, or to be used for the purposes 
specified in section 642(c) is deemed to consist of items specified in those paragraphs. For this 
purpose, such amount shall (in the absence of specific provisions in the governing instrument) 

be deemed to consist of the same proportion of each class of items of. income of the estate or 
trust as the total of each class bears to the total of all classes. -

(b) INCOME.-For purposes of this subpart and subparts B. C, and D, the term "incoine", 
when not preceded by the words "taxable", "distributable net", "undistributed net", or 
"gross", means the amount of income of the estate or _trust for the taxable year determined 
under the terms of the governing instrument and applicable local law. Items of gross income 
constituting extraordinary dividends or taxable stock dividends which the fiduciary, acting in 
good faith, determines to be allocable to corpus under the terms of the governing instrument 
and applicable local law shall not be considered income. 

(c) BENEFICIARY.-For purposes of this part, the term "beneficiary" includes heir, 
legatee, devisee. · 

(d) COORDINATION WITH BACK-UP WITHHOLDING.-Except to the extent otherwise pro
vided in regulations, this subchapter shall be applied with respect to payments subject to 
withholding under section 3406-

(1) by allocating between the estate or trust and its beneficiaries any credit 
allowable under section 31(c) (on the basis of their respective shares of any such 
payment taken into account under this subchapter), 

· (2) by treating each beneficiary to whom such credit is allocated as if an amount 
equal to such credit has l:leen paid to him by the estate or trust, and 

(3) by allowing the estate or trust a deduction in an amount equal to the credit so 
allocated to beneficiaries. -
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(e) TREATMENT OF PROPERTY DISTRIBUTED IN KIND.-

(1) BASIS OF BENEFICIARY.-The basis of any property received by a beneficiary in a 
distribution from an estate or trust shall be-

(A) the adjusted basis of such property in the hands of the estate or trust 
immediately before the distribution, adjusted for 

(B) any gain o.r loss recognized to the estate or trust on the distribution. 

(2) AMOUNT OF DISTRIBUTION.-In the case of any distribution of property (other 
than cash), the amount taken into account under sections 661(a)(2) and 662(a)(2) shall 
be the lesser of-

(A) the basis of such property in the hands of the beneficiary (as determined 
under paragraph (1)), or · 

(B) the fair market value of such property. 

(3) ELECTION TO RECOGNIZE GAIN.-

(A) IN GENERAL.-In the case of any distribution of property (other than cash) 
to which an election under this paragraph applies-

(i) paragraph (2) shall not apply, 

(ii) gain or loss shall be recognized by the estate or trust in the same manner 
as if such property had been sold to the distributee. at its fair market value, and 

(iii) the amount taken into account under sections 661(a)(2) and 662(a)(2) 
shall be the fair market value of such property. 

(B) ELECTION.-Any election under this paragraph shall apply to all distribu
tions made by the estate or trust during a taxable year and shall be made on the 
return of such estate or trust for such taxable year. 

Any such election, once made, may be revoked only with the consent of the Secretary. 

(4) EXCEIYTION FOR DISTRIBUTIONS DESCRIBED IN SECTION 663(a).-This subsection 
shall not apply to any distribution described in section 663(a). 

(f) TREATMENT OF MULTIPLE TRUSTS.-For purposes of this subchapter, under regulations 
prescribed by the Secretary, 2 or more trusts shall be treated as 1 trust if-

(1) such trusts have substantially the same grantor or grantors and substantially the 
same primary beneficiary or beneficiaries, and 

(2) a principal purpose of such trusts is the avoidance of the tax imposed by this 
chapter. 

For purposes of the preceding sentence, a husband and wife shall be treated as 1 person. 

(g) CERTAIN PAYMENTS OF ESTI:-.1ATED TAX TREATED AS PAID BY BENEFICIARY.

(!) IN GENERAL.-In the case of a trust-

(A) the trustee may elect to treat any portion of a payment of estimated tax 
made by such trust for any taxable year of the trust as a payment made by a 
beneiiciary of such trust, 

(B) any amount so treated shall be treated as paid or credited to the beneficiary 
on the last day of such taxable year, and 

(C) for purposes of subtitle F, the amount so treated-

(i) shall riot be treated as a payment of estimated tax made by the trust, but 

(ii) shall be treated as a payment of estimated tax made by such beneficiary 
on January 15 following the taxable year. 

The preceding sentence shall apply only to the extent the payments of estimated tax 
made by the trust for the taxable year exceed the tax imposed by this chapter shown on 
its return for the taxable year. 

(2) TIME FOR MAKING ELECTION.-An election under paragraph (1) may be made

(A) only on the trust's return of the tax imposed by this chapter for the taxable 
year, and 

(B) only if such return is filed on or before the 65th day after the close of the 
taxable year. 
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SPECIAL RULE FOR GAIN ON PROPERTY 
TRANSFERRED TO TRUST AT LESS THAN FAIR MARKET VALUE 

Sec. 644 (1986 Code]. (a) IMPOsmON OF TAX.

(1) IN GENERAL.-If-

(A) a trust (or another trust to which the property is distributed sells or 
exchanges property at a gain not more than 2 years after the date of the initial 
transfer of the property in trust by the transferor, and 

(B) the fair market value of such property at the time of the initial transfer in 
trust by the transferor exceeds the adjusted basis of such property immediately 
after such transfer, 

there is hereby imposed a tax determined in accordance with paragraph (2) on the 
includible gain recognized on such sale or exchange. · 

(2) AMOUNT OF TAX.-The amount of the tax imposed by paragraph (1) on any 
includible gain recognized on the sale or exchange of any property shall be equal to the 
sum oi-

(A) t_he_~~~~1c<Jf-
(i) the ta:rwhich would have been iinposed under ·this chapter for the taxable 

year of the transferor in which the sale or exchange of such property occurs had 
the amount of the includible gain recognized on such sale or exchange, reduced by 
any deductions properly allocable to such gain, been included in the gross income 
of the transferor for such taxable year, over 

. (ii) the tax actually imposed under this chapter for such taxable year on the 
transferor, plus 

(B) if such sale or exchange occurs in a taxable year of the transferor which 
begins after the beginning of the taxable year of the trust in which such sale or 
exchange occurs, an amount equal to the amount determined under subparagraph 
(A) multiplied by the underpayment rate established under section 6621. 

The determination of tax under clause (i) of subparagraph (A) shall be made by not taking 
into account any carryback, and by not taking into account any loss deduction to the extent 
that such loss or deduction may be carried by the transferor to any other taxable year. 

(3) TAXABLE YEAR FOR WHICH TAX IMPOSED.-The tax imposed by paragraph(!) shall 
be imposed for the taxable year of the trust which begins with or within the taxable year 
of the transferor in which the sale or exchange occurs. 

(4) TAX TO BE. IN ADDITlON TO OTHER TAXES.-The tax imposed by this subsection for 
any taxable year of the trust shall be in addition to any other tax imposed by this 
chapter for such taxable year. 

(b) DEFINITION OF INCLUDIBLE GAIN.-For purposes of this section, the term "includible 
gain" means the lesser of-

(1) the gain recognized by the trust on the sale or exchange of any property, or 

(2) the excess of the fair market value of such property at the time of the initial 
transfer in trust by the transferor over the adjusted basis of such property immediately 
after such transfer. 

(c) CHARACTER OF INCLUDIBLE GAIN.-For purposes of subsection (a}-

( 1) the character of the includible gain shall be determined as if the property had 
actually been sold or exchanged by the transferor, and any activities of the trust with 
respect to the sale or exchange of the property shall be deemed to be activities of the 
transferor, and 

. (2) the portion of the includible gain subject to the provisions of section 1245 and 
section 1250 shall be determined in accordance with regulations prescribed by the 
Secretary. 
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(d) SPECIAL RULES.-

(1) SHORT SALES.-If the trust" sells the property referred to in subsection (a) in a 
short sale within the 2-year period referred to in such subsection, such 2-year period shall 
be extended to the date of the closing of such short sale. 

(2) SUBSTITUTED BASIS PROPERTY.-For purposes of this section, in the case of anv 
property held by the trust which has a basis determined in whole or in part by reference 
to the basis of any other property which was transferred to the trust-

. (A) the initial transfer of such property in trust by the transferor shall be 
treated as having occurred on the date of the initial transfer in trust of such other 
property, 

(B) subsections (a)(l)(B) and (b)(2) shall be applied by taking into account the 
fair market value and the adjusted basis of such other property, and 

(C) the amount determined under subsection (b)(2) with respect to such other 
property shall be allocated (under regulations prescribed by the Secretary) among 

. such other property and all properties held by the trust which have a basis 
determined in whole or in part by reference to the basis of such other property. 

(e) EXCEPTIONS.-Subsection (a) shall not apply to property-

( 1) acquired by the trust from a decedent or which passed to a trust from a decedent 
(within the meaning of section 101-f), or - · ; . .. · ·. -_ , -

(2) acquired by a pooled income fund (as defined in secti~n 642(c)(5)), or 

(3) acquired by a charitable remainder annuity trust (as defined in section 
664(d)(l)) or a charitable remainder unitrust (as defined in sections 664(d)(2) and (3)), 
or 

(4) if the sale or exchange of the property occurred aiter the death of the transferor .. 

(f) SPECIAL RULE FOR INSTALL:\!ENT SALES.-If the trust reports income under section 453 
on any sale or exchange to which subsection (a) applies, under regulations prescribed by the 
Secretary- . 

(1) subsection (a) (other than the 2-year requirement of paragraph (l)(A) thereof) 
shall be applied as if each installment were a separate sale or exchange of property to 
which such subsection applies, and 

(2) the term "includible gain" shall not include any portion of an installment 
received by the trust after the death of the transferor. 

TAXABLE YEAR OF TRUSTS 
Sec. 645 [1986 Code]. (a) IN GENERAL.-For purposes of this subtitle, the taxable year of 

any trust shall be the calendar year. 

(b) EXCEPTION FOR TRUSTS EXEMPT FROM TAX AND CHARIT.\BLE TRUSTS.-Subsection (a) 
shall not apply to a trust exempt from taxation under section 501(a) or to a trust described in 
section 4947(a)( 1 ). 

DEDUCTION FOR TRUSTS DISTRIBUTING 
CURRENT INCOME ONLY 

Sec. 651 [1986 Code]. (a) DEDUCTION.-In the case of any trust the terms of which

(1) provide that all of its income is required to be distributed currently, and 

(2) do not provide that any a~ou;,ts are to be_ paid, permanently set as~de, or used 
for the purposes specified in section 642(c) (relatmg to deduction for chantable, etc., 

purposes), · · · 
there shall be allowed as a deduction in computing the taxab~e income of the trust the amount 
of the income for the taxable year which is required to be dts~nbuted currently. Thts sectton 

h 11 1 ·n any taxable year in which the trust dtstnbutes amounts other than 
s a not app y 1 . . 
amounts of income descnbed m paragraph (1). . 

. (b) LIMITATION ON DEDUCTION.-If the amount of income required to be distribu~ed 
1 d the distributable net income of the trust for the taxable year, the deductiOn 

c~r~~n~ y rccte ds to the amount of the distributable net income. For this purpose, the 
s a e _tml ef d"tstrt'butable net income shall not include items of income which are not 
computation o · 11 bl h · 
included in the gross income of the trust and the deductions a oca e t ereto. 
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BENEFICIARIES 
INCLUSION OF AMOUNTS IN GROSS 

INCOME OF BENEFICIARIES OF TRUSTS DISTRIBUTING CURRENT 
INCOME ONLY 

Sec. 652 (1986 Code]. (a) INCLUSION.-Subject to subsection (b), the amount of income 
for the taxable year required to be distributed currently by a trust described in section 651 
shall be included in the gross income of the beneficiaries to whom the income is required to be 
distributed, whether distributed or not. If such amount exceeds the distributable net income, 
there shall be included in the gross income of each beneficiary an amount which bears the 
same ratio to distributable net income as the amount of income required to be distributed to 
such beneficiary bears to the amount of income required to be distributed to all beneficiaries. 

(b) CHARACTER OF AMOUNTS.-The amounts specified in subsection (a) shall have the 
same character in the hands of the beneficiary as in the hands of the trust. For this purpose, 
the amounts shall be treated as consisting of the same proportion of each class of items 
entering into the computation of distributable net income of the trust as the total of each 
class bears to the total distributable net income of the trust, unless the terms of the trust 
specifically allocate different classes of income to different beneficiaries. In the application of 
the .preceding sentence, the items of deduction entering into the computation of distributable 
net income shall be allocated among the items of distributable net income in accordance with 
regulations prescribed by the Secretary. · · 

(c) DIFFERENT TAXABLE YEARS.-If the taxable year of a beneficiary is different from 
that of the trust, the amount which the beneficiary is required to include in gross income in 
accordance with the provisions of this section shall be based upon the amount of income of the 
trust for any taxable year or years of the trust ending within or with his taxable year. 

DEDUCTION FOR ESTATES AND TRUSTS 
ACCUMULATING INCOME OR DISTRIBUTING CORPUS 

Sec. 661 [1986 Code]. (a) DEDUCTION.-In any taxable year there shall be allowed as a 
deduction in computing the taxable income ilf an estate or trust (other than a trust to which 
subpart B applies), the sum of-

(1) any amount of income for such taxable year required to be distributed currently 
(including any amount required to be distributed which may be paid out of income or 
corpus to the extent such amount is paid out of income for such taxable year); and 

(2) any other amounts properly paid or credited or required to be distributed for 
such taxable year; · 

but such deduction shall not exceed the distributable net income of the estate or trust. 

(b) CHARACTER OF AMOUNTS DISTRIBUTED.-The amount determined under subsection (a) 
shall be treated as consisting of the same proportion of each class of items entering into the 
computation of distributable net income of the estate or trust as the total of each class bears 
to the total distributable net income of the estate or trust in the absence of the allocatign of 
different classes of income under the specific terms of the governing instrument. In the 
application of the preceding sentence, the items of deduction entering into the computation of 
distributable net income (including the deduction allowed under section 642(c)) shall be 
allocated among the items of distributable net income in accordance with regulations 
prescribed by the Secretary. · 

. . i 

(c) LIMITATION ON DEDUCTION.-No deduction shall be allowed under subsection (a) in 
respect of any portion of the amount allowed as a deduction under that subsection (without 
regard to this subsection) which is treated under subsection (b) as consisting of any item of 
distributable net income which is not included in the gross income of the estate or trust. 

INCLUSION OF AMOUNTS IN GROSS 
INCOME OF BENEFICIARIES OF ESTATES AND TRUSTS 
ACCUMULATING INCOME OR DISTRIBUTING CORPUS 

Sec. 662 [1986 Code]. (a) INCLUSION.-Subject to subsection (b), there shall be included 
in the gross income of a beneficiary to whom an amount specified in section 66l(a) is paid, 
credited, or required to be distributed (by an estate or trust described in section 661), the sum 
of the following amounts: 
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(I) AMOUNTS REQUIRED TO BE DISTRIBUTED CURRENTLY.-The amount of \ncome for 
the taxable year required to be distributed currently to such beneficiary, whether 
distributed or not. If the amount of income required to be distributed currently to all 
beneficiaries exceeds the distributable net income (computed without the deduction 
allowed by section 642(c), relating to deduction for charitable, etc. purposes) of the 
estate or trust, then, in lieu of the amount provided in the preceding sentence, there shall 
be included in the gross income of the beneficiary an amount which bears the same ratio 
to distributable net income (as so computed) as the amount of income required to be 
distributed currently to such beneficiary bears to the amount required to be distributed 
currently to all beneficiaries. For purposes of this section, the phrase "the amount of 
income for the taxable year required to be distributed currently" includes any amount 
required to be paid out of income or corpus to the extent such amount is paid out of 
income for such taxable year. 

(2) OTHER AMOUNTS OISTRIBUTED.-All other amounts properly paic:f, credited, or 
required to be distributed to such beneficiary for the taxable year. If the sum of-

(A) the amount of income for the taxable year required to be distributed 
currently to all beneficiaries, and 

(B) all other amounts properly paid, credited, or required to be distributed to 
all beneficiaries, 

exce-eds the distributable~(1etjncome of the estate or trust, then, in lieu of the amount 
provided in the preceding sentence, there shall be included in tpe gross income of the 
beneficiary an amount which bears the same ratio to distributable net income (reduced 
by the amounts specified in (A)) as the other amounts properly paid, credited or required 
to be distributed to the beneficiary bear to the other amounts properly paid, credited, or 
required to be distributed to all beneficiaries. 

(b) CHARACTER OF AMOUNTS.-The amounts determined under subsection (a) shall have 
the same character in the hands of the beneficiary as in the hands of the estate or trust. For 
this purpose, the amounts shall be treated as consisting of the same proportion of each class of 
items entering into the computation of distributable net income as the total of each class 
bears to the total distributable net income of the estate or trust unless the terms of the 
governing instrument specifically allocate different classes of income to different beneii· 
ciaries. In the application of the preceding sentence, the items oi deduction entering into the 
computation of distributable net income (including the deduction allowed under section 
642(c)) shall be allocated among the items of distributable net income in accordance with 
regulations prescribed by the Secretary. In the application of this subsection to the amount 
determined under paragraph ( 1) of subsection (a), distributable net income shall be computed 
without regard to any portion of the deduction under section 642(c) which is not attributable 
to income of the taxable year. 

(c) DIFFERENT TA.XABLE YEARS.-If the taxable year of a beneficiary is different from 
that of the estate or trust, the amount to be included in the gross income of the beneficiary 
shall be based on the distributable net income of the estate or trust and the amounts properly 
paid. credited, or required to be distributed to the beneficiary during any taxable year or 
years of the estate or trust ending within or with his taxable year. 

SPECIAL RULES APPLICABLE TO SECTIONS 
661 AND 662 

Sec. 663 [I986 Code]. (a) EXCLUSIONS.-There shall not be included as amounts falling 
within section 66l(a) or 662(a)- · 

. (I) Gr~. BEQUESTS, !'TC.-An~ amount _which. under the terms of the governing 
mstru~e.nt, IS properly pa1d ?r c~edlled as a g1ft or bequest of a specific sum of money or 
?f spec1flc property. and wh1ch IS paid or credited all at once or in not more than 3 
~nstallments. For th1s purpose an amount which can be paid or credited only from the 
mcome of the estate or trust shall not be considered as a gift or bequest of a specific sum 
of money. 

(2) CHARI~AB~E, ETC., DISTRIBUTI~NS.-Any amount paid or permanently set aside or 
otherwise quahfymg for the deduction provided in section 642(c) (computed without 
regard to sections SOB( d), 681, and 4948(c)(4)). 
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(3) DENI~L OF f?OUBLE DEoucryoN.-Any a_mount paid, credited, or distributed in the 
taxable year, 1f sect1on 651 or sect1on 1?61 apphed to such amount for a preceding taxable 
year of an estate or trust because credited or required to be distributed in such preceding 
taxable year. 

(b) DISTRIBUTIONS IN FIRST SIXTY-FIVE DAYS OF TAXABLE YEAR.~ 

(1) ~ENERAL RUL~.-If wi~hin the first" 65 days of a~y taxable year of a trust, an 
amount IS properly pa1d or credited, such amount shall be considered paid or credited on 
the last day of the preceding taxable year. 

(2) LI~ITATI~N.-:Paragraph (1) sha!l appi_Y with respect to any taxable year of a 
trust only If the flduc1ary of such trust elects, m such manner and at such time as the 
Secretary prescribes by regulations, to have paragraph (1) apply for such taxable year. 

(c) SEPARA1!' S~ARES TREATED AS S~PARATE TR~STS.-For the sole purpose of determining 
the af!1ount of diStnb_utable net mcome m the _application of sections 661 and 662, in the case 
of a smgle trust havmg more than one beneficiary, substantially separate and independent 
shares of different beneficiaries in the trust shall be treated as separate trusts. The existence 
of such substantially separate and independent shares and the manner of treatment as 
separate trusts, including the application of subpart D, shall be determined in accordance 
With regulations prescribed by the Secretary. · 

CHARITABLE REMAINDER TRUSTS 
Sec. 664 [1986 Code·]. (a) GENERAL RULE.-Notwithstandin~ any other provision of this 

subchapter, the provisions of this section shall, in accordance with regulations prescribed by 
the Secretary, apply in the case of a chantable remainder annuity trust and a charitable 
remainder unitrust.. 

(b) CHARACTER OF DISTRIBUTIONS.-Amounts distributed by a charitable remainder 
annuity trust or by a charitable remainder unitrust shall be considered as having the 
following characteristics in the hands of a beneficiary to whom is paid the annuity described 
in subsection (d)( 1 )(A) or the payment described in subsection (d)(2)(A): 

(1) First, as amounts of income (other than gains, and amounts treated as gains, 
from the sale or other disposition of capital assets) includible in gross income to the 
extent of such income of the trust for the year and such undistributed income of the trust 
for prior years; 

(2) Second. as a capital gain to the extent of the capital gain of the trust for the year 
and the undistributed capnal gam of the trust for pnor years; 

(3) Third. as other income to the extent of such income of the trust for the year and 
such undistributed income of the trust for prior years; and 

(4) Fourth, as a distribution of trust corpus. 

For purposes of this section. the trust shall determine the amount of its undistributed capital 
gain on a cumulative net basis. 

(c) EXEMPTION FROM INCOME TA.XES.-A .charitable remainder annuity trust and a 
charitable remainder unitrust shall, for any taxable year, not be subject to any tax imposed 
by this subtitle, unless such t!ust, for such year, has unrel?-ted business taxa~le income 
(within the meaning of secuon :liZ, determmed as 1f part III ot subchapter F aJ:IPhed to s~ch 
trust). 

(d) DEFINmONS.-

(1) CHARITABLE REMAINDER ANNUITY TRUST.-For purposes of this section, a charita
ble remainder annuity trust is a trust-

(A) from which a sum certain (which is not less than 5 percent of the initial net 
fair market value of all propertv placed in trust) is to be paid, not less often than 
annually, to one or more persons (at least one of which is not an organization 
described in section 170(c) and, in the case of individuals, only to an individual who 
is living at the time of the creation of the trust) for a term of years (not in excess of 
20 years) or for the life or lives of such individual or individuals, 

(B) from which no amount other than the payments described.in subparagraph 
(A) may be paid to or for the use of any person other than an organization described 
in section 170(c), and 

(C) following the termination of the payments described in subparagraph (A), 
the remainder interest in the trust is to be transferred to, or for the use of, an 
organization described in section 170(c) or is to be retained by the trust for such a 
use. 

(2) CHARITABLE REMAINDER UN!TRUST.-For purposes of this section, a charitable 
remainder unitrust is a trust-
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(A) from which a fixed percentage (which is not less than 5 percent) of the net 
fair market value of its assets, valued annually, is to be paid, not less often than 
annually, to one or more persons (at least one of which is not an organization 
described in section 170(c) and, in the case of individuals, only to an individual who 
is living at the time of the creation of the trust) for a term of years (not in excess of 
20 years) or for the life or lives of such individual or individuals, 

· (B) from which no amount other than the payments described in subparagraph 
(A) may be paid to or for the use of any person other than an organization described 
in section 170(c), and 

(C) following the termination of _the payments described in subparagraph (A) 
the remainder interest in the trust IS to be transierred to, or for the use of a~ 
organization described in section 170{c) or is to be retained by the trust for su~h a 
use. 

(3) EXCEPTION.-Notwithstanding the provisions of paragraphs (2)(A) and (B), the 
trust instrument may provide that the trustee shall pay the income beneficiary for any 
year-

(A) the amount of the trust income, if such amount is less than the amount 
required to be distributed under paragraph (2)(A), and 

(B) any amount of the trust income which is in excess of the amount required to 
be distributed under paragraph (2)tA), to the extent that (by reason of subpara
graph (A)) the aggregate of the amounts paid in prior years was less than the 
aggregate of such required amounts. 

(e) VALUATION FOR PURPOSES OF CHARITABLE CONTRIBUTION.-For purposes of determin
ing the amount of any charitable contribution, the remainder interest of a charitable 
remainder annuity trust or charitable remainder unitrust shall be computed on the basis that 
an amount equal to 5 percent of the net fair market value of its assets (or a greater amount, if 
required under the terms of the trust instrument) is to be distributed each year. 

(f) CERTAIN CONTINGENCIES PERMITTED.-

(1) GENERAL RULE.-If a trust would, but for a qualified contingency, meet the 
requirements uf paragraph (1 )(A) or (2)(A} of subsection (d), such trust shall be treated 
as meeting such requirements. 

(2) VALUE DETER~!!NED WITHOUT REGARD TO QUALIFIED CONTINGENCY.-For purposes 
of determining the amount of any charitable contribution (or the actuarial value of anv 
interest), a qualified contingency shall nut be taken into account. · 

(3) QUALIFIED CONTINGENCY.-For purposes of this subsection, the term "qualified 
contingency" means any provision of a trust which provides that. upon the happening of 
a contingency, the payments described in paragraph (1 )(A) or (2)(A) of subsection <d) (as 
the case may be) will terminate not later than such payments would otherwise terminate 
under the trust. 

DEFINITIONS APPLICABLE TO SUBPART D 

Sec. 665 (1986 Code]. (a) UNDISTRIBUTED NET lNCOME.-For purposes of this subp~rt, 
the term "undistributed net income" for any taxable year means the amount by wh1ch 
distributable net income of the trust for such taxable year exceeds the sum of-

(1) the amounts for such taxable year specified in paragraphs (1) and (2) of section 
661(a); and 

(2) the amount of taxes imposed on the trust attributable to such distributable net 

income. 

(b) ACCUMULATION DISTRIBUTION.-For purposes of this subpart, the_ term "accumulation 
distribution" means, for any taxable year of the trust, the amount by which-

(1) the amounts specified in paragraph (2) of section 661(a) for such taxable year, 

exceed 

(2) distributable net income for such year reduced (but not below zero) by the 
amounts specified in paragraph (1) of section 661(a). 
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For purposes of section 667 (other than subsection (c) thereof, relating to multiple trusts), the 
amounts specified in paragraph (2) of section 66l(a) shall not include amounts properly paid, 
credited, or required to be distributed to a beneficiary from a trust (other than a foreign 
trust) as income accumulated before the birth of such beneficiary or before such beneficiary 
attains the age of 21. If the amounts properly paid, credited, or required to be distributed by 
the trust for taxable year do not exceed the income of the trust for such year, there shall be no 
accumulation distribution for such year. 

(c) SPECIAL RULE APPLICABLE TO DISTRIBUTIONS BY CERTAIN FOREIGN TRUSTS.-For 
purposes of this subpart, any amount paid to a United States person which is from a payor 
who is not a United States person and which is derived directly or indirectly from a foreign 
trust created by a United States person shall be deemed in the year of payment to have been 
directly paid by the foreign trust. 

(d) TA..XES IMPOSED ON THE TRUST.-For purposes of this subpart-

(1) IN GENERAL.-The term "taxes imposed on the trust" means the amount of the 
taxes which are imposed for any taxable year of the trust under this chapter (without 
regard to this subpart or part IV of subchapter A) and which, under regulations 
prescribed by the Secretary, are properly allocable to the undistributed portions of 
distributable net income and gains in excess of losses from sales or exchanges of capital 
assets. The amount determined in the preceding sentence shall be reduced bv anv 
amount of such taxes deemed distributed under section 666(b) and (c) or 669(d) a·nd (e) 
to any beneficiary. 

(2) FOREIGN TRUSTS.-In the case of any foreign trust, the term "taxes imposed on 
the trust" includes the amount, reduced as provided in the last sentence of paragraph 
( 1), of any income, war proii ts, and excess profits taxes imposed by any foreign country 
or possession of the United States on such foreign trust which, as determined under 
paragraph ( 1 ), are so properly allocable. 

(e) PRECEDING TAXABLE YEAR.-For purposes of this subpart-

( 1) in the case of a trust (other than a foreign trust created by a United States 
person), the term "preceding taxable year" does not include any taxable year of the 
trust-

(A) which precedes by more than 5 years the taxable year of the trust in which 
an accumulation distribution is made, if it is made in a taxable year beginning 
before January I, 197-+, or 

(B\ which begins before January I, 1%9, in the case of an accumulation 
distribution made during a taxable year beginning after December 31, 1973; and 

(2) in the case of a foreign trust created by a United States person, such term does 
not include any taxable year of the trust to which this part does not apply. 

In the case of a preceding taxable year with respect to which a trust qualifies (without regard 
to this subpart) under the provisions of subpart B, for purposes of the application of this 
subpart to such trust for such taxable year, such trust shall, in accordance with regulations 
prescribed by the Secretary, be treated as a trust to which subpart C applies. 

ACCUMULATION DISTRIBUTION ALLOCATED 
TO PRECEDING YEARS 

1 

Sec. 666 [1986 Code]. (a) AMOUNT ALLOCATED.-In the case of a trust which is subject to 
subpart C. the amount of the accumulation distribution of such trust fo.r a taxable year shall 
be deemed to be an amount within the meaning of paragraph (2) of secuon 661(a) .d1stnbuted 
on the last day of each of the preceding taxable years, commencmg. WI~h the earh~st of such 

S to the extent that such amount exceeds the total of any und!stnbuted net mcome for 
vear ' d b d' .b d . h all earlier preceding taxable years. The amount deeme to e !Stn ute . m. any sue 

dl.ng taxable year under the preceding sentence shall not exceed the und1stnbuted net 
prece f h' b . d' 'b d income for such preceding taxa.ble year. For purposes o t 1s su secu?n, un 1stn ute net 
income for each of such precedmg taxable years shall be computed V:'lthout .regard to ~uch 
accumulation distribution and without regard to any accumulation d1stnbut10n determmed 
for any succeeding taxable year. 
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(b) TOTAL TAXES DEEMED DISTRIBUTED.-If any portion of an accumulation distribution 
for any taxable year _is deemed u_nd~r subsection (a) to be an amount within the meaning of 
paragraph (2) of section 661(a) d1stnbuted on the last day of any preceding taxable year and 
such portion of such distribution is not less than the undistributed net income for 'such 
preceding taxable year, the trust shall be deemed to have distributed on the last day of such 
preceding taxable year an additional amount Within the meaning of paragraph (2) of Section 
661(a). S~ch _additional amount shall be equal to the_ taxes (other than the tax imposed by 
sectwn 5:>) 1mposed on the trust for sue~ precedmg taxable year attributable to the 
undistributed net income. For purposes of th1s subsection, the undistributed net income and 
the taxes imposed on the trust for such preceding taxable year allributable to such undistrib
uted net income shall be computed without regard to such accumulation distribution and 
without regard to any accumulation distribution determined for any succeeding taxable year. 

(c) PRO RATA PORTION OF TAXES DEEMED DISTRIBUTED.-If any portion of an accumu.la
tion distribution for any taxable year is deemed under subsection (a) to be an amount within 
the meaning of paragraph (2) of section 66l(a) distributed on the last day of any preceding 
taxable year and such portion of the accumulation distribution is less than the undistributed 
net income for such preceding taxable year, the trust shall be deemed to have distributed on 
the last day of such preceding taxable year an additional amount within the meaning of 
paragraph (2) of section 66l(a). Such additional amount shall be equal to the taxes (other 
than the tax imposed by section 55) imposed on the trust for such taxable year attributable to 
the undistributed net income multiplied by the ratio of the portion of the accumulation 
distribution to the undistributed net income of the trust for such year. For purposes of this 
subsection, the undistributed net income and the taxes imposed on the trust for such 
preceding taxable year allributable to such undistributed net income shall be computed 
without regard to the accumulation distribution and without regard to any accumulation 
distribution determined for any succeeding taxable year. 

(d) RULE WHEN INFORMATION Is NOT AVAILABLE.-If adequate records are not available 
to determine the proper application of this subpart to an amount distributed by a trust, such 
amount shall be deemed to be an accumulation distribution consisting of undistributed net 
income earned during the earliest preceding taxable year of the trust in which it can be 
established that the trust was in existence. 

(e) DENIAL OF REFUND TO TRUSTS AND BENEFICIARIES.-No refund or credit shall be 
allowed to a trust or a beneficiary of such trust for any preceding taxable year by reason of a 
distribution deemed to have been made by such trust in such year under this section. 

TREATMENT OF AMOUNTS DEEMED 
DISTRIBUTED BY TRUST IN PRECEDING YEARS 

. Sec. 667 [1986 Code]. (a) GENERAL RULE.-The total of the amounts which are treated 
under section 666 as having been distributed by a trust in a preceding taxable year shall be 
included in the income of a beneficiary of the trust when paid, credited, or required to be 
distributed to the extent that such total would have been included in the income of such 
beneficiary under section 662(a) (2) (and, with respect to any tax-exempt interest to which 
section 103 applies, under section 662(b)) if such total had been paid to such beneficiary on 
the last day of such preceding taxable year. The tax imposed by this subtitle on a beneficiary 
for a taxable year in which any such amount is included in his income shall be determined 
only as provided in this section and shall consist of the sum of-

(1) a partial ta•x computed on the taxable income reduced by an amount equal to the 
total of such amounts, at the rate and in the manner as if this section had not been 
enacted, 

(2) a partial tax determined as provided in subsection (b) of this section, and 

(3) in the case of a foreign trust, the interest charge determined as provided in 
section 668. 

(b) TAX ON DISTRIBUTION.-

(1) IN GENERAL.-The partial tax imposed by subsection (a) (2) shall be deter
mined-
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(A) by determining the number of preceding taxable years of the trust on the 
last day of which an amount is deemed under section 666(a) to have been distrib
uted, 

(B) by taking from the 5 taxable years immediately preceding the year of the 
~ccumulation dis.tribution the 1 taxable year for w~ich .the beneficiary's taxable 
mcome was the highest and the 1 taxable year for which his taxable income was the 
lowest, 

(C) by adding to the beneficiary's taxable income for each of the 3 taxable years 
remaining after the application of subparagraph (B) an amount determined bv 
dividing the amount deemed distributed under section 666 and required to b-e 
included in income under subsection (a) by the number of preceding taxable years 
determined under subparagraph (A), and 

(D) by determining the average increase in tax for the 3 taxable years referred 
to in subparagraph (C) resulting from the application of such subparagraph. 

The partial tax imposed by subsection (a) (2) shall be the excess (if any) of the average 
increase in tax determined under subparagraph (D),. multiplied by the number of 
preceding taxable years determined under subparagraph (A), over the amount of taxes 
(other than the amount of taxes described in section 665(d) (2)) deemed distributed to 
the beneficiary under sections 666(b) and (c). 

(2) TREAHIENT OF LOSS YEARS.-For purposes of paraJlraph (1 ), the taxable income 
of the bcnciiciary for any taxable year shall be deemed not to be less than-

(A) in the case of a beneficiary who is an individual, the zero bracket amount 
for such year, or 

(B) in the case of a beneficiary who is a corporation, zero. 

(2) TREAHIENT OF LOSS YEARS.-For purposes of paragraph (1 ), the taxable income 
of the beneficiary for any taxable year shall be deemed to be not less than zero. 

(3) CERTAIN PRECEDI:-IG TAXAOLE YEARS NOT TAKEN INTO ACCOUNT.-For purposes of 
paragraph ( 1 ), if the amount of the undistributed net income deemed distributed in any 
preceding taxable year oi the trust is less than 25 percent of the amount of the 
accumulation distribution divided by the number of precedin~ taxable years to which the 
accumulation distribution is allocated under section 666(a), the number of preceding 
ta.~ablc years of the trust with respect to which an amount is deemed distributed to a 
bcnciiciary under section 666{a) shall be determined without regard to such year. 

( 4) EFFECT OF OTHER ACCUMULATION oiSTRIOUTIONS.-ln computing the partial tax 
under paragraph (1) for any beneficiary, the income of such beneficiary for each of his 
prior taxable years shall include amounts previously deemed distributed to such benefici
ary in such year under section 666 as a result of prior accumulation distributions 
(whether from the same or another trust). 

(5) MULTIPLE DisrRIBUTIONS IN THE SAME TAXABLE YEAR.-ln the case of accumula
tion distributions made from more than one trust which are includible in the income of a 
beneficiary in the same taxable year, the distributions shall be deemed to have been 
made consecutively in whichever order the beneficiary shall determine. 

(6) ADJUSTMENT IN PARTIAL TAX FOR ESTATE AND GENERATION-SKIPPING TRANSFER 
TAXES ATIRIBUTABLE TO PARTIAL TAX.-

(A) IN GENERAL.-The partial tax shall be reduced by an amount which is equal 
to the pre-death portion of the partial tax multiplied by a fraction-

(i) the numerator of which is that portion of the tax imposed by chapter 11 or 
13, as the case may be, which is attributable (on a proportionate basis) to 
amounts included in the accumulation distribution, and 

(ii) the denominator of which is the amount of the accumulation distribution 
which is subject to the tax imposed by chapter .11 or 13, as the case may be. 

(B) PARTIAL TAX DETERMINED WITHOUT REGARD TO THIS PARAGRAPH.-For pur
poses of this paragraph, the term "partial tax" means the partial tax imposed by 
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subsection (a)(2) determined under this subsection without regard to this para
graph. 

(C) PRE-DEATH PORTION.-For purposes of this paragraph, the pre-death portion 
of the partial tax shall be an amount which bears the same ratio to the partial tax as 
the portion of the accumulation distribution which is attributable to the period 
before the date of the death of the decedent or the date of the generation-skipping 
transfer bears to the total accumulation distribution. 

(c) SPECIAL RULE FOR MULTIPLE TRUSfS.-

(1) IN GENERAL.-If, in the same prior taxable year of the beneficiary in which any 
part of the accumulation distribution from a trust (hereinafter in this paragraph referred 
to as "third trust") is deemed under section 666(a) to have been distributed to such 
beneficiary, some part of prior distributions by each of 2 or more other trusts is deemed 
under section 666(a) to have been distributed to such beneficiary, then subsections (b) 
and (c) of section 666 shall not apply with respect to such part of the accumulation 
distribution from such third trust. 

(2) ACCUMULATION DISTRIBUTIONS FROM TRUST NOT TAKEN INTO ACCOUNT UNLESS THEY 
EQUAL OR EXCEED $1,000.-For purposes of paragraph (1 ), an accumulation distribution 
from a trust to a beneficiary shall be taken into account only if such distribution, when 
added to any prior accumulation distributions from such trust which are deemed under 
section 666(a) to have been distributed to such beneficiary for the same prior taxable 
year of the beneficiary, equals or exceeds $1,000. 

(d) SPECIAL RULES FOR FOREIGN TRUsT~ 

(1) FOREIGN TAX DEEMED PAID BY BENEF!ClARY.-

(A) IN GENERAL.-In determining the increase in tax under subsection 
(b)(l)(D) for any computation year, the taxes described in section 665(d)(2) which 
are deemed distributed under section 666(b) or (c) and added under subsection 
(b)( 1 )(C) to the taxable income of the beneficiary for any computation year shall. 
except as provided in subparagraphs (8) and (C), be treated as a credit against the 
increase in tax for such computation year under subsection (b)( 1 )(D). 

(B) DEDUCTION IN UEU OF CREDIT.-If the beneficiary did not choose the 
benefits of subpart A of part III of subchapter N with respect to the computation 
year, the beneficiary may in lieu of treating the amounts described in subparagraph 
(A) (without regard to subparagraph <C)) as a credit may treat such amounts as a 
deduction in computing the beneiiciary's taxable income under subsection (b)( 1)(C) 
for the computation year. 

(C) LIMITATION ON CREDIT; RETENTION OF CHARACTER.-

(i) LIMITATION ON CREDIT.-For purposes of determining under subparagraph 
(A) the amount treated as a credit for any computation year, the limitations 
under subpart A of part III of subchapter N shall be applied separately with 
respect to amounts added under subsection (b)(l)(C) to the taxable income of the 
beneficiary for such computation year. For purposes of computing the increase in 
tax under subsection (b)(l )(D) for any computation year for which the beneficiary 
did not choose the benefits of subpart A of part III of subchapter N, the 
beneficiary shall be treated as having chosen such benefits for such computation 
year. 

(ii) RETENTION OF CHARACTER.-The items of income, deduction, and crediCof 
the Trust shall retain their character (subject to the application of section 
904(£)(5)) to the extent necessary to apply this paragraph. 

(D) COMPUTATION YEAR.-For purposes of this paragraph, the term "computa
tion year" means any of the three taxable years remaining after application of 
subsection (b)(l)(B). 

(e) RETENTION OF CHARACTER OF AMOUNTS DISTRIBUTED FROM ACCUMULATION TRUST TO 
NONRESIDENT ALIENS AND FOREIGN CORPORATIONS.-In the case of a distribution from a trust 
to a nonresident alien individual or to a foreign corporation, the first sentence of subsection 
(a) shall be applied as if the reference to the determination of character under section 662(b) 
applied to all amounts instead of just to tax-exempt interest. 
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INTEREST CHARGE ON ACCUMULATION 
DISTRIBUTIONS FROM FOREIGN TRUSTS 

Sec. 668 [1986 Code]. (a) GENERAL RULE.-For purposes of the tax determined under 
section 667(a), the interest charge is an amount equal to 6 percent of the partial tax 
computed under section 667(b) multiplied by a fraction-

(1) the numerator of which is the sum of the number of taxable years between each 
taxable year to which the distribution is allocated under section 666(a) and the taxable 
year of the distribution (counting in each case the taxable year to which the distribution 
is allocated but not counting the taxable year of the distribution), and 

(2) the denominator of which is the number of taxable years to which the distribu
tion is allocated under section 666(a). 

(b) LIMITATION.-The total amount of the interest charge shall not, when added to the 
total partial tax computed under section 667(b), exceed the amount of the accumulation 
distribution (other than the amount of tax deemed distributed by section 666(b) or (c)) in 
respect of which such partial tax was determined. 

(c) SPECIAL RULES.-

(1) INTEREST CHARGE NOT DEDUCTIBLE.-The interest charge determined under this 
section shall not be allowed as a deduction for purposes of any tax imposed by this title. 

(2) TRANsmoNAL RULE.-For purposes of this section, undistributed net income 
existing in a trust as of January 1, 1977, shall be treated as allocated under section 
666(a) to the first taxable year beginning after December 31, 1976. 

GRANTORTRUSTS • DECEDENTS 
TRUST INCOME, DEDUCTIONS, AND CREDITS 

ATTRIBUTABLE TO GRANTORS AND OTHERS AS SUBSTANTIAL 
OWNERS 

Sec. 671 [1986 Code]. Where it is specified in this subpart that the grantor or another 
person shall be treated as the owner of any portion of a trust, there shall then be included in 
computing the taxable income and credits of the grantor or the other person those items of 
income, deductions, and credits against tax of the trust which are attributable to that portion 
of the trust to the extent that such items would be taken into account under this chapter in 
computing taxable income or credits against the tax of an individual. Any remaining portion 
of the trust shall be subject to subparts A through D. No items of a trust shall be included in 
computing the taxable income and credits of the grantor or of any other person solely on the 
grounds of his dominion and control over the trust under section 61 (relating to definition of 
gross income) or any other provision of this title, except as specified in this subpart. 

DEFINITIONS AND RULES 

Sec. 672 [1986 Code]. (a) ADVERSE PARTY.-For purposes of this subpart, the term 
"adverse party" means any person having a substantial beneiicial interest in the trust which 
would be adversely affected by the exercise or nonexercise of the power which he possesses 
respecting the trust. A person having a general power of appointment over the trust property 
shall be deemed to have a beneficial interest in the trust. 

(b) NONADVERSE PARTY.-For purposes of this subpart, the term "nonadverse party" 
means any person who is not an adverse party. 

l 

(c) RELATED OR SUBORDINATE PARTY.-For purposes of this subpart, the term "related or 
subordinate party" means any nonadverse party who is-

( l) the grantor's spouse if living with the grantor; 

(2) any one of the following: The grantor's father, mother, issue, brother or sister."an 
employee of the grantor; a corporation. or any employee of a corporation in which the 
stock holdings of the grantor and the trust are significant from the viewpoint of voting 
control; a subordinate employee of a cor.poration in which the grantor is an executive. 

For purposes of sections 674 and 675, a related or subordinate party shall be presumed to be 
subservient to the grantor in respect of the exercise or nonexercise of the powers conferred on 
him unless such party is shown not to be subservient by a preponderance of the evidence. 

(d) RULE WHERE POWER Is SUBJECT TO CONDmON PRECEDENT.-A person shall be 
considered to have a power described in this subpart even though the exercise of the power is 
subject to a precedent giving of notice or takes effect only on the expiration of a certain 
period after the exercise of the power. 
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(e) GRANTOR TREATED AS HOLDING ANY POWER OR INTEREST OF GRANTOR'S SPOUSE.-For 
purposes of this subpart, if a grantor's spouse is living with the grantor at the time of the 

·creation of any power or interest held by such spouse, the grantor shall be treated as holding 
such power or interest. 

REVERSIONARY INTERESTS 

Sec. 673 [1986 Code]. (a) GENERAL RULE.-The grantor shall be treated as the owner of 
any portion of a trust in which he has a reversionary interest in either the corpus or the 
income therefrom if, as of the inception of that portion of the trust, the interest will or mav 
reasonably be expected to take effect in possession or enjoyment within 10 years commencing 
with the date of the transfer of that portion of the trust. 

((b}-repealed] 

(cLREVERSIONARY l!>lTEREST TAKING EFFECT AT DEATH OF INCOME BENEFICIARV.-The 
grantur-sh'all not be treated under subsection <alas the owner of any portion of a trust where 
his reversionary interest in such portion is not to take effect in possession or enjoyment until 
the death of the person or persons to whom the income therefrom is payable. 

(d) POSTPONDIENT OF DATE SPECIFIED FOR REACQUISITI0:-1.-Any postponement of the 
date specified for the reacquisition of possession or enjoyment of the reversionary interest 
shall be treated as a new transfer in trust commencing with the date on which the 
postponement is effected and terminating with the date prescribed by the postponement. 
However, income for any period shall not be included in the income of the grantor by reason 
of the preceding sentence if such income would not be so includible in the absence of such 
postponement. 

(a) GENERAL RULE.-The grantor shall be treated as the owner of any portion of a trust 
in which he has a reversionary interest in either the corpus or the income therefrom, if. as of 
the inception of that portion of the trust, the value of such interest exceeds 5 percent of the 
value of such portion. 

(b) REVERSIONARY INTEREST TAKING EFFECT AT DEATH OF ~IINOR LINEAL DESCENDANT 
BENEFICIARV.-In the case of any beneiiciary who-

(1) is a lineal descendant of the grantor, and 

(2) holds all of the present interests in any portion of a trust, the grantor shall not be 
treated under subsection (a) as the owner of such portion solely by reason of a 
reversionary interest in such portion which takes effect upon the death of such benefici
ary before such beneficiary attains age 21. 

POWER TO CONTROL BENEFICIAL 
ENJOYMENT 

Sec. 674 [1986 Code]. (a) GENERAL RULE.-T~~ grantor shall be treated as the owner of 
portion of a trust in respect of which the beneficia~ enjoyment of the corpus or the mcome 

~~{reirom is subject to a power of disposition, exercisable by the grantor or a nonadverse 
party, or both, without the approval or consent of any adverse party. 

(b) EXCEITIONS FOR CERTAIN POWERS.-Subsection (a) shall not apply to the following 
powers regardless of by whom held: 

(1) POWER TO APPLY INCOME TO SUPPORT OF A DEPENDENT.--;-A power described in 
section 677(b) to the extent that the grantor would not be subject to tax under that 

section. 
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(2) POWER AFFECTING BENEFICIAL ENJOYMENT ONLY AFTER EXPIRATION OF 10-YEAR 
PERIOD.-A power, the exercise of which can only affect the beneficial enjoyment of the 
income for a period commencing after the expiration .of a period such that a grantor 
would not be treated as the owner under sectwn 673 tf the power were a reversionary 
interest; but the grantor may be treated as the owner after the expiration of the period 
unless the power is relinquished. 

(2) POWER AFFECTING BE!'/EFICIAL ENJOYMENT ONLY AFTER OCCURRENCE OF EVENT.-A 
power, the exercise of which can only affect the beneficial enjoyment of the income for a 
period commencing after the occurrence of an event such that a grantor would not be 
treated as the owner under section 673 if the power were a reversionary interest; but the 
grantor may be treated as the owner after the occurrence of the event unless the power is 
relinquished. 

(3) POWER E-XERCISABLE ONLY BY WILL.-A power exercisable only by will, other than 
a power in the grantor to appoint by will the income of the trust where the income is 
accumulated for such disposition by the grantor or may be so accumulated in the 
discretion of the grantor or a nonadverse party, or both, without the approval or consent 
of any adverse party, · -

(4) POWER TO ALLOCATE AMONG CHARITABLE BENEFICL\RIES.-A power to determine 
the beneficial enjoyment of the corpus or the income thereirom if the corpus or income is 
irrevocably payable for a purpose specified in section 170(c) (relating to definition of 
charitable contributions). 

(5) POWER TO DISTRIBUTE CORPUS.-A power to distribute corpus either-

(A) to or for a beneiiciary or beneficiaries or to or for a class of beneficiaries 
(whether or not income beneficiaries) provided that the power is limited by a 
reasonably definite standard which is set forth in the trust instrument; or 

(B) to or for any current income beneficiary, provided that the distribution of 
corpus must be chargeable against the proportionate share of corpus held in trust for 
the payment of income to the beneficiary as if the corpus constituted a separate 
trust. 

A power does not fall within the powers described in this paragraph if any person has a 
power to add to the beneficiary or beneficiaries or to a class of beneficiaries designated to 
receive the income or corpus, except where such action is to provide for after-born or 
after-adopted children. 

(6) POWER TO WITHHOLD INCOME TEMPORARILY.-A power to distribute or apply 
income to or for any current income beneficiary or to accumulate the income for him, 
provided that any accumulated income must ultimately be payable-

(Al to the beneficiary from whom distribution or application is withheld, to his 
estate, or to his appointees (or persons named as alternate takers in default of 
appointment) provided that such beneficiary possesses a power of appointment 
which does not exclude from the class of possible appointees any person other than 
the beneficiary, his estate, his creditors, or the creditors of his estate, or 

(B) on termination of the trust, or in conjunction with a distribution of corpus 
which is augmented by such accumulated income, to the current income benefi
ciaries in shares which have been irrevocably specified in the trust instrument. 

Accumulated income shall be considered so payable although it is provided that if any 
beneficiary does not survive a date of distribution which could reasonably have been 
expected to occur within the beneficiary's lifetime, the .share of the deceased beneficiary 
is to be paid to his appointees or to one or more designated alternate takers (other than 
the grantor or the grantor's estate) whose shares have been irrevocably specified. A 
power does not fall within the powers described in this paragraph if any person has a 
power to add to the beneficiary or beneficiaries or to a class of beneficiaries designated to 
receive the income or corpus except where such action is to provide for after-born or 
after-adopted children. 

(7) POWER TO WITHHOLD INCOME DURING DISABILITY OF A BENEFICIARY.-A power 
exercisable only during-

203 



(A) the existence of a legal disability of any current income beneficiary, or 

(B) the period during which any income beneficiary shall be under the age of 21 
years, 

to distribute or apply income to or for such beneficiary or to accumulate and add the 
income to corpus. A power does not fall within the powers described in this paragraph if 
any person has a power to add to the beneficiarv or beneficiaries or to a class of 
beneficiaries designated to receive the income or co;pus, except where such action is to 
provide for after-born or after-adopted children, 

(8_) POWER TO ALLOCATE BETWEEN CORPUS ~NO INCO~IE.-A power to allocate receipts 
and disbursements as between corpus and mcome, even though expressed in broad 
language. 

(c) EXCEPTION FOR CERTAIN POWERS OF INDEPENDENT TRUSTEES.-Subsection (a) shall 
not apply to a power solely exercisable (without the approval or consent of any other person) 
by a trustee or trustees, none of whom is the grantor, and no more than half of whom are 
related or subordinate parties who are subservient to the wishes of the grantor-

(!) to distribute, apportion, or accumulate income to or for a beneficiarv or 
beneficiaries, or to, for, or within a class of beneficiaries; or -

(2) to pay out corpus to or for a beneficiary or beneficiaries or to or for a class of 
beneficiaries (whether or not incor;Je beneficiaries). 

A power does not fall within the powers described in this subsection if any person has a power 
to add to the beneficiary or beneficiaries or to a class of beneficiaries designated to receive the 
income or corpus, except where such action is to provide for after-born or after-adopted 
children. 

(d) POWER TO ALLOCATE INCOME IF LIMITED BY A STANDARD.-5ubsection (a) shall not 
apply to a power solely exercisable (without the approval or consent of any other person) by a 
trustee or trustees, none of whom is the grantor or spouse living with the grantor, to 
distribute, apportion, or accumulate income to or for a beneficiary or beneficiaries, or to, for, 
or within a class of beneficiaries, whether or not the conditions of paragraph (6) or (7) of 
subsection (b) are satisfied, if such power is limited by a reasonably definite external 
standard which is set forth in the trust instrument. A power does not fall within the powers 
described in this subsection if any person has a power to add to the beneficiary or benefi
ciaries or to a class of beneficiaries designated to receive the income or corpus except where 
such action is to provide for after-born or after-adopted children. 

ADMINISTRATIVE POWERS 

Sec. 675 [ 1986 Code]. The grantor shall be treated as the owner of any portion of a trust 
in respect of which-

( I) POWER TO DEAL FOR LESS THAN ADEQUATE AND FULL CONSIDERATION.-A power 
exercisable by the grantor or a nonadvcrse party, or both, without the approval or 
consent of any adverse party enables the grantor or a~y person to purchase, exchange, or 
otherwise deal with or dispose of the corpus or the mcome therefrom for less than an 
adequate consideration in money or money's worth. 

(2) POWER m BORROW WITHOUT ADEQUATE INTEREST OR SECURITY.-A power exercisa
ble by the grantor or a nonadverse party, or both, enables the grantor to borrow the 
corpus or income, directly or indirectly, without adequate_ interest _or without adequate 
security except where a trustee (other than the grantor) IS authonzed und:r a general 
lending power to make loans to any person without regard to interest or secunty. 

(3) BORROWING OF THE TRUST FUNDS.-The grantor has directly or indirectly bor
rowed the corpus or income and has not completely repaid the loan, including any 
interest before the beginning of the taxable year. The preceding sentence shall not apply 
to a lo~n which provides for adequate interest and adequate security, if such loan is 
made by a trustee other than the grantor and other than a related or subordinate trustee 
subservient to the grantor. 

(4) GENERAL POWERS OF ADMINISTRATION.-A power of administration is exercisable 
in a nonfiduciary capacity by any person without the approval or consent of any person 
in a fiduciary capacity. For purposes of this paragraph, the term "power of administra
tion" means any one or more of the following powers: (A) a power to vote or direct the 
voting of stock or other securities of a corporation in ~hich the holdings of the grantor 
and the trust are significant from the viewpoint of voting control; (B) a power to control 
the investment of the trust funds either by directing investments or reinvestments, or by 
vetoing proposed investments or reinvestments, to the e~tent that the trust funds consist 
of stocks or securities of corporations in which the holdmgs of the grantor and the trust 
are significant from the viewpoint of voting control; or (C) a power to reacquire the trust 
corpus by substituting other property of an equivalent value. 
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POWER TO REVOKE 

.. Sec. 676 [1986 Code]. (a) GENERAL RULE.-The grantor shall be treated as the owner of 
any portion of a trust, whether or not he is treated as such owner under any other provision of 
this part, where at any time the power to revest in the grantor title to such portion is 
exercisable by the grantor or a non-adverse party, or both. 

(b) POWER AFFECfiNG BENEFICIAL ENJOYMENT ONLY AFTER EXPIRATION OF 10-YEAR 
PERIOD.-Subsection (a) shall not apply to a power the exercise of which can only affect the 
beneficial enjoyment of the income for a period commencing after the expiration of a period 
such that a grantor would not be treated as the owner under section 673 if the power were a 
reversionary interest. But the grantor may be treated as the owner after the expiration of 
such period unless the power is relinquished. 

(b) POWER AFFECfiNG BENEFICIAL E!'IJOYMENT ONLY AFTER OCCURRENCE OF EVE!'IT.
Subsection (a) shall not apply to a power the exercise of which can only affect the beneiicial 
enjoyment of the income for a period commencin~; after the occurrence of an event such that 
a grantor would not be treated as the owner under section 673 if the power were a 
reversiOnary interest. But the grantor may be treated as the owner after the occurrence of 
such event unless the power is relinquished. 

INCOME FOR BENEFIT OF GRANTOR 

Sec. 677 [1986 Code]: (a) GENERAL RULE.-The grantor shall be treated as the owner of 
any portion of a trust, whether or not he is treated as such owner under section 674, whose 
income without the approval or consent of any adverse party is, or, in the discretion of the 
grantor or a nonadverse party, or both, may be-

(I) distributed to the grantor or the grantor's spouse; 

(2) held or accumulated for future distribution to the grantor or the grantor's 
spouse; or 

(3) applied to the payment of premiums on policies of insurance on the life of the 
grantor or the ~rantor's spouse (except policies of insurance irrevocably payable for a 
purpose specified in section 170(c) (relating to definition of charitable contributions!). 

This subsection shall not apply to a power the exercise of which can only affect the beneficial 
eniovment of the income for a period commencing after the expiration of a period such that 
the ·grantor would not be treated as the owner. under section 673 if the power were a_ 
reversionary interest; but the grantor may be treated as the owner after the expiration of the 
period unless the power is relinquished. 

This subsection shall not apply to a power the exercise of which can only affect the beneficial 
enjoyment of the income for a period commencing after the occurrence of an event such that 
the ~rantor would not be treated as the owner under section 673 if the power were a 
reversionarv interest; but the grantor may be treated as the owner after the occurrence oi the 
e1·ent unless the power is relinquished. 

(b) OBLIGATIONS OF SUPPORT.-Income of a trust shall not be considered taxable to the 
grantor under subsection (a) or any other provision of this chapter merely because such 
income in the discretion of another person, the trustee, or the grantor acting as trustee or co
trustee, may be applied or distributed for the support or maintenance of a beneficiary (other 
than the grantor's spouse) whom the grantor is legally obligated to support or maintain, 
except to the extent that such income is so applied or distributed. In cases where the amounts 
so applied or distributed are paid out of corpus or out of other than income for the taxable 
year, such amounts shall be considered to be an amount paid or credited within the meaning 
of paragraph (2) of section 66l(al and shall be taxed to the grantor under section 662. 
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. . . 

PERSON OTHER THAN GRANTOR TREATED 
. AS SUBSTANTIAL OWNER 

•• · ..... ; .t 

!.•~'"' '"u .: :~-:.. ···' 

. . Sec. 678 [1986 .Code]. (a) GENERAL RULE.:-A person other than the g(antor shall be 
·treated as the owner.of any portion of a trust with respect to which: · ·· 
. i' . ~ • • . • -. '. . . . . . . J • ; . . . . : 

. . ( 1) such person has. a powe~ exercisable solely _by himself to vest the corpus or the 
mcome therefrom m himself, or .... , .. - . , . . . , . 

(2) such person has previ?usly partia_lly released or otherwise modified such a power 
and after the release or modificatiOn retams such control as would, within the principles 

_of "sections 671 to 677, inclusive, subject a grantor of a trust to treatment as the owner 
' thereof. ." ' · · · · .. . '\ .•:::\: .. ·~-:: ~ ,. . . . . . -

·· .(b) EXCEPTION WHERE GRANTOR Is TAXABLE.-Subsection (a) shall not applv with 
respect to a power over income. as originallv granted or thereafter modified, if-the grantor of 
the trust or a transieror (to whom section 679 applies) is otherwise treated as the owner under 

·the provisions of this subpart other than this section. ·· . · 
·I '.'. I '1 

. (c) OBLIGATIONS OF SUPPORT.-Subsection (a) shall not apply to a power which enables 
such person, in the capacity of trustee or co-trustee, merely to applv the income of the trust 
to the support or maintenance of a person whom the holder oi the power is obligated to 

·support or maintain except to the extent that such income is so applied. In cases where the 
amounts so applied or distributed are paid out of corpus or out of other than income of the 
taxable year .. such am.Q_ljnts shaiLbe considered to be an amount paid or credited within the 

.. meaning oLparagraph (2.} of·section 661(a) and shall be taxed to the holder. of the power 
under section 662. 

. (d) EFFECT OF RENUNCIATION OR DISCLAIMER.-5ubsection (a) shall not applv with 
respect to a power which has been renounced or disclaimed within a reasonable time alter the 
holder of the power first became aware of its existence. · 

(e) CROSS REFERENCE.-
. . . . . 

For provision under which beneficiary of trust is treated as owner of the portion of 
the trust which consists of stock in an electing small business corporation, see section 
136l(d). . ... 

FOREIGN TRUSTS HAVING ONE OR MORE 
UNITED STATES BENEFICIARIES 

Sec. 679 ( 1986 Code]. (a) TRANSFEROR TREATED AS OWNER.-

(!) IN GENERAL.-A United States person who directly or indirectly transfers 
property to a foreign trust (other than a trust described in section 404(a)(4) or section 
404A) shall be treated as the owner for his taxable year of the portion of such trust 
attributable to such property if for such year there is a United States beneficiary of any 
portion of such trust. 

(2) EXCEPTIONS.-Paragraph (1) shall not apply-

(A) TRANSFERS BY REASON OF DEATH.-To any transfer by reason of death of the 
transferor. 

(B) TRANSFERS WHERE GAIN IS RECOGNIZED TO TRANSFEROR.-To any sale or 
exchange of the property at its fair market value in a transaction in which all of the-

gain to the transferor is realized at the_ time £?f the transfer and is recognized either 
at such time or is returned as provided m section 453. · · 

(b) TRUSTS ACQUIRING UNITED STATES BENEFICIARIES.-If-. 

· '- (1) subsection (a).it"pplies to a trust for the transferor's taxable year, and 

(2) subsection (a) would have applied to the trust for his immediately preceding 
taxable year but for the fact that for such preceding taxable year there was no Umted 
States beneficiary for any portion of the trust, · . · 

then, for purposes of this subtitle, the transferor shall be treated as having i1_1come for the 
taxable year (in addition to his other income for such year) equal to_ the und!stnbuted 1_1et 
income.(at the close of such immediately preceding taxable year) attnbutable to the portion 
of the trust referred to in subsection (a) . 

. (c) TRUSTS TREATED AS HAVING A UNITED STATES BE!'IEF!CIARY.- ' . ' 
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(1) IN GENERAL.-For purposes of this section, a trust shall be treated as having a 
United States beneficiary for the taxable year unless- . · ·. ·: · 

. (A) under the. terms of the trust, no part of the in~ome. or co;p.us of the trust 
may be paid or accumulated during the taxable year to or for the benefit of a United 
States person, and · 

·. . (B) if the trust were terminated at any time during the taxable year, no part of 
the income or corpus of such trust could be paid to or for the benefit of a United 
States person. ·· 

(2) ATTRIBUTION OF OWNERSHIP.-For purposes of paragraph (1), an amount shall be 
treated as paid or accumulated to or for the benefit of a United States person if such 

··.amount is paid to or accumulated for a foreign corporation, foreign partnership, or 
foreign trust or estate, and- ·· · · · 

(A) in the case of a foreign corporation:. more than 50 percent of the total 
.combined voting power of all classes of stock entitled to vote of such corporation is 
owned (within the meaning of section 958(a)) or is considered to be owned (within 
the meaning of section 958(b)) by United States shareholders (as defined in section 
951(b)), . : . 

(B) in the case of a foreign partnership, a United States person is a partner of 
such partnership, or · 

.. 
(C) in the case of a foreign trust or estate, such trust or estate has a United 

States beneficiary (within the meaning of paragraph (1)). 

.. r: ·LIMITATIQN,.QN GHARITABLE DEDUCTION -· 
.· 

Sec. 681 (1986 Code]. (a) TRADE OR BUSINESS lNCOME.-In computing the deduction 
.allowable under section 642(c) to a trust, no amount otherwise allowable under section 642(c) 
as a deduction shall be allowed as a deduction with respect to income of the taxable year 
which is allocable to its unrelated business income for such year. For purposes of the 
preceding sentence, the term "unrelated business income" means an amount equal to the 
amount which. if such trust were exempt from tax under section 501(a) by reason of section 
50l(c)(3), would be computed as its unrelated business taxable income under section 512 
(relating to income derived from certain business activities and from certain property 
acquired with borrowed funds). 

.., 
(b) CROSS REFERENCE-

-
For disallowance of certain charitable, etc., deductions otherwise allowable under section 
642(c), see sections 508(d) and 4948(c)(4). 

INCOME OF AN ESTATE OR TRUST IN CASE 
OF DIVORCE, ETC. 

... ··Sec. 682 (1986 Code]. (a) INCLUSION IN GROSS INCOME OF WIFE.-There shall be included 
in the gross income <1f a wife who is divorced or legally separated under a decree of divorce or 
of separate maintenance (or who is separated from her husband under a written separation 
agreement) the amount of the income of any trust which such wife is entitled to receive and 
which, except for this section. would be includible in the gross income of her husband, and 
such amount shall not. despite any other provision of this subtitle, be includible in the gross 
income oi such husband. This subsection shall not apply to that part of any such income of 
the trust which the terms of the decree, written separation agreement, or trust instrument 

.. fix. in terms of an amount of money or a portion of such income, as a sum which is payable ior 
the support of minor children of such husband. In case such income is less than the amount 
specified in the decree, agreement, or instrument, for the purpose of applying the preceding 
sentence. such income. to the extent of such sum payable for such support, shall be considered 
a payment fpr such support. '· 

· (b) WIFE CONSIDERED A. BE:-IEFICIARY.-For purposes of computing the taxable income of 
the estate or trust and the taxable income of a wife to whom subsection (a) or section 71 
applies. such wife shall be considered as the beneficiary specified in this part. A periodic 
payment under section 71 to any portion of which this part applies shall be included in the 
gross income of the beneficiary in the taxable year in which under this part such portion is 
required to be included. 

. . . . 
(b) WIFE CONSIDERED A BENEFICIARY.-For purposes of computing the taxable income of 

the estate or trust and the taxable income of a wife to whom subsection (a) applies, such wife 
shall be considered as the beneiiciary specified in this part. · 

(c) CROSS REFERENCE.-

For definitions of "husband" and "wife", as used in this section, see section 
770l<a)(l7). 
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USE OF TRUST AS AN EXCHANGE FUND 

-· Sec. 683 [1986 Code]. (a) GENERAL RULE.-Except as provided in subsection (b), if 
property is transferred to a trust in exchange for an interest in other trust property and if the 

· trust would be an investment company (within the meaning of section 35 1) if it were a 
corporation, then gain shall be recognized to the transferor. 

(b) EXCEPTION FOR POOLED INCOME FUNDS.-Subsection (a) shall not apply to any 
transfer to a pooled income fund (within the meaning of section 642(c)(5)). 

DECEDENTS 
RECIPIENTS OF INCOME IN RESPECT OF 

DECEDENTS 

Sec. 691 [1986 Code). (a) INCLUSION IN GROSS I:-<COME.-

(1) GENERAL RULE.-The amount of all items of gross income in respect of a 
decedent which are not properly includible in respect of the taxable period in which falls 
the date of his death or a prior period (including the amount oi all items of gross income 
in respect of a prior decedent, if the right to receive such amount was acquired by reason 
of the death oi the prior decedent or by bequest, devise, or inheritance from the prior 
decedent) shall be included in the gross income, for the taxable yea:r when received, of: 

(A) the estate of the decedent, if the right to receive the amount is acquired by 
the decedent's estate from the decedent; 

(8) the person who, by reason of the death of the decedent, acquires the right to 
receive the amount, if the right to receive the amount is not acquired by the 
decedent's estate from the decedent; or 

(C) the person who acquires from the decedent the right to receive the amount 
by bequest, devise, or inheritance, if the amount is received after a distribution by 
the decedent's estate of such right. 

(2) INCOME IN CASE OF SALE, ETC.-If a right, described in paragraph ( 1 ), to receive 
an amount is transferred by the estate of the decedent or a person who received such 
right by reason of the death of the decedent or by bequest, devise, or inheritance from 
the decedent, there shall be included in the gross income of the estate or such person, as 
the case may be, for the taxable period in which the transfer occurs, the fair market 
value of such right at the time of such transfer plus the amount by which any 
consideration for the transfer exceeds such fair market value. For purposes of this 
paragraph, the term "transfer" includes sale, exchange, or other disposition, or the 
satisfaction of an installment obligation at other than face value, but does not include 
transmission at death to the estate of the decedent or a transfer to a person pursuant to 
the right of such person to receive such amount by reason of the death of the decedent or 
by bequest, devise, or inheritance from the decedent. 

(3) CHARACTER OF INCOME DETERMINED BY REFERENCE TO DECEDENT.-The right, 
described in paragraph (l ), to receive an amount shall be treated, in the hands of the 
estate of the decedent or any person who acquired such right by reason of the death of 
the decedent, or by bequest, devise, or inheritance from the decedent, as if it had been 
acquired by the estate or such person in the transaction in which the right to receive the 
income was originally derived and the amount includible in gross income under para
graph ( l) or (2) shall be considered in the hands of the estate or such person to have the 
character which it would have had in the hands of the decedent if the decedent had lived 
and received such amount. 

(4) INSTALLMENT OBLIGATIONS ACQUIRED FROM DECEDENT.-In the case of an install
ment obligation reportable by the decedent on the installment method under section 453 
or 453A, if such obligation is acquired by the decedent's estate from the decedent or by 
any person by reason of the death of the decedent or by bequest, devise, or inheritance 
from the decedent-

(A) an amount equal to the excess of the face amount of such obligation over 
the basis of the obligation in the hands of the decedent (determined under section 
4538) shall, for the purpose of paragraph (1), be considered as an item of gross 
income in respect of the decedent; and 

(B) such obligation shall, for purposes of paragraphs (2) and (3), be considered a 
right to receive an item of gross income in respect of the decedent, but the amount 
includible in gross income under paragraph (2) shall be reduced by an amount equal 
to the basis of the obligation in the hands of the decedent (determined under section 
453B). 
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(5) OTHER RULES RELATING TO INSTALLMENT OBLIGATIONS.-

(A) IN GENE~L.-In the case of an installment obligation reportable by the 
decedent on the mstallment method under section 453 or 453A, for purposes of 
paragraph (2}-

(i) the second sentence of paragraph (2) shall be applied by inserting "(other 
than the obligor)" after "or a transfer to a person", · · 

(ii) any cancellation of such an obligation shall be treated as a transfer, and 

(iii) any cancellation of such an obligation occurring at the death of the 
decedent shall be treated as a transfer by the estate of the decedent (or, if held by 
a person other than the decedent before the death of the decedent, by such 
person). 

(B) fACE AMOUNT TREATED AS FAIR MARKET VALUE IN CERTAIN CASES.-In any 
case to which the first sentence of paragraph (2) applies by reason of subparagraph 
(A), if the decedent and the obligor were related persons (within the meaning of 
section 453([)( 1 )), the fair market value of the installment obligation shall be 
treated as not less than its face amounl. 

(C) CANCELLATION INCLUDES BECOMING UNENFORCEABLE.-For purposes of sub
paragraph (A), an installment obligation which becomes unenforceable shall be 
treated as if it were canceled. 

(b) ALLOWANCE OF DEDUCTIONS AND CREDIT.-The amount of any deduction specified in 
section 162, 163, 164, 212, or 611 (relating to deductions for expenses, interest, taxes, and 
depletion) or credit specified in section 27 (relating to foreign tax credit),. irf respect of a 
decedent which is not properly allowable to the decedent in respect of the taxable period in 
which falls the date of his death, or a prior period, shall be allowed: 

(l) EXPENSES, INTEREST, AND TA..XES.-In the case of a deduction specified in section 
162, 163, 164, or 212 and a credit specified in section 27, in the taxable year when 
paid-

(A) to the estate of_ the decedent; except that 

(B) if the estate of the decedent is not liable to discharge the obligation to which 
the deduction or credit relates, to the person who, by reason of the death of the 
decedent or by bequest, devise, or inheritance acquires, subject to such obligation, 
from the.decedent an interest in property of the decedenl. 

(2) DEPLETION.-In the case of the deduction specified in section 611, to the person 
described in subsection (a)(l)(A), (B), or (C) who, in the manner described therein, 
receives the income to which the deduction relates, in the taxable year when such income 
is received. 

(c) DEDUCTION FOR ESTATE TA..X.-

( 1) ALLOWANCE OF DEDUCTION.-

(A) GENERAL RULE.-A person who includes an amount. in gross income under 
subsection (a) shall be allowed, for the same taxable year, as a deduction an amount 
which bears the same ratio to the estate tax attributable to the net value for estate 
tax purposes of all the items described in subsection (a)(l) as the value for estate tax 
purposes of the items of gross income or portions thereof in respect of which such 
person included the amount in gross income (or the amount included in gross 
income, whichever is lower) bears to the value for estate tax purposes of all the items 
described in subsection (a)(!). 

(B) ESTATES AND TRUSTS.-In the case of an estate or trust, the amount allowed 
as a deduction under subparagraph (A) shall be computed by excluding from the 
gross income of the estate or trust the portion (if any) of the items described in 
subsection (a)( 1) which is properly paid, credited, or to be distributed to the 
beneficiaries during the taxable year. 

(2) METHOD OF COMPUTING DEDUCTION.-for purposes of paragraph (1 }-

(A) The term "estate tax" means the tax imposed on the estate of the decedent 
or any prior decedent under section 2001 or 2101, reduced by the credits against 
such tax. 

(B) The net value for estate tax purposes of all the items described in subsection 
(a)(l) shall be the excess of the value for estate tax purposes of all the items 
described in subsection (a)( 1) over the deductions from the gross estate in respect of 
claims which represent the deductions and credit described in subsection (b). Such 
net value shall be determined with respect to the provisions of section 421(c)(2), 
relating to the deduction for estate tax with respect to stock options to which part II 
of subchapter D applies. 

(C) The estate tax attributable to such net value shall be an amount equal to 
the excess of the estate tax over the estate tax computed without including in the 
gross estate such net value. 
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(3) SPECIAL RULE FOR GENERATION-SKIPPING TRANSFERS.-For purposes of this sec
tion-

(A) the tax imposed by section 2601 or any State inheritance tax described in 
section 2602(c)(5)(B) on any generation-skipping transfer shall be treated as a tax 
imposed by section 2001 on the estate of the deemed transferor (as defined in section 
2612(a)); 

(B) any property transferred in such a transfer shall be treated as if it were 
included in the gross estate of the deemed transferor at the value of such property 
taken into account for purposes of the tax imposed by section 2601; and 

(C) under regulations prescribed by the secretary, any item of gross income 
subject to the tax imposed under section 2601 shall be treated as income described 
in subsection (a) if such item is not properly includible in the gross income of the 
trust on or before the date of the generation-skipping transfer (within the meaning 

of section 261 !(a)) and if such transfer occurs at or after the death of the deemed 
transferor (as so defined). 

(3) SPECIAL RULE FOR GENERATION-SKIPPING TRANSFERS.-In the case of any tax 
imposed by chapter 13 on a taxable termination or a direct skip occurring as a result of 
the death of the transferor, there shall be allowed a deduction (under principles similar 
to the principles of this subsection) for the portion of such tax attributable to items of 
gross income of the trust which were not properly includible in the gross income of the 
trust for periods before the date of such termination. 

(4) COORDINATION -WITH CAPITAL GAIN DEDUcnON, ETC.-For purposes of sections 
1201, 1202, and 121 I, and for purposes of section 57(a)(9), the amount of any gain taken 
into account with respect to any item described in subsection (a)(!) shall be reduced (but 
not below zero) by the amount of the deduction allowable under paragraph (I) of this 
subsection with respect to such item. 

(4) COORDINATION WITH CAPITAL GAIN PROVISIONS.-For purposes of sections l(j), 
1201, and 121 I, the amount of any gain taken into account with respect to any item 
described in subsection (a)(!) shall be reduced (but not below zero) by the amount of the 
deduction allowable under paragraph (I) of this subsection with respect to such item. 

(5) COORDINATION WITH SECTION 402(e).-For purposes of section 402(e) (other than 
para~raph (!)(D) thereof), the total taxable amount of any lump sum distribution shall 
be reduced by the amount of the deduction allowable under paragraph (I) of this 
subsection which is attributable to the total taxable amount (determined without regard 
to this paragraph). 

(d) AMOUNTS RECEIVED BY SURVIVING ANNUITANT UNDER ]OINT AND SURVIVOR ANNUITY 
CONTRACT.-

(!) DEDUCTION FOR ESTATE TAX.-For purposes of computing the deduction under 
subsection (c)(! )(Al, amounts received by a surviving annuitant- · 

(A) as an annuity under a joint and survivor annuity contract where the 
decedent annuitant died after December 31, 1953, and after the annuity starting 
date (as defined in section 72(c)(4)), and · 

(Bl during the surviving annuitant's life expectancy period, 

shall, to the extent included in gross income under section 72, be considered as amounts 
included in gross income under subsection (a). 

(2) NET VALUE FOR ESTATE TA.X PURPOSES.-In determinir\g the net value for estate 
tax purposes under subsection (c)(2)(B) for purposes of this subsection, the value for 
estate tax purposes of the items described in paragraph (1) of this subsection shall be 
computed-

(A) by determining the excess of the value of the annuity at the date of the 
death of the deceased annuitant over the total amount excludable from the gross 
income of the surviving annuitant under section 72 during the surviving annuitant's 

. life e~pectancy period, and 

(B) by multiplying the figure so obtained by the ratio which the value of the 
annuity for estate tax purposes bears to the value of the annuity at the date of the 
death of the deceased. 

(3) DEFINITIONS.-For purposes of this subsection-

(A) The term "life expectancy period" means the period beginning with the 
first day of the first period for which an amount is received· by the surviving 
annuitant under the contract and ending with the close of the taxable year with or 
in which falls the termination of the life expectancy of the surviving annuitant. For 
purposes of this subparagraph, the life expectancy of the surviving annuitant shall 
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be determined, as of the date of the death of the deceased annuitant, with reference 
to actuarial tables prescribed by the Secretary. · . 

(B) The surviving annuitant's expected return under the contract shall be 
computed, as of the death of the deceased annuitant, with reference to actuarial 
tables prescribed by the Secretary. 

(e) CROSS REFERENCE.-

For. application of this section to income in respect of a deceased par.tner, see section· 
753. 

INCOME TAXES OF MEMBERS OF ARMED 
FORCES ON DEATH 

Sec. 692 [1986 Code). (a) GENERAL RULE.-In the case of any individual who dies while 
in active service as a member of the Armed Forces of the United States, if such death 
occurred while serving in a combat zone (as determined under section 112) or as a result of 
wounds, disease, or injury incurred while so serving-

( 1) any tax imposed by this subtitle shall not apply with respect to the taxable year 
in which falls the date of his death, or with respect to any prior taxable year ending on or 
after the first day he so served in a combat zone after June 24, 1950; and 

(2) any tax under this subtitle and under the corresponding provisions of prior 
revenue laws for taxable years preceding those specified in paragraph (1) which is 
unpaid at the date of his death (including interest, additions to the tax, and additional 
amounts) shall not be assessed. and if assessed the assessment shall be abated, and if 
collected shall be credited or refunded as an overpayment. 

(b) INDIVIDUALS IN MISSING STATUS.-For purposes of this section, in the case of an 
individual who was in a missing status within the meaning of section 6013(f)(3)(A), the date 
of his death shall be treated as being not earlier than the date on which a determination of his 
death is made under section 556 of title 37 oi the United States Code. Except in the case of 

the combat zone designated for purposes of the Vietnam conflict, the preceding sentence shall 
not cause subsection (a )(1) to apply for any taxable year begmning more than 2 years after 
the date designated under section 112 as the date of termination of combatant activities in a 
combat zone. 

(c) CERTAIN MILITARY OR CIVILIAN EMPLOYEES OF TilE UNITED STATES DYING AS A REsULT 
OF INJURlES SUSTAINED OVERSE:\5.-

(1) IN GENERAL.-In the case of any individual who dies wh"ile a military or civilian 
employee of the United States, if such death occurs as a result of wounds or injury which 
was incurred while the individual was a military or civilian employee of the United 
States and which was incurred outside the United States in a terroristic or military 
action, any tax imposed by this subtitle shall not apply-

(A) with respect to the taxable year in which falls the date of his death, and _ 

(B) with respect to any prior taxable year in the period beginning with the last 
taxable year ending before the taxable year in which the wounds or injury were 
incurred. 

(2) TE~ORISTIC OR MILITARY ACTION.-For purposes of paragraph (1), the term 
"terroristic or military action" means- · 

(A) any terroristic activity which a preponderance of the evidence indicates 
was directed against the United States or any of its allies, and 

(B) any military action involving the Armed Forces of the United States and 
resulting from violence or aggression against the United States or any of its allies (or 
threat thereof). 

For purposes of the preceding sentence, the t'erm "military action" does not include 
training exercises. 

(3) TREATMENT OF MULTI~ATIONAL FORCES.-For purposes of paragraph (2), any 
multinational force in which the United States is participating shall be treated as an ally 
of the United States. 
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Appendix I: 

Systems Flow Chart: Legal and Accounting.9 

9. Flow chart of the legal and accounting aspects of 

the fiduciary responsibility function, as prepared by the 

author. 
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Appendix J: 

Systems Flow Chart: Income Tax.lO 

10. Flow chart of the income tax aspect of the fiduciary 

respon~ibility function, as prepared by the author. 
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