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Department of the Treasury
Internal Revenue ServiceInstructions for Form 706

(Rev. August 2008)

For decedents dying after December 31, 2007 and before January 1, 2009
United States Estate (and Generation-Skipping Transfer) Tax Return

Section references are to the Internal • We added a new worksheet to helpContents Page
Revenue Code unless otherwise noted. executors figure how much of the*Schedule C—Mortgages,

estate tax may be paid in installmentsNotes, and Cash . . . . . . . . . . . . .14
under section 6166. See Determine*Schedule D—Insurance onPrior Revisions of Form 706
how much of the estate tax may bethe Decedent’s Life . . . . . . . . . . .14
paid in installments under section 6166For Use *Schedule E—Jointly Owned

Decedents Revision on page 11 for details.Property . . . . . . . . . . . . . . . . . . .14
Dying of • On January 1, 2008, the estate and*Schedule F—Otherand Form 706 gift tax treaty between the UnitedMiscellaneous Property . . . . . . . .14After Before Dated States and Sweden was terminated andSchedule G—TransfersDecember January July 1999 ceased to have effect. Therefore, weDuring Decedent’s Life . . . . . . . . .1531, 1998 1, 2001 have deleted the county “Sweden” fromDecember January November Schedule H—Powers of the list of countries under Credit Under31, 2000 1, 2002 2001 Appointment . . . . . . . . . . . . . . . .16 Treaties, In general on page 22.December January August Schedule I—Annuities . . . . . . . . . . .17 • Various dollar amounts and31, 2001 1, 2003 2002 *Schedule J—Funeral limitations relevant to Form 706 areDecember January August Expenses and Expenses indexed for inflation. For decedents31, 2002 1, 2004 2003

Incurred in Administering dying in 2008, the following amountsDecember January August
Property Subject to Claims . . . . . .1931, 2003 1, 2005 2004 have increased:

Schedule K—Debts of theDecember January August a. The ceiling on special-use
31, 2004 1, 2006 2005 Decedent and Mortgages valuation is $960,000.
December January October and Liens . . . . . . . . . . . . . . . . . . .19 b. The amount used in computing31, 2005 1, 2007 2006 Schedule L—Net Losses the 2% portion of estate tax payableDecember January September During Administration and in installments is $1,280,000.31, 2006 1, 2008 2007 Expenses Incurred in The IRS will publish amounts for

Administering Property Not future years in an annual revenueContents Page Subject to Claims . . . . . . . . . . . . .20 procedure.General Instructions . . . . . . . . . . . .1 *Schedule M—Bequests, etc.,
Purpose of Form . . . . . . . . . . . . . . . .1 to Surviving Spouse (Marital General InstructionsWhich Estates Must File . . . . . . . . . .1 Deduction) . . . . . . . . . . . . . . . . . .20
Executor . . . . . . . . . . . . . . . . . . . . . .2 Schedule O—Charitable,
When To File . . . . . . . . . . . . . . . . . .2 Purpose of FormPublic, and Similar Gifts and
Where To File . . . . . . . . . . . . . . . . . .2 Bequests . . . . . . . . . . . . . . . . . . .20 The executor of a decedent’s estate
Paying the Tax . . . . . . . . . . . . . . . . .2 Schedule P—Credit for uses Form 706 to figure the estate tax

Foreign Death Taxes . . . . . . . . . .21Signature and Verification . . . . . . . . .2 imposed by Chapter 11 of the Internal
Schedule Q—Credit for Tax Revenue Code. This tax is levied onAmending Form 706 . . . . . . . . . . . . .2

on Prior Transfers . . . . . . . . . . . .22 the entire taxable estate, not just on theSupplemental Documents . . . . . . . . .3
share received by a particularSchedules R andRounding Off to Whole Dollars . . . . .3
beneficiary. Form 706 is also used toR-1—Generation-SkippingPenalties . . . . . . . . . . . . . . . . . . . . . .3
compute the generation-skippingTransfer Tax . . . . . . . . . . . . . . . .23Obtaining Forms and transfer (GST) tax imposed by ChapterSchedule U—QualifiedPublications . . . . . . . . . . . . . . . . . .3 13 on direct skips (transfers to skipConservation EasementSpecific Instructions . . . . . . . . . . . .3 persons of interests in propertyExclusion . . . . . . . . . . . . . . . . . . .27Part 1—Decedent and included in the decedent’s grossContinuation Schedule . . . . . . . . . . .29Executor (Page 1 of Form estate).Privacy Act and Paperwork706) . . . . . . . . . . . . . . . . . . . . . . .4 Reduction Act . . . . . . . . . . . . . . .30

Part 2—Tax Computation Which Estates Must FileWorksheet for Schedule Q . . . . . . . .31
(Page 1 of Form 706) . . . . . . . . . . .5 For decedents dying in 2008, Form 706Index . . . . . . . . . . . . . . . . . . . . . . .32

Part 3—Elections by the must be filed by the executor for theChecklist . . . . . . . . . . . . . . . . . . . . .33
Executor (Page 2 of Form estate of every U.S. citizen or resident* For Schedules A, A-1, C, D, E, F,
706) . . . . . . . . . . . . . . . . . . . . . . .6 whose gross estate, plus adjustedJ, and M, see instructions in the

taxable gifts and specific exemption, isPart 4—General Information Form 706 itself.
more than $2,000,000.(Pages 2 and 3 of Form 706) . . . .12

Part 5—Recapitulation (Page To determine whether you must file
3 of Form 706) . . . . . . . . . . . . . . .12 a return for the estate, add:

*Schedule A—Real Estate . . . . . . .13 1. The adjusted taxable gifts (underWhat’s New*Schedule A-1—Section section 2001(b)) made by the decedent
2032A Valuation . . . . . . . . . . . . .13 • Use this revision of Form 706 only for after December 31, 1976;

Schedule B—Stocks and the estates of decedents dying in 2. The total specific exemption
Bonds . . . . . . . . . . . . . . . . . . . . .13 calendar year 2008. allowed under section 2521 (as in effect

Cat. No. 16779E
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before its repeal by the Tax Reform Act decedent for estate tax purposes, and to a reversionary or remainder interest.
of 1976) for gifts made by the decedent you should file Form 706-NA. If such a These elections are made by checking
after September 8, 1976; and decedent became a U.S. citizen wholly lines 3 and 4 (respectively) of Part

3. The decedent’s gross estate independently of his or her connection 3—Elections by the Executor, and
valued at the date of death. with a possession, then the decedent is attaching the required statements.

considered a U.S. citizen for estate tax If the tax paid with the return ispurposes, and you should file FormGross Estate different from the balance due as706. figured on the return, explain theThe gross estate includes all property in
difference in an attached statement. Ifwhich the decedent had an interest Executor you have made prior payments to the(including real property outside the

The term “executor” means the IRS, attach a statement to Form 706United States). It also includes:
executor, personal representative, or including these facts.• Certain transfers made during the
administrator of the decedent’s estate.decedent’s life without an adequate and Paying by check. Make the checkIf none of these is appointed, qualified,full consideration in money or money’s payable to the “United Statesand acting in the United States, everyworth, Treasury.” Please write the decedent’sperson in actual or constructive• Annuities, name, social security number, andpossession of any property of the• The includible portion of joint estates “Form 706” on the check to assist us indecedent is considered an executorwith right of survivorship (see the posting it to the proper account.and must file a return.instructions on the back of Schedule E),

• The includible portion of tenancies by Signature and Verificationthe entirety (see the instructions on the When To File
back of Schedule E), You must file Form 706 to report estate If there is more than one• Certain life insurance proceeds (even and/or generation-skipping transfer tax executor, all listed executors arethough payable to beneficiaries other within 9 months after the date of the responsible for the return.CAUTION

!
than the estate) (see the instructions on decedent’s death unless you receive an However, it is sufficient for only one ofthe back of Schedule D), extension of time to file. Use Form the co-executors to sign the return.• Property over which the decedent 4768, Application for Extension of Time
possessed a general power of All executors are responsible for theTo File a Return and/or Pay U.S. Estate
appointment, return as filed and are liable for(and Generation-Skipping Transfer)• Dower or curtesy (or statutory estate) penalties provided for erroneous orTaxes, to apply for an automatic
of the surviving spouse, and false returns.6-month extension of time to file.• Community property to the extent of Private delivery services. You can If two or more persons are liable forthe decedent’s interest as defined by use certain private delivery services filing the return, they should all joinapplicable law. designated by the IRS to meet the together in filing one complete return.

For more specific information, see “timely mailing as timely filing/paying” However, if they are unable to join in
the instructions for Schedules A rule for tax returns and payments. making one complete return, each is
through I. These private delivery services include required to file a return disclosing all

only the following. the information the person has in theU. S. Citizens or Residents; • DHL Express (DHL): DHL Same Day case, including the name of everyNonresident Noncitizens Service, DHL Next Day 10:30 am, DHL person holding an interest in the
Next Day 12:00 pm, DHL Next DayFile Form 706 for the estates of property and a full description of the
3:00 pm, and DHL 2nd Day Service.decedents who were either U.S. property. If the appointed, qualified, and
• Federal Express (FedEx): FedExcitizens or U.S. residents at the time of acting executor is unable to make a
Priority Overnight, FedEx Standarddeath. For estate tax purposes, a complete return, then every person
Overnight, FedEx 2Day, FedExresident is someone who had a holding an interest in the property must,
International Priority, FedExdomicile in the United States at the time on notice from the IRS, make a return
International First.of death. A person acquires a domicile regarding that interest.
• United Parcel Service (UPS): UPSby living in a place for even a brief The executor who files the returnNext Day Air, UPS Next Day Air Saver,period of time, as long as the person must, in every case, sign theUPS 2nd Day Air, UPS 2nd Day Airhad no intention of moving from that declaration on page 1 under penaltiesA.M., UPS Worldwide Express Plus,place. of perjury.and UPS Worldwide Express.File Form 706-NA, United States

Generally, anyone who is paid toEstate (and Generation-Skipping The private delivery service can tell
prepare the return must sign the returnTransfer) Tax Return, Estate of you how to get written proof of the
in the space provided and fill in thenonresident not a citizen of the United mailing date.
“Paid Preparer’s Use Only” area. SeeStates, for the estates of nonresident
section 7701(a)(36)(B) for exceptions.alien decedents (decedents who were Where To File

neither U.S. citizens nor residents at In addition to signing and completingFile Form 706 at the following address:
the time of death). the required information, the paid

Department of the Treasury preparer must give a copy of theResidents of U. S. Internal Revenue Service Center completed return to the executor.
Cincinnati, OH 45999Possessions Note. A paid preparer may sign

All references to citizens of the United original or amended returns by rubberPaying the TaxStates are subject to the provisions of stamp, mechanical device, or computer
sections 2208 and 2209, relating to The estate and GST taxes are due software program.
decedents who were U.S. citizens and within 9 months after the date of the
residents of a U.S. possession on the decedent’s death unless an extension Amending Form 706date of death. If such a decedent of time for payment has been granted,
became a U.S. citizen only because of or unless you have been granted an If you find that you must change
his or her connection with a election under section 6166 to pay in something on a return that has already
possession, then the decedent is installments, or under section 6163 to been filed, you should:
considered a nonresident alien postpone the part of the tax attributable • File another Form 706;

-2- General Instructions
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• Enter “Supplemental Information” reasonable cause. Executors filing late • Internal Revenue Bulletins.
across the top of page 1 of the form; (after the due date, including • Toll-free and email technical support.
and extensions) should attach an • The DVD is released twice during the
• Attach a copy of pages 1, 2, and 3 of explanation to the return to show year.
the original Form 706 that has already reasonable cause. — The first release will ship the
been filed. Valuation understatement. Section beginning of January 2009.

6662 provides a 20% penalty for the — The final release will ship the If you have already been notified
underpayment of estate tax that beginning of March 2009.that the return has been selected for
exceeds $5,000 when the under-examination, you should provide the Purchase the DVD from Nationalpayment is attributable to valuationadditional information directly to the Technical Information Services (NTIS)understatements. A valuationoffice conducting the examination. at www.irs.gov/cdorders for $30 (nounderstatement occurs when the value handling fee) or call 1-877-233-6767of property reported on Form 706 isSupplemental Documents toll-free to purchase the DVD for $3065% or less of the actual value of the (plus a $5 handling fee). The price isNote.  You must attach the death property. discounted to $25 for orders placedcertificate to the return. This penalty increases to 40% if prior to December 1, 2008.
there is a gross valuation under-If the decedent was a citizen or Forms and Publications to file orstatement. A gross valuation under-resident and died testate, attach a use.statement occurs if any property on thecertified copy of the will to the return. If • Forms. The title for forms to file orreturn is valued at 40% or less of theyou cannot obtain a certified copy,

use are given within these instructions.value determined to be correct.attach a copy of the will and an • Publications. Publication 910, Guideexplanation of why it is not certified. These penalties also apply to late to Free Tax Services; and PublicationOther supplemental documents may be filing, late payment, and underpayment 559, Survivors, Executors, andrequired as explained below. Examples of GST taxes. Administrators.include Forms 712, 709, and 706-CE, Return preparer. The Small Business
trust and power of appointment and Work Opportunity Tax Act of 2007
instruments, death certificate, and state (Act) extends the application of return
certification of payment of death taxes. preparer penalties to preparers of Specific Instructions
If you do not file these documents with estate tax returns. Under section 6694, You must file the first three pages ofthe return, the processing of the return as amended by the Act, and the Form 706 and all required schedules.will be delayed. transitional relief provided by Notice File Schedules A through I, as

2007-54, 2007-27 I.R.B. 12, estate taxIf the decedent was a U.S. citizen appropriate, to support the entries in
return preparers, who prepare anybut not a resident of the United States, items 1 through 9 of Part
return or claim for refund which reflectsyou must attach the following 5—Recapitulation.
an understatement of tax liability due todocuments to the return:
willful or reckless conduct, are subject IF . . . THEN . . .1. A copy of the inventory of
to a penalty of $5,000 or 50% of theproperty and the schedule of liabilities,
income derived (or income to be you enter zero on any you need not file theclaims against the estate, and

item of the schedule (except forderived), whichever is greater, for theexpenses of administration filed with
Recapitulation, Schedule F) referred topreparation of each such return. Seethe foreign court of probate jurisdiction, on that item.section 6694, Notices 2007-54, andcertified by a proper official of the court;

2008-13, 2008-3 I.R.B. 282.2. A copy of the return filed under you claim an exclusion complete and attach
the foreign inheritance, estate, legacy, on item 11, Schedule U.Obtaining Forms andsuccession tax, or other death tax act,

you claim any complete and attach thecertified by a proper official of the Publications To File or Use deductions on items 13 appropriate schedules toforeign tax department, if the estate is
through 21 of the support the claimedInternet. You can access the IRSsubject to such a foreign tax; and Recapitulation, deductions.website 24 hours a day, 7 days a week3. If the decedent died testate, a

at www.irs.gov to:certified copy of the will. you claim the credits complete and attach
for foreign death taxes Schedule P or Q.• Download forms, instructions, and
or tax on priorpublications;Rounding Off to Whole transfers,• Order IRS products online;

• Research your tax questions online;Dollars there is not enough attach a Continuation• Search publications online by topic or space on a schedule to Schedule (or additionalYou may show the money items on the keyword; and list all the items, sheets of the same size)return and accompanying schedules as
to the back of the• Sign up to receive local and nationalwhole-dollar amounts. To do so, drop schedule;tax news by email.any amount less than 50 cents and (see the Form 706DVD for tax products. You can orderincrease any amount from 50 cents package for the

Publication 1796, IRS Tax Products Continuation Schedule);through 99 cents to the next higher
DVD, and obtain: photocopy the blankdollar.

schedule before• Current-year forms, instructions, and
completing it, if you willpublications.Penalties need more than one• Prior-year forms, instructions, and
copy.Late filing and late payment. Section publications.

6651 provides for penalties for both late • Tax Map: an electronic research tool
filing and for late payment unless there and finding aid. Also consider the following:
is reasonable cause for the delay. The • Tax Law frequently asked questions. • Form 706 has 40 numbered pages.
law also provides for penalties for willful • Tax Topics from the IRS telephone The pages are perforated so that you
attempts to evade payment of tax. The response system. can remove them for copying and filing.
late filing penalty will not be imposed if • Internal Revenue Code — Title 26. • Number the items you list on each
the taxpayer can show that the failure • Fill-in, print, and save features for schedule, beginning with the number
to file a timely return is due to most tax forms. “1” each time, or using the numbering

-3-General, Specific, and Part Instructions
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Table A—Unified Rate Scheduleconvention as indicated on the
schedule (for example, Schedule M).

Column A Column B Column C Column D• Total the items listed on the schedule
Taxable amount over Taxable amount not Tax on amount in Rate of tax on excessand its attachments, Continuation

over column A over amount inSchedules, etc.
column A• Enter the total of all attachments,

Continuation Schedules, etc., at the
(Percent)bottom of the printed schedule, but do

0 $10,000 0 18not carry the totals forward from one
$10,000 20,000 $1,800 20schedule to the next.

• Enter the total, or totals, for each 20,000 40,000 3,800 22
schedule on page 3, Part 40,000 60,000 8,200 24
5—Recapitulation. 60,000 80,000 13,000 26
• Do not complete the “Alternate

80,000 100,000 18,200 28valuation date” or “Alternate value”
100,000 150,000 23,800 30columns of any schedule unless you
150,000 250,000 38,800 32elected alternate valuation on line 1 of
250,000 500,000 70,800 34Part 3—Elections by the Executor.
500,000 750,000 155,800 37• When you complete the return, staple

all the required pages together in the 750,000 1,000,000 248,300 39proper order.
1,000,000 1,250,000 345,800 41
1,250,000 1,500,000 448,300 43
1,500,000 2,000,000 555,800 45

Part 1—Decedent and 2,000,000 - - - - - - - - 780,800 45

Executor (Page 1 of
spouse. If the decedent did not have aForm 706) Line 6a. Name of Executor
social security number, the executor If there is more than one executor,should obtain one for the decedent byLine 2 enter the name of the executor to befiling Form SS-5, Application for SocialEnter the social security number contacted by the IRS. List the otherSecurity Card, with a local Socialassigned specifically to the decedent. executors’ names, addresses, andSecurity Administration office.You cannot use the social security

number assigned to the decedent’s

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

Calendar year or
calendar quarter

Total taxable gifts for
period (see Note)

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

b.a.

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

“special treatment of
split gifts” described

on page 6

Taxable amount
included in col. b
for gifts included

in the gross estate

Gift tax paid by
decedent on gifts

in col. d

Gift tax paid by
decedent’s spouse on

gifts in col. c

G
ift

s 
m

ad
e 

af
te

r 
Ju

ne
 6

,
19

32
, 

an
d

 b
ef

o
re

 1
97

7

Total taxable gifts
made before 1977

1.

f.e.d.c.

G
ift

s 
m

ad
e

af
te

r 
19

76

Totals for gifts made after 19762.

Line 4 Worksheet—Adjusted Taxable Gifts Made After 1976

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

2.

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

3.

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

5.

1

2

3

4

5
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Line 7 Worksheet—Gift Tax on Gifts Made After 1976

a. b.
Calendar year or Total taxable gifts for

c.calendar quarter prior periods (from Form e.Taxable gifts for this d. f.709, Part 2, Tax Unused unified creditperiod (from Form 709, Tax payable using Tax payable for thisComputation, line 2) (applicable credit amount)Part 2, Tax Computation, Table A period (subtract col.for this periodTotal pre-1977 taxable line 1) (see below) e from col. d)(see below)gifts. Enter the amount (see below)
from line 1, Worksheet

TG

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

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

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

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

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

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

“Tax payable” as used here is a hypothetical amount and does not necessarily reflect tax actually paid. Figure “tax payable” only on gifts
made after 1976. Do not include any tax paid or payable on gifts made before 1977. However, if the decedent made taxable gifts before
January 1, 1977, a special computation is required. The amount of gift tax payable (line 7) should be determined by applying the unified rate
schedule, in effect at date of death, to the cumulative lifetime taxable transfers made both before January 1, 1977, and after December 31,
1976, and then subtracting the taxes payable on the lifetime transfers made before December 31, 1976.

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

SSNs (if applicable) on an attached Note.  You must complete Part You may claim an anticipated
sheet. 2—Tax Computation. amount of deduction and figure the

federal estate tax on the return before
Line 6b. Executor’s Address the state death taxes have been paid.Line 1

However, the deduction cannot beUse Form 8822, Change of Address, to If you elected alternate valuation on line finally allowed unless you pay the statereport a change of the executor’s 1, Part 3—Elections by the Executor, death taxes and claim the deductionaddress. enter the amount you entered in the within 4 years after the return is filed, or
“Alternate value” column of item 12 of later (see section 2058(b)) if:Line 6c. Executor’s Social Part 5—Recapitulation. Otherwise, • A petition is filed with the Tax CourtSecurity Number enter the amount from the “Value at of the United States,
date of death” column.Only individual executors should • You have an extension of time to

complete this line. If there is more than pay, or
Line 3b. State Death Taxone individual executor, all should list • You file a claim for refund or credit of

their social security numbers on an an overpayment which extends theDeduction
attached sheet. deadline for claiming the deduction.

The estates of decedents dying Note. The deduction is subject to no
after December 31, 2004 will be dollar limits.
allowed a deduction for statePart 2—Tax CAUTION

!
If you make a section 6166 election

death taxes, instead of a credit. The to pay the federal estate tax inComputation (Page 1 of state death tax credit is repealed, installments and make a similar election
effective January 1, 2005. to pay the state death tax inForm 706)

installments, see section 2058(b) forIn general, the estate tax is figured by You may take a deduction on line 3b
exceptions and periods of limitation.applying the unified rates shown in for estate, inheritance, legacy, or

Table A on page 4 to the total of succession taxes paid as the result of If you transfer property other than
transfers both during life and at death, the decedent’s death to any state or the cash to the state in payment of state
and then subtracting the gift taxes. District of Columbia. inheritance taxes, the amount you may

-5-Part Instructions
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claim as a deduction is the lesser of the 2008, the annual exclusion for gifts of of prior laws, on certain transfers the
state inheritance tax liability discharged present interests is $12,000 per donee. decedent made before January 1,
or the fair market value of the property 1977, that are included in the grossNote. In figuring the line 7 amount, do
on the date of the transfer. For more estate. The credit cannot be more thannot include any tax paid or payable on
information on the application of such the amount figured by the followinggifts made before 1977. The line 7
transfers, see the principles discussed formula:amount is a hypothetical figure used to
in Rev. Rul. 86-117, 1986-2 C.B. 157, calculate the estate tax. Gross estate tax minus (the sum
prior to the repeal of section 2011. of the state death taxes andSpecial treatment of split gifts.

unified credit) Value ofYou should send the following These special rules apply only if: x included
evidence to the IRS: Value of gross estate minus (the• The decedent’s spouse predeceased gift

sum of the deductions forthe decedent;1. Certificate of the proper officer of charitable, public, and similar• The decedent’s spouse made giftsthe taxing state, or the District of gifts and bequests and maritalthat were “split” with the decedentColumbia, showing the: deduction)
under the rules of section 2513;a. Total amount of tax imposed • The decedent was the “consenting When taking the credit for pre-1977(before adding interest and penalties spouse” for those split gifts, as that federal gift taxes:and before allowing discount), term is used on Form 709; and • Include the credit in the amount onb. Amount of discount allowed, • The split gifts were included in the line 15 andc. Amount of penalties and interest decedent’s spouse’s gross estate under • Identify and enter the amount of theimposed or charged, section 2035. credit you are taking on the dotted lined. Total amount actually paid in

to the left of the entry space for line 15If all four conditions above are met,cash, and
on page 1 of Form 706 with a notationdo not include these gifts on line 4 ofe. Date of payment.
“section 2012 credit.”the Tax Computation and do not2. Any additional proof the IRS

include the gift taxes payable on these For more information, see thespecifically requests.
gifts on line 7 of the Tax Computation. regulations under section 2012. ThisYou should file the evidence
These adjustments are incorporated computation may be made using Formrequested above with the return if
into the worksheets. 4808, Computation of Credit for Giftpossible. Otherwise, send it as soon

Tax. Attach a copy of a completedafter you file the return as possible. Line 9. Maximum Unified Form 4808 or the computation of the
Credit (applicable credit credit. Also, attach all available copiesLine 6 of Forms 709 filed by the decedent toamount)

To figure the tentative tax on the help verify the amounts entered onThe applicable credit amount (formerlyamount on line 5, use Table A on lines 4 and 7, and the amount of creditthe unified credit), is $780,800 for thepage 4. taken (on line 15) for pre-1977 federalestates of decedents dying in 2008. gift taxes.The amount of the credit cannot exceedLines 4 and 7 Canadian marital credit.  In additionthe amount of estate tax imposed.Three worksheets are provided to help to using line 15 to report credit for
you compute the entries for these lines. Line 10. Adjustment to federal gift taxes on pre-1977 gifts, you
You need not file these worksheets with may also use line 15 to claim theUnified Credit (applicableyour return but should keep them for Canadian marital credit, wherecredit amount)your records. Worksheet TG—Taxable applicable.
Gifts Reconciliation, on page 4, allows If the decedent made gifts (including When taking the marital credit underyou to reconcile the decedent’s lifetime gifts made by the decedent’s spouse the 1995 Canadian Protocol:taxable gifts to compute totals that will and treated as made by the decedent • Include the credit in the amount onbe used for the Line 4 Worksheet on by reason of gift splitting) after line 15 andpage 4 and the Line 7 Worksheet on September 8, 1976, and before • Identify and enter the amount of thepage 5. January 1, 1977, for which the credit you are taking on the dotted linedecedent claimed a specific exemption,You must get all of the decedent’s to the left of the entry space for line 15the unified credit (applicable creditgift tax returns (Form 709, United on page 1 of Form 706 with a notationamount) on this estate tax return mustStates Gift (and Generation-Skipping “Canadian marital credit.”be reduced. The reduction is figured byTransfer) Tax Return) before you Also, attach a statement to the returnentering 20% of the specific exemptioncomplete Worksheet TG—Taxable that refers to the treaty, waives QDOTclaimed for these gifts.Gifts Reconciliation. The amounts you rights, and shows the computation ofNote.  The specific exemption waswill enter on Worksheet TG can usually the marital credit. See the 1995allowed by section 2521 for gifts madebe derived from these returns as filed. Canadian income tax treaty protocol forbefore January 1, 1977.However, if any of the returns were details on computing the credit.audited by the IRS, you should use the If the decedent did not make any
amounts that were finally determined as gifts between September 8, 1976, and
a result of the audits. January 1, 1977, or if the decedent Part 3—Elections by themade gifts during that period but did notIn addition, you must include in

claim the specific exemption, enter Executor (Page 2 ofcolumn b of Worksheet TG any gifts in
zero.excess of the annual exclusion made Form 706)by the decedent (or on behalf of the Line 15. Total Creditsdecedent under a power of attorney) Line 1. Alternate ValuationGenerally, line 15 is used to report thebut for which no Forms 709 were filed.
total of credit for foreign death taxesYou must make a reasonable inquiry as

See the example on page 14(line 13) and credit for tax on priorto the existence of any such gifts. The
showing the use of Schedule Btransfers (line 14).annual exclusion for 1977 through 1981
where the alternate valuation is

TIP
was $3,000 per donee per year, However, you may also use line 15

adopted.$10,000 for years 1981 through 2001, to report credit taken for federal gift
and $11,000 for years 2002 through taxes imposed by Chapter 12 of the Unless you elect at the time you file
2005. For calendar years 2006 through Code, and the corresponding provisions the return to adopt alternate valuation
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as authorized by section 2032, you months after the date of the decedent’s estates for the life of another, or
must value all property included in the death, or as of some intermediate date remainder interests, the value shown
gross estate on the date of the (as described above) is the property under the heading “Alternate value”
decedent’s death. Alternate valuation included in the gross estate on the date must be the adjusted value; for
cannot be applied to only a part of the of the decedent’s death. Therefore, you example, the value as of the date of
property. must first determine what property death with an adjustment reflecting any

constituted the gross estate at the difference in its value as of the laterYou may elect special-use valuation
decedent’s death. date not due to lapse of time.)(line 2) in addition to alternate

valuation. Interest. Interest accrued to the date Distributions, sales, exchanges, and
of the decedent’s death on bonds,You may not elect alternate other dispositions of the property within
notes, and other interest-bearingvaluation unless the election will the 6-month period after the decedent’s
obligations is property of the grossdecrease both the value of the gross death must be supported by evidence.
estate on the date of death and isestate and the sum (reduced by If the court issued an order of
included in the alternate valuation.allowable credits) of the estate and distribution during that period, you must

GST taxes payable by reason of the Rent.  Rent accrued to the date of the submit a certified copy of the order as
decedent’s death with respect to the decedent’s death on leased real or part of the evidence. The IRS may
property includible in the decedent’s personal property is property of the require you to submit additional
gross estate. gross estate on the date of death and is evidence, if necessary.

included in the alternate valuation.You elect alternate valuation by If the alternate valuation method is
checking “Yes” on line 1 and filing Form Dividends. Outstanding dividends that used, the values of life estates,
706. You may make a protective were declared to stockholders of record remainders, and similar interests are
alternate valuation election by checking on or before the date of the decedent’s figured using the age of the recipient on
“Yes” on line 1, writing the word death are considered property of the the date of the decedent’s death and
“protective,” and filing Form 706 using gross estate on the date of death, and the value of the property on the
regular values. are included in the alternate valuation. alternate valuation date.

Ordinary dividends declared toOnce made, the election may not be Line 2. Special-Use Valuationstockholders of record after the date ofrevoked. The election may be made on
the decedent’s death are not propertya late filed Form 706 provided it is not of Section 2032A
of the gross estate on the date of deathfiled later than 1 year after the due date In general. Under section 2032A, youand are not included in the alternate(including extensions actually granted). may elect to value certain farm andvaluation. However, if dividends areRelief under sections 301.9100-1 and closely held business real property atdeclared to stockholders of record after301.9100-3 may be available to make its farm or business use value ratherthe date of the decedent’s death so thatan alternate valuation election or a than its fair market value (FMV). Youthe shares of stock at the laterprotective alternate valuation election, may elect both special-use valuationvaluation date do not reasonablyprovided a Form 706 is filed no later and alternate valuation.represent the same property at the datethan 1 year after the due date of the

To elect this valuation, you mustof the decedent’s death, include thosereturn (including extensions actually
check “Yes” on line 2 and complete anddividends (except dividends paid fromgranted).
attach Schedule A-1 and its requiredearnings of the corporation after theIf you elect alternate valuation, value additional statements. You must filedate of the decedent’s death) in thethe property that is included in the Schedule A-1 and its requiredalternate valuation.gross estate as of the applicable dates attachments with Form 706 for thisas follows. As part of each Schedule A through election to be valid. You may make the• Any property distributed, sold, I, you must show: election on a late filed return so long asexchanged, or otherwise disposed of or 1. What property is included in the it is the first return filed.separated or passed from the gross gross estate on the date of the The total value of the propertyestate by any method within 6 months decedent’s death; valued under section 2032A may not beafter the decedent’s death is valued on 2. What property was distributed, decreased from FMV by more thanthe date of distribution, sale, exchange, sold, exchanged, or otherwise disposed $960,000 for decedents dying in 2008.or other disposition, whichever occurs of within the 6-month period after the

first. Value this property on the date it Real property may qualify for thedecedent’s death, and the dates of
ceases to form a part of the gross section 2032A election if:these distributions, etc.
estate; for example, on the date the title (These two items should be entered in 1. The decedent was a U.S. citizen
passes as the result of its sale, the “Description” column of each or resident at the time of death;
exchange, or other disposition. schedule. Briefly explain the status or 2. The real property is located in the• Any property not distributed, sold, disposition governing the alternate United States;
exchanged, or otherwise disposed of valuation date, such as: “Not disposed 3. At the decedent’s death, the real
within the 6-month period is valued on of within 6 months following death,” property was used by the decedent or a
the date 6 months after the date of the “Distributed,” “Sold,” “Bond paid on family member for farming or in a trade
decedent’s death. maturity,” etc. In this same column, or business, or was rented for such use• Any property, interest, or estate that describe each item of principal and by either the surviving spouse or a
is “affected by mere lapse of time” is includible income); lineal descendant of the decedent to a
valued as of the date of decedent’s 3. The date of death value, entered family member on a net cash basis;
death or on the date of its distribution, in the appropriate value column with 4. The real property was acquired
sale, exchange, or other disposition, items of principal and includible income from or passed from the decedent to a
whichever occurs first. However, you shown separately; and qualified heir of the decedent;
may change the date of death value to 4. The alternate value, entered in 5. The real property was owned and
account for any change in value that is the appropriate value column with items used in a qualified manner by the
not due to a “mere lapse of time” on the of principal and includible income decedent or a member of the
date of its distribution, sale, exchange, shown separately. decedent’s family during 5 of the 8
or other disposition. (In the case of any interest or estate, years before the decedent’s death;

The property included in the the value of which is affected by lapse 6. There was material participation
alternate valuation and valued as of 6 of time, such as patents, leaseholds, by the decedent or a member of the
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decedent’s family during 5 of the 8 Structures and other real property participation is a factual determination,
years before the decedent’s death; and improvements. Qualified real but passively collecting rents, salaries,

7. The qualified property meets the property includes residential buildings draws, dividends, or other income from
following percentage requirements: and other structures and real property the farm or other business does not

improvements regularly occupied or constitute material participation. Neithera. At least 50% of the adjusted
used by the owner or lessee of real does merely advancing capital andvalue of the gross estate must consist
property (or by the employees of the reviewing a crop plan and financialof the adjusted value of real or personal
owner or lessee) to operate the farm or reports each season or business year.property that was being used as a farm
business. A farm residence which theor in a closely held business and that In determining whether the required
decedent had occupied is considered towas acquired from, or passed from, the participation has occurred, disregard
have been occupied for the purpose ofdecedent to a qualified heir of the brief periods (that is, 30 days or less)
operating the farm even when a familydecedent, and during which there was no material
member and not the decedent was theb. At least 25% of the adjusted participation, as long as such periods
person materially participating in thevalue of the gross estate must consist were both preceded and followed by
operation of the farm.of the adjusted value of qualified farm substantial periods (more than 120

or closely held business real property. Qualified real property also includes days) during which there was
roads, buildings, and other structures uninterrupted material participation.

For this purpose, adjusted value is and improvements functionally related Retirement or disability. If, on thethe value of property determined to the qualified use. date of death, the time period forwithout regard to its special-use value. material participation could not be metElements of value such as mineralThe value is reduced for unpaid because the decedent had retired orrights that are not related to the farm ormortgages on the property or any was disabled, a substitute period maybusiness use are not eligible forindebtedness against the property, if apply. The decedent must have retiredspecial-use valuation.the full value of the decedent’s interest on Social Security or been disabled forProperty acquired from thein the property (not reduced by such a continuous period ending with death.decedent. Property is considered tomortgage or indebtedness) is included A person is disabled for this purpose ifhave been acquired from or to havein the value of the gross estate. The he or she was mentally or physicallypassed from the decedent if one of theadjusted value of the qualified real and unable to materially participate in thefollowing applies.personal property used in different operation of the farm or other business.• The property is considered to havebusinesses may be combined to meet
been acquired from or to have passed The substitute time period forthe 50% and 25% requirements.
from the decedent under section material participation for these

Qualified Real Property 1014(b) (relating to basis of property decedents is a period totaling at least 5
acquired from a decedent); years out of the 8-year period thatQualified use. The term “qualified • The property is acquired by any ended on the earlier of:use” means the use of the property as
person from the estate; or • The date the decedent begana farm for farming purposes or the use • The property is acquired by any receiving social security benefits orof property in a trade or business other
person from a trust, to the extent the • The date the decedent becamethan farming. Trade or business applies
property is includible in the gross disabled.only to the active conduct of a
estate.business. It does not apply to passive Surviving spouse. A surviving

investment activities or the mere Qualified heir. A person is a qualified spouse who received qualified real
passive rental of property to a person heir of property if he or she is a property from the predeceased spouse
other than a member of the decedent’s member of the decedent’s family and is considered to have materially
family. Also, no trade or business is acquired or received the property from participated if he or she was engaged
present in the case of activities not the decedent. If a qualified heir in the active management of the farm
engaged in for profit. disposes of any interest in qualified real or other business. If the surviving

property to any member of his or her spouse died within 8 years of the firstOwnership. To qualify as special-use
family, that person will then be treated spouse’s death, you may add theproperty, the decedent or a member of
as the qualified heir with respect to that period of material participation of thethe decedent’s family must have owned
interest. predeceased spouse to the period ofand used the property in a qualified use

active management by the survivingThe term “member of the family”for 5 of the last 8 years before the
spouse to determine if the survivingincludes only:decedent’s death. Ownership may be
spouse’s estate qualifies for special-use• An ancestor (parent, grandparent,direct or indirect through a corporation,
valuation. To qualify for this, theetc.) of the individual;a partnership, or a trust.
property must have been eligible for• The spouse of the individual;If the ownership is indirect, the special-use valuation in the• The lineal descendant (child,business must qualify as a closely held predeceased spouse’s estate, though itstepchild, grandchild, etc.) of thebusiness under section 6166. The does not have to have been elected byindividual, the individual’s spouse, or aownership, when combined with that estate.parent of the individual; orperiods of direct ownership, must meet • The spouse, widow, or widower of For additional details regardingthe requirements of section 6166 on the any lineal descendant described above. material participation, see Regulationsdate of the decedent’s death and for a A legally adopted child of an individual section 20.2032A-3(e).period of time that equals at least 5 of is treated as a child of that individual bythe 8 years preceding death. Valuation Methodsblood.

If the property was leased by the The primary method of valuing
Material Participationdecedent to a closely held business, it special-use value property that is used

qualifies as long as the business entity To elect special-use valuation, either for farming purposes is the annual
to which it was rented was a closely the decedent or a member of his or her gross cash rental method. If
held business with respect to the family must have materially participated comparable gross cash rentals are not
decedent on the date of the decedent’s in the operation of the farm or other available, you can substitute
death and for sufficient time to meet the business for at least 5 of the 8 years comparable average annual net share
“5 in 8 years” test explained beginning ending on the date of the decedent’s rentals. If neither of these are available,
on page 7. death. The existence of material or if you so elect, you can use the
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method for valuing real property in a movement among the different • The assessed land values in a state
closely held business. sections; that provides a differential or use value

• Number, types, and conditions of all assessment law for farmland or closelyAverage annual gross cash rental. buildings and other fixed improvements held business;Generally, the special-use value of located on the properties and their • Comparable sales of other farm orproperty that is used for farming location as it affects efficient closely held business land in the samepurposes is determined as follows: management, use, and value of the geographical area far enough removed
1. Subtract the average annual property; and from a metropolitan or resort area so

state and local real estate taxes on • Availability and type of transportation that nonagricultural use is not a
actual tracts of comparable real facilities in terms of costs and of significant factor in the sales price; and
property from the average annual gross proximity of the properties to local • Any other factor that fairly values the
cash rental for that same comparable markets. farm or closely held business value of
property and the property.You must specifically identify on the2. Divide the result in (1) by the return the property being used as Making the Electionaverage annual effective interest rate comparable property. Use the type ofcharged for all new Federal Land Bank Include the words “section 2032Adescriptions used to list real property onloans. valuation” in the “Description” column ofSchedule A. any Form 706 schedule if section

Effective interest rate. See Rev. 2032A property is included in theThe computation of each average
Rul. 2008-44, 2008-32 I.R.B. 292, for decedent’s gross estate.annual amount is based on the 5 most
the average annual effective interestrecent calendar years ending before the An election under section 2032Arates in effect for 2008.date of the decedent’s death. See need not include all the property in an

Effective interest rate below. Net share rental. You may use estate that is eligible for special-use
average annual net share rental from valuation, but sufficient property toGross cash rental. Generally, comparable land only if there is no satisfy the threshold requirements ofgross cash rental is the total amount of comparable land from which average section 2032A(b)(1)(B) must becash received in a calendar year for the annual gross cash rental can be specially valued under the election.use of actual tracts of comparable farm determined. Net share rental is thereal property in the same locality as the If joint or undivided interests (that is,difference between the gross value ofproperty being specially valued. You interests as joint tenants or tenants inproduce received by the lessor from themay not use appraisals or other common) in the same property arecomparable land and the cashstatements regarding rental value or received from a decedent by qualifiedoperating expenses (other than realareawide averages of rentals. You may heirs, an election with respect to oneestate taxes) of growing the producenot use rents that are paid wholly or heir’s joint or undivided interest needthat, under the lease, are paid by thepartly in-kind, and the amount of rent not include any other heir’s interest inlessor. The production of the producemay not be based on production. The the same property if the electing heir’smust be the business purpose of therental must have resulted from an interest plus other property to befarming operation. For this purpose,arm’s-length transaction. Also, the specially valued satisfies theproduce includes livestock.amount of rent is not reduced by the requirements of section 2032A(b)(1)(B).

The gross value of the produce isamount of any expenses or liabilities If successive interests (that is, lifegenerally the gross amount received ifassociated with the farm operation or estates and remainder interests) arethe produce was disposed of in anthe lease. created by a decedent in otherwisearm’s-length transaction within the
qualified property, an election underComparable property. period established by the Department
section 2032A is available only withComparable property must be situated of Agriculture for its price support
respect to that property (or part) inin the same locality as the specially program. Otherwise, the value is the
which qualified heirs of the decedentvalued property as determined by weighted average price for which the
receive all of the successive interests,generally accepted real property produce sold on the closest national or
and such an election must include thevaluation rules. The determination of regional commodities market. The
interests of all of those heirs.comparability is based on all the facts value is figured for the date or dates on

and circumstances. It is often which the lessor received (or For example, if a surviving spouse
necessary to value land in segments constructively received) the produce. receives a life estate in otherwise
where there are different uses or land qualified property and the spouse’sValuing a real property interest incharacteristics included in the specially brother receives a remainder interest inclosely held business. Use thisvalued land. fee, no part of the property may bemethod to determine the special-use

valued under a section 2032A election.The following list contains some of valuation for qualifying real property
the factors considered in determining used in a trade or business other than Where successive interests in
comparability. farming. You may also use this method specially valued property are created,
• Similarity of soil; for qualifying farm property if there is no remainder interests are treated as
• Whether the crops grown would comparable land or if you elect to use being received by qualified heirs only if
deplete the soil in a similar manner; it. Under this method, the following the remainder interests are not
• Types of soil conservation factors are considered. contingent on surviving a nonfamily
techniques that have been practiced on • The capitalization of income that the member or are not subject to
the 2 properties; property can be expected to yield for divestment in favor of a nonfamily
• Whether the 2 properties are subject farming or for closely held business member.
to flooding; purposes over a reasonable period of

Protective Election• Slope of the land; time with prudent management and
• For livestock operations, the carrying traditional cropping patterns for the You may make a protective election to
capacity of the land; area, taking into account soil capacity, specially value qualified real property.
• For timbered land, whether the terrain configuration, and similar Under this election, whether or not you
timber is comparable; factors; may ultimately use special-use
• Whether the property as a whole is • The capitalization of the fair rental valuation depends upon values as
unified or segmented. If segmented, the value of the land for farming or for finally determined (or agreed to
availability of the means necessary for closely held business purposes; following examination of the return)
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meeting the requirements of section equal to the total deferred tax plus four business, then these corporations will
2032A. years of interest. The property must be be treated as a single corporation, and

expected to survive the deferral period, the stock will not be treated as aTo make a protective election, check
and does not necessarily have to be passive asset. Stock held in the other“Yes” on line 2 and complete Schedule
property of the estate. In addition, all of corporation is not taken into account inA-1 according to its instructions for
the persons having an interest in the determining the 80% requirement.“Protective election.”
designated property must consent to Interest in closely held business.If you make a protective election, the creation of this lien on the property For purposes of the installmentyou should complete this Form 706 by pledged. payment election, an interest in avaluing all property at its fair market
Percentage requirements. To qualify closely held business means:value. Do not use special-use valuation.
for installment payments, the value of • Ownership of a trade or businessUsually, this will result in higher estate
the interest in the closely held business carried on as a proprietorship,and GST tax liabilities than will be
that is included in the gross estate must • An interest as a partner in aultimately determined if special-use
be more than 35% of the adjusted partnership carrying on a trade orvaluation is allowed. The protective
gross estate (the gross estate less business if 20% or more of the totalelection does not extend the time to
expenses, indebtedness, taxes, and capital interest was included in thepay the taxes shown on the return. If
losses—Schedules J, K, and L of Form gross estate of the decedent or theyou wish to extend the time to pay the
706 (do not include any portion of the partnership had no more than 45taxes, you should file Form 4768 in
state death tax deduction)). partners, oradequate time before the return due

• Stock in a corporation carrying on adate. Interests in two or more closely held
trade or business if 20% or more inbusinesses are treated as an interest inIf it is found that the estate qualifies value of the voting stock of thea single business if at least 20% of thefor special-use valuation based on the corporation is included in the grosstotal value of each business is includedvalues as finally determined (or agreed estate of the decedent or thein the gross estate. For this purpose,to following examination of the return), corporation had no more than 45include any interest held by theyou must file an amended Form 706 shareholders.surviving spouse that represents the(with a complete section 2032A

surviving spouse’s interest in a The partnership or corporation mustelection) within 60 days after the date
business held jointly with the decedent be carrying on a trade or business atof this determination. Complete the
as community property or as joint the time of the decedent’s death. Foramended return using special-use
tenants, tenants by the entirety, or further information on whether certainvalues under the rules of section
tenants in common. partnerships or corporations owning2032A, and complete Schedule A-1

real property interests constitute aand attach all of the required Value. The value used for meeting
closely held business, see Rev. Rul.statements. the percentage requirements is the
2006-34, 2006-26 I.R.B. 1171.same value used for determining theAdditional information gross estate. Therefore, if the estate is In determining the number ofFor definitions and additional informa- valued under alternate valuation or partners or shareholders, a partnershiption, see section 2032A and the related special-use valuation, you must use or stock interest is treated as owned byregulations. those values to meet the percentage one partner or shareholder if it is

requirements. community property or held by aLine 3. Section 6166
Transfers before death. Generally, husband and wife as joint tenants,Installment Payments gifts made before death are not tenants in common, or as tenants by

If the gross estate includes an interest included in the gross estate. However, the entirety.
in a closely held business, you may be the estate must meet the 35% Property owned directly or indirectlyable to elect to pay part of the estate requirement by both including in and by or for a corporation, partnership,tax in installments under section 6166. excluding from the gross estate any estate, or trust is treated as ownedgifts made by the decedent in theThe maximum amount that can be proportionately by or for its3-year period ending on the date ofpaid in installments is that part of the shareholders, partners, or beneficiaries.death.estate tax that is attributable to the For trusts, only beneficiaries with
closely held business; see Determine Passive assets. In determining the present interests are considered.
how much of the estate tax may be value of a closely held business and

The interest in a closely held farmpaid in installments under section 6166 whether the 35% requirement is met,
business includes the interest in theon page 11. In general, that amount is do not include the value of any passive
residential buildings and relatedthe amount of tax that bears the same assets held by the business. A passive
improvements occupied regularly by theratio to the total estate tax that the asset is any asset not used in carrying
owners, lessees, and employeesvalue of the closely held business on a trade or business. Any asset used
operating the farm.included in the gross estate bears to in a qualifying lending and financing

the adjusted gross estate. Holding company stock. Thebusiness is treated as an asset used in
executor may elect to treat as businesscarrying on a trade or business; seeBond or lien. The IRS may require
company stock the portion of anysection 6166(b)(10) for details. Stock inthat an estate furnish a surety bond
holding company stock that representsanother corporation is a passive assetwhen granting the installment payment
direct ownership (or indirect ownershipunless the stock is treated as held byelection. In the alternative, the executor
through one or more other holdingthe decedent because of the election tomay consent to elect the special lien
companies) in a business company. Atreat holding company stock asprovisions of section 6324A, in lieu of
holding company is a corporationbusiness company stock; see Holdingthe bond. The IRS will contact you
holding stock in another corporation. Acompany stock below.regarding the specifics of furnishing the
business company is a corporationbond or electing the special lien. The If a corporation owns at least 20% in
carrying on a trade or business.IRS will make this determination on a value of the voting stock of another

case-by-case basis, and you may be corporation, or the other corporation In general, this election applies only
asked to provide additional information. had no more than 45 shareholders and to stock that is not readily tradable.

If you elect the lien provisions, at least 80% of the value of the assets However, the election can be made if
section 6324A requires that the lien be of each corporation is attributable to the business company stock is readily
placed on property having a value assets used in carrying on a trade or tradable, as long as all of the stock of
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each holding company is not readily same time as and as a part of each of a decedent dying in calendar year
tradable. 2008, the dollar amount used toinstallment payment of the tax.

determine the “2% portion” of the estate
For purposes of the 20% voting Acceleration of payments.  If the tax payable in installments under

stock requirement, stock is treated as estate fails to make payments of tax or section 6166 is $1,280,000.
voting stock to the extent the holding interest within 6 months of the due
company owns voting stock in the Computation. Interest on thedate, the Service may terminate the
business company. portion of the tax in excess of the 2%right to make installment payments and

portion is figured at 45% of the annualforce an acceleration of payment of theIf the executor makes this election, rate of interest on underpayments. Thistax upon notice and demand.the first installment payment is due rate is based on the federal short-term
when the estate tax return is filed. The Generally, if any portion of the rate and is announced quarterly by the
5-year deferral for payment of the tax, interest in the closely held business IRS in the Internal Revenue Bulletin.
as discussed below under Time for which qualifies for installment payments
payment, does not apply. In addition, If you elect installment paymentsis distributed, sold, exchanged, orthe 2% interest rate, discussed below and the estate tax due is more than theotherwise disposed of, or money andunder Interest computation, will not maximum amount to which the 2%other property attributable to such anapply. Also, if the business company interest rate applies, each installmentinterest is withdrawn, and thestock is readily tradable, as explained payment is deemed to comprise bothaggregate of those events equals oron page 10, the tax must be paid in 5 tax subject to the 2% interest rate andexceeds 50% of the value of theinstallments. tax subject to 45% of the regularinterest, then the right to make

underpayment rate. The amount ofinstallment payments will beDetermine how much of the estate
each installment that is subject to theterminated, and the unpaid portion oftax may be paid in installments
2% rate is the same as the percentagethe tax will be due upon notice andunder section 6166. To determine
of total tax payable in installments thatdemand. See section 6166(g).whether the election may be made, you
is subject to the 2% rate.must calculate the adjusted gross

Interest computation. A specialestate. (See Line 3
interest rate applies to installment The interest paid on installmentWorksheet—Adjusted Gross Estate

payments is not deductible aspayments. For decedents dying inbelow.) To determine the value of the
an administrative expense of the2008, the interest rate is 2% on theadjusted gross estate, subtract the CAUTION

!
estate.lesser of:deductions (Schedules J, K, and L)

from the value of the gross estate. • $576,000 or
Making the election.  If you check• The amount of the estate tax that is this line to make a final election, youTo determine over how many attributable to the closely held business must attach the notice of electioninstallments the estate tax may be paid, and that is payable in installments. described in Regulations sectionplease refer to sections 6166(a), (b)(7),
20.6166-1(b). If you check this line to(b)(8), and (b)(10). 2% portion. The 2% portion is an
make a protective election, you mustamount equal to the amount of theTime for payment. Under the attach a notice of protective election astentative estate tax (on $1,000,000 plusinstallment method, the executor may described in Regulations sectionthe applicable exclusion amount inelect to defer payment of the qualified 20.6166-1(d). Regulation sectioneffect) minus the applicable creditestate tax, but not interest, for up to 5 20.6166-1(b) requires that the notice ofamount in effect. However, if theyears from the original payment due election is made by attaching to aamount of estate tax extended underdate. After the first installment of tax is timely filed estate tax return the

section 6166 is less than the amountpaid, you must pay the remaining following information:
computed above, the 2% portion is theinstallments annually by the date 1 year • The decedent’s name and taxpayerlesser amount.after the due date of the preceding identification number as they appear on

installment. There can be no more than the estate tax return;Inflation adjustment. The10 installment payments. • The amount of tax which is to be paid$1,000,000 amount used to calculate
in installments;the 2% portion is indexed for inflationInterest on the unpaid portion of the

for the estates of decedents dying in a • The date selected for payment of thetax is not deferred and must be paid
first installment;calendar year after 1998. For an estateannually. Interest must be paid at the
• The number of annual installments,
including first installment, in which theLine 3 Worksheet—Adjusted Gross Estate
tax is to be paid;

1 What is the value of the decedent’s interest in closely held • The properties shown on the estate
business(es) included in the gross estate (less value of passive tax return which constitute the closely
assets, 6166(b)(9))? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . held business interest (identified by

2 What is the value of the gross estate (Form 706, page 3, Part 5, schedule and item number); and
line 12)? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • The facts which formed the basis for3 Add lines 17, 18, and 19 from Form 706, page 3, Part 5. . . . . . . . . .

the executor’s conclusion that the4 Subtract line 3 from line 2 to calculate the adjusted gross estate. . . .
estate qualifies for payment of the5 Divide line 1 by line 4 to calculate the value the business interest
estate tax in installments.bears to the value of the adjusted gross estate. For purposes of this

calculation, carry the decimal to the sixth place; the IRS will make this
You may also elect to pay certainadjustment for purposes of determining the correct amount. If this

GST taxes in installments. See sectionamount is less than 0.350000, the estate does not qualify to make the
6166(i).election under section 6166. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

6 Multiply line 5 by the amount on line 16 of Form 706, page 1, Part 2.
This is the maximum amount of estate tax that may be paid in Line 4. Reversionary or
installments under section 6166. (Certain generation-skipping transfer Remainder Intereststaxes may be deferred as well, see section 6166(i) for more
information.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . For details of this election, see section

6163 and the related regulations.
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or estate beneficiaries, indicate family holds the entire stock issue. As a
“TRUST” or “ESTATE.” result, little, if any, trading of the stockPart 4—General

takes place. There is, therefore, noAmount. Enter the amount actuallyInformation (Pages 2 and established market for the stock, anddistributed (or to be distributed) to each
those sales that do occur are atbeneficiary including transfers during3 of Form 706) irregular intervals and seldom reflect allthe decedent’s life from Schedule G
the elements of a representativerequired to be included in the grossAuthorization transaction as defined by the term “fairestate. The value to be entered need

Completing the authorization on page 2 market value” (FMV).not be exact. A reasonable estimate is
of Form 706 will authorize one attorney, sufficient. For example, where precise Line 12. Trustsaccountant, or enrolled agent to values cannot readily be determined, as
represent the estate and receive If you answered “Yes” on either linewith certain future interests, a
confidential tax information, but will not 12a or line 12b, you must attach a copyreasonable approximation should be
authorize the representative to enter of the trust instrument for each trust.entered. The total of these distributions
into closing agreements for the estate. should approximate the amount of You must complete Schedule G if
Note. If you wish to represent the gross estate reduced by funeral and you answered “Yes” on line 12a and
estate, you must complete and sign the administrative expenses, debts and Schedule F if you answered “Yes” on
authorization. mortgages, bequests to surviving line 12b.

spouse, charitable bequests, and anyIf you wish to authorize persons Line 14. Foreign Accountsfederal and state estate and GST taxesother than attorneys, accountants, and
paid (or payable) relating to the benefits Check “Yes” on line 14 if the decedentenrolled agents, or if you wish to
received by the beneficiaries listed on at the time of death had an interest inauthorize more than one person, to
lines 4 and 5. or signature or other authority over areceive confidential information or

financial account in a foreign country,represent the estate, you must All distributions of less than $5,000
such as a bank account, securitiescomplete and attach Form 2848, Power to specific beneficiaries may be
account, an offshore trust, or otherof Attorney and Declaration of included with distributions to
financial account.Representative. You must also unascertainable beneficiaries on the

complete and attach Form 2848 if you line provided.
wish to authorize someone to enter into

Line 6. Section 2044 Property Part 5—Recapitulationclosing agreements for the estate.
Filing a completed Form 2848 with this If you answered “Yes,” these assets (Page 3 of Form 706)return may expedite processing of the must be shown on Schedule F.
Form 706. Section 2044 property is property for Gross Estate

If you wish only to authorize which a previous section 2056(b)(7)
Items 1 through 10. You must makesomeone to inspect and/or receive election (QTIP election) has been
an entry in each of items 1 through 9.confidential tax information (but not to made, or for which a similar gift tax

represent you before the IRS), election (section 2523) has been made. If the gross estate does not contain
complete and file Form 8821, Tax For more information, see the any assets of the type specified by a
Information Authorization. instructions on the back of Schedule F. given item, enter zero for that item.

Entering zero for any of items 1 throughLine 4 Line 8. Insurance Not 9 is a statement by the executor, made
Complete line 4 whether or not there is Included in the Gross Estate under penalties of perjury, that the
a surviving spouse and whether or not gross estate does not contain anyIf you answered “Yes” to either 8a orthe surviving spouse received any includible assets covered by that item.8b, you must complete and attachbenefits from the estate. If there was no Schedule D and attach a Form 712, Do not enter any amounts in thesurviving spouse on the date of Life Insurance Statement, for each “Alternate value” column unless youdecedent’s death, enter “None” in line policy and an explanation of why the elected alternate valuation on line 1 of4a and leave lines 4b and 4c blank. policy or its proceeds are not includible Part 3—Elections by the Executor onThe value entered in line 4c need not in the gross estate. page 2 of the Form 706.be exact. See the instructions for

Which schedules to attach for items“Amount” under line 5 below. Line 10. Partnership 1 through 9.  You must attach:
Interests and Stock in Close • Schedule F to the return and answerLine 5

its questions even if you report noCorporationsName. Enter the name of each assets on it;If you answered “Yes” on line 10a, youindividual, trust, or estate who received • Schedules A, B, and C if the grossmust include full details for partnerships(or will receive) benefits of $5,000 or estate includes any (1) Real Estate, (2)(including family limited partnerships),more from the estate directly as an heir, Stocks and Bonds, or (3) Mortgages,unincorporated businesses, and limitednext-of-kin, devisee, or legatee; or Notes, and Cash, respectively;liability companies on Schedule Findirectly (for example, as beneficiary of • Schedule D if the gross estate(Schedule E if the partnership interestan annuity or insurance policy, includes any life insurance or if youis jointly owned). You must also includeshareholder of a corporation, or partner answered “Yes” to question 8a of Partfull details for fractional interests in realof a partnership that is an heir, etc.). 4—General Information;estate on Schedule A, and full detailsIdentifying number. Enter the SSN of • Schedule E if the gross estatefor stock of inactive or closeeach individual beneficiary listed. If the contains any jointly owned property or ifcorporations on Schedule B.number is unknown, or the individual you answered “Yes” to question 9 of
Value these interests using the ruleshas no number, please indicate Part 4;

of Regulations section 20.2031-2“unknown” or “none.” For trusts and • Schedule G if the decedent made
(stocks) or 20.2031-3 (other businessother estates, enter the EIN. any of the lifetime transfers to be listed
interests).Relationship. For each individual on that schedule or if you answered

beneficiary, enter the relationship (if A close corporation is a corporation “Yes” to question 11 or 12a of Part 4;
known) to the decedent by reason of whose shares are owned by a limited • Schedule H if you answered “Yes” to
blood, marriage, or adoption. For trust number of shareholders. Often, one question 13 of Part 4; and
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• Schedule I if you answered “Yes” to decedent’s death. Dividends declaredSchedule B—Stocks and on shares of stock before the death ofquestion 15 of Part 4.
the decedent but payable toBonds
stockholders of record on a date afterExclusion
the decedent’s death are not includibleBefore completing Schedule B,

Item 11. Conservation easement in the gross estate for federal estate taxread the examples showing use
exclusion. You must complete and purposes.of Schedule B where the

TIP

attach Schedule U (along with any alternate valuation is not adopted (see Descriptionrequired attachments) to claim the below) and adopted (see page 14).
exclusion on this line. Stocks. For stocks, indicate:If the total gross estate contains any • Number of shares;stocks or bonds, you must complete • Whether common or preferred;Deductions Schedule B and file it with the return. • Issue;

On Schedule B, list the stocks andItems 13 through 21. You must • Par value where needed for
bonds included in the decedent’s grossattach the appropriate schedules for the identification;
estate. Number each item in thedeductions you claim. • Price per share;
left-hand column. Bonds that are • Exact name of corporation;

Item 17. If item 16 is less than or exempt from federal income tax are not • Principal exchange upon which sold,
equal to the value (at the time of the exempt from estate tax unless if listed on an exchange; and

specifically exempted by an estate taxdecedent’s death) of the property • Nine-digit CUSIP number (defined
provision of the Code. Therefore, yousubject to claims, enter the amount below).
should list these bonds on Schedule B.from item 16 on item 17. Bonds. For bonds, indicate:

Public housing bonds includible in • Quantity and denomination;If the amount on item 16 is more the gross estate must be included at • Name of obligor;than the value of the property subject to their full value. • Date of maturity;claims, enter the greater of: If you paid any estate, inheritance, • Interest rate;• The value of the property subject to legacy, or succession tax to a foreign • Interest due date;
claims or country on any stocks or bonds • Principal exchange, if listed on an
• The amount actually paid at the time included in this schedule, group those exchange; and
the return is filed. stocks and bonds together and label • Nine-digit CUSIP number.

them “Subjected to Foreign Death If the stock or bond is unlisted, showIn no event should you enter more Taxes.” the company’s principal business office.on item 17 than the amount on item 16. List interest and dividends on each
See section 2053 and the related If the gross estate includes anystock or bond separately. Indicate as a

interest in a trust, partnership, orregulations for more information. separate item dividends that have not
closely held entity, provide thebeen collected at death, but which are
employer identification number (EIN) ofpayable to the decedent or the estate
the entity in the description column onbecause the decedent was aSchedule A—Real Estate Schedules B, E, F, G, M, and O, wherestockholder of record on the date of
applicable. You must also provide theSee the reverse side of Schedule A on death. However, if the stock is being
EIN of the estate (if any) in theForm 706. traded on an exchange and is selling
description column on the above-notedex-dividend on the date of the
schedules, where applicable.decedent’s death, do not include theSchedule A-1—Section amount of the dividend as a separate The CUSIP (Committee on Uniform

item. Instead, add it to the ex-dividend Security Identification Procedure)2032A Valuation quotation in determining the fair market number is a nine-digit number that is
See Schedule A-1 on Form 706. value of the stock on the date of the assigned to all stocks and bonds traded

Example showing use of Schedule B where the alternate valuation is not adopted; date of death, January 1, 2008

Description, including face amount of bonds or number of shares and par value Alternate Value atItem where needed for identification. Give CUSIP number. If trust, partnership, or valuation Alternate date ofnumber closely held entity, give EIN Unit value date value death

CUSIP number or
EIN, where
applicable

$60,000-Arkansas Railroad Co. first mortgage 4%, 20-year
1 bonds, due 2010. Interest payable quarterly on Feb. 1, May

1, Aug. 1 and Nov. 1; N.Y. Exchange . . . . . . . . . . . . . . . . XXXXXXXXX 100 - - - - - - - $- - - - - - - $ 60,000

Interest coupons attached to bonds, item 1, due and
payable on Nov. 1, 2007, but not cashed at date of death . . - - - - - - - - - - - - - - - - - - - - - 600

Interest accrued on item 1, from Nov. 1, 2007 to Jan. 1,
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 400

2 500 shares Public Service Corp., common; N.Y. Exchange XXXXXXXXX 110 - - - - - - - - - - - - - - 55,000

Dividend on item 2 of $2 per share declared Dec. 10, 2007,
payable on Jan. 10, 2008, to holders of record on Dec. 30,
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 1,000
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Example showing use of Schedule B where the alternate valuation is adopted; date of death, January 1, 2008

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

closely held entity, give EIN Unit value date value death

CUSIP number or
EIN, where
applicable

1 $60,000-Arkansas Railroad Co. first mortgage 4%, 20-year
bonds, due 2010. Interest payable quarterly on Feb. 1, May
1, Aug. 1 and Nov. 1; N.Y. Exchange . . . . . . . . . . . . . . . . XXXXXXXXX 100 - - - - - - $- - - - - - $ 60,000

$30,000 of item 1 distributed to legatees on Apr. 1, 2008 . . 99 4/1/08 29,700 - - - - - -

$30,000 of item 1 sold by executor on May 2, 2008 . . . . . . 98 5/1/08 29,400 - - - - - -

Interest coupons attached to bonds, item 1, due and
payable on Nov. 1, 2007, but not cashed at date of death.
Cashed by executor on Feb. 1, 2008 . . . . . . . . . . . . . . . . - - - - - - 2/1/08 600 600

Interest accrued on item 1, from Nov. 1, 2007 to Jan. 1,
2008. Cashed by executor on Feb. 1, 2008 . . . . . . . . . . . . - - - - - - 2/1/08 400 400

2 500 shares Public Service Corp., common; N.Y. Exchange XXXXXXXXX 110 - - - - - - - - - - - - 55,000

Not disposed of within 6 months following death . . . . . . . . 90 7/1/08 45,000 - - - - - -

Dividend on item 2 of $2 per share declared Dec. 10, 2007,
paid on Jan. 10, 2008, to holders of record on Dec. 30, 2007 - - - - - - 1/10/08 1,000 1,000

on major exchanges and many unlisted asked prices are available within a If the security was listed on more
securities. Usually, the CUSIP number reasonable period of time before the than one stock exchange, use either
is printed on the face of the stock valuation date but not after the the records of the exchange where the
certificate. If the CUSIP number is not valuation date, or vice versa, use the security is principally traded or the
printed on the certificate, it may be mean between the highest and lowest composite listing of combined
obtained through the company’s sales prices or bid and asked prices as exchanges, if available, in a publication
transfer agent. the FMV. of general circulation. In valuing listed

stocks and bonds, you should carefullyFor example, assume that sales ofValuation check accurate records to obtain valuesstock nearest the valuation date (June
for the applicable valuation date.List the fair market value (FMV) of the 15) occurred 2 trading days before

stocks or bonds. The FMV of a stock or (June 13) and 3 trading days after If you get quotations from brokers, orbond (whether listed or unlisted) is the (June 18). On those days, the mean evidence of the sale of securities frommean between the highest and lowest sale prices per share were $10 and the officers of the issuing companies,selling prices quoted on the valuation $15, respectively. Therefore, the price attach to the schedule copies of thedate. If only the closing selling prices of $12 is considered the FMV of a letters furnishing these quotations orare available, then the FMV is the share of stock on the valuation date. If, evidence of sale.mean between the quoted closing however, on June 13 and 18, the mean
selling price on the valuation date and sale prices per share were $15 and
on the trading day before the valuation Schedule C—Mortgages,$10, respectively, the FMV of a share
date. of stock on the valuation date is $13. Notes, and CashIf there were no sales on the If only closing prices for bonds are

See the reverse side of Schedule C onvaluation date, figure the FMV as available, see Regulations section
Form 706.follows. 20.2031-2(b).

1. Find the mean between the Apply the rules in the section 2031highest and lowest selling prices on the Schedule D—Insuranceregulations to determine the value ofnearest trading date before and the inactive stock and stock in closenearest trading date after the valuation on the Decedent’s Lifecorporations. Send with the scheduledate. Both trading dates must be See the reverse side of Schedule D oncomplete financial and other data usedreasonably close to the valuation date. Form 706.to determine value, including balance2. Prorate the difference between sheets (particularly the one nearest tothe mean prices to the valuation date. the valuation date) and statements of3. Add or subtract (whichever Schedule E—Jointlythe net earnings or operating resultsapplies) the prorated part of the and dividends paid for each of the 5 Owned Propertydifference to or from the mean price years immediately before the valuationfigured for the nearest trading date See the reverse side of Schedule E ondate.before the valuation date. Form 706.
Securities reported as of no value,

If no actual sales were made nominal value, or obsolete should be
Schedule F—Otherreasonably close to the valuation date, listed last. Include the address of the

make the same computation using the company and the state and date of the Miscellaneous Propertymean between the bona fide bid and incorporation. Attach copies of
asked prices instead of sales prices. If correspondence or statements used to See the reverse side of Schedule F on
actual sales prices or bona fide bid and determine the “no value.” Form 706.
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• Any transfer within 3 years of retained direct or indirect voting rightsSchedule G—Transfers death of a retained section 2036 life in a controlled corporation, the
estate, section 2037 reversionary decedent is considered to haveDuring Decedent’s Life
interest, or section 2038 power to retained enjoyment of the transferredComplete Schedule G and file it with revoke, etc., if the property subject to property. A corporation is a controlledthe return if the decedent made any of the life estate, interest, or power would corporation if the decedent ownedthe transfers described in (1) through have been included in the gross estate (actually or constructively) or had the(5) beginning below through page 16, had the decedent continued to possess right (either alone or with any otheror if you answered “Yes” to question 11 the life estate, interest, or power until person) to vote at least 20% of the totalor 12a of Part 4—General Information. death. combined voting power of all classes ofReport the following types of These transfers are reported on stock. See section 2036(b). If thesetransfers on this schedule. Schedule G, regardless of whether a voting rights ceased or were
gift tax return was required to be filed relinquished within 3 years of theIF. . . AND . . . THEN . . .
for them when they were made. decedent’s death, the corporate
However, the amount includible and thethe decedent at the time of for purposes of interests are included in the gross
information required to be shown formade a transfer the transfer, the sections 2035 estate as if the decedent had actually

from a trust, transfer was and 2038, treat the transfers are determined: retained the voting rights until death.from a portion the transfer as • For insurance on the life of the
of the trust that made directly The amount includible in the grossdecedent using the instructions towas owned by by the estate is the value of the transferredSchedule D (attach Forms 712);the grantor decedent. property at the time of the decedent’s
under section • For insurance on the life of death. If the decedent kept or reserved676 (other than another using the instructions to an interest or right to only a part of theby reason of Schedule F (attach Forms 712); andsection 672(e)) transferred property, the amount• For sections 2036, 2037, andby reason of a includible in the gross estate is a

2038 transfers, using paragraphs (3),power in the corresponding part of the entire valuegrantor, (4), and (5) of these instructions. of the property.Any such 3. Transfers with retained life
transfer within A retained life estate does not haveestate (section 2036). These arethe annual gift to be legally enforceable. What matterstransfers by the decedent in which thetax exclusion is is that a substantial economic benefitdecedent retained an interest in thenot includible in

was retained. For example, if a motherthe gross transferred property. The transfer can
estate. transferred title to her home to herbe in trust or otherwise, but excludes

daughter but with the informalbona fide sales for adequate and full
understanding that she was to continueconsideration.1. Certain gift taxes (section
living there until her death, the value of2035(b)). Enter at item A of Schedule G Interests or rights. Section 2036
the home would be includible in thethe total value of the gift taxes that applies to the following retained
mother’s estate even if the agreementwere paid by the decedent or the estate interests or rights:
would not have been legallyon gifts made by the decedent or the • The right to income from the
enforceable.decedent’s spouse within 3 years of transferred property;

4. Transfers taking effect at deathdeath. • The right to the possession or
(section 2037). A transfer that takesThe date of the gift, not the date of enjoyment of the property; and
effect at the decedent’s death is onepayment of the gift tax, determines • The right, either alone or with any under which possession or enjoymentwhether a gift tax paid is included in the person, to designate the persons who
can be obtained only by surviving thegross estate under this rule. Therefore, shall receive the income from, or
decedent. A transfer is not treated asyou should carefully examine the Forms possess or enjoy, the property.
one that takes effect at the decedent’s709 filed by the decedent and the Retained annuity, unitrust, and death unless the decedent retained adecedent’s spouse to determine what other income interests in trusts. If a reversionary interest (defined below) inpart of the total gift taxes reported on decedent transferred property into a the property that immediately before thethem was attributable to gifts made trust and retained or reserved the right
decedent’s death had a value of morewithin 3 years of death. to use such property, or the right to an
than 5% of the value of the transferredFor example, if the decedent died on annuity, unitrust, or other interest in
property. If the transfer was madeJuly 10, 2008, you should examine gift such trust with respect to the property
before October 8, 1949, thetax returns for 2008, 2007, 2006, and decedent so transferred for decedent’s
reversionary interest must have arisen2005. However, the gift taxes on the life, any period not ascertainable
by the express terms of the instrument2005 return that are attributable to gifts without reference to the decedent’s
of transfer.made on or before July 10, 2005, are death, or for a period that does not in

A reversionary interest is generallynot included in the gross estate. fact end before the decedent’s death,
any right under which the transferredthen the decedent’s right to use theAttach an explanation of how you
property will or may be returned to theproperty or the retained annuity,computed the includible gift taxes if you

unitrust, or other interest (whether decedent or the decedent’s estate. Itdo not include in the gross estate the
payable from income and/or principal) also includes the possibility that theentire gift taxes shown on any Form
constitutes the retention of the transferred property may become709 filed for gifts made within 3 years of
possession or enjoyment of, or the right subject to a power of disposition by thedeath. Also attach copies of any
to the income from, the property for decedent. It does not matter if the rightpertinent gift tax returns filed by the
purposes of section 2036. See arises by the express terms of thedecedent’s spouse for gifts made within
Regulations section 20.2036-1(c)(2). instrument of transfer or by operation of3 years of death.

law. For this purpose, reversionary2. Other transfers within 3 years Retained voting rights. Transfers
interest does not include the possibilityof death (section 2035(a)). These with a retained life estate also include
the income alone from the property maytransfers include only the following: transfers of stock in a controlled
return to the decedent or become• Any transfer by the decedent with corporation after June 22, 1976, if the
subject to the decedent’s power ofrespect to a life insurance policy within decedent retained or acquired voting

3 years of death; or rights in the stock. If the decedent disposition.
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5. Revocable transfers (section Section 2703 provides rules for the Attachments. If a transfer, by trust or
2038). The gross estate includes the valuation of property transferred to a otherwise, was made by a written
value of transferred property in which family member but subject to an option, instrument, attach a copy of the
the enjoyment of the transferred agreement, or other right to acquire or instrument to Schedule G. If the copy of
property was subject at decedent’s use the property at less than FMV. It the instrument is of public record, it
death to any change through the also applies to transfers subject to should be certified; if not of public
exercise of a power to alter, amend, restrictions on the right to sell or use record, the copy should be verified.
revoke, or terminate. A decedent’s the property.
power to change the beneficiaries and Schedule H—Powers ofFinally, section 2704 provides that in
to hasten or increase any beneficiary’s certain cases, the lapse of a voting or Appointmentenjoyment of the property are examples liquidation right in a family-owned
of this. Complete Schedule H and file it withcorporation or partnership will result in

the return if you answered “Yes” toIt does not matter whether the power a deemed transfer.
question 13 of Part 4—Generalwas reserved at the time of the transfer, These rules have potential Information.whether it arose by operation of law, or consequences for the valuation of

was later created or conferred. The rule On Schedule H, include in the grossproperty in an estate. If the decedent
applies regardless of the source from estate:(or any member of his or her family)
which the power was acquired, and • The value of property for which thewas involved in any such transactions,
regardless of whether the power was decedent possessed a general powersee sections 2701 through 2704 and
exercisable by the decedent alone or of appointment (defined below) on thethe related regulations for additional
with any person (and regardless of date of his or her death anddetails.
whether that person had a substantial • The value of property for which the
adverse interest in the transferred How To Complete decedent possessed a general power
property). of appointment that he or she exercisedSchedule G

or released before death by disposingThe capacity in which the decedent All transfers (other than outright of it in such a way that if it were acould use a power has no bearing. If transfers not in trust and bona fide transfer of property owned by thethe decedent gave property in trust and sales) made by the decedent at any decedent, the property would bewas the trustee with the power to time during life must be reported on the includible in the decedent’s grossrevoke the trust, the property would be Schedule, regardless of whether you estate as a transfer with a retained lifeincluded in his or her gross estate. For believe the transfers are subject to tax. estate, a transfer taking effect at death,transfers or additions to an irrevocable If the decedent made any transfers not or a revocable transfer.trust after October 28, 1979, the described in the instructions beginning
transferred property is includible if the With the above exceptions, propertyon page 15, the transfers should not be
decedent reserved the power to remove subject to a power of appointment isshown on Schedule G. Instead, attach
the trustee at will and appoint another not includible in the gross estate if thea statement describing these transfers
trustee. decedent released the powerby listing:

completely and the decedent held noIf the decedent relinquished within 3 • The date of the transfer,
interest in or control over the property.years of death any of the includible • The amount or value of the

powers described above, figure the transferred property, and If the failure to exercise a general
gross estate as if the decedent had • The type of transfer. power of appointment results in a lapse
actually retained the powers until death. of the power, the lapse is treated as aComplete the schedule for each

release only to the extent that the valueOnly the part of the transferred transfer that is included in the gross
of the property that could have beenproperty that is subject to the estate under sections 2035(a), 2036,
appointed by the exercise of the lapseddecedent’s power is included in the 2037, and 2038 as described in the
power is more than the greater ofgross estate. Instructions for Schedule G beginning
$5,000 or 5% of the total value, at theon page 15.For more detailed information on
time of the lapse, of the assets out ofwhich transfers are includible in the In the “Item number” column,
which, or the proceeds of which, thegross estate, see the Estate Tax number each transfer consecutively
exercise of the lapsed power couldRegulations. beginning with “1.” In the “Description”
have been satisfied.column, list the name of the transferee,

the date of the transfer, and give a Powers of AppointmentSpecial Valuation Rules for complete description of the property.
A power of appointment determinesCertain Lifetime Transfers Transfers included in the gross estate
who will own or enjoy the propertyshould be valued on the date of theSections 2701 through 2704 provide
subject to the power and when they willdecedent’s death or, if alternaterules for valuing certain transfers to
own or enjoy it. The power must bevaluation is adopted, according tofamily members.
created by someone other than thesection 2032.

Section 2701 deals with the transfer decedent. It does not include a power
If only part of the propertyof an interest in a corporation or created or held on property transferred

transferred meets the terms of sectionpartnership while retaining certain by the decedent.
2035(a), 2036, 2037, or 2038, then onlydistribution rights, or a liquidation, put, A power of appointment includes alla corresponding part of the value of thecall, or conversion right. powers which are in substance andproperty should be included in the

effect, powers of appointmentSection 2702 deals with the transfer value of the gross estate. If the
regardless of how they are identifiedof an interest in a trust while retaining transferee makes additions or
and regardless of local property laws.any interest other than a qualified improvements to the property, the
For example, if a settlor transfersinterest. In general, a qualified interest increased value of the property at the
property in trust for the life of his wife,is a right to receive certain distributions valuation date should not be included
with a power in the wife to appropriatefrom the trust at least annually, or a on Schedule G. However, if only a part
or consume the principal of the trust,noncontingent remainder interest if all of the value of the property is included,
the wife has a power of appointment.of the other interests in the trust are enter the value of the whole under the

distribution rights specified in section column headed “Description” and Some powers do not in themselves
2702. explain what part was included. constitute a power of appointment. For
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example, a power to amend only and that the property is not otherwise If the decedent retired before
administrative provisions of a trust that includible in the gross estate. January 1, 1985, see Annuities Under
cannot substantially affect the beneficial Approved Plans on page 18 for rules
enjoyment of the trust property or that allow the exclusion of part or all ofSchedule I—Annuities
income is not a power of appointment. certain annuities.You must complete Schedule l and fileA power to manage, invest, or control it with the return if you answered “Yes” Part Includibleassets, or to allocate receipts and to question 15 of Part 4—Generaldisbursements, when exercised only in If the decedent contributed only part ofInformation.a fiduciary capacity, is not a power of the purchase price of the contract or

Enter on Schedule I every annuityappointment. agreement, include in the gross estate
that meets all of the conditions under only that part of the value of the annuityGeneral power of appointment. A General, below, and every annuity receivable by the surviving beneficiarygeneral power of appointment is a described in paragraphs (a) through (h) that the decedent’s contribution to thepower that is exercisable in favor of the of Annuities Under Approved Plans on purchase price of the annuity ordecedent, the decedent’s estate, the page 18, even if the annuities are agreement bears to the total purchasedecedent’s creditors, or the creditors of wholly or partially excluded from the price.the decedent’s estate, except: gross estate.

1. A power to consume, invade, or For example, if the value of theFor a discussion regarding the QTIPappropriate property for the benefit of survivor’s annuity was $20,000 and thetreatment of certain joint and survivorthe decedent that is limited by an decedent had contributed three-fourthsannuities, see the Form 706 itself,ascertainable standard relating to of the purchase price of the contract,Schedule M, line 3 instructions.health, education, support, or the amount includible is $15,000 (3/4 ×
maintenance of the decedent. $20,000).General

2. A power exercisable by the
In general, you must include in the Except as provided under Annuitiesdecedent only in conjunction with:
gross estate all or part of the value of Under Approved Plans on page 18,a. the creator of the power or any annuity that meets the following contributions made by the decedent’sb. a person who has a substantial requirements: employer to the purchase price of theinterest in the property subject to the • It is receivable by a beneficiary contract or agreement are consideredpower, which is adverse to the exercise following the death of the decedent and made by the decedent if they wereof the power in favor of the decedent. by reason of surviving the decedent; made by the employer because of the
• The annuity is under a contract or decedent’s employment. For moreA part of a power is considered a agreement entered into after March 3, information, see section 2039.general power of appointment if the 1931;power: • The annuity was payable to the Definitions

1. May only be exercised by the decedent (or the decedent possessed
Annuity. The term “annuity” includesdecedent in conjunction with another the right to receive the annuity) either
one or more payments extending overperson and alone or in conjunction with another, for
any period of time. The payments may2. Is also exercisable in favor of the the decedent’s life or for any period not
be equal or unequal, conditional orother person (in addition to being ascertainable without reference to the
unconditional, periodic or sporadic.exercisable in favor of the decedent, decedent’s death or for any period that

the decedent’s creditors, the decedent’s did not in fact end before the Examples. The following are
estate, or the creditors of the decedent’s death; and examples of contracts (but not
decedent’s estate). • The contract or agreement is not a necessarily the only forms of contracts)

policy of insurance on the life of the for annuities that must be included inThe part to include in the gross decedent. the gross estate.estate as a general power of
These rules apply to all types of 1. A contract under which theappointment is figured by dividing the

annuities, including pension plans, decedent immediately before death wasvalue of the property by the number of
individual retirement arrangements, receiving or was entitled to receive, forpersons (including the decedent) in
purchased commercial annuities, and the duration of life, an annuity withfavor of whom the power is exercisable.
private annuities. payments to continue after death to aDate power was created. Generally, designated beneficiary, if surviving theNote. A private annuity is an annuitya power of appointment created by will decedent.issued from a party not engaged in theis considered created on the date of the 2. A contract under which thebusiness of writing annuity contracts,testator’s death. decedent immediately before death wastypically a junior generation family

A power of appointment created by receiving or was entitled to receive,member or a family trust.
an inter vivos instrument is considered together with another person, an

An annuity contract that providescreated on the date the instrument annuity payable to the decedent and
periodic payments to a person for lifetakes effect. If the holder of a power the other person for their joint lives,
and ceases at the person’s death is notexercises it by creating a second with payments to continue to the
includible in the gross estate. Socialpower, the second power is considered survivor following the death of either.
Security benefits are not includible inas created at the time of the exercise of 3. A contract or agreement entered
the gross estate even if the survivingthe first. into by the decedent and employer
spouse receives benefits. under which the decedent immediately

Attachments An annuity or other payment that is before death and following retirement
If the decedent ever possessed a not includible in the decedent’s or the was receiving, or was entitled to
power of appointment, attach a certified survivor’s gross estate as an annuity receive, an annuity payable to the
or verified copy of the instrument may still be includible under some other decedent for life and after the
granting the power and a certified or applicable provision of the law. For decedent’s death to a designated
verified copy of any instrument by example, see Powers of Appointment beneficiary, if surviving the decedent,
which the power was exercised or on page 16 and the Instructions for whether the payments after the
released. You must file these copies Schedule G—Transfers During decedent’s death are fixed by the
even if you contend that the power was Decedent’s Life on page 15. See also contract or subject to an option or
not a general power of appointment, Regulations section 20.2039-1(e). election exercised or exercisable by the

-17-Instructions for Schedules



Page 18 of 33 Instructions for Form 706 14:53 - 29-AUG-2008

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

decedent. However, see Annuities 1982) and the decedent irrevocably (if applicable). For the rules to
Under Approved Plans below. elected the form of the benefit before determine whether the decedent made

4. A contract or agreement entered January 1, 1983 or contributions to the plan, see
into by the decedent and the • The decedent separated from service Regulations section 20.2039.
decedent’s employer under which at the before January 1, 1983, and did not IRAs and retirement bonds. The
decedent’s death, before retirement, or change the form of benefit before following plans are approved plans for
before the expiration of a stated period death. the exclusion rules:
of time, an annuity was payable to a f. An individual retirement accountApproved Plansdesignated beneficiary, if surviving the described in section 408(a),Approved plans may be separated intodecedent. However, see Annuities

g. An individual retirement annuitytwo categories:Under Approved Plans below.
described in section 408(b), or• Pension, profit-sharing, stock bonus,5. A contract or agreement under

and other similar plans andwhich the decedent immediately before h. A retirement bond described in
• Individual retirement arrangementsdeath was receiving, or was entitled to section 409(a) (before its repeal by P.L.
(IRAs), and retirement bonds.receive, an annuity for a stated period 98-369).

of time, with the annuity to continue to a Different exclusion rules apply to the Exclusion rules for IRAs and
designated beneficiary, surviving the two categories of plans. retirement bonds. These plans are
decedent, upon the decedent’s death approved plans only if they provide forPension, etc., plans. The following
and before the expiration of that period a series of substantially equal periodicplans are approved plans for the
of time. payments made to a beneficiary for life,exclusion rules:

6. An annuity contract or other or over a period of at least 36 monthsa. An employees’ trust (or under aarrangement providing for a series of after the date of the decedent’s death.contract purchased by an employees’substantially equal periodic payments
Subject to the $100,000 limitation, iftrust) forming part of a pension, stockto be made to a beneficiary for life or

applicable, if an annuity under a “plan”bonus, or profit-sharing plan that met allover a period of at least 36 months
described in (f) through (h) above isthe requirements of section 401(a),after the date of the decedent’s death
receivable by a beneficiary other thaneither at the time of the decedent’sunder an individual retirement account,
the executor, the entire value of theseparation from employment (whetherannuity, or bond as described in section
annuity is excludable from the grossby death or otherwise) or at the time of2039(e) (before its repeal by P.L.
estate even if the decedent made athe termination of the plan (if earlier);98-369).
contribution under the plan.b. A retirement annuity contract

Payable to the decedent. An annuity  However, if any payment to or for anpurchased by the employer (but not by
or other payment was payable to the account or annuity described inan employees’ trust) under a plan that,
decedent if, at the time of death, the paragraph (f), (g), or (h) above was notat the time of the decedent’s separation
decedent was in fact receiving an allowable as an income tax deductionfrom employment (by death or
annuity or other payment, with or under section 219 (and was not aotherwise), or at the time of the
without an enforceable right to have the rollover contribution as described intermination of the plan (if earlier), was a
payments continued. section 2039(e) before its repeal byplan described in section 403(a);

P.L. 98-369), include in the grossRight to receive an annuity. The c. A retirement annuity contract estate on this schedule that proportiondecedent had the right to receive an purchased for an employee by an of the value of the annuity which theannuity or other payment if, employer that is an organization amount not allowable as a deductionimmediately before death, the decedent referred to in section 170(b)(1)(A)(ii) or under section 219 and not a rolloverhad an enforceable right to receive (vi), or that is a religious organization contribution bears to the total amountpayments at some time in the future, (other than a trust), and that is exempt paid to or for such account or annuity.whether or not at the time of death the from tax under section 501(a); For more information, see Regulationsdecedent had a present right to receive
d. Chapter 73 of Title 10 of the section 20.2039-5.payments.

United States Code; or Rules applicable to all approvedAnnuities Under Approved e. A bond purchase plan described plans. The following rules apply to all
in section 405 (before its repeal by P.L.Plans approved plans described in
98-369, effective for obligations issued paragraphs (a) through (h) above.The following rules relate to whether
after December 31, 1983).part or all of an otherwise includible If any part of an annuity under a

Exclusion rules for pension, etc.,annuity may be excluded. These rules “plan” described in (a) through (h)
plans. If an annuity under anhave been repealed and apply only if above is receivable by the executor, it
“approved plan” described in (a)the decedent either: is generally includible in the gross
through (e) above is receivable by a• On December 31, 1984, was both a estate on this schedule to the extent
beneficiary other than the executor andparticipant in the plan and in pay status that it is receivable by the executor in
the decedent made no contributions(for example, had received at least one that capacity. In general, the annuity is
under the plan toward the cost, no partbenefit payment on or before December receivable by the executor if it is to be
of the value of the annuity, subject to31, 1984) and had irrevocably elected paid to the executor or if there is an
the $100,000 limitation (if applicable), isthe form of the benefit before July 18, agreement (expressed or implied) that it
includible in the gross estate.1984 or will be applied by the beneficiary for the

• Had separated from service before benefit of the estate (such as inIf the decedent made a contribution
January 1, 1985, and did not change discharge of the estate’s liability forunder a plan described in (a) through
the form of benefit before death. death taxes or debts of the decedent,(e) above toward the cost, include in

etc.) or that its distribution will beThe amount excluded cannot exceed the gross estate on this schedule that
governed to any extent by the terms of$100,000 unless either of the following proportion of the value of the annuity
the decedent’s will or the laws ofconditions is met: which the amount of the decedent’s
descent and distribution.• On December 31, 1982, the contribution under the plan bears to the

decedent was both a participant in the total amount of all contributions under If data available to you does not
plan and in pay status (for example, the plan. The remaining value of the indicate whether the plan satisfies the
had received at least one benefit annuity is excludable from the gross requirements of section 401(a), 403(a),
payment on or before December 31, estate subject to the $100,000 limitation 408(a), 408(b), or 409(a), you may
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IF . . . THEN . . .obtain that information from the IRS If you choose to deduct medical
expenses of the decedent only on thewhere the employer’s principal place of
estate tax return, they are fullybusiness is located. the annuity is under an state the ratio of the

approved plan, decedent’s contribution deductible as claims against the estate.
to the total purchase If, however, they are claimed on theLine A. Lump Sum price of the annuity. decedent’s final income tax return

Distribution Election under section 213(c), they may not also
the decedent was state the ratio of the be claimed on the estate tax return. InNote.  The following rules have been
employed at the time of decedent’s contribution this case, you also may not deduct onrepealed and apply only if the death and an annuity as to the total purchase the estate tax return any amounts thatdecedent: described in Definitions, price of the annuity. were not deductible on the income taxAnnuity, Example 4 on

return because of the percentagepage 18, became• On December 31, 1984, was both a
limitations.payable to anyparticipant in the plan and in pay status

beneficiary because the(for example, had received at least one beneficiary survived the
benefit payment on or before December Debts of the Decedentdecedent,
31, 1984) and had irrevocably elected List under “Debts of the Decedent” only
the form of the benefit before July 18, valid debts the decedent owed at thean annuity under an state the ratio of the
1984, or time of death. List any indebtednessindividual retirement amount paid for the

account or annuity individual retirement secured by a mortgage or other lien on• Had separated from service before
became payable to any account or annuity that property of the gross estate under theJanuary 1, 1985, and did not change
beneficiary because that was not allowable as an heading “Mortgages and Liens.” If thethe form of benefit before death. beneficiary survived the income tax deduction amount of the debt is disputed or thedecedent and is payable under section 219 (other

Generally, the entire amount of any subject of litigation, deduct only theto the beneficiary for life than a rollover
amount the estate concedes to be aor for at least 36 months contribution) to the totallump sum distribution is included in the

following the decedent’s amount paid for the valid claim. Enter the amount in contestdecedent’s gross estate. However,
death, account or annuity. in the column provided.under this special rule, all or part of a

lump sum distribution from a qualified
Generally, if the claim against thethe annuity is payable the description should(approved) plan will be excluded if the

out of a trust or other be sufficiently complete estate is based on a promise orlump sum distribution is included in the
fund, to fully identify it. agreement, the deduction is limited torecipient’s income for income tax

the extent that the liability waspurposes. contracted bona fide and for anthe annuity is payable include the duration of
for a term of years, the term and the date adequate and full consideration inIf the decedent was born before

on which it began. money or money’s worth. However, any1936, the recipient may be eligible to
enforceable claim based on a promiseelect special “10-year averaging” rules
or agreement of the decedent to makethe annuity is payable include the date of birth(under repealed section 402(e)) and

for the life of a person of that person. a contribution or gift (such as a pledgecapital gain treatment (under repealed other than the decedent, or a subscription) to or for the use of asection 402(a)(2)) in computing the charitable, public, religious, etc.,
income tax on the distribution. For more organization is deductible to the extentthe annuity is wholly or enter the amountinformation, see Pub. 575, Pension and partially excluded from excluded under that the deduction would be allowed as
Annuity Income. If this option is the gross estate, “Description” and a bequest under the statute that

explain how youavailable, the estate tax exclusion applies.computed the exclusion.cannot be claimed unless the recipient
elects to forego the “10-year averaging” Certain claims of a former spouse
and capital gain treatment in computing against the estate based on the
the income tax on the distribution. The relinquishment of marital rights areSchedule J—Funeral

deductible on Schedule K. For theserecipient elects to forego this treatment Expenses and Expenses claims to be deductible, all of theby treating the distribution as taxable
following conditions must be met.on his or her income tax return as Incurred in
• The decedent and the decedent’sdescribed in Regulations section Administering Property spouse must have entered into a20.2039-4(d). The election is
written agreement relative to theirirrevocable. Subject to Claims
marital and property rights.

See the reverse side of Schedule J onThe amount excluded from the gross • The decedent and the spouse mustForm 706.estate is the portion attributable to the have been divorced before the
employer contributions. The portion, if decedent’s death and the divorce must
any, attributable to the employee- Schedule K—Debts of have occurred within the 3-year period
decedent’s contributions is always beginning on the date 1 year before thethe Decedent and agreement was entered into. It is notincludible. Also, you may not compute

required that the agreement bethe gross estate in accordance with this Mortgages and Liens
approved by the divorce decree.election unless you check “Yes” on line You must complete and attach • The property or interest transferredA and attach the name, address, and Schedule K if you claimed deductions
under the agreement must beidentifying number of the recipients of on either item 14 or item 15 of Part
transferred to the decedent’s spouse inthe lump sum distributions. See 5—Recapitulation.
settlement of the spouse’s maritalRegulations section 20.2039-4.

Income vs. estate tax deduction. rights.
Taxes, interest, and business expensesHow To Complete Schedule I accrued at the date of the decedent’s You may not deduct a claim made

In describing an annuity, give the name death are deductible both on Schedule against the estate by a remainderman
and address of the grantor of the K and as deductions in respect of the relating to section 2044 property.
annuity. Specify if the annuity is under decedent on the income tax return of Section 2044 property is described in
an approved plan. the estate. the instructions to line 6 on page 12.
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Include in this schedule notes schedule and may deduct the mortgage Expenses Incurred in
unsecured by mortgage or other lien or lien on the property on this schedule. Administering Property Notand give full details, including:

However, if the decedent’s estate is Subject to Claims• Name of payee,
not liable, include in the gross estate• Face and unpaid balance, You may deduct expenses incurred inonly the value of the equity of• Date and term of note, administering property that is includedredemption (or the value of the property• Interest rate, and in the gross estate but that is notless the amount of the debt), and do• Date to which interest was paid subject to claims. You may only deductnot deduct any portion of thebefore death. these expenses if they were paidindebtedness on this schedule. before the section 6501 period ofInclude the exact nature of the claim

limitations for assessment expired.Notes and other obligations securedas well as the name of the creditor. If
by the deposit of collateral, such asthe claim is for services performed over The expenses deductible on this
stocks, bonds, etc., also should bea period of time, state the period schedule are usually expenses incurred
listed under “Mortgages and Liens.”covered by the claim. in the administration of a trust

established by the decedent beforeExample. Edison Electric
Description death. They may also be incurred in theIlluminating Co., for electric service

collection of other assets or the transferduring December 2007, $150. Include under the “Description” column
or clearance of title to other propertythe particular schedule and itemIf the amount of the claim is the
included in the decedent’s gross estatenumber where the property subject tounpaid balance due on a contract for
for estate tax purposes, but notthe mortgage or lien is reported in thethe purchase of any property included
included in the decedent’s probategross estate.in the gross estate, indicate the
estate.schedule and item number where you Include the name and address of the The expenses deductible on thisreported the property. If the claim mortgagee, payee, or obligee, and the schedule are limited to those that arerepresents a joint and separate liability, date and term of the mortgage, note, or the result of settling the decedent’sgive full facts and explain the financial other agreement by which the debt was interest in the property or of vestingresponsibility of the co-obligor. established. Also include the face good title to the property in theProperty and income taxes. The amount, the unpaid balance, the rate of beneficiaries. Expenses incurred ondeduction for property taxes is limited to interest, and date to which the interest behalf of the transferees (except thosethe taxes accrued before the date of was paid before the decedent’s death. described above) are not deductible.the decedent’s death. Federal taxes on
Examples of deductible andincome received during the decedent’s Schedule L—Net Losses nondeductible expenses are provided inlifetime are deductible, but taxes on
Regulations section 20.2053-8.income received after death are not During Administration

List the names and addresses of thedeductible.
persons to whom each expense wasand Expenses IncurredKeep all vouchers or original records
payable and the nature of the expense.for inspection by the IRS. in Administering Identify the property for which the

Allowable death taxes. If you elect to expense was incurred by indicating theProperty Not Subject totake a deduction under section 2053(d) schedule and item number where the
rather than a credit under section 2014, Claims property is included in the gross estate.
the deduction is subject to the If you do not know the exact amount ofYou must complete Schedule L andlimitations described in section 2053(d) the expense, you may deduct anfile it with the return if you claimand its regulations. If you have difficulty estimate, provided that the amount maydeductions on either item 18 or item 19figuring the deduction, you may request be verified with reasonable certaintyof Part 5—Recapitulation.a computation of it. Send your request and will be paid before the period of
within a reasonable amount of time limitations for assessment (referred toNet Losses Duringbefore the due date of the return to the above) expires. Keep all vouchers andAdministrationDepartment of the Treasury, receipts for inspection by the Internal
Commissioner of Internal Revenue, You may deduct only those losses from Revenue Service.
Washington, DC 20224. Attach to your thefts, fires, storms, shipwrecks, or
request a copy of the will and relevant other casualties that occurred during Schedule M—Bequests,documents, a statement showing the the settlement of the estate. You may
distribution of the estate under the etc., to Surviving Spousededuct only the amount not reimbursed
decedent’s will, and a computation of by insurance or otherwise. (Marital Deduction)the state or foreign death tax showing

Describe in detail the loss sustained See the Form 706 itself for theseany amount payable by a charitable
and the cause. If you received instructions.organization.
insurance or other compensation for the

Mortgages and Liens loss, state the amount collected. Schedule O—Charitable,
Identify the property for which you areList under “Mortgages and Liens” only Public, and Similar Giftsclaiming the loss by indicating theobligations secured by mortgages or
particular schedule and item numberother liens on property that you and Bequestswhere the property is included in theincluded in the gross estate at its full
gross estate.value or at a value that was Generalundiminished by the amount of the If you elect alternate valuation, do You must complete Schedule O and filemortgage or lien. If the debt is not deduct the amount by which you it with the return if you claim aenforceable against other property of reduced the value of an item to include deduction on item 21 of Partthe estate not subject to the mortgage it in the gross estate. 5—Recapitulation.or lien, or if the decedent was

personally liable for the debt, you must Do not deduct losses claimed as a You can claim the charitable
include the full value of the property deduction on a federal income tax deduction allowed under section 2055
subject to the mortgage or lien in the return or depreciation in the value of for the value of property in the
gross estate under the appropriate securities or other property. decedent’s gross estate that was
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transferred by the decedent during life occurs because of the death of the Line 2. Qualified Disclaimer
or by will to or for the use of any of the individual or in any other way. The The charitable deduction is allowed forfollowing: termination must occur within the period amounts that are transferred to• The United States, a state, a political of time (including extensions) for filing charitable organizations as a result of asubdivision of a state, or the District of the decedent’s estate tax return and qualified disclaimer. To be a qualifiedColumbia, for exclusively public before the power has been exercised. disclaimer, a refusal to accept anpurposes; interest in property must meet theThe deduction is limited to the• Any corporation or association conditions of section 2518. These areamount actually available for charitableorganized and operated exclusively for explained in Regulations sectionsuses. Therefore, if under the terms of areligious, charitable, scientific, literary, 25.2518-1 through 25.2518-3. Ifwill or the provisions of local law, or foror educational purposes, including the property passes to a charitableany other reason, the federal estateencouragement of art, or to foster beneficiary as the result of a qualifiedtax, the federal GST tax, or any othernational or international amateur sports disclaimer, check the “Yes” box on lineestate, GST, succession, legacy, orcompetition (but only if none of its 2 and attach a copy of the writteninheritance tax is payable in whole or inactivities involve providing athletic disclaimer required by section 2518(b).part out of any bequest, legacy, orfacilities or equipment, unless the

devise that would otherwise be allowedorganization is a qualified amateur Attachmentsas a charitable deduction, the amountsports organization) and the prevention
you may deduct is the amount of the If the charitable transfer was made byof cruelty to children and animals, as
bequest, legacy, or devise reduced by will, attach a certified copy of the orderlong as no part of the net earnings
the total amount of the taxes. admitting the will to probate, in additionbenefits any private individual and no

to the copy of the will. If the charitablesubstantial activity is undertaken to If you elected to make installment transfer was made by any other writtencarry on propaganda, or otherwise payments of the estate tax, and the instrument, attach a copy. If theattempt to influence legislation or interest is payable out of property instrument is of record, the copy shouldparticipate in any political campaign on transferred to charity, you must reduce be certified; if not, the copy should bebehalf of any candidate for public office; the charitable deduction by an estimate verified.• A trustee or a fraternal society, order of the maximum amount of interest that
or association operating under the will be paid on the deferred tax. Valuelodge system, if the transferred property
is to be used exclusively for religious, For split-interest trusts (or pooled The valuation dates used in
charitable, scientific, literary, or income funds), enter in the “Amount” determining the value of the gross
educational purposes, or for the column the amount treated as passing estate apply also on Schedule O.
prevention of cruelty to children or to the charity. Do not enter the entire
animals, and no substantial activity is amount that passes to the trust (fund). Schedule P—Credit forundertaken to carry on propaganda or

If you are deducting the value of theotherwise attempt to influence Foreign Death Taxesresidue or a part of the residue passinglegislation, or participate in any political
to charity under the decedent’s will,campaign on behalf of any candidate Generalattach a copy of the computationfor public office; If you claim a credit on line 13 of Partshowing how you determined the value,• Any veterans organization 2—Tax Computation, you mustincluding any reduction for the taxesincorporated by an Act of Congress or complete Schedule P and file it with thedescribed above.any of its departments, local chapters, return. You must attach Form(s)or posts, for which none of the net Also include: 706-CE, Certificate of Payment ofearnings benefits any private individual; • A statement that shows the values of Foreign Death Tax, to support anyor all specific and general legacies or credit you claim.• A foreign government or its political devises for both charitable and

subdivision when the use of such If the foreign government refuses tononcharitable uses. For each legacy or
property is limited exclusively to certify Form 706-CE, you must file itdevise, indicate the paragraph or
charitable purposes. directly with the Internal Revenuesection of the decedent’s will or codicil

Service as instructed on the Formthat applies. If legacies are made toFor this purpose, certain Indian tribal 706-CE. See Form 706-CE foreach member of a class (for example,governments are treated as states and instructions on how to complete the$1,000 to each of the decedent’stransfers to them qualify as deductible form and for a description of the itemsemployees), show only the number ofcharitable contributions. See Rev. Proc. that must be attached to the form wheneach class and the total value of2002-64, 2002-42 I.R.B. 717, as the foreign government refuses toproperty they received;modified and supplemented by certify it.• The date of birth of all life tenants orsubsequent revenue procedures, for a
annuitants, the length of whose liveslist of qualifying Indian tribal The credit for foreign death taxes is
may affect the value of the interestgovernments. allowable only if the decedent was a
passing to charity under the decedent’s citizen or resident of the United States.You may also claim a charitable will; However, see section 2053(d) and thecontribution deduction for a qualifying • A statement showing the value of all related regulations for exceptions andconservation easement granted after property that is included in the limitations if the executor has elected,the decedent’s death under the decedent’s gross estate but does not in certain cases, to deduct these taxesprovisions of section 2031(c)(9). pass under the will, such as transfers, from the value of the gross estate. For
jointly owned property that passed toThe charitable deduction is allowed a resident, not a citizen, who was a
the survivor on decedent’s death, andfor amounts that are transferred to citizen or subject of a foreign country
insurance payable to specificcharitable organizations as a result of for which the President has issued a
beneficiaries; andeither a qualified disclaimer (see Line 2. proclamation under section 2014(h), the

Qualified Disclaimer below) or the • Any other important information such credit is allowable only if the country of
complete termination of a power to as that relating to any claim, not arising which the decedent was a national
consume, invade, or appropriate under the will, to any part of the estate allows a similar credit to decedents who
property for the benefit of an individual. (that is, a spouse claiming dower or were U.S. citizens residing in that
It does not matter whether termination curtesy, or similar rights). country.
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The credit is authorized either by country imposing the tax is determined A credit claimed under a treaty is in
statute or by treaty. If a credit is by the same principles that would apply general computed on Schedule P in the
authorized by a treaty, whichever of the in determining whether similar property same manner as the credit is computed
following is the most beneficial to the of a nonresident not a U.S. citizen is under the statute with the following
estate is allowed: situated within the United States for principal exceptions:
• The credit computed under the purposes of the federal estate tax. See • The situs rules contained in the treaty
treaty; the instructions for Form 706-NA. apply in determining whether property
• The credit computed under the was situated in the foreign country;

Computation of Credit Understatute; or • The credit may be allowed only for
• The credit computed under the payment of the death tax or taxesthe Statute
treaty, plus the credit computed under specified in the treaty (but see the

Item 1. Enter the amount of the estate,the statute for death taxes paid to each instructions above for credit under the
inheritance, legacy, and successionpolitical subdivision or possession of statute for death taxes paid to each
taxes paid to the foreign country and itsthe treaty country that are not directly political subdivision or possession of
possessions or political subdivisions,or indirectly creditable under the treaty. the treaty country that are not directly
attributable to property that is: or indirectly creditable under the treaty); Under the statute, the credit is • Situated in that country, • If specifically provided, the credit isauthorized for all death taxes (national • Subjected to these taxes, and proportionately shared for the taxand local) imposed in the foreign • Included in the gross estate. applicable to property situated outsidecountry. Whether local taxes are the The amount entered at item 1 should both countries, or that was deemed inbasis for a credit under a treaty not include any tax paid to the foreign some instances situated within bothdepends upon the provisions of the country with respect to property not countries; andparticular treaty. situated in that country and should not • The amount entered at item 4 of

If a credit for death taxes paid in include any tax paid to the foreign Schedule P is the amount shown on
more than one foreign country is country with respect to property not line 12 of Part 2—Tax Computation,
allowable, a separate computation of included in the gross estate. If only a less the total of the credits claimed for
the credit must be made for each part of the property subjected to foreign federal gift taxes on pre-1977 gifts
foreign country. The copies of Schedule taxes is both situated in the foreign (section 2012) and for tax on prior
P on which the additional computations country and included in the gross transfers (line 14 of Part 2—Tax
are made should be attached to the estate, it will be necessary to determine Computation). (If a credit is claimed for
copy of Schedule P provided in the the portion of the taxes attributable to tax on prior transfers, it will be
return. that part of the property. Also, attach necessary to complete Schedule Q

the computation of the amount enteredThe total credit allowable in respect before completing Schedule P.) For
at item 1.to any property, whether subjected to examples of computation of credits

tax by one or more than one foreign under the treaties, see the applicableItem 2. Enter the value of the gross
country, is limited to the amount of the regulations.estate, less the total of the deductions
federal estate tax attributable to the on items 20 and 21 of Part Computation of credit in cases
property. The anticipated amount of the 5—Recapitulation. where property is situated outside
credit may be computed on the return, both countries or deemed situatedItem 3. Enter the value of the propertybut the credit cannot finally be allowed within both countries. See thesituated in the foreign country that isuntil the foreign tax has been paid and appropriate treaty for details.subjected to the foreign taxes anda Form 706-CE evidencing payment is

included in the gross estate, less thosefiled. Section 2014(g) provides that for Schedule Q—Credit forportions of the deductions taken oncredits for foreign death taxes, each
Schedules M and O that areU.S. possession is deemed a foreign Tax on Prior Transfers
attributable to the property.country.
Item 4. Subtract any credit claimed on GeneralConvert death taxes paid to the
line 15 for federal gift taxes onforeign country into U.S. dollars by You must complete Schedule Q and file
pre-1977 gifts (section 2012) from lineusing the rate of exchange in effect at it with the return if you claim a credit on
12 of Part 2—Tax Computation, andthe time each payment of foreign tax is Part 2—Tax Computation, line 14.
enter the balance at item 4 ofmade. The term “transferee” means theSchedule P.If a credit is claimed for any foreign decedent for whose estate this return is

death tax that is later recovered, see filed. If the transferee received propertyCredit Under Treaties
Regulations section 20.2016-1 for the from a transferor who died within 10

If you are reporting any items on thisnotice required within 30 days. years before, or 2 years after, the
return based on the provisions of a transferee, a credit is allowable on this
death tax treaty, you may have toLimitation Period return for all or part of the federal estate
attach a statement to this returnThe credit for foreign death taxes is tax paid by the transferor’s estate with
disclosing the return position that islimited to those taxes that were actually respect to the transfer. There is no
treaty based. See Regulations sectionpaid and for which a credit was claimed requirement that the property be
301.6114-1 for details.within the later of the 4 years after the identified in the estate of the transferee

filing of the estate tax return, or before In general. If the provisions of a treaty or that it exist on the date of the
the date of expiration of any extension apply to the estate of a U.S. citizen or transferee’s death. It is sufficient for the
of time for payment of the federal resident, a credit is authorized for allowance of the credit that the transfer
estate tax, or 60 days after a final payment of the foreign death tax or of the property was subjected to federal
decision of the Tax Court on a timely taxes specified in the treaty. Treaties estate tax in the estate of the transferor
filed petition for a redetermination of a with death tax conventions are in effect and that the specified period of time
deficiency. with the following countries: Australia, has not elapsed. A credit may be

Austria, Canada, Denmark, Finland, allowed with respect to property
Credit Under the Statute France, Germany, Greece, Ireland, received as the result of the exercise or
For the credit allowed by the statute, Italy, Japan, Netherlands, Norway, nonexercise of a power of appointment
the question of whether particular South Africa, Switzerland, and the when the property is included in the
property is situated in the foreign United Kingdom. gross estate of the donee of the power.
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If the transferee was the transferor’s consideration in computing estate tax Line 5. Enter on line 5 the applicable
surviving spouse, no credit is allowed (a) or estate tax (b), above. marital deduction claimed for the
for property received from the transferor transferor’s estate (from the transferor’s

Percent Allowableto the extent that a marital deduction Form 706).
was allowed to the transferor’s estate Lines 10 through 18. Enter on theseWhere transferee predeceased thefor the property. There is no credit for lines the appropriate taxes paid by thetransferor. If not more than 2 yearstax on prior transfers for federal gift transferor’s estate.elapsed between the dates of death,taxes paid in connection with the the credit allowed is 100% of the If the transferor’s estate elected totransfer of the property to the maximum amount. If more than 2 years pay the federal estate tax intransferee. elapsed between the dates of death, no installments, enter on line 10 only the

credit is allowed. total of the installments that haveIf you are claiming a credit for tax on
actually been paid at the time you fileprior transfers on Form 706-NA, you Where transferor predeceased the
this Form 706. See Rev. Rul. 83-15,should first complete and attach Part transferee. The percent of the
1983-1 C.B. 224, for more details. Do5—Recapitulation from Form 706 maximum amount that is allowed as a
not include as estate tax any taxbefore computing the credit on credit depends on the number of years
attributable to section 4980A, before itsSchedule Q from Form 706. that elapsed between dates of death. It
repeal by the Taxpayer Relief Act ofis determined using the following table:Section 2056(d)(3) contains specific 1997.

rules for allowing a credit for certain Period of Line 21. Add lines 11 (allowabletransfers to a spouse who was not a Time Not Percent unified credit) and 13 (foreign deathU.S. citizen where the property passed Exceeding Exceeding Allowable taxes credit) of Part 2—Taxoutright to the spouse, or to a qualified Computation to the amount of any- - - - - 2 years 100domestic trust. credit taken (on line 15) for federal gift2 years 4 years 80
taxes on pre-1977 gifts (section 2012).4 years 6 years 60Property Subtract this total from Part 2—Tax6 years 8 years 40

The term “property” includes any Computation, line 8. Enter the result on8 years 10 years 20
interest (legal or equitable) of which the line 21 of the worksheet.10 years - - - - - none
transferee received the beneficial Line 26.  If you computed the marital
ownership. The transferee is deduction using the unlimited marital
considered the beneficial owner of How To Compute the Credit deduction in effect for decedents dying
property over which the transferee after 1981, for purposes of determiningA worksheet for Schedule Q is providedreceived a general power of the marital deduction for the reducedon page 31 of these instructions toappointment. Property does not include gross estate, see Rev. Rul. 90-2,allow you to compute the limits beforeinterests to which the transferee 1990-1 C.B. 169. To determine thecompleting Schedule Q. Transfer thereceived only a bare legal title, such as “reduced adjusted gross estate,”appropriate amounts from thethat of a trustee. Neither does it include subtract the amount on line 25 of theworksheet to Schedule Q as indicatedan interest in property over which the Schedule Q Worksheet from theon the schedule. You do not need to filetransferee received a power of amount on line 24 of the worksheet. Ifthe worksheet with your Form 706, butappointment that is not a general power community property is included in theshould keep it for your records.of appointment. In addition to interests amount on line 24 of the worksheet,Cases involving transfers from twoin which the transferee received the compute the reduced adjusted grossor more transferors. Part I of thecomplete ownership, the credit may be estate using the rules of Regulationsworksheet and Schedule Q enable youallowed for annuities, life estates, terms section 20.2056(c)-2 and Rev. Rul.to compute the credit for as many asfor years, remainder interests (whether 76-311, 1976-2 C.B. 261.three transferors. The number ofcontingent or vested), and any other

transferors is irrelevant to Part II of theinterest that is less than the complete Schedules R andworksheet. If you are computing theownership of the property, to the extent
credit for more than three transferors,that the transferee became the R-1—Generation-Skipping
use more than one worksheet andbeneficial owner of the interest. Transfer TaxSchedule Q, Part I, and combine the
totals for the appropriate lines.Maximum Amount of the

Introduction and OverviewSection 2032A additional tax. If theCredit
Schedule R is used to compute thetransferor’s estate elected special-useThe maximum amount of the credit is
generation-skipping transfer (GST) taxvaluation and the additional estate taxthe smaller of:
that is payable by the estate. Scheduleof section 2032A(c) was imposed at1. The amount of the estate tax of R-1 (Form 706) is used to compute theany time up to 2 years after the deaththe transferor’s estate attributable to the GST tax that is payable by certainof the decedent for whom you are filingtransferred property or trusts that are includible in the grossthis return, check the box on Schedule

2. The amount by which: estate.Q. On lines 1 and 9 of the worksheet,
a. An estate tax on the transferee’s include the property subject to the The GST tax that is to be reported

estate determined without the credit for additional estate tax at its FMV rather on Form 706 is imposed only on “direct
tax on prior transfers, exceeds than its special-use value. On line 10 of skips occurring at death.” Unlike the

the worksheet, include the additionalb. An estate tax on the transferee’s estate tax, which is imposed on the
estate tax paid as a federal estate taxestate determined by excluding from value of the entire taxable estate
paid.the gross estate the net value of the regardless of who receives it, the GST

transfer. tax is imposed only on the value of
How To Complete the interests in property, wherever located,If credit for a particular foreign death

that actually pass to certain transferees,Schedule Q Worksheettax may be taken under either the
who are referred to as “skip persons.”statute or a death duty convention, and Most of the information to complete

on this return the credit actually is taken Part I of the worksheet should be For purposes of Form 706, the
under the convention, then no credit for obtained from the transferor’s Form property interests transferred must be
that foreign death tax may be taken into 706. includible in the gross estate before
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they are subject to the GST tax. (other than property transferred on person either has a present right to
Therefore, the first step in computing behalf of the decedent during life and receive income or corpus from the trust
the GST tax liability is to determine the after October 21, 1986). (such as an income interest for life) or
property interests includible in the gross is a permissible current recipient ofThe term “mental disability” means
estate by completing Schedules A income or corpus from the trust (that is,the decedent’s mental incompetence to
through I of Form 706. may receive income or corpus at theexecute an instrument governing the

discretion of the trustee).The second step is to determine who disposition of his or her property,
the skip persons are. To do this, assign whether or not there has been an Skip person. A transferee who is a
each transferee to a generation and adjudication of incompetence and natural person is a skip person if that
determine whether each transferee is a whether or not there has been an transferee is assigned to a generation
“natural person” or a “trust” for GST appointment of any other person that is two or more generations below
purposes. charged with the care of the person or the generation assignment of the

property of the transferor. decedent. See Determining theThe third step is to determine which
generation of a transferee below.skip persons are transferees of If the decedent had been adjudged

“interests in property.” If the skip person mentally incompetent, a copy of the A transferee who is a trust is a skip
is a natural person, anything transferred judgment or decree must be filed with person if all the interests in the property
is an interest in property. If the skip this return. (as defined above) transferred to the
person is a trust, make this trust are held by skip persons. Thus,If the decedent had not been
determination using the rules under whenever a non-skip person has anadjudged mentally incompetent, the
Interest in property below. These first interest in a trust, the trust will not be aexecutor must file with the return a
three steps are described in detail skip person even though a skip personcertification from a qualified physician
under the main heading, Determining also has an interest in the trust.stating that in his opinion the decedent
Which Transfers Are Direct Skips had been mentally incompetent at all A trust will also be a skip person ifbelow. times on and after October 22, 1986, there are no interests in the propertyThe fourth step is to determine and that the decedent had not regained transferred to the trust held by anywhether to enter the transfer on the competence to modify or revoke the person, and future distributions orSchedule R or on Schedule R-1. See terms of the trust or will prior to his terminations from the trust can be madethe rules under the main heading, death or a statement as to why no such only to skip persons.Dividing Direct Skips Between certification may be obtained from a

Non-skip person. A non-skip personSchedules R and R-1 on page 25. physician.
is any transferee who is not a skipThe fifth step is to complete Direct skip. The GST tax reported on
person.Schedules R and R-1 using the How To Form 706 and Schedule R-1 (Form

Complete instructions beginning on 706) is imposed only on direct skips. Determining the generation of a
page 26, for each schedule. For purposes of Form 706, a direct skip transferee. Generally, a generation is

is a transfer that is: determined along family lines asDetermining Which Transfers • Subject to the estate tax, follows.
Are Direct Skips • Of an interest in property, and 1. Where the beneficiary is a lineal• To a skip person. descendant of a grandparent of theEffective dates. The rules below All three requirements must be met decedent (that is, the decedent’sapply only for the purpose of before the transfer is subject to the cousin, niece, nephew, etc.), thedetermining if a transfer is a direct skip GST tax. A transfer is subject to the number of generations between thethat should be reported on Schedule R estate tax if you are required to list it on decedent and the beneficiary isor R-1 of Form 706. any of Schedules A through I of Form determined by subtracting the numberIn general. The GST tax is 706. To determine if a transfer is of an of generations between theeffective for the estates of decedents interest in property and to a skip grandparent and the decedent from thedying after October 22, 1986. person, you must first determine if the number of generations between the

Irrevocable trusts. The GST tax transferee is a natural person or a trust grandparent and the beneficiary.
will not apply to any transfer under a as defined below. 2. Where the beneficiary is a lineal
trust that was irrevocable on September descendant of a grandparent of aTrust. For purposes of the GST tax, a
25, 1985, but only to the extent that the spouse (or former spouse) of thetrust includes not only an explicit trust
transfer was not made out of corpus decedent, the number of generations(as defined in Special rule for trusts
added to the trust after September 25, between the decedent and theother than explicit trusts beginning on
1985. An addition to the corpus after beneficiary is determined by subtractingpage 25), but also any other
that date will cause a proportionate part the number of generations between thearrangement (other than an estate)
of future income and appreciation to be grandparent and the spouse (or formerwhich, although not explicitly a trust,
subject to the GST tax. For more spouse) from the number ofhas substantially the same effect as a
information, see Regulations section generations between the grandparenttrust. For example, a trust includes life
26.2601-1(b)(1)(ii). and the beneficiary.estates with remainders, terms for

Mental disability. If, on October 3. A person who at any time wasyears, and insurance and annuity
22, 1986, the decedent was under a married to a person described in (1) orcontracts.
mental disability to change the (2) above is assigned to the generationSubstantially separate and
disposition of his or her property and of that person. A person who at anyindependent shares of different
did not regain the competence to time was married to the decedent isbeneficiaries in a trust are treated as
dispose of property before death, the assigned to the decedent’s generation.separate trusts.
GST tax will not apply to any property 4. A relationship by adoption or

Interest in property. If a transfer isincluded in the gross estate (other than half-blood is treated as a relationship
made to a natural person, it is alwaysproperty transferred on behalf of the by whole-blood.
considered a transfer of an interest indecedent during life and after October 5. A person who is not assigned to
property for purposes of the GST tax.21, 1986). The GST tax will also not a generation according to (1), (2), (3),

apply to any transfer under a trust to If a transfer is made to a trust, a or (4) above is assigned to a generation
the extent that the trust consists of person will have an interest in the based on his or her birth date, as
property included in the gross estate property transferred to the trust if that follows:
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a. A person who was born not more transfer, an individual’s parent who dies children. All of the present interests in
than 121/2 years after the decedent is in no later than ninety days after a this trust are held by skip persons.
the decedent’s generation. transfer occurring by reason of the Therefore, the trust is a skip person

b. A person born more than 121/2 death of the transferor is treated as and you should show this transfer on
years, but not more than 371/2 years, having predeceased the transferor. The Schedule R. You should show the
after the decedent is in the first ninety-day rule applies to transfers estate tax value of all the property
generation younger than the decedent. occurring on or after July 18, 2005. See transferred to the trust even though the

c. A similar rule applies for a new Regulations section 26.2651-1, for trust has some ultimate beneficiaries
generation every 25 years. more information. who are non-skip persons.

Charitable organizations.If more than one of the rules for Dividing Direct SkipsCharitable organizations and trustsassigning generations applies to a
described in sections 511(a)(2) and Between Schedules R andtransferee, that transferee is generally
511(b)(2) are assigned to theassigned to the youngest of the R-1decedent’s generation. Transfers togenerations that would apply.
such organizations are therefore not Report all generation-skippingIf an estate, trust, partnership, subject to the GST tax. transfers on Schedule R unlesscorporation, or other entity (other than

Charitable remainder trusts. the rules below specificallycertain charitable organizations and
TIP

Transfers to or in the form of charitable provide that they are to be reported ontrusts described in sections 511(a)(2)
remainder annuity trusts, charitable Schedule R-1.and 511(b)(2)) is a transferee, then
remainder unitrusts, and pooled incomeeach person who indirectly receives the  Under section 2603(a)(2), the GST
funds are not considered made to skipproperty interests through the entity is tax on direct skips from a trust (as
persons and, therefore, are not directtreated as a transferee and is assigned defined for GST tax purposes on page
skips even if all of the life beneficiariesto a generation as explained in the 24) is to be paid by the trustee and not
are skip persons.above rules. However, this look-through by the estate. Schedule R-1 serves as
Estate tax value. Estate tax value isrule does not apply for the purpose of a notification from the executor to the
the value shown on Schedules Adetermining whether a transfer to a trustee that a GST tax is due.
through I of this Form 706.trust is a direct skip. For a direct skip to be reportable on

Generation assignment where Examples. The rules above can be Schedule R-1, the trust must be
intervening parent is deceased. A illustrated by the following examples: includible in the decedent’s gross
special rule may apply in the case of estate.1. Under the will, the decedent’s
the death of a parent of the transferee. house is transferred to the decedent’s If the decedent was the surviving
For terminations, distributions, and daughter for her life with the remainder spouse life beneficiary of a marital
transfers after December 31, 1997, the passing to her children. This transfer is deduction power of appointment (or
existing rule that applied to made to a “trust” even though there is QTIP) trust created by the decedent’s
grandchildren of the decedent has been no explicit trust instrument. The interest spouse, then transfers caused by
extended to apply to other lineal in the property transferred (the present reason of the decedent’s death from
descendants. right to use the house) is transferred to that trust to skip persons are direct

If property is transferred to an a non-skip person (the decedent’s skips required to be reported on
individual who is a descendant of a daughter). Therefore, the trust is not a Schedule R-1.
parent of the transferor, and that skip person because there is an If a direct skip is made “from a trust”
individual’s parent (who is a lineal interest in the transferred property that under these rules, it is reportable on
descendant of the parent of the is held by a non-skip person. The Schedule R-1 even if it is also made “to
transferor) is deceased at the time the transfer is not a direct skip. a trust” rather than to an individual.
transfer is subject to gift or estate tax, 2. The will bequeaths $100,000 to Similarly, if property in a trust (asthen for purposes of generation the decedent’s grandchild. This transfer defined for GST tax purposes on pageassignment, the individual is treated as is a direct skip that is not made in trust 24) is included in the decedent’s grossif he or she is a member of the and should be shown on Schedule R. estate under section 2035, 2036, 2037,generation that is one generation below 3. The will establishes a trust that is 2038, 2039, 2041, or 2042 and suchthe lower of: required to accumulate income for 10 property is, by reason of the decedent’s• The transferor’s generation or years and then pay its income to the death, transferred to skip persons, the• The generation assignment of the decedent’s grandchildren for the rest of transfers are direct skips required to beyoungest living ancestor of the their lives and, upon their deaths, reported on Schedule R-1.individual, who is also a descendant of distribute the corpus to the decedent’s

Special rule for trusts other thanthe parent of the transferor. great-grandchildren. Because the trust
explicit trusts. An explicit trust is ahas no current beneficiaries, there areThe same rules apply to the trust as defined in Regulations sectionno present interests in the propertygeneration assignment of any 301.7701-4(a) as “an arrangementtransferred to the trust. All of thedescendant of the individual. created by a will or by an inter vivospersons to whom the trust can makeThis rule does not apply to a transfer declaration whereby trustees take titlefuture distributions (includingto an individual who is not a lineal to property for the purpose of protectingdistributions upon the termination ofdescendant of the transferor if the or conserving it for the beneficiariesinterests in property held in trust) aretransferor has any living lineal under the ordinary rules applied inskip persons (for example, thedescendants. chancery or probate courts.” Directdecedent’s grandchildren and
skips from explicit trusts are required toIf any transfer of property to a trust great-grandchildren). Therefore, the
be reported on Schedule R-1would have been a direct skip except trust itself is a skip person and you
regardless of their size unless thefor this generation assignment rule, should show the transfer on
executor is also a trustee (see Executorthen the rule also applies to transfers Schedule R.
as trustee on page 26).from the trust attributable to such 4. The will establishes a trust that is

property. to pay all of its income to the Direct skips from trusts that are
Ninety-day rule.  For purposes of decedent’s grandchildren for 10 years. trusts for GST tax purposes but are not

determining if an individual’s parent is At the end of 10 years, the corpus is to explicit trusts are to be shown on
deceased at the time of a testamentary be distributed to the decedent’s Schedule R-1 only if the total of all
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tentative maximum direct skips from the under the deemed allocation at death allocations by the decedent are
entity is $250,000 or more. If this total rules of section 2632(e). irrevocable.
is less than $250,000, the skips should For transfers made through 1998, Also include on this line allocations
be shown on Schedule R. For purposes the GST exemption was $1 million. The deemed to have been made by the
of the $250,000 limit, “tentative amount of the exemption for 2008 is decedent under the rules of section
maximum direct skips” is the amount $2,000,000. The exemption amounts 2632. Unless the decedent elected out
you would enter on line 5 of Schedule for 1999 through 2007 are as follows: of the deemed allocation rules,
R-1 if you were to file that schedule. allocations are deemed to have been

Year of transfer GST exemption made in the following order:A liquidating trust (such as a
1999 1,010,000 1. To inter vivos direct skips andbankruptcy trust) under Regulations
2000 1,030,000 2. Beginning with transfers madesection 301.7701-4(d) is not treated as
2001 1,060,000 after December 31, 2000, to lifetimean explicit trust for the purposes of this
2002 1,100,000 transfers to certain trusts, by thespecial rule.
2003 1,120,000 decedent, that constituted indirect skipsIf the proceeds of a life insurance 2004 and 2005 1,500,000 that were subject to the gift tax.policy are includible in the gross estate 2006 and 2007 2,000,000

and are payable to a beneficiary who is For more information, see section
The amount of each increase cana skip person, the transfer is a direct 2632.

only be allocated to transfers made (orskip from a trust that is not an explicit Line 3. Make an entry on this line ifappreciation that occurred) during ortrust. It should be reported on Schedule you are filing Form(s) 709 for theafter the year of the increase. TheR-1 if the total of all the tentative decedent and wish to allocate anyfollowing example shows themaximum direct skips from the exemption.application of this rule:company is $250,000 or more.
Lines 4, 5, and 6. These linesOtherwise, it should be reported on Example. In 2003, G made a direct represent your allocation of the GSTSchedule R. skip of $1,120,000 and applied her full exemption to direct skips made by$1,120,000 of GST exemption to theSimilarly, if an annuity is includible reason of the decedent’s death.transfer. G made a $450,000 taxableon Schedule I and its survivor benefits Complete Parts 2 and 3 and Scheduledirect skip in 2004 and another ofare payable to a beneficiary who is a R-1 before completing these lines.$90,000 in 2006. For 2004, G can onlyskip person, then the estate tax value Line 9. Line 9 is used to allocate theapply $380,000 of exemption ($380,000of the annuity should be reported as a remaining unused GST exemptioninflation adjustment from 2004) to thedirect skip on Schedule R-1 if the total (from line 8) and to help you compute$450,000 transfer in 2004. For 2006, Gtentative maximum direct skips from the the trust’s inclusion ratio. Line 9 is acan apply $90,000 of exemption to theentity paying the annuity is $250,000 or Notice of Allocation for allocating the2006 transfer, but nothing to themore. GST exemption to trusts as to whichtransfer made in 2004. At the end of
the decedent is the transferor and fromExecutor as trustee. If any of the 2006, G would have $410,000 of
which a generation-skipping transferexecutors of the decedent’s estate are unused exemption that she can apply
could occur after the decedent’s death.trustees of the trust, then all direct skips to future transfers (or appreciation)

with respect to that trust must be shown starting in 2007. If line 9 is not completed, the
on Schedule R and not on Schedule deemed allocation at death rules willSpecial QTIP election. In the case of
R-1 even if they would otherwise have apply to allocate the decedent’sproperty for which a marital deduction is
been required to be shown on remaining unused GST exemption, firstallowed to the decedent’s estate under
Schedule R-1. This rule applies even if to property that is the subject of a directsection 2056(b)(7) (QTIP election),
the trust has other trustees who are not skip occurring at the decedent’s death,section 2652(a)(3) allows you to treat
executors of the decedent’s estate. and then to trusts as to which thesuch property for purposes of the GST

decedent is the transferor. If you wishtax as if the election to be treated asHow To Complete Schedules to avoid the application of the deemedqualified terminable interest property
allocation rules, you should enter onR and R-1 had not been made.
line 9 every trust (except certain trustsThe 2652(a)(3) election must includeValuation. Enter on Schedules R and entered on Schedule R-1, as describedthe value of all property in the trust forR-1 the estate tax value of the property below) to which you wish to allocatewhich a QTIP election was allowedinterests subject to the direct skips. If any part of the decedent’s GSTunder section 2056(b)(7).you elected alternate valuation (section exemption. Unless you enter a trust on

2032) and/or special-use valuation If a section 2652(a)(3) election is line 9, the unused GST exemption will
(section 2032A), you must use the made, then the decedent will for GST be allocated to it under the deemed
alternate and/or special-use values on tax purposes be treated as the allocation rules.
Schedules R and R-1. transferor of all the property in the trust If a trust is entered on Schedule R-1,for which a marital deduction was the amount you entered on line 4 ofHow To Complete Schedule allowed to the decedent’s estate under Schedule R-1 serves as a Notice ofsection 2056(b)(7). In this case, theR Allocation and you need not enter theexecutor of the decedent’s estate may trust on line 9 unless you wish toallocate part or all of the decedent’sPart 1. GST Exemption allocate more than the Schedule R-1,GST exemption to the property.Reconciliation line 4 amount to the trust. However,

You make the election simply byPart 1, line 6 of both Parts 2 and 3, and you must enter the trust on line 9 if you
listing qualifying property on line 9 ofline 4 of Schedule R-1 are used to wish to allocate any of the unused GST
Part 1.allocate the decedent’s GST exemption amount to it. Such an

exemption. This allocation is made by Line 2. These allocations will have additional allocation would not ordinarily
filing Form 706. Once made, the been made either on Forms 709 filed be appropriate in the case of a trust
allocation is irrevocable. You are not by the decedent or on Notices of entered on Schedule R-1 when the
required to allocate all of the Allocation made by the decedent for trust property passes outright (rather
decedent’s GST exemption. However, inter vivos transfers that were not direct than to another trust) at the decedent’s
the portion of the exemption that you do skips but to which the decedent death. However, where section 2032A
not allocate will be allocated by the IRS allocated the GST exemption. These property is involved, it may be
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appropriate to allocate additional You may enter a transfer on Part 3WORKSHEET (inclusion ratio for
only if the will or trust instrumentexemption amounts to the property. trust):
directs, by specific reference, that theSee the instructions for line 10 below.

1 Total estate and gift tax value of GST tax is not to be paid from the
all of the property interests that transferred property interests.

To avoid application of the passed to the trust . . . . . . . . . .
Part 2, Line 3. Enter zero on this line2 Estate taxes, state death taxes,deemed allocation rules, Form
unless the will or trust instrumentand other charges actually706 and Schedule R should beCAUTION

!
specifies that the GST taxes will berecovered from the trust . . . . . .filed to allocate the exemption to trusts
paid by property other than that3 GST taxes imposed on directthat may later have taxable

skips to skip persons other than constituting the transfer (as describedterminations or distributions under this trust and borne by the above). Enter on line 3 the total of thesection 2612 even if the form is not property transferred to this trust GST taxes shown on Part 3 and
required to be filed to report estate or 4 GST taxes actually recovered Schedule(s) R-1 that are payable out of
GST tax. from this trust (from Schedule R, the property interests shown on Part 2,

Part 2, line 8 or Schedule R-1, line 1.line 6) . . . . . . . . . . . . . . . . . . .Line 9, column C. Enter the GST Part 2, Line 6. Do not enter more than5 Add lines 2 through 4 . . . . . . . .exemption included on lines 2 through the amount on line 5. Additional6 Subtract line 5 from line 1 . . . . .
6 of Part 1 of Schedule R, and allocations may be made using Part 1.7 Add columns C and D of line 9 . .
discussed above, that was allocated to 8 Divide line 7 by line 6 . . . . . . . . Part 3, Line 3. See the instructions tothe trust. 9 Trust’s inclusion ratio. Subtract Part 2, line 3 above. Enter only the total

line 8 from 1.000 . . . . . . . . . . . of the GST taxes shown on
Line 9, column D. Allocate the Schedule(s) R-1 that are payable out of

amount on line 8 of Part 1 of Schedule the property interests shown on Part 3,Line 10. Special-use allocation. For
R in line 9, column D. This amount may line 1.skip persons who receive an interest in
be allocated to transfers into trusts that section 2032A special-use property, Part 3, Line 6. See the instructions to
are not otherwise reported on Form you may allocate more GST exemption Part 2, line 6 above.
706. For example, the line 8 amount than the direct skip amount to reduce
may be allocated to an inter vivos trust the additional GST tax that would be How To Complete Schedule

due when the interest is later disposedestablished by the decedent during his R-1
of or qualified use ceases. Seeor her lifetime and not included in the

Filing due date. Enter the due date ofSchedule A-1 of this Form 706 for moregross estate. This allocation is made by
Schedule R, Form 706. You must senddetails about this additional GST tax.identifying the trust on line 9 and
the copies of Schedule R-1 to themaking an allocation to it using column Enter on line 10 the total additional fiduciary by this date.D. If the trust is not included in the GST exemption available to allocate to
Line 4. Do not enter more than thegross estate, value the trust as of the all skip persons who received any
amount on line 3. If you wish to allocatedate of death. You should inform the interest in section 2032A property.
an additional GST exemption, you mustAttach a special-use allocationtrustee of each trust listed on line 9 of
use Schedule R, Part 1. Making anschedule listing each such skip personthe total GST exemption you allocated
entry on line 4 constitutes a Notice ofand the amount of the GST exemptionto the trust. The trustee will need this Allocation of the decedent’s GSTallocated to that person.information to compute the GST tax on exemption to the trust.

future distributions and terminations. If you do not allocate the GST Line 6. If the property interestsexemption, it will be automatically entered on line 1 will not bear the GSTallocated under the deemed allocationLine 9, column E. Trust’s tax, multiply line 6 by 45% (.45).at death rules. To the extent anyinclusion ratio. The trustee must
Signature. The executor(s) must signamount is not so allocated, it will beknow the trust’s inclusion ratio to figure
Schedule R-1 in the same manner asautomatically allocated to the earliestthe trust’s GST tax for future
Form 706. See Signature anddisposition or cessation that is subjectdistributions and terminations. You are Verification on page 2.to the GST tax. Under certainnot required to inform the trustee of the

circumstances, post-death events may Filing Schedule R-1. Attach to Forminclusion ratio and may not have
cause the decedent to be treated as a 706 one copy of each Schedule R-1enough information to compute it.
transferor for purposes of Chapter 13. that you prepare. Send two copies ofTherefore, you are not required to

each Schedule R-1 to the fiduciary.Line 10 may be used to set aside anmake an entry in column E. However,
exemption amount for such an event.column E and the worksheet below are Schedule U—QualifiedYou must attach a schedule listing eachprovided to assist you in computing the
such event and the amount ofinclusion ratio for the trustee if you wish Conservation Easement
exemption allocated to that event.to do so. ExclusionParts 2 and 3

You should inform the trustee of the Use Part 2 to compute the GST tax on If at the time of the contributionamount of the GST exemption you transfers in which the property interests of the conservation easement,
allocated to the trust. Line 9, columns C transferred are to bear the GST tax on the value of the easement, theCAUTION

!
and D may be used to compute this the transfers. Use Part 3 to report the value of the land subject to the
amount for each trust. GST tax on transfers in which the easement, or the value of any retained

property interests transferred do not development right, was different than
bear the GST tax on the transfers.This worksheet will compute an the estate tax value, you must complete

a separate computation in addition toaccurate inclusion ratio only if the Section 2603(b) requires that unless
completing Schedule U.decedent was the only settlor of the the governing instrument provides

trust. You should use a separate otherwise, the GST tax is to be charged Use a copy of Schedule U as a
worksheet for each trust (or separate to the property constituting the transfer. worksheet for this separate
share of a trust that is treated as a Therefore, you will usually enter all of computation. Complete lines 4 through
separate trust). the direct skips on Part 2. 14 of the worksheet Schedule U.
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However, the value you use on lines 4, Indirect Ownership of Land Specific Instructions
5, 7, and 10, of the worksheet is the The qualified conservation easement
value for these items as of the date of Line 1exclusion applies if the land is owned
the contribution of the easement, not indirectly through a partnership, If the land is reported as one or morethe estate tax value. If the date of corporation, or trust, if the decedent item numbers on a Form 706 schedule,contribution and the estate tax values owned (directly or indirectly) at least simply list the schedule and itemare the same, you do not need to do a 30% of the entity. For the rules on numbers. If the land subject to theseparate computation. determining ownership of an entity, see easement comprises only part of an

Ownership rules below.After completing the worksheet, item, however, list the schedule and
enter the amount from line 14 of the item number and describe the partOwnership rules. An interest in
worksheet on line 14 of Schedule U. subject to the easement. See theproperty owned, directly or indirectly, by
Finish completing Schedule U by Instructions for Schedule A—Realor for a corporation, partnership, or trust
entering amounts on lines 4, 7, and 15 Estate, in the Form 706 itself, foris considered proportionately owned by
through 20, following the instructions information on how to describe theor for the entity’s shareholders,
below for those lines. At the top of land.partners, or beneficiaries. A person is
Schedule U, enter ‘‘worksheet the beneficiary of a trust only if he or Line 3attached.’’ Attach the worksheet to the she has a present interest in the trust.

Using the general rules for describingreturn. For additional information, see the
real estate, provide enough informationownership rules in section 2057(e)(3)Under section 2031(c), you may so the IRS can value the easement.(before its repeal by P.L. 107-16).elect to exclude a portion of the value Give the date the easement wasof land that is subject to a qualified Qualified Conservation granted and by whom it was granted.conservation easement. You make the Easementelection by filing Schedule U with all of Line 4

A qualified conservation easement isthe required information and excluding Enter on this line the gross value atone that would qualify as a qualifiedthe applicable value of the land that is which the land was reported on theconservation contribution under sectionsubject to the easement on Part applicable asset schedule on this Form170(h). It must be a contribution:5—Recapitulation, page 3, at item 11. 706. Do not reduce the value by the• Of a qualified real property interest,To elect the exclusion, you must amount of any mortgage outstanding.• To a qualified organization, andinclude on Schedule A, B, E, F, G, or H, Report the estate tax value even if the• Exclusively for conservationas appropriate, the decedent’s interest easement was granted by the decedentpurposes.in the land that is subject to the (or someone other than the decedent)
exclusion. You must make the election Qualified real property interest. The prior to the decedent’s death.
on a timely filed Form 706, including term “qualified real property interest” Note.  If the value of the land reportedextensions. means any of the following: on line 4 was different at the time the• The entire interest of the donor, otherThe exclusion is the lesser of: easement was contributed than that

than a qualified mineral interest;• The applicable percentage of the reported on Form 706, see the Caution• A remainder interest; orvalue of land (after certain reductions) at the beginning of the Schedule U• A restriction granted in perpetuity onsubject to a qualified conservation Instructions.
the use that may be made of the realeasement or

Line 5property. The restriction must include a• $500,000.
prohibition on more than a de minimis The amount on line 5 should be theOnce made, the election is use for commercial recreational activity. date of death value of any qualifyingirrevocable. conservation easements granted priorQualified organization. A qualified

to the decedent’s death, whetherorganization includes:General Requirements
granted by the decedent or someone• The United States, a possession of
other than the decedent, for which thethe United States, a state (or theQualified Land
exclusion is being elected.District of Columbia), or a politicalLand may qualify for the exclusion if all

subdivision of them, as long as the gift Note.  If the value of the easementof the following requirements are met.
is for exclusively public purposes; reported on line 5 was different at the• The decedent or a member of the • A domestic entity that meets the time the easement was contributeddecedent’s family must have owned the
general requirements for qualifying as a than at the date of death, see theland for the 3-year period ending on the
charity under section 170(c)(2) and that Caution at the beginning of thedate of the decedent’s death.
generally receives a substantial amount Schedule U Instructions.• No later than the date the election is
of its support from a government unit ormade, a qualified conservation Line 7from the general public; oreasement on the land has been made You must reduce the land value by the• Any entity that qualifies under sectionby the decedent, a member of the value of any development rights170(h)(3)(B).decedent’s family, the executor of the retained by the donor in theConservation purpose. The termdecedent’s estate, or the trustee of a conveyance of the easement. A“conservation purpose” means:trust that holds the land. development right is any right to use• The preservation of land areas for• The land is located in the United the land for any commercial purposeoutdoor recreation by, or the educationStates or one of its possessions. that is not subordinate to and directlyof, the public; supportive of the use of the land as aMember of Family • The protection of a relatively natural farm for farming purposes.Members of the decedent’s family habitat of fish, wildlife, or plants, or a

Note.  If the value of the retainedinclude the decedent’s spouse; similar ecosystem; or
development rights reported on line 7ancestors; lineal descendants of the • The preservation of open space
was different at the time the easementdecedent, of the decedent’s spouse, (including farmland and forest land)
was contributed than at the date ofand of the parents of the decedent; and where such preservation is for the
death, see the Caution at the beginningthe spouse of any lineal descendant. A scenic enjoyment of the general public,
of the Schedule U Instructions.legally adopted child of an individual is or under a clearly delineated federal,

considered a child of the individual by state, or local conservation policy and You do not have to make this
blood. will yield a significant public benefit. reduction if everyone with an interest in
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the land (regardless of whether in All parties to the agreement must granted was $100,000 and $10,000
possession) agrees to permanently sign the agreement. was received in consideration for the
extinguish the retained development easement. If the easement was worthFor an example of an agreement
right. The agreement must be filed with $150,000 at the date of death, youcontaining some of the same terms,
this return and must include the must reduce the value of the easementsee Schedule A-1 (Form 706).
following information and terms: by $15,000 ($10,000/$100,000 ×

$150,000) and report the value of theLine 101. A statement that the agreement
easement on line 10 as $135,000.is made under section 2031(c)(5); Enter the total value of the qualified

2. A list of all persons in being conservation easements on which the Line 15holding an interest in the land that is exclusion is based. This could include
If a charitable contribution deduction forsubject to the qualified conservation easements granted by the decedent (or
this land has been taken on Scheduleeasement. Include each person’s someone other than the decedent) prior
O, enter the amount of the deductionname, address, tax identifying number, to the decedent’s death, easements
here. If the easement was granted afterrelationship to the decedent, and a granted by the decedent that take effect
the decedent’s death, a contributiondescription of their interest; at death, easements granted by the
deduction may be taken on Schedule3. The items of real property shown executor after the decedent’s death, or
O, if it otherwise qualifies, as long as noon the estate tax return that are subject some combination of these.
income tax deduction was or will beto the qualified conservation easement

Use the value of the easement claimed for the contribution by any(identified by schedule and item
as of the date of death, even if person or entity.number);
the easement was granted priorCAUTION

!
4. A description of the retained Line 16to the date of death. But, if the value ofdevelopment right that is to be

the easement was different at the time You must reduce the value of the landextinguished;
the easement was contributed than at by the amount of any acquisition5. A clear statement of consent that
the date of death, see the Caution at indebtedness on the land at the date ofis binding on all parties under
the beginning of the Schedule U the decedent’s death. Acquisitionapplicable local law:
Instructions. indebtedness includes the unpaida. To take whatever action is

amount of:Explain how this value wasnecessary to permanently extinguish • Any indebtedness incurred by thedetermined and attach copies of anythe retained development rights listed in
donor in acquiring the property;appraisals. Normally, the appropriatethe agreement and • Any indebtedness incurred before theway to value a conservation easementb. To be personally liable for
acquisition if the indebtedness wouldis to determine the FMV of the landadditional taxes under section
not have been incurred but for theboth before and after the granting of the2031(c)(5)(C) if this agreement is not
acquisition;easement, with the difference being theimplemented by the earlier of: • Any indebtedness incurred after thevalue of the easement.• The date that is 2 years after the acquisition if the indebtedness would

date of the decedent’s death or You must reduce the reported value not have been incurred but for the
• The date of sale of the land subject of the easement by the amount of any acquisition and the incurrence of the
to the qualified conservation consideration received for the indebtedness was reasonably
easement, easement. If the date of death value of foreseeable at the time of the
6. A statement that in the event this the easement is different from the value acquisition; and

agreement is not timely implemented, at the time the consideration was • The extension, renewal, or
that they will report the additional tax on received, you must reduce the value of refinancing of acquisition indebtedness.
whatever return is required by the IRS the easement by the same proportion
and will file the return and pay the that the consideration received bears to Continuation Scheduleadditional tax by the last day of the 6th the value of the easement at the time it
month following the applicable date was granted. For example, assume the See instructions for Continuation
described above. value of the easement at the time it was Schedule on Form 706 itself.
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Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this form to carry out the Internal
Revenue laws of the United States. You are required to give us the information. We need it to ensure that you are complying
with these laws and to allow us to figure and collect the right amount of tax. Subtitle B and section 6109 require you to
provide your identifying number.

You are not required to provide the information requested on a form that is subject to the Paperwork Reduction Act unless
the form displays a valid OMB control number. Books or records relating to a form or its instructions must be retained as long
as their contents may become material in the administration of any Internal Revenue law. Generally, tax returns and return
information are confidential as required by section 6103. However, section 6103 allows or requires the Internal Revenue
Service to disclose information from this form to the Department of Justice for civil or criminal litigation, and to cities, states,
the District of Columbia, and U.S. commonwealths or possessions for use in administering their tax laws. We may also
disclose this information to other countries under a tax treaty, to federal and state agencies to enforce federal nontax criminal
laws, or to federal law enforcement and intelligence agencies to combat terrorism. Failure to provide this information, or
providing false information, may subject you to penalties.

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

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

706 1 hr., 25 min. 1 hr., 50 min. 3 hr., 42 min. 48 min.
Schedule A - - - - 15 min. 12 min. 20 min.
Schedule A-1 33 min. 31 min. 1 hr., 15 min. 1 hr., 3 min.
Schedule B 19 min. 9 min. 16 min. 20 min.
Schedule C 19 min. 1 min. 13 min. 20 min.
Schedule D 6 min. 6 min. 13 min. 20 min.
Schedule E 39 min. 6 min. 36 min. 20 min.
Schedule F 26 min. 8 min. 18 min. 20 min.
Schedule G 26 min. 21 min. 12 min. 13 min.
Schedule H 26 min. 6 min. 12 min. 13 min.
Schedule I 13 min. 30 min. 15 min. 20 min.
Schedule J 26 min. 6 min. 16 min. 20 min.
Schedule K 13 min. 9 min. 18 min. 20 min.
Schedule L 13 min. 4 min. 15 min. 20 min.
Schedule M 13 min. 34 min. 25 min. 20 min.
Schedule O 19 min. 12 min. 21 min. 20 min.
Schedule P 6 min. 15 min. 18 min. 13 min.
Schedule Q - - - - 12 min. 15 min. 13 min.
Worksheet for Schedule Q 6 min. 6 min. 58 min. 20 min.
Schedule R 19 min. 45 min. 1 hr., 10 min. 48 min.
Schedule R-1 6 min. 46 min. 35 min. 20 min.
Schedule U 19 min. 26 min. 29 min. 20 min.
Continuation Schedule 19 min. 1 min. 13 min. 20 min.

If you have comments concerning the accuracy of these time estimates or suggestions for making this form simpler, we
would be happy to hear from you. You can write to the Internal Revenue Service, Tax Products Coordinating Committee,
SE:W:CAR:MP:T:T:SP, 1111 Constitution Ave. NW, IR-6526, Washington, DC 20224. Do not send the tax form to this
address. Instead, see Where To File on page 2.
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Worksheet for Schedule Q—Credit for Tax on Prior Transfers
Transferor’s tax on prior transfers

Total for all transfers
Transferor (From Schedule Q)

Item (line 8 only)
CBA

1. Gross value of prior transfer to this transferee

2. Death taxes payable from prior transfer

3. Encumbrances allocable to prior transfer

4. Obligations allocable to prior transfer

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

5.

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

Net value of transfers. Subtract
line 6 from line 1

7.

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

8.

9. Transferor’s taxable estate

10. Federal estate tax paid

State death taxes paid11.

Foreign death taxes paid12.

Other death taxes paid13.

14.

Value of transferor’s estate. Subtract
line 14 from line 9

15.

Net federal estate tax paid on transferor’s
estate

16.

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

17.

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

18.

Tax on transferor’s estate. Add lines 16, 17, and 1819.

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

20.

Transferee’s tax on prior transfers
AmountItem

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

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

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

24. Transferee’s reduced gross estate. Subtract line 23 from line 22

Total debts and deductions (not including marital and charitable deductions)
(line 3b of Part 2—Tax Computation, page 1 and items 17, 18, and 19 of
the Recapitulation, page 3, Form 706)

25.

26. Marital deduction from item 20, Recapitulation, page 3, Form 706 
(see instructions)

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

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

29. Reduced charitable deduction. Subtract line 28 from line 27

30. Transferee’s deduction as adjusted. Add lines 25, 26, and 29

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

(b) Adjusted taxable gifts

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

32. Tentative tax on reduced taxable estate

33. (a) Post-1976 gift taxes paid

(b) Unified credit (applicable credit amount)

(c) Section 2012 gift tax credit

(d) Section 2014 foreign death tax credit

(e) Total credits. Add lines 33(a) through 33(d)
Net tax on reduced taxable estate. Subtract line 33(e) from line 3234.
Transferee’s tax on prior transfers. Subtract line 34 from line 2135.

Part I

Part II

TOTAL taxes paid. Add lines 10, 11, 12, and 13

21

22

23

24

25

26

27

28

29

30
31(a)

32
33(a)

34
35

31(b)

31(c)

33(b)

33(c)

33(d)

33(e)
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Index
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Generation-skipping transfer Real property interest, tax . . . . . . . . . . . . . . . . . . . . . . . . 23
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The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Checklist for Completing Form 706

To ensure a complete return, review the following checklist before filing Form 706.

Attachments . . .

Death certificate—you must attach.

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

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

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

Form 2848 or 8821, if applicable.

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

Form 712, if filing Schedule D.

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

Explanation of reasonable cause for late filing, if applicable.

Have you . . .

Signed the return at the bottom of page 1?

Had the preparer sign, if applicable?

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

Entered a Total on all schedules filed?

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

Included the CUSIP number for all stocks and bonds?

Included the EIN of trusts, partnerships, or closely held entities and the EIN of the estate?

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

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

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

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

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

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