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Case Study

Case 1:

e Husband and wife each own 50% of S-Corporation

® Couple took advantage of $5.12 million gift and generation skipping tax exemption by
establishing irrevocable non-reciprocal spousal limited access trusts

e Coupleissued a 9:1 non-voting stock dividend and each transferred their non-voting
shares to their SLATS with cash to fully use their exemption

e The SLATS are non-reciprocal by having diffcrent trustees and different dispositive
provisions, trustee removal clauses, and limited powers of appointment. Sce Estaie of
Grace, 395 U.S. 316 (1969), Estate of Levy, 46 T.C.M. 910 (1983), and Estate of
Bischoff, 69 1.C. 32 (1977) PLR 200426008, Estate of Green v Commissioner 68 F.ad
151 (6% Cir. 1995)

e You arc a co-trustee with spouse and must file a gift tax return for the trust for 2012 and

an income tax return for the trust for 2013
2
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Case 2:

® Single taxpayer, age 80, owned $5,250,000 residential property and transferred
the property to an irrevocable trust and is leasing the property back from the
trust to prevent inclusion under IRC § 2036

® Taxpayer had 10 children and grandchildren

® You are the trustee and must file a gift tax return for the trust for 2012 and an
income tax return for the trust for 2013

® You now arc considering having the taxpayer either borrow or purchase the
property back

PLANNING NOTE;
This technique was selected over a QPRT to avoid estate tax inclusion, to

allocate GST exemption at the time of the gift, and to avoid the prohibition of a
repurchase. Reg. 25.2702-5(c)( 5)

1. Sample Home-Security Trust Language
(Residential Property)

a) For so long as the Donor is living, income and/or principal
is payable in the discretion of the trustee to or for the benefit
of the class consisting of the Donor’s descendants

b) Upon the death of the Donor, the Trustee shall divide the
assets into as many equal shares as there are children then
living and children then deceased leaving issue then living,
As to each share, income and principal is payable to the
class consisting of such child and such child’s issue as the
Trustee deems advisable in the Trustee’s sole and absolute
discretion.
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2. Sample SLAT (Spousal Limited
Access Trust) Language:

a) For so long as the Donor’s spouse is living, income and/or principal is
payable to the class consisting of the Donor’s spouse and the Donor’s

issue of all generations.

b) Upon the death of the Donor’s spouse, the Trustee shall divide the
assets into as many equal shares as there are children then living and

children then deceased leaving issue then living.

¢) As to each share, income and principal is payable to the class
consisting of such child and such child’s issue as the Trustee deems
advisable in the Trustee’s sole and absolute discretion for the rule of

perpetuities.
S

Planning Note:
Some practitioners might have included a
provision giving the spouse a limited power
of appointment to appoint the property in
trust back to the donor.
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Planning Note:

If Spouse is the sole trustee of the SLAT, income
and/or principal might be payable to the spouse for
health, education, support, and maintenance using
the ascertainable standard of IRC § 2041. Non-
support distributions in favor of the spouse and/or
issue will be in the Trustee’s discretion other than
the surviving spouse.

3. Crummey Withdrawal Powers
(included in the Home-Security Trust only)

® Whenever the trustee receives a gift from the
trust, the trustee shall notify the beneficiaries, who
shall have 30 days to withdraw the funds, up to
$13,000 per beneficiary. Notwithstanding the
foregoing, in no even shall the withdrawal right
lapse with respect to the excess over the greater of
5% of the principal or $5,000 per year.
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4. Donor Permitted to Remove Trustee

e Pursuant to Revenue Ruling 95-58, the
Donor shall have the right to remove and
replace the trustee, provided the
replacement trustee is neither related to nor
subordinate to the Donor within the
provisions of IRC § 672.

5. Grantor Trust Status

e The Donor shall have the right to reacquire
trust corpus pursuant to IRC § 675(4)(c) by
substituting property of an equivalent value.
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0. Income Tax Reimbursement Permitted

® Pursuant to Revenue Ruling 2004-64, the
Trustee shall be permitted to reimburse the
Donor the incremental income tax attributable
to the trust income being included in the
Donor’s estate as a result of grantor trust
status pursuant to IRC § 671 through IRC §
678.

7.1RC § 2036

IRC § 2036 provides:

(a) General Rule. — The value of the gross estate shall include
the value of all property to the extent of any interest therein of which
the decedent has at any time made a transfer (except in case of a bona
fide sale for an adequate and full consideration in money or money’s
worth), by trust or otherwise, under which he has retained for his life or
for any period not ascertainable without reference to his death or for
any period which does not in fact end before his death —

(1) the possession or enjoyment of, or the right to the
income from, the property, or

(2) the right, either alone or in conjunction with any person, to
designate the persons who shall possess or enjoy the property
or the income therefrom. 12
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Planning Note:

This is why the Donor cannot be a trustee of the trust
the Donor establishes and cannot be a beneficiary
into which the Donor transfers assets (unless the
Donor uses a so-called Domestic Asset Protection
Trust under the laws of New Hampshire, Delaware,
Alaska, and South Dakota, in which case the Donor
can be a discretionary beneficiary).

Among the gift tax and income tax compliance questions
are the following:

o[s the trust a permitted S-Corporation shareholder?
eHow are the rent payments taxable?

eWho pays the income taxes relative to the trust income?
eHow are the assets to be valued transferred to the trust?
eHow do you report the transaction on a gift tax return?
o5 the gift eligible for gift splitting?

e Did the taxpayer use a Wandry formula gift?

eHow and should generation skipping be allocated?
eHow do you determine and allocate basis?

eHow long do we have to worry (statute of limitations)?
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Is the trust a permitted S-Corporation Shareholder?

*Qualified S Corporation Shareholders

In connection with a gift giving program, it is extremely
important that the S election be preserved since in all
likelihood a trust will be the donee, it is important to be
sure the trust is structured to be an eligible S corporation
shareholder both during the life of the donor as well as
thereafter.

IRC § 1361 provides that an S corporation must have only so-called
eligible S corporation shareholders and generally must be an
individual or one or more trusts as set forth in IRC § 1361(c)(2).
Pursuant to this section, an eligible S corporation shareholder is as
follows:

1.A trust, all of which is treated as owned as an individual who is a
citizen or resident of the United States (meaning a wholly grantor
trust). IRC § 1361(c)(2)(A)()

2.A trust which was a wholly owned trust immediately before the
death of the deemed owner and which continues in existence after
such death, but only for the two year period beginning on the date of
the deemed owner’s death. IRC § 1361 ()2)(A)1)
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3. A trust with respect to stock transferred to it pursuant to
the terms of a Will, but only for the two year period
beginning on the day on which such stock is transferred
to it. IRC § 1361(c)(2)(A)(i11)

4, An electing small business trust (ESBT). IRC §
1361(c)(2)(A)(v)

In addition to the foregoing, IRC § 1361(d) provides for a
so-called qualified subchapter S trust. A qualified
subchapter S trust is a trust which, according to the terms
of the trust, satisfies the following requirements:

i, all trust income must be distributed currently to a
single income beneficiary;

ii. the current income beneficiary must be a U.S.
citizen or resident;

iii. the trust instrument must provide that during the
life of the current income beneficiary, there may be
only one income
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1v.the trust must restrict principal distributions made
during the income beneficiary’s life to the current
income beneficiary;

v. the trust instrument must provide that the
beneficiary’s income interest will terminate upon the
earlier of the beneficiary’s death or the trust’s
termination; and

vi.the trust instrument must provide that if the trust
terminates during the current income beneficiary’s
lifetime, all trust assets must be distributed to the
current income beneficiary.

PLANNING NOTE

In general, a QTIP trust will satisfy this requirement.
In the case of a lifetime credit shelter trust, it will be
a wholly grantor trust, provided the power to
reacquire trust assets pursuant to Section 675(4)(c)
is included.

PLANNING NOTE

In addition to the foregoing, a QSST election must be
made by the current income beneficiary with respect
to each subchapter S corporation in which the trust
has an interest. This must be made within 65 days
after the date the trust receives the S corporation

stock. 20
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*Income Tax Treatment

In the case of a qualified subchapter S trust, the single

beneficiary is treated as the owner and will be taxed on
all income attributable to the S corporation pursuant to
IRC § 1361(d)(1)(B), which provides:

“For purposes of Section 678(a), the beneficiary of
such trust shall be treated as the owner of that portion
of the trust which consists of stock in an S corporation
with respect to which a QSST election is made.” IRC
§ 1361(d)(2)

21

*Electing Small Business Trusts

An ESBT is defined as any trust excluding QSSTs
provided such trust (1) does not have a beneficiary,
any person other than an eligible individual, an
estate (or certain tax exempt organizations), (2) no
interest in such trust was acquired by purchase, and
(3) an election was made to have it treated as an
ESBT.

22
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—

*Income Tax Treatment for the ESBT

The income tax on the ESBT share is computed
without any deductions, including the deduction
for distribution to beneficiaries, other than a
deduction for administrative expenses or state or
local income taxes that are allowed, such that the
income of the ESBT share is taxed at the highest
individual rate on all items of income, loss, or
deduction. IRC § 641(d)(2)

23

How are the rent payments taxable?

Pursuant to Rev. Rul. 85-13, a transfer between a grantor and his
wholly owned grantor trust is not an income taxable event, with the
following tax consequences.

(1)While the transferee trust takes a carryover basis, the sale to the trust is
income tax free.

(2)Any interest paid by the trust to the grantor (or by the grantor to the trust)
pursuant to the promissory note also is income tax free.

(3)1f the trust owns property and the grantor is paying rent, the payment of rent
to the trust is income tax free.

(4)The transferor can reacquire trust assets by substituting property of an
equivalent value to obtain a step-up in basis upon death by exchanging cash
for zero or no basis assets. el
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PLANNING NOTE:
It is important that the trust be a "“wholly grantor trust” as to the

grantor.

-How do you make an irrevocable trust a “wholly grantor trust” as to
the grantor using the power of acquisition under IRC § 6757

Under IRC § 675, the grantor shall be treated as the owner of any
portion of the trust with respect to which a power of administration
is exercisable in a non-fiduciary capacity by any person without the
approval or consent of any person in a fiduciary capacity to “(C)
reacquire the trust corpus by substituting other property of an
equivalent value.”

25

«Are you sure that the power to reacquire trust corpus will not
result in estate tax includibility?

Yes. In Rev. Rul. 2008-16, the IRS ruled that, when the
grantor of an inter vivos trust has a non-fiduciary power to
substitute property held in trust, the value of the trust corpus is
not includible in the gross estate under 2036 or 2038 as long as
the trustee has some fiduciary obligations that insure the
grantor’s compliance with the trust terms. It has been held to
determine there is a fiduciary obligation to assure that the
property is exchanged for its equivalent value and the trustee
has a duty of impartiality concerning the trust beneficiaries.

Cushing & Dolan, P.C., Boston MA
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*Would the answer be the same if the trust held life insurance
governed by IRC § 20427

Yes. In Rev. Rul. 2011-28, the IRS ruled that the grantor’s
retention of the power, exercisable in a non-fiduciary capacity, to
acquire an insurance policy held in trust by substituting other
assets of an equivalent value will not, by itself, cause the value of
the insurance policy to be includible in the grantor’s gross estate
under Section 2042, provided the trustee has a fiduciary
obligation (under local law of the trust instrument) to insure the
grantor’s compliance with the terms of this power by satisfying
itself that the properties acquired and substituted by the grantor
are, in fact, of equivalent value and further provided that the
substitution power cannot be exercised in a manner that can shift

benefits among the trust beneficiaries. N

Who pays the income taxes relative to the trust income’

*What if the grantor does not have sufficient funds to pay the income tax
attributable to the grantor trust earnings?

More good news! Under Rev. Rul. 2004-64, the IRS ruled that a
trustee, or any other individual who is not related to or subordinate to
the donor as defined in IRC § 672(c), in the trustee’s or such person’s
sole and absolute discretion may make distributions to the donor in
order to satisfy any federal estate income tax liability incurred by the
donor pursuant to the laws of the United States of America or any
state which is attributable to income of the trust or any share thereof,
The amount of such payments shall not exceed the excess of the
donor’s personal income tax liability over his or her income tax
liability computed as if the trust was not a grantor trust under IRC §
671, et seq. 2
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How are the assets to be valued transferred to the trust?

a) Lappo v. Commissioner, T.C. Memo 2003-258:

Taxpayer gifted limited partnership interests in a partnership consisting primarily of marketable
securities (principally municipal bonds) and certain parcels of Michigan real cstate that was subject
to 2 long term lease. “The Tax Courtallowed a 15% minority interest and a 24% marketability
discount, computed as follows:

TOTAL NAV (NET ASSET VALUE)

AS OF DETERMINATION DATE $3,156,882
1% OF NAV $ 31,569
LESS: 15% MINORITY INTEREST
DISCOUNT ( 4,735)
$ 26,834
LESS: 24% MARKETABILITY DISCOUNT ( 6,440)
FMYV OF 1% INTEREST § 20,394
FMYV OF 69.4815368% INTEREST $1,417,006
29
b)  Peracchio v. Commissioner, T.C. Memo. 2003-280
Taxpayer formed limited partnership and wansferred limited partnership
interests to family members where the assets of the partnership consisted
rimarily of cash and marketable securitics with o designated value of
2,013,765, The Tax Court allowed discounts of 6% for the minority
interests and 25% for the marketability discount, computed as follows:
TOTAL NAV $2,010,370
1% OF NAV $ 20,104
LESS: 6% MINORITY INTEREST
DISCOUNT ( 1,206)
MARKETABLE VALUE $ 18,898
LESS: 25% MARKETABILITY DISCOUNT ( 4.725)
FMYV OF 1% INTEREST $ 14173
FMYV OF 45.47% INTEREST $ 644,446
FMV OF 53.48% INTEREST $ 757,972 30
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c) Revenue Ruling 93-12

The IRS will no longer deny discounts simply because transfers
are made between family members understandin g that there
should be no aggregation of interest.

Example:

Decedent owns property, such as an LLC or an S corporation,
worth $10,000,000 and gifts 20% to each of the 5 children, If
the decedent dies, the asset would be worth $1 0,000,000.
However, if the assets are transferred, the fair market value of
the gift would be approximately $6,000,000, assuming a 40%
discount. The question is what is the value of each 20% interest
based upon the general rule that value is equal to the price of
listed property to change hands assuming that a willing buyer
and a willing seller and both parties had reasonable knowledge
of all of the relevant facts and circumstances and neither party is
under a compulsion to either buy or sell. 31

d)Real Estate

The fair market value of fractional interests in real estate can range from a low
of 17% to a high of 44%.

1. Ludwick v. Commissioner, T.C. Memo. 2010-104

Taxpayers, a married couple, separately transferred a tenaney in common
interest in a vacation home to qualified personal residence trusts using a
discount of 30% of net asset value (37,250,000 x 50% x 70% = $2,537,500).
The IRS was willing to allow a discount of 15% but in Tax Court argued that
the discount should be no more than 11%. The Tax Court determined that 2
17% discount would be appropriate relying on expert testimony as to how
much a “partition” proceeding would cost.

In the case of a fractional interesting property, the value should be determined
by reference to the “cost to partition” rather than using a “going concern”

value. 1

Cushing & Dolan, P.C., Boston MA
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2. Lefrak v. Commissioner, T.C. Memo. 1993-526 (1993)

The Tax Court allowed a discount of 20% for lack of
control and 10% for lack of marketability rejecting a cost of
partition approach.

3. Estate of Barge v. IRS, 73 T.C.M. 2615 (1997)

The Tax Court allowed a 28% discount for an undivided
interest in timberland noting that the Tax Court valued the
land using a capitalization of income approach using a 10%
capitalization rate.

13

4. Estate of Williams v._IRS, 75 T.C.M. 1758 (1998)

The Tax Court allowed a 44% discount for a fractional interest of
jointly owned real estate gifted to the donor’s wife’s niece
finding that there should be a discount of 20% for lack of
marketability and 30% for lack of control (44% in total net).

PLANNING NOTE

In TAM 199943003, the IRS agrees that the estimated cost to
partition is only one method of determining the appropriate
discount.

kZ]
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e) Consider Promissory Notes

The gift tax value of a promissory note may be significantly less than the face
amount of the note and perhaps forgiveness should be considered, although income
tax ramifications of forgiveness should be considered if the note is not between a
grantor and an intentionally defective grantor trust.

Reg. 20.2031-4 provides that the value of a note included a decedent’s Bross estate is
presumed to be the amount of unpaid principal less acerued interest on the valuation
date, unless the note is shown 1o have a lesser value or to be worthless. Discounts
are appropriate attributable to uncollectability, lack of security, interest rates, and
terms. The IRS and the courts have applied this Regulation to promissory notes
between family members as well as notes between unrelated persons (even if money
will be inherited enough to pay off the note and the cancellation of indebtedness is
based on cash loans.). Estate of Berlonan v. Commissioner, T.C.M. 1979-46; TAM
9240003

35

Is the gift eligible for gift-splitting?

® Gift-splitting is permitted as long as the
spouse is not a beneficiary, so except in
unusual situations, a SLAT could not be
funded with assets exclusively owned by
the donor. Reg 25.2513-1.

36
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Did the taxpayer use a Wandry formula gift?

PLANNING NOTE

This advantage over outright gifis or sales 1o intentionally defective trusts has virtually been
eliminated as a result of Wandry v. Commissioner, T.C. Memo. 2012-88. In Wandry, for the first
time, the Tax Court approved a gift of LLC units at a value to be determined by an appraisal,
subject to adjustment for the IRS pudited return. The Tax Court held that the number of units
transferred would be based on its decision and that no adjustment would be made for the dollar
value of the gift. The exact language was as follows: “Thercby assign and transfer as gifts, a
sufficient number of my units, as a member of LLC, so that the fair market value of such gifts for
federal gift tax purposes, shall be as follows:

Name Gift Amount
Kenneth D, Wandry S 267,000
Cynihia K. Wandry § 264,000
Jason K. Wandry $ 261,000
Jured S. Wandry $ 261,000
Grandchild A 5 260,000
Grandchild B $ 1,000
Grandchild C $ 11,000
Grandchild D $ 11,000
Grandchild E § 11,000 17
Tarml $1,099,000

Although the number of units gifts is fixed on the date of the gift, that number is
based on the fair market value of the gifted units, which cannot be known on the
date of the gift, but must be determined after such date based on all relevant
information as of that date. Furthermore, the value determined is subject to
challenge by the Internal Revenue Service (IRS). Iintend to have a good faith
determination of such value made by an independent third party professional
experienced in such matters and appropriately qualified to make such a
determination.

Nevertheless, if, after the number of gifted units is determined based on such
valuation, the IRS challenges such valuation and a final determination of a
different value is made by the IRS or a court of law, the number of gifted units
shall be adjusted accordingly o that the value of the number of units gifted to
each person equals the amount set forth above, in the same manner as a federal
estate tax formula marital deduction amount would be adjusted for a valuation
redetermined by the IRS and/or a court of law.”

38

Cushing & Dolan, P.C., Boston MA



How and should generation skipping be allocated?

® Generation skipping considerations

The generation skipping tax exemption is $5,120,000 as is the gift
tax exclusion exemption. In the case of a transfer to a trust which
will continue for one or more generation members below that of
the grantor, a gift tax return should be filed and generation
skipping tax exemption shall be allocation.

® Is the generation skipping tax exemption automatically be
allocated?

The answer is confusing, so a gift tax return should be filed in any
event to either allocate GST or opt out of the automatic GST
allocation rules.

39

® What are the GST automatic allocation rules?

IRC § 2632 provides that if any individual makes an indirect skip
during such individual’s lifetime, any unused portion of such
individual’s GST exemption shall be allocated to the property
transferred to the extent necessary to make the inclusion ratio for
such property zero. If the amount of the indirect skip exceeds such
unused portion, the entire unused portion shall be allocated to the
property transferred.

® What is an indirect skip?

IRC § 2632(c) provides that the term “indirect skip” means any
transfer of property (other than a direct skip) made to a so-called
GST trust.

40
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® What is a GST trust?

IRC § 2632(c)(3)(B) provides that a “GST Trust” means
a trust that could have a generation skipping transfer
with respect to the transferor unless. .. the trust is a trust,
any portion of which would be included in the gross
estate of a non-skip person (other than the transferor) if
such person died immediately after the transfer. (IRC §
2632(c)3)(B)(iv))

41

PLANNING NOTE
In the SLAT, so-called “Crummey Notices” were not included so
this provision would not be applicable but the result would be
different if the trust included so-called Crummey withdrawal powers
to make gifts to the trust eligible for the annual exclusion. In such a
case, the following provisions of IRC § 2632 may change the resull.

IRC § 2632(c)(3)(B) provides that “the value of transferred property
shall not be considered to be includible in the gross estate of a non-
skip person or subject to a right of withdrawal by reason of such
person holding a right to withdraw so much of such property as does
not exceed the amount referred to in IRC § 2503(b) ($13,000) with
respect to any transferor and it shall be assumed that powers of
appointment held by non-skip persons will not be exercised.

42
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PLANNING NOTE

This means that if the irvevocable trust contains so-called
Crummey withdrawal powers, and those powers are held by a
non-skip person such as the children, even if also held by
grandchildren, IRC § 2632(c)(3)(B)(iii) and (iv) can get out of the
automatic allocation rules, but the remaining Section §$ 2632 kept
this by stating that essentially Crummey withdrawal powers, to the
extent they do not exceed $13,000 per annum, will be ignored
thereby bringing it back into a so-called GST trust and thereby
resulting in an automatic allocation. The problem here is where
the Crummey withdrawal beneficiaries have the right to withdraw
greater than $13,000 attributable to a carryover Sfrom the prior
year, in which case the trust would not be considered a GST trust
and would not be eligible for the automatic allocation.

43

® Resolution:

File a gift tax return and either elect in or
elect out of a GST treatment.

44
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Sample Withdrawal Powers:

e (1) From and after the addition by gift of any property to the trust,
who’s beneficiary shall be entitled to withdraw a pro rata share of the
gift for 30 days. Each such beneficiary shall be provided reasonable
notice to make this withdrawal.

e (2) Notwithstanding the foregoing, a beneficiary’s right to withdraw
property from the trust in any one calendar year shall not expire as to
more than the greater of $5,000 or 5% of the aggregate value of the
assets out of which or the proceeds of which a beneficiary’s
withdrawal right may be satisfied. To the extent of such excess, the
withdrawal power shall not lapse, but rather shall be continued into

the next succeeding calendar year.

45

e PLANNING NOTE

This so-called 5 and 5 limitation is derived from Code
Section 2514(e), which recognizes the right to
withdraw is the equivalent of ownership and failure to
exercise the right to withdraw represents a gift back to
the trust and therefore would be a gift by the donee
beneficiary not eligible for the annual exclusion.

46
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® Will this cause adverse gift tax consequences to the donee
beneficiaries who do not withdraw their funds?

IRC § 2514(e) provides that there would only be a gift by the
donee beneficiary with respect to the lapse of the powers during
any calendar year only to the extent of the property which could
have been appointed by exercise of such lapsed power exceeds
in value the greater of the following amounts, $5,000, or 5% of
the aggregate value of the assets out of which, or the proceeds of
which the exercise of the lapsed powers could be satisfied.

PLANNING NOTE:
GST exemption will not be deemed allocated until the close of
the estate tax inclusion period. IRC § 2642 H(2)(4), Regs
26.2632-1(c) (2)

47

How do you determine and allocate basis?

Gift Giving Tax Considerations — The Basis Rules

a) Compare the tax consequences of a step-up in basis
attributable to inherited property vs. carryover
basis in the case of lifetime gifts.

48
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1) Basis of property acquired from the decedent.
A.IRC § 1014 provides:

“Except as otherwise provided in this section, the basis
of property in the hands of a person acquiring the
property from a decedent or to whom the property passes
from a decedent shall, if not sold, exchanged, or
otherwise disposed of before the decedent’s death by
such person be — (1) the fair market value of the property
on the date of the decedent’s death.” IRC § 1014(a)(1)

49

B. IRC § 1014(b) provides:

“For purposes of subsection (a), the following property shall be
considered to have been acquired from or to have passed from the
decedent:

1. 1. Property acquired by bequest, devise, or inheritance, or by the
decedent’s estate from the decedent; IRC § 1014(b)(1)

2. 2. Property transferred by the decedent during his lifetime in trust to
pay the income for life to or on the order or direction of the
decedent, with the right reserved to the decedent at all times before
his death to revoke the trust;” IRC § 1014(b)(2)

3. 3. “Property passing without full and adequate consideration under
a genera) power of appointment exercised by the decedent by will;”
IRC § 1014(b)(4) 50
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4. “In the case of decedents dying after December 31 , 1953,
property acquired from the decedent by reason of death, form of
ownership, or other conditions (including property acquired
through the exercise or non-exercise of a power of appointment), if
by reason thereof the property is required to be included in
determining the value of the decedent’s gross estate.” IRC §
1014(b)(9)

5. “Property includible in the gross estate of the decedent under
section 2044 (relating to certain property for which marital
deduction was previously allowed).” IRC § 1014(b)(10)

51

C. Exception:

IRC § 1014 prohibits a step-up acquired from a decedent if
appreciated property was acquired by the decedent by gift
during the one year period ending on the date of the decedent’s
death and such property is acquired from the decedent (or
passes from the decedent to) the donor of such property (or the
spouse of such donor). In such a case, the basis of such
property in the hands of the donor or donor’s spouse shall be the
adjusted basis of such property in the hands of the decedent
immediately before the death of the decedent. IRC § 1014(e)(1)

52
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2) Basis of Property Acquired by Gifts and Transfers in
Trust §1015 — Carry Over

If property is acquired by gift after December 31, 1920, the basis
shall be the same as it would be in the hands of the donor (or the
Jast preceding owner) by whom it was not acquired by gift,
except that if such basis is greater than the fair market value of
the property at the time of the gift, then, for the purpose of
determining loss, the basis shall be such fair market value.

Example:

Property
FMV $90,000
AB $100,000

*If sold for $95,000, no gain or loss because the FMV is used to determine loss and
no gain since basis is $100,000

53

3) Increased Basis for Gift Taxes Paid
IRC § 1015(b) provides:

“If the property is acquired by gift on or after September 2, 1958,
the basis shall be the basis determined under subsection (a)
(carryover basis) increased (but not above the fair market value of
the property at the time of the gift) by the amount of gift tax paid
with respect to such gifts.”

PLANNING NOTE
The Regulations provide that in allocating the gifi tax paid to
increase the basis of property acquired by gift, the tax adjustment
must be allocated pro rata, which seems to prohibil the allocation
to any particular asset for the purpose of selling the asset.
1.1015(b)(2) (i)

54
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4) Gift Splitting

Gifts may be treated as made one-half by each
spouse. Reg. 25.2513-1. A Spouse who
consents to split gifts under IRC § 2513 is not
considered a transfer or purposes of IRC § 2038
with respect to property actually owned and
transferred by the donor.

55

5) Holding Period
A. Inherited Property

In the case of property acquired from 2 decedent (within the
meaning of IRC § 1014(b), if the basis of such property in the
hands of the person is determined under IRC § 1014 and such
property is sold or otherwise disposed of by such person within
one year after the decedent’s death, then such person shall be
considered to have held such property for more than one year.
IRC § 1223 (9)

B. Gifted Property

In determining the holding period of property which has been
acquired by gift, the holding period of the grantor will be added
to the holding period of the donee for purpose of determining
gain or loss from the seller exchange to the extent the donee was
required to use the donor’s basis as his basis. IRC § 1223 (2)
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PLANNING NOTE

If the fair market value at the time of the gift is
used as the donee’s basis, such as when property
is sold for a loss, the holding period starts the date
after the gift is made. IRS Publication 544

57

6) Don’t forget the Gallenstein decision

A. How do you determine the basis of property inherited
by a surviving spouse rather than children?

This depends upon how the property was owned on the date of
death, but in the case of jointly owned property, if the property
was acquired after 1976, one-half of the fair market value of the
property is includible in the estate of the first spouse to die so that
the surviving spouse would receive a partial step-up equal to that
amount includible in the estate of the first spouse to die. This
would then be added to one-half of the original cost to determine
the surviving spouse’s basis. There is a special rule, however,
which may be applied in the casc of property acquired by a
couple before 1977.
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If the property was acquired before 1977 and is held jointly on the
date of the death of the first spouse to die, the full fair market value
of the property would be includible in the estate of the first spouse
so that the surviving spouse would acquire a “full” step-up in basis.
Gallenstein v. United States, 91-2 U.S.T.C. 160,088 (ED KY
1991), affd 975 F.2d 286 (6" Cir. 1992). See also, Patten, 96-1
U.S.T.C. 160,231 (DC CA 1996) and Anderson, 96-2 U.S.T.C.
160,235 (DC MD 1996). In both of these cases, the estate tax
return was filed incorrectly, but the Tax Court ruled that the
amount reported on the decedent’s estate tax return was not
determinative of basis, rather, basis is equal to the amount that
should have been includible had the estate tax return been filed

properly.

39

B. Memorandum In Support of Taxpayer’s Position

The taxpayer submits that in this case the property obtained a
full step-up in basis and the case of Treat v. Commissioner, 52
Mass. App. Ct. 208 (2001) does not apply.

In Treat v. Commissioner, the Massachusetts Appeals Court
declined to follow the general rule of Gallenstein v. United
States, 575 F.2d 286 (6th Cir. 1992) where the Sixth Circuit
Court of Appeals found that, with respect to real estate owned
jointly by a husband and wife acquired before 1977, the
surviving spouse obtained a step-up in basis equal to the full fair
market value of the property on the date of the decedent’s death
rather than a basis equal to one-half of the fair market value on
the date of the decedent’s death plus one-half of the taxpayer’s
original cost.
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The basis for the ruling by the Sixth Circuit Court of Appeals
stems from IRC § 1014(a), which provides that the basis of
property acquired from a decedent is equal to the fair market
value of the property that is includible in the decedent’s estate for
federal estate tax purposes. Moreover, as to property owned
jointly between a husband and wife, IRC § 2040(b) provides that,
at least with respect to property acquired prior to 1977, the
surviving joint tenant obtains a so-called full step-up in basis
because the property was includible in the estate of the decedent
at 100% of its value.

Following the decision in Gallenstein, the Massachusetts Appeals
Court addressed the basis of property acquired by a surviving
spouse in the case of a decedent who died in 1993. In Treat v,
Commissioner, the Court ruled that, since the Massachusetts
estate tax system required that only 50% of the value of the
property owned by the decedent and his spouse be includible
pursuant to General Laws chapter 65C, §1, the surviving spouse
would acquire only a 50% step-up in basis. 8!

The taxpayer’s position in this case is that the Treat case does not apply to the facts of
this case inasmuch as General Laws chapter 65C, § 1 became applicable by virtue of
the changes in the Massachusetts estate tax for decedents dying on or after January 1,
1997. In this case, the decedent died in 1999.

The decision in Treat is based upon General Laws chapter 65C, § 1(d), which is
applicable to deaths occurring before January 1, 1997. This section provides:

“Federal Gross Estate, the gross estate, as defined under the Code, except that
(1) notwithstanding Section 2035 of the Code, the value of the gross estate
shall include the value of all property to the extent of any interest therein of
which (he decedent has, at any time made a transfer, relinquished the power or
exercised or released a general power of appointment, except in case of a bona
fide sale for adequate and full consideration in money or money's worth, by
trust or otherwise, during the three year period ending with the date of the
decedenl’s death, provided, however, the value of such property or interest
therein so transferred or subject to the power so relinquished, exercised or
released, exceeds $10,000 for any person during a calendar year, and (2)
notwithstanding Section 2040 of the Code, one-half of the value of any interest
in any property shall be included in the gross estate if such interest is held by
the decedent and the decedent’s spouse as tenants by the entirety or joint
tenants with rights of survivorship, but only if the decedent and the spouse of
the decedent are the only joint tenants. 62
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This Section, however, does not apply to the decedents who died on or
after January 1, 1997. Under current law, the Massachusetts Estate
Tax is based upon the Federal Estate Tax Credit for estate taxes
pursuant to IRC § 2011.

For deaths occurring prior to January 1, 1997, Massachusetts followed
the general Federal Rules of includibility, subject to the two foregoing
exceptions, i.e., in the case of transfers made by a decedent within
three years of the date of death and for property owned jointly
between a husband and a wife, where the husband and wife were the
only owners.

63

For deaths on or after January 1, 1997, no adjustments are made to
the federal gross estate to determine the amount of the
Massachusetts estate tax, which is equal to the federal estate tax
credit for state death taxes, pursuant to IRC § 2011. (The
Massachusetts statute was amended again for estates of decedents
who died on or after January 1, 2003, in which case the
Massachusetts estate tax was decoupled from the federal estate tax
as it was modified by the federal Economic Growth & Tax Relief
Reconciliation Act of 2001 (EGTRRA). As the Massachusetts
estate tax stands today, the Massachusetts estate tax is to be
computed pursuant to the provisions of the federal estate tax in
effect on December 31, 2000, with the amount of the tax equal to
the sum equal to the amount of the credit for state death taxes that
would have been allowable to the decedent’s estate, as computed
under IRC § 2011, as in effect on December 31, 2000.)
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While it is true that, General Laws chapter 65C, § 1(d) remains on
the books, it is no longer applicable to decedents who die on or
after January 1, 1997. The instructions to the Massachusetts Estate
Tax Return for decedent’s dying on or after Janvary 1, 1997, make
it clear that this is the result intended.

Since Massachusetts now requires that the Federal Rules of
includibility be followed and the Massachusetts estate tax is based
upon the exact amount of the state death tax credit allowable, the
principles of Gallenstein now apply to determine Massachusetts
basis as well as federal basis, since 100% of the property is
includible in the estate of the first spouse to die on the facts of this
case.

65

As an additional basis for the refund, it should be noted be noted that
Massachusetts incorporates federal income tax provisions to determine
the basis of property acquired from a decedent, which, under IRC §
1014, defines the basis of property as the fair market value at the time
of death. Specifically, General Laws chapter 62, § 6F of the
Massachusetts Income Tax Statute, sets forth the method to
determining the basis in property. Here, § 6F(b)(2)(C), provides that:

“Notwithstanding subparagraphs (A) and (B), in the case of property
acquired from a decedent within the meaning of IRC § 1014 of the
Internal Revenue Code, the initial basis of such property shall be
determined under Section 1014 of the Code.
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In Treat, the Court acknowledged the link between the federal
basis and Massachusetts basis but, nevertheless, declined to
follow the specific language of General Laws chapter 62, § 6F,
since, in the Court’s opinion, it would lead to an unfair result.
This analysis no longer is valid inasmuch as for decedents dying
on or after January 1, 1997, full includibility is required in the
estate of the first spouse to die under Code Section 2040(b).

For the foregoing reasons, the refund claim should be allowed.

67

C. Don’t Forget the Estate of Gwynn — Does Property Have
to be Inherited in Order to Obtain a Step-Up in Basis?

Generally, yes, but there are certain exceptions when property was
given away during life and the decedent either retained a “life
interest” or “life estate” or merely continued to use the property
without paying rent. IRC § 2036(a)(1) requires that the fair
market value of the property be includible in the decedent's estate
for estate tax purposes, even though the property would not be
includible for probate purposes. This can actually provide a
benefit as long as the value of the property included in the
decedent’s estate does not exceed either the Massachusetts or
federal estate tax thresholds.

68
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In Rev. Rul. 70-155 and Estate of Guynn, 437 F.2d 1148 (4"
Cir. 1971), it was ruled that the transfer by the decedent of
property before death was includible in the decedent’s estate
for estate tax purposes if the donor continued to use the
property before death and did not pay fair rent. On the theory

that there was an “implied life estate.”

69

This theory has been followed recently in the Estate of Maxwell,
98 T.C. 39 (1992) in which the decedent had "sold” property to
his children before death and had received approximately 50% of
the sale proceeds, but continued to live in the property after the
purported sale. The decedent's Will forgave the note at death and
the decedent was canceling $20,000 of the note each year. The
Tax Court ruled that the full fair market value of the property was
includible and that the sale transaction should be ignored under
IRC § 2036 using an implied life estate theory. This retained life
estate may be avoided if the decedent owned property as a tenant
in common with his children within the theory of Estate of
Powell v. Commissioner, 63 T.C.M. 3192 (1992). See also,
Estate of Wineman, 79 T.C.M. 2189 (2000).
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These rules can provide potentially good
news to heirs who are selling property after
the donor died, but where the property was
gifted before death. Usually, the donee’s
basis is equal to the donor’s basis, increased
by any gift taxes paid under IRC § 1015.

7

How long do we have to worry (statute of limitations)?

Valuations and Statute of Limitations Issyes

An understanding of how both the gift tax statute of limitations and
predeath gifts affect the estate tax computation is important. The
value of any gift for gift tax purposes is the fair market value of the
property transferred as of the date of the transfer. There is no
alternate valuation date. Upon death, the decedent’s estate tax return
must report the total value of the decedent’s lifetime “taxable gifts”
by adding this amount to the decedent’s taxable estate. I.R.C.

§ 2001(b). The term “taxable gifts” generally means the total
amount of gifts made during the calendar year in excess of the
annual exclusion, less any charitable deductions.
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(a) Gifts Made Prior to August 6, 1997

For gifis made prior to Augusi 6, 1997, the IRS was permitted to revalue a
lifetime gift for purposes of computing either the decedent’s taxable estate or the
decedent’s gift tax with respect to returns filed for years following the date of the
actual gifi, even if it appeared that the statute of limitations had expired.

If a gift tax return had been filed and a gift tax paid on the gift, the IRS could not
revalue the gift for the year on the return, provided that the applicable period of
limitation on assessment (usually three years) had expired. If, however, a gift tax
return was filed but no gift tax was paid on the gift, the IRS was permitted to
adjust the value of the prior gift on any gift tax return reported so that it was
attributable to subsequent gifts in order to increase the gift tax rate on the
subsequent gifl. LR.C. § 2504(c). If the period of limitations on assessment had
expired and a tax was actually paid, the IRS was not permitled to revalue the
prior gift in connection with a subsequent gift tax filing. It is important to note
that using the unified credit was not equivalent to paying the tax. Rev. Rul. 84-
11, 1984-1 C.B. 201.

73

Notwithstanding these rules as applied to gift tax returns, in
connection with federal estate tax returns the IRS was permitted (o
revalue any prior gift for purposes of determining the rate of the
estate tax even if the decedent paid gift taxes and the statute of
limitations had expired. See Estate of Smith v. Comm’r, 94 T.C.
872 (1990), acq. 1990-2 C.B. 1; Evanson v. United States, 30 F.3d
960 (8th Cir. 1994); Levin v. Comm’r, 986 F.2d 91 (4th Cir.
1993). The estate, however, is entitled to a credit for the gift taxes
that would have been paid had the donor reported the adjusted
gift. This includes using up any unused unified credit attributable
to the prior gifi. See Evanson v. United States, 30 I7.3d 960 (8th
Cir. 1994). The estate, however, will not be liable for penalties
and interest attributable to the erroneous valuation on the earlier
gift tax returns. Good recordkeeping is critical.
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(b)  Gifts Made on or After August 6, 1997

These rules were changed by the Taxpayer Relief Act of 1997, Pub.
L. No. 105-34, 111 Stat. 788 (1997), for gifts made on or after
August 6, 1997,

As codified in LR.C. §§ 2001(f) and 2504(c), the act gives the
taxpayer a workable statute of limitations. As to the revaluing of
prior taxable gifis on the estate tax return, LR.C. § 2001(f) provides
that, if the value of an item is disclosed on a gift tax return (or in a
Statement attached to the return) in a manner that is adequate to
apprise the IRS of the nature of such item and the time, under LR.C.
§ 6501, within which an additional gift tax may be assessed has
expired, the value of the item as reported shall be final,

75

As to the revaluing of prior taxable gifis on the gift tax return, LR.C. § 25 Od(c)
provides that, if the time has expired under LR.C. § 6501 within which a gift tax
may be assessed on either the transfer of property during a preceding calendar
year or an increase in taxable gifls required under L.R.C, §2701(d), the value
will be final for purposes of computing the gift tax,

The gift tax statute of limitations also was amended to require “adequate
disclosure” as follows:

If any gift of property the value of which (or any increase in taxable gifts
required under section 2701(d) which) is required to be shown on a return of tax
imposed by chapter 12 (without regard to section 2503(b)), and is not shown on
such relurn, any tax imposed by chapter 12 on such gift may be assessed. or a
proceeding in court for the collection of such tax may be begun without
assessmenl, at any time. The preceding sentence shall not apply to any item
which is disclosed in such return, or in a statement attached (o the return, in a
manner adequate to apprise the Secretary of the nature of such item,

LR.C. § 6501(c)(9).
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The act also provided taxpayers with a judicial remedy, allowing
controversies over the valuation of gifts to be submitted to the tax
court through the filing of a declaratory judgment action. LR.C.

§ 7477.

For amended Treasury Department regulations on gift valuation,
disclosure, and statute of limitations issues, see T.D. 8845, 64
Fed. Reg. 67767 (Dec. 3, 1999), corrected, 65 Fed. Reg. 1 059
(Jan. 7, 2000).

Practice Note

You should be aware that if the decedent made a transfer within
three years of the date of death and a gift tax was paid,
notwithstanding the fact that the transferred property is excluded,
the amount of the gift tax paid on the transfer must be included on
Schedule G. See LR.C. § 2035(c).

7

How do you report the transaction on a gift tax return?

Case 1:

FMV of S-Corporation  $16,000,000 (based on $3,000,000 in taxable income per year|

Value of Non-Voting Shares

$16,000,000 x 90% x 65% = $9,360,000
Cash Gift + $880,000
Total Gifts $10,240,000

e See attached Gift Tax Return — Form 709
e See attached Income Tax Return — Form 1041
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000-00-0000 P 3

Form709 (2011) JOHN (. PUBLIC

Part 4 - Taxable Gift Reconciliation _ o - =
1 Tolal value of gills ol donor, Add totals from column H of Parts 1, 2,and 3 ... .. e vl 5,120, 000,
2 Total annital exclusionis far gifts listed on line 1 {see NSUACHONS) . 1ot ire cereenerinns sietsrcoeiiis 2 0.

3 | 5,120,000,

3 Tolabineluded amount of glits. Subiract line 2 from line 1

Deductions {see insiructions)
4 Gifts of interests 1o spouse for which 2 marital deduction will ba claimed,

based on item numbers ] - of Schedwie A . | 4
§ Exclusions allributable 1o pills on N8 4 | o iimmemmmsmissnresasesriorensccrssna oo 6
& Marhal decuction. Subliact line 5 from fine d ... A D
7 Charltable deduction, based on ilem nos. less exclusions 1
8 [olal deductions, Add lines 6 and 7. . e 8
0 SUBLFAELING BITOM N8 D _,......oseoesssereseesrsessosssiesesspspississ s s s 50 9| . 5,120,000,
10 Generation-sklpping transfer laxes payablc wth this Furm 709 {Irom Sehedule G, Parl 3, pol H, T 10
11 Taxablo glfta. Aud Jines 9 and 10, Enter here and nnﬂg_p_-l,Pnuz—“{nx-cumualalb&ﬂna 1. el 41 5,120,000.

Terminable Interest (QTIP) Marltal Deductlon. (Seo Instructlons tar Schedule A, Parl 4, line 4.)
I a trust (or other property) meels the requirements of qualified terminable Interest properly under secllon 2523{f), and:

a. Tha trust (or other property) Is listed on Schedula A, and
b. The valuc of the trust (or other property) Is entered in whale or in part as a deduction on Schedule A, Parl 4, line 4, then the donor shalt be deemed 1o have

made an election to have such trust {or other property) irealed as qualified terminable Interest properly under section 2523(1).
If less than the entirg value of the trust (or other property) that tha donor has included In Parts 1 and 3 of Schedulo Als entered as a Ueduction on ling 4, the donor

shall b considerad Lo have made an election only as toa fractlon of the trust (or olher properly). The numeralor of this Iraction Is equal to the amount of (he trusl
(or other property) deducted on Schedule A, Part 4, Jine 8, The denominator Is equal 1o the total value of the trust (or other properly) listed In Parls {and 3 ol Schedule A,

volved will be Included In your spouse's (ross estale hpon ils or her death (section 2044). See
ot all or part of the quallfying lite Incomo inlerest, he or she will be considered lo
fer of Certain Lite Estaies Racelvad From Spouse in the insiructions.

If you make the QTIP eleclion, the terminable interest property In
instrugtians for line 4 of Schedule A, If your spouse disposes {by glit or atherwiso)
have made a transfer of the entire property that Is subject to the glit tax. See Trans
12 Election Out of QTIP Trealment of Annuitles
[1 <« Check here if you elact under sectlon 2523(1)(6) not 1o treal as qualifled terminable interest property any jointan
on Schedule A and would ollierwisa ba trealed as qualified terminable Interest property under section 2523(1). Sea Insiruclio
Sehuduls A lar tho:annuitles lor which yot are iokln this eleation b=
SCHEDULE B| Gifts From Prior Perlods
Il you answered “Yes" on line 11a ol page 1, Part 1, see the Instructlo

d survivor annuities that are reported
ns. Enter the item numbers from

ns for completing Schedule B, If you answared "No," skip 10 the Tax Compulation on
column C amounts. Attach galcolatlans.

page 1 {orSehedule G, [f appiloable). See Instructions lor recalculation of the
A B G ]
Bﬁlanﬂ:r yeir of Internal Revenue oftice Armpuntiofialad SRUB specid Amoum of
galondar quastor. where prior relurn was filed sediloainelol ey 1axabls pills
(s msirochons) e 0 ok
1 Tolals for prior periods .o s e l i _ e s
9 Amounl, if any, by which lotal specilic exemption, line 1, column D is more (han $30,000 | . Jit |
3 Tolalamounl ol taxable gifis for prior periods, Add amount on line 1, column E anid amounl, it any, on line 2.
Enter here and on paga 1, Part 2 - Tax Compulation, line 2 . 3 .
g 109 (2514

(If rore space is neaded, aftach additional sheets of same size.)
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Farn; 700 {2012)

g

Doeoased Spousal Unusod Exelusion [DEUE] Amount

Frovide the following Informatlon to determine the DSUE amount and applicablo cradit recelved from prlor spousss, Cornplole Schadule A

bafuro mgmg Saliodule ¢,

8 G ) E [ ' 6
Dsto of Dagth | Portabllily Electlon | M "Yos,” DSUE | OSUE Amount Applisd |  Onte al Gisifs) RESFEVAD
Ns’;‘,}'afa’f:f::::,“:j{;‘:””“ ’ Mado? Amaunt Raceived | by Donor 1o Uielima | fadtee as minisiryy '
Dooombur 31 'zmu only) Irom Spouve Gifts {lial current and TorFal 1w as
' Jrlor gifimy Yyyy lur Ban 2)
You Mo
D 3 FRO ? D ASED SPO ™
[ D FROM PRED D SPO
" - [ CL o —
TOTAL (for oll BSUE smounts pplliad tor Pant 1 0na Pon 2) | — i .
1 Poror'a baslc oxalusion amount {aaa Inslruntlona) , , O e . v - =
2 Totlfomcomn € Patstand2. . . . . . L, . .o, ..., . L, . PR
I Reserved . .. L L L L L L o e e e ; s al
4  Addlnes land2 , , , . Ol Ak ¥e RN an ey X s T . P
§  Applleuble credit on amount In Ilna 4 (See Table tor Computing Gift Tax In the Instruclions), Enter hore enc
onlina 7, Part 2—Tax Computatton . , . . , . , ., . v Syl e E 6 |
8 Aeservod . . . L L L L L owoa e N R R W E 0 vy | 6
T o Reserved . . . . L . L. o Vo 7 P
8 Reserved . . . . . . . . L L L Vo v ]
9 Resewsd L T T BT T T U S R D |
10 T R Hox 9] = sl
I r D ' Trandlor Tox .
Nota, Intor vivos difgel Skips thal are eomplataly ucoludnr.t bythe aa mmp;hn must Bl be fuily. mponnd (including value aag
exemptions clalmed) on Schedule D, )
Part 1—Qeneratlon-Shipplng Yronsters ==
A
ﬂrom";::“h?:fun/\ Valua (lmmt;chauulu A Nonleubls o Tl E; ity
Part 2, aal, ) ) Part 2, col, H) Partion of Tranalor [ S TR T ]
1 -— ——— - _— -
Gila mada By apouen flon giftaplitiing oriy) L ,‘_;_ S—— '____ =

{if more space Is needed, attach addallional statemants.)

Farn TOB f2anin
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Farm 708 (2012) fpe &
Part2--Q8T Exemption Resonulilation {Seotion 2631) and Soction 26529} Elagllon = =

GChaeck horo > [Z] if you are moking a poation 2652(a)(3) (special QTIP) glaction (sea Instructlons) l ]

Iits for which you are making this electlon ™ ..,

Entor the item numbors from Scheduie A of the g

1 Maxlrnumallowablonxompllon(saalnatrucllons) R R TR T T ! 5, 120,604
2 Totalexempllonusediorpsrlodsbeforall‘llnglhlsrelurn B T L &l =
3 Exampllonavnllsblelonhlaretuvn. sublract lne2 rom g o+« v 2 0w . . 3 3 . ASVUIND
4 Exemption claimed on this rotum from Part 3, column G tota), DElOW » . » i » v b I — .
|
5  Automailc allocatlon of exemption to tranafars reported on Sohodule A, Parl 3 (see Inslrucllong) , -« .+ - [}
6 Exemplion sllocated to translars not shown on fine 4 o 5, nbove, You muat attach a "Notice of Allocallon,”
(seolnsiractions) . . . s o CSEE. STATEMENT 1 . . « « v v v o oo |8 4,120,000
7 Addlinesd,6,8nd8 . o e e rowow E ot 0T o i wmay W R e v 7 h, 120,000
B L lwnmnllubao-mMwnrrmnl‘m-Buhlmb-l'inui'lmnmms el n . |8 P,
Part 3—Tox Compulationy - - )
Hom : e o fal | F
em Mo, Net Tranafor Inchuian sy
(trom A rom Bcheule D, GS]A'"ExarP;LIIau Dl;ldz:;n:.ic (Eialinet col. D Max.:_mm;‘l f:mu
0, Purt 1) Part 3, col. 0} ‘ ¥ col ftarm 1 000] L
1 Ll = 5% |45) |
L | e8|
6% (38)
35%1.36).
4 3805 {:a5)
| 385
it 170 By opouAY (ot ik Bplling orly) : S
BT -
. - 1 S S e
— 6% (38 e .
assalas) |
| ssselamy ] .
5% |30 |
Total exemplon clalmed. Enter
here and on Part 2, line 4, above. Tatal generallon-skipping trensfer tax, Entor here; on page 3,
May rot oxosed Perl 2, lina 3, Schedula A, Pan 4, line 10; and on pege 1, Parl 2—TaX
gbove . 4 d s 4 e e Computation, inw 18 . . . « « - = .
I"'lll?ogl Nt

{If more space Is needed, Atiach addlitonat staloments,)
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JOHN Q. PUBLIC 000-00-0000

FORM 709 NOTICE OF ALLOCATION STATEMENT 1
TRANSFER 1

TRUST IDENTIFICATION ITEM NUMBER

JANE Q. PUBLIC IRREVOCARLE TRUST, SCH A, PART 3, ITEM 1

JANE Q. PUBLIC, TRUSTEE
123 TREMONT STREET
BOSTON, MA 02116

04-0000000
INCLUSION RATIO GST EXEMPTION
VALUE OF GIFT AFTER ALLOCATION ALLOCATED TO GIFT
5,120,000. .000 5,120,000, *
TOTAL GST EXEMPTION ALLOCATED 5,120,000,

(TO FORM 709, SCHEDULE C, PART 2, LINE 6)

* SEE STATEMENT OF GST EXEMPTION ALLOCATION

FORM 709 STATEMENT OF GST EXEMPTION ALLOCATION STATEMENT 2

TRANSFER 1

$5,120,000 OR OTHER SUCH AMOUNT AS IS NECESSARY TO HAVE AN INCLUSION RATIO
OF ZERO AFTER FINAIL DETERMINATION.

STATEMENT(S) 1, 2
48



Case Study Two
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709 Unlted States GlIft (and Generatlon-Skipping Transfer) Tax Return iy
Foim e

Qapanment of thu Trussury

> Infarmatlon aboul Form 709 and Il separate Instrucilons Is al www.,irs.goviferm709.
|For gilta inade during ealondar your 2012)

I

Part 1—General Information

Attach check or money order here. -_i

lilsmal Revenuo Sarvice » See inatructions,
¥ Danor's first nwme snd midele Inltal 2 Dunte's Bl aanw i BEMIE el
John G, Publle PR e )
4 Addrass (plmbor, ateeod, and ngartment sumbon % Lo Tty it ss ok
A Trama| (011 n! i e " | Suliolk, MA
0 Gity, stale, and 211 or postal codn S T T
Rubigh:m 02110 = Uintyid Sanies
It the donar dled during the yoar, check hera »  [Z] and snler date of death _ TRy Yos | Mo
8 | you extended the time 1o flio this Form 709, check hera &[]
10 Entor the tolal numbir of donees listed on Schedule A, Count giich putsendnly onca. e e bk
Ha  Have you (the donor) previously Hlled o Farm 708 (or 709-A) for any oihar year? If "No,” skip he 11b v
b Hon your eddress ahnngied sinco you lest fled Form 7004e 70041 « . 4 . . . . .
12 Gifts by husband or wife 1o Ihird partles. Do you consent o have the gifts (Including genuratlon- n'klpp!ﬂ{[ lransleta) ‘mado
by you and by your spouse to third parilea durlng the colendar year consldered na made one-half by each al you? (aso
Instruations.) (If the answer Is "Yes," tha following Intormalion must be fumnished and your spouse musl slyn the conseni
shown bolow. If the answer Is “No," skip llnes 13~10) . . . . . . « . « . . . . !
19 Fiama or.cgnanniing 5pouso [vaesn |
16__ Worn youmatrlod te ono anathor during the ontita calondor yeai? {see| Instriclions) ., . . . N | -
18 I 15 1o "No," ahock whather ("] matriod ] divarced or [ ] wighowaAtbosacal, and glve dita (shn nsricas] =
17 Will o gl tox rotn for thle year bo fllad by Your mouu? i "Yn;,' rioll Both rotums i Thi sema opvelupal . . )
10 Consent of Spoune, | consent io hiave the gills find nruon AkiEping Banalunm) imate by 11 and by wg spuunt B 2 wbas (1= 0 cotia F
conaldered as mada one-hall by each of L. Wi Boln awara of tha' el and sovarat lubiflty for tax creglod by o uxecnlioe o! wis conzent
Qonnenting ypotas's slundhas > Date ¥
13 Have youl appllad 8 DSUE amount recelvad from a prodocoased spouso o foa glfl or glf(s mpor'od on this or a pmwous Form
709711 "Yes compialaSENodlo C . . L . L . v a a w a4 e e e e J:of
| 1 Enter tha amount trom Sohedulo A, Part 4, e 11 . . , . . . . WO G W 1 5,120,000
2 Entarthoamount flom Schedule 8,flne3 . ., . . . . . . . - RN 2
3 Total loxoblo gifts, Add Inea 1 end2 ., . | P ; . “ 3 s.nq,quf
4 Tox compuled on amount on line 3 (see Table tor Compurlng G//r Ta)( In Ins(rucuuns) 3 1 4 1,1?z.uun'_
5 Tax computed on smount on line 2 {sse Tabla for Cormputing Glft Tax In Inattuctons) 5 R
8  Balance, Subtraclline 5 fromiined . . . . . . . . . L L, 4 U EERTDN
.3 7  Applicable credit amount, 1| doner has DSUE amount from predouan,.ed epouse(s). enles ainounl
g from Scheduls C, line 5; otherwlse, seoinstructions ., IR A . _—
2 8 Enler ihe applicable credit agalnst tax allowable for all pror pnrludu ({rom Sch, B, Ine 1, col, G) . 8 gy S
8  Balance, Sublract Ine 8 from lina 7. Do not enter loss than zero . ., . . . e e 8 1772060
§- 10 Enter 20% (.20) of the arnount allowed as a spacliic oxemption for glits made anm Septambar B,
g 1076, and baloro Janvary 1, 1977 {see Instections) . . . . . . . . ., L L, 10
¥ 11 Balanco, Subtract lina 10 from fine 8. Do not enter less thanzero . . . . . ., . . . [ 11 ] 1.332,808)
t'l! 12 Appllcable credit, Entor the smaller of lne Borline 41 . . . . . . . . . . ., . A2 3928000
E 13 Credlt for forolgn gl taxes (see instructions) ., . . . . . . . . . . . .., 13 BN S
.| 14 Tolal credits, Add lines 12and13. . ., , PN N 14 o
15 Balanco. Subtract line 14 fram line 6, Do not enter Ioss lhan FL:1( B 15 |
18 Genoration-skipping transfer texes {from Schedule D, Part 3, col. H, Tolal), . . . . . . 16
17 Totaltox. Add linez 15 ond18, . . . . , , , . e e 17 ) [
16 Glit ond gonersllon-okipping transfer taxes prepald with exlnnslun ol llmu to tile 18
12 lflino 18 I3 less than line 17, enter balones dus (see Instruclions)
20 It lino 18 Ia geaatar than llne 17, antar amount ta be rofunded
s LT e L S o s -
any knowlidgo,
Sign P!
Here o b
}._,_._.____ e I
Signalure ol donor Haln
Paid Print/l g pinpiand’s namo Jﬂmﬁsuu.ﬂ:uuu—_yt-ﬁh_ - , i i‘ |: y [l-l-‘-.‘ S
Preparoy [ledCublmgse, | | g
Use Oply [Bm'anana_ » CGushing& Balgr, BE. - lm.m sEWe 042871060
Tlp's selibosy » 376 Tution Ponul Rtwl, Sk 200, W nllllmn MA IJMF:I e W)t :/J I!-'-'.

For Dlgclosurs, Privacy Act, and Poperwork Reductlon Act Notlce, see 1hw Instructions for this form,
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Form700(2011) JOHN Q. PUBLIC 000-00-0000 Pausd

Pari 4 - Taxable Glft Reconciliatlon - - o
{ Total value of gltts of donor. Add totals froni eoluinn HolParts 1,2, and 3
2 Total annual exclusions foy gills listed on line 1 (sec instructions) .. ... ...
3 Tobl included amount of gills, Sublract fine 2 from line 1 i s R S BN ,
Deductions (see insiructions)
4 Gills of interests to spouse far which a marital deduction will be claimed,
based on ilem numbers o Schedule A
Exclusions altributable to giftsonfine 4 ...
Marital deduction. Subtractine 5 lrom llne 4 .
Charilable deductlon, based on item nos.
Tozal deductions, Acd Vines 8and? et
9 Subtract line 8 from lne 3 ) B TRIDE RSO pre e G LT
10 Goneralion-skipping fransfer taxes payable wilh this Form 708 (from Schedule G, Part 3, col Hu Tt e e
11 Taxabe glfts. Add lines 9 and 10. Entar hora and on pags 1, Part2 - Tax Compulation, iy
Terminable Interest (QTIP) Marital Deduction. {See instructlons for Sthedule A, Part4, ling 4.)
It a trust (or ather property) mecls the requirements of qualified terminable Interest properly under sectlon 2523(f), and:

a. The trust (or olher property) is listed on Schedule A, and
b, The value of the trust (or olher property) Is entered In whole or in part as a deduction on Schedule A, Parl 4, line 4, (hen Ihe donor shall be deemed lo have

made an election o have such trust (or other properly) treated as qualified terminable intcrest property under sectlon 2523(1).
It less than the entire value of the trust {or other property) thal the donor has included In Parts 1and 3 of Schedule Als entered as a deduclion on flne 4, The donor

shall be tonsidered tu have made an election only as to a fraction of the trust (or other property). The numeralor of this fractlon is equal to Ihe amount ol the Lrust
{or other property) deducled on Schedule A, Part 4, llna 6. The denominalor is enual to the total value of the Irust (or other property) listed in Parls 1 and 3 of Schedule A,

1 | 5,250,000,
2 130,000,
3

o o |

W ~ o1 ;n

A
s f 5,120,000,

5,120,000,

It you make the QTIP efectlon, the \erminable interest property involved will be included in yoor Spouse’s gross estate upon his or her death (section 2044). See
instructions for line 4 o Schedula A, If your spouse disposes (by gifl or olherwise) ol all or part of the qualilying lile income interest, he or sha will be considered 10
hava made a iransler of the enlire property thal is subject to 1he gilt 1ax. See Transfer of Certain Lie Estalas Received From Spouse in the Instruclions.

12 Electlon Out of QTIP Traaimenl of Annuitles

[ <« Check here if you elect under sectlon 2523{1)(6) not to lreatas qualliled terminable Interest properly any joint and survivor annuities thal are reporled
on Schedule A and would otherwisa be treated as qualilied terminable interest property under section 2523(1). See instructions. Enter the item numbers from
Seheduls Afar the annultios for which you are making this election b

SOHEDULE B| Gifts From Prior Periods
Ilyau angwered "Yes" on {ine 11aof page 1, Part 1, see the Instructlons for compleilng Schedule B. 11 you answered *No,” skip to the Tax Computation on
page 1{or Schodula &, if applicabla) See ihstruclions fot rieatculation of the column C amounts. Attach calculations,

A B (H D E
Calondar ybar or Internal Revenue offlce Amokint of Unided Amounl of spacifio Amouni of
calendar guarter where prlor raturn was filed oract agolcial glf examplion lur priof laxable pilts
(s siricions) opisnits | et ’
1 Tolals for prine PeriBdS | L s esaeisiss e = R 1 I | -
2. Amount, If any, by which lotal specific exemplion, ling 1, column D Is more than 30,000 . s R 2
3 Total amount of taxable gilts tor prior periuds. Add amou it on line 1, column € and amounl, it any, on line 2

Enter here and on page 1, Pad 2 - Twx Camputation, line 2 ) . T 3

(if more space is needed, altach additional sheets of same size.) pormi 109 oty

08521
12-16-11
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P
Pyt

Form 709 (2012)

Docoeased Spousal Unused Exclusion (DSUE) Amount. B
Provida tho following informatlan 1o delermine Ihe DSUE amount and appllcable credit rucalvad from pnol spouses, Compleln Schodula A

‘batare boginhing Sehnchuls G, y i - —
A u <] 3 £ F a

N Onlo ol Benih Partsbiity Elsction 1] "Yes," DSUE DSUE Amount Applind Dal# of Gifljg) TUEREIT AR
ur}"faf;f:;}::::’:jﬁuu Mado? Amount Hecalvad |ty Donar to Litetlna | {nnilar as iividihlyy ! N

Dacomber 31, 2010 only) irom Spouse Gltie flis) cununl and | for Part 1 and as

4 rraoy o pridr git) yyyy far Pant 2}

[) B L] o L) & H)
|2 ) H3 [ L k)

TOTAL (tor wll DSUE prigiuints applied for P Pm 1 ard Part a

1 Donor'a basle axclusion amount (soo Instructions) . . T T (S I & I

2 Totalfomcolumn E, Parts 1 and2. , , ., , . . PE w0 B8 W e W 2

3 Federved . . . . L L L L m e wne W 4 e . . d 1 P :

4 Addlnestend2 . . . , , . s M ENEE owe oy v L4 —_—

&  Applicable credit on amount Ih Iho 4 (Sas T1ble tor Compurmg Gift Tax In tha lnatrucllons) Enter hors upd

online 7, Part 2—Tax Computatlan o " g a8 cEEBDE ZOE - 5 |

6 Aeserved . . . . . . L. g ! —

7 Reserved . . . . ., . . . . . ... LA | i

8 Reserved . . . . L, L L L L . ] o —

9 Rsservad . . . . ., L L L L 1§

10'  Rosarvad . R T 10
cnmpumltm of Gpmmﬂnn-ﬁﬁlgptl_g Transtor TR i
Nato. Infer vivos diroct akips (hat are completely excludad by tha GST ekemption must il ba Willy ropared (ineluding valus and
exemplions clalmed) on Schedule D,
Pirt1 gggnmggn-mdpp ng Tranafors. " —
ftam No, anua(lrornnSchuduluA Nonlgxeblo MY irang ) s
(!r:r‘:\nB:h;:‘llllJ:}A' Purl 2, cal. H) Porlion of Trunglot M
1
Gills mado by spouse (fof giN sl omy) ) -
Fetie TUOML

{if more spaco Is needsd, ottach additional stataments.)
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Foim 108 (2019)

Purt 2—GST Exomptlon Recancliiation {Soction 2631} and Soction B652(n)(Y) Election
Check hara » D it you aro making & segilon 2652(a)(3) (rpaolul GTIP) slection {see inatructions)
Entor the ftem numbers from Schedulo A of the glits for which you are making this slectlon®» "

age ]

i1 Maximum allowablo exemptlon (soe Instruollong) . ¢« e 0 aoeown e v b Y 204810
2 Total examption used for perlods betoro flingthisreturm .« . s v . . __2__]
a  Exemptlon avalluble Jor this return. Subtract ne 2 fromilned . . . 9 6 KN & ¥ Yy 420,000
4 Exempllon elalmed on this raturn from Part 3, column G lotal, below « « « ¢ e e e T e - _
5 Automatlc alluoeifon of axernplion to transfers reportad on Schedule A, Part 3 (sea Inslructions) . R
& Exemption allocated to translers not shown on ina 4 or 5, above, You must otiaoh a "Notloo of Allooatien.”
(see Inswruatlona) . SEE STATEMENT.L. . . . . .« « o @ INED
7Add||nes4.5.and8...,....‘.....,.....,'......'.T 5,120,000
0 Examption avilinblo for futura ir alird, Subtiogt ina 7 lrom lined. — & .
Part 3—Tox Computntion - . s
Klvla c Tu ° IS I E N £ [ H
Iharm Net Tranaler Incluslan Putio . AppErunie Haw Gkt gt st ERaffn 44
e N | trom Sahoduie, | SR ExoEle” | Divido o0 G | (5ubicect col. O Melmum Betalo |y iy o, Tonitsho 14
1, Pet 1) Par 1, col, O} y ol fam 1:000) by col. Fi Friai Gl 7 v con 5
1 s IO T 7 D— .
] EETTTET I l
36% {,35) . : 2
3% L36) | M|
e — - ; m&i’ﬂ = B
Gilta mado by spovaa dor gilt spliling ony), ; =
RO S 1 W =
3506 a1 = el
10171 N " -
5% 35) | 1 =
asdefdgy | .o i
15!5{.5};]
Total exemptlon clelmud, Enter
here and on Part 2, line 4, above Totsl generation-skipping traneler tax, Entar here; on page 3,
May not exoeed Part 2, lina 3, Schedule A, Part 4, line 10 and on paga 1, Pal 2-=Tax
above . . 4 . 4 s s Computatlen, e 16 ., - - . o o 0 ¢
oa TRD e

if more space Is neadod, atlach additiannl atotomonts)

S)5)



JOHN Q. PUBLIC 000-00-0000

FORM 709 NOTICE OF ALLOCATION STATEMENT 1
TRANSFER 1

TRUST IDENTIFICATION ITEM NUMBER

JOHN Q. PUBLIC IRREVOCABLE TRUST. SCH A, PART 3, ITEM 1

LEO J. CUSHING, TRUSTEE
123 TREMONT STREET
BOSTON, MA 02116

04-0000000
INCLLUSION RATIO GST EXEMPTION
VALUE OF GIFT AFTER ALLOCATION ALLOCATED TO GIFT
5,120,000. .000 5,120,000.*
TOTAL GST EXEMPTION ALLOCATED 5,120,000.

(TO FORM 709, SCHEDULE C, PART 2, LINE 6)

* SEE STATEMENT OF GST EXEMPTION ALLOCATION

FORM 709 STATEMENT OF GST EXEMPTION ALLOCATION STATEMENT

TRANSFER 1

——

$5,120,000 OR OTHER SUCH AMOUNT AS IS NECESSARY TO HAVE AN INCLUSION RATIO
OF ZERO AFTER FINAL DETERMINATION. SAID GST EXEMPTION IS BEING ALLOCATED
TO THE SHARE ESTABLISHED BY THE TRUST AS THE EXEMPT SHARE AND NOT TO THE
SHARE ESTABLISHED BY THE TRUST AS THE NON-EXEMPT SHARE.

STATEMENT(S)

1, 2
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£1041 'mmmninizy .S, Income Tax Return for Estates and Trusts 2011

Far calendst yuar 2011 o ffscal yoar behining 201 antl arling

Syl V55

A Chagle alt “h’!{'l’lpph(i Hima wl satadd o Woal (13 g anior FyRm Wunt 614 010 TAee it u

| Oecedent’s estale
[ Simpte rust ITANJ (), PUBLIC IRREVOCABLE TRUST

G Emploger ldenlitleslivn number
04 /0000000

D &uta voity cronied

Gamplax trust Waewss sy v I Tl Aty

[T auatiied disablity trust
(] ESOT {5 purlien oniy) mmg Q. PUBLIC,

E Manzampl elvarilatile and gphl-
jntares! rusts, check appiicshly

Grantor type trusl PR AL A ez hatdhed L pal

Dankrupicy eslaje-Ch, 7 123 TREMONT STREI]T

Lox({es), sea inslructions.

Doscribnd in yae. 48 7{a} 1}

| Benkeupioy ontaro.cn, 11 | CATE VAR, ViR AT
1 Pooled income funy BQSTON MA

kol 2 miate leundshon B L |
&lmuowhua gty

B Numbar of Schedules K- 1 E’%’Z“‘”"’ et eetuen [T Fimal vetur || -Aatontiod relurn

L__J Chango In'frusts name

altathad p- {}hnnna'bllhm:hw L1 Bhisngo In fidushary's nwms L1 Change In (duciaty's addeess
O Chackhare It ho ostolo o Aty st iads o soeilon B46 aloalion sassconiiiiitazee -l ) W
1 Interest incoma ; eesari i i L1
2 & Tolul ordlnary dhidunlln AR ) b tvorer srearivns PR AL~
b (uallfisd dividonds alocable ie: (1] Beneficki o (2} Eslalo or irust
o 8 Busliosalncoms o (loss), Alch Selisduls G or G2 {Ferm 10400 .. ) 3
g A Gapllat paln or (koss) Altach Sehedals b (Furm 1041) ) 4
g & Honls, royaillss, purtaersiipy, olber osialis and Lrusls, b, mlauh“trn..rm : ]
| 0 FormIncomo or (logs), Aaeh Sehoduls F (Form L) 8
7 Ordinary gain or:{loss). Allach Form 4797 | 7
& Other Income, List byps and amount 8
|9 TollInoms, Gambing lines 1, 2o, und @ fhrouy 181 ]
10 Intorosl. Check lf Form 4952 1s oiaghed p» | 10 | -
M Taxes & 1A
12 Fiduglary Iees | . 12, 3
13 Charltablg doduciion (hom Schedule A s 7) sl [ 1w
14 Anarney, accountant, and roturn preparer lees h‘x‘T,AQ[jED i 1
16 @ Olhar deduttlans avtsubsect to (he 2% flaor [atl.u Wsehiduly) 152
| b Allowably miscellaneous ilemized doduetions subjec to the 2% l'nor 18b

16 Addlines 10 through 15b
17 Adjusted total Incor of {loss). Sublract ling 16 from line 8 R i

Deductions

18 Income distrlbution deduclion {from Schedule B, line 15). Altach SchudulcsK 1{Form 1044 18 .
19 Eslats tux deduetlon Including cerlain oencratlon-skipping laxos (allach computallon) in
20 Exermption " e IR Mo T s s ki vton s e i T2l
121 nddtooy 18 theough 30 | 2}
22 Taxublo Inedma. Sublract Ine 27 lrom e 1? llnfﬂss sug Inglruclinhs 22
23 TolaiJax {liom Scheduie G, e 11 o 23
24 Paymente: 3 2611 estimated lax paymanls ai umoun! ap;ulrrﬂ um ?(110rn 1 “da
‘2 b Estimated tax payments allocatolf Lo Ueneliclarles {rom Fosr 164 1-T) 24h
o © Sublract llne 24b fom ne 24 B o]
E« d Tey p‘ll'd'.%lllllulln?ﬂfhf!.l.urr.s:.’ll?l]ﬂﬂ.“.} T R T 244
& | o Foderetincom lax witibsld. 1y s fom Foumis) 1098, ehess o L] ——
2 Othor payments: { Form 2439 1y Forniv 4438 ' | Total | 24h
21 25 Total payments, Adu s 245 threuh 24n ond 24 T B | 25
E 26 Eslinalau 195 ponly (s wlnsteustiong) e S 26
21 Taxdue. Il fine 25 Js srmalier 1han tha alol ol |If|ls,‘2:! unu Ad mltur 'nnuurll n'l\'!ﬂ ....... 27
28 Overpaymant, Ihine 26 is ferger Wan th fatal of Whes 23 s 28, enter amounl ovarpald 28

20 nmnum:ul ling 20 fo big! a Gredited 102012 esummd lax

Al 1ecl, S} gt b D DA dani ot un{rom feehir Bang l.npmu r?nrmr *w Wm#h(lti po-l.rmwpalm vy wecral il

bﬂalnad’éd b 2

s W
uk;n mtu Ilbi e
e ecy b

Sign
= }Wmmﬁwymnﬂ tiy

.
R

) Yes Ha :

PrintTypa preparer's name Preporer’s slynalure Dale

Paid

Gheck L1 TR
sel pmployed

Preparer Fie i » CUSHING & DOLAN, B,0,

Fign's BIN 04d-2071360

u
e O s o P75 TOTTHN POND ROAD, YUTTE 200
b WALTHAM, MA 02451

atws. s FOr Paparwork Reducilun Acl Nullea, see the separate instruciions,

Pham ny, 617-521 1555
fFarm 1041 (2011)
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Form 1041 (2011) JANE Q. PUBLIC IRREVOCADLE TRUST

04-0000000 rue?

["Schedulp A | Charitable Doduction, Do nel eampkils lor a sliigls st or a ok Incolne hipd.

1 Amiounts paid nrpcrmnnemly sl .asidn Iovcharihhln pllrnuscs {ram gross Incume (sue sluelons) . e e
: ziliglians {$6e T sUiue

w N>

g sl

Add Fnes 3 and 4 X
Section 1202 exviusion allccanlu lu (4
Chvanitable deduellon, Sublrasl raunkamhnc 5, i:nmlem anil nnm 1 I'm 10y g siians oot tacal ”

~lalole|w| | —

thodulo B | Inaama Distribution Deduction

P T

Adfusted lax-exempl Infecost . N = 1 -~ 5

Tatal net galn from Schoduis 1) (rnrm1041). hne15 nclu*nn(‘l)(scc Instucti 2 T T

Enter amount {rom Schodule A, ine 4 [iminus any ullogable seotlon 1202 exclusivn)

Capilal gals for he tox year includzd on Schedule A, g 1 (388 MSTUGHONS) . (ooovercveeesmns irvacssripmasmnssnssessisar e e e

Enler anty gain fiomn page 1, line 4, as a negitive number, 1 page 3, fine 4, s atess, en‘cr n.c

logs as 4 posllve number ., ...

DIslilbulable netincome Gomblncllnps |I|Imll(jhﬁ llzcru orl

8 Il a complex trust, enler accounting Ingome for the tax year as
determined under the guverning Inskrument and applicablo Jocal1avl . i o [ ] |

eyeeaest npaqbeihiniag Mhea

mmgmm.—mﬂmm;

F O ST T L Y SRR T Lt

-

| el —

Ineome required o be disteiopied cuirsnlly e

19 Olher amounls pald, crediind, or oliorwise raqunndlo be dlﬁlnbul d
11 Tolal distributions. Aud fires @ and 10, If great ter than Jing B, see instiritions
12 Enter the amount of x-gxampl icame nchuded ondlne 1% oL
13 Tentative lncore disiribution deduction, Sublracl line 12 romhne AT
,14 Tenlallve Incnmu dlstribution deduction. qublmclluwzlrum lino 7. IIzeru or loss, enter U T
-a: ) 13 ot g 14 hero and on pag 1 fine 18

-

Lertiona et

[Sehodilo G ] ation ..hmm, —

1 Tux. a Twun laxatlo hcomn(mlm:ﬂnml Tl
b Tax on lump-stim distribullons, Atlach Furrn 4972

o Allernative minimum \ax {from Schedulz | (Form 1041).I|ne 58) e ;
4 Total. Ad2 IInes 0 UGN 16 i g - T
2a Foraipn Lt credi, ANGCHFOI 1138 i o sinss 2

>

b Genaral business credit, Aach Form 3800 | Vi foe e

¢ Greditjor prior year mirlinum tax, Atoch Farm LiT:T1 IO

4 Rend cradils, Albach Form 8812
Totad eredils, Add Ines 20 throogh 24 .
Subieact ling 3 from fine 1d. 11 zer0 o7 less, enler -0~
Meeapture taxes. Check I rom: [ 1 Formn 4255 [ Trurmisett
Houschold cmplayment 1axas. Atlach Schedula H (Form 1040)

Total tax. Atd inos 4 1 18, Enler hore andon 1, lino !3

B I TERTTPLR L L

Csaniarre g et

A e e

e T T L e g

3
1
5
6
1

—lolm|n]a

Other Informatlon

Yaa | Mo

Enter the smount of lax-exempt interest Income and exempl- Interest dividends B $
DId (he estate of trusl receive all or ony port of the earnlngs (salary, wages, and uiher compensalian) of uny
Individual by reason nl a contract assigniment ot shriiikr arvangement? . ...
Alany lme durlng calendar yoar 2011, did the astale or irust have an inlareslin or a slunmum orolher 'Iull\orll,l
pver a bank, securilies, or alher financial accountin @ fareign COUNYT e

See Lhe insirucligns Jor exceptions and lillng requirements Jor Form TDF 00 22 11

>

~

P S LISt by

(X3

l-nlu Ihe nnmo ul llm ll‘mgn couniry

4l the estale or "or Iruel receive lx-wvempl lngome® 11 Yes,' allach a computation of Iha allcoalicn of expenses ...,

PP RPN L

4 Durlng the tax year, did lhe cstale of trust veceive 2 dlstrbullon from, or was (I the grastor ol ur lransleror 10,
3 tpeign Lust? 1 *Yes,” the estale of st may fave to lie Form 3520, Soe insunclions
[sid 1he estaia o1 tust recelve, or pay, ury uieblivd resldance inieresl or: selisi-provised liranciog

o™

ihe insbuclions for requiced ailachmani
11 this 15 an ostale sr 3 complex rust making he s cclm 663(b) c\lcchun check hcre {sc8 Inolrucllaus)

‘T make a secllon 643(e)(3} slectlon, altach Schedule O {Foim 1041), and gheck her2 (sep instruclions)

If tho decedenl's eslala has been apen for mury \han 2 years, atlach an explanalion tor the defay It closing the eslate, and check !

N!&!}Yulﬂshlﬂofluluri’.l(uslhencli(:inrieb‘ D patLonsT S0 InsiuIang o o e i e

ORI a e Vo
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CUSHING & DOLAN, P.C.
375 TOTTEN POND ROAD, SUITE 200
WAL'THAM, MA 02451

JANUARY 22, 2013

JOHN Q PUBLIC
123 TREMONT STREET
BOSTON, MA

RE: JANE Q. PUBLIC IRREVOCABLE TRUST

4

DEAR GRANTOR:

ATTACHED IS YOUR COPY OF THE 2011 FIDUCIARY FORM 1041 GRANTOR
LETTER. THIS GRANTOR LETTER SUMMARIZES YOUR INFORMATION FROM
THE TRUST. THIS INFORMATION HAS BEEN PROVIDED TO THE
INTERNAL REVENUE SERVICE WITH THE U.S. INCOME TAX RETURN FOR
ESTATES AND TRUSTS.

THE INFORMATION PROVIDED ON THIS GRANTOR LETTER SHOULD BE
ENTERED ON YOUR TAX RETURN, IN ACCORDANCE WITH THE
INSTRUCTIONS ON THE GRANTOR LETTER. IF YOUR RETURN WILL BE
PREPARED BY YOUR ACCOUNTANT OR ATTORNEY, YOU SHOULD PROVIDE A
COPY OF THIS GRANTOR LETTER TO THE PREPARER WITH YOUR OTHER
TAX INFORMATION.

WE THANK YOU FOR THE OPPORTUNITY TQO SERVE YOU.

VERY TRULY YOURS,

JANE Q. PUBLIC,
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GRANTOR LETTER
JANE Q. PUBLIC,
123 TREMONT STREET

BOSTON, MA
Tax YesrEndlng: 12/31/11
Grantor Name & Audress Name of Trust
JOHN @ PUBLIC JANE Q. PUBLIC TRREVOCABLE TRUST
123 TREMONT STREET
BOSTON, MA
snglal Security Number: HWWHDMMMnO4—0000000
PHE FOLLOWING INCOME, DEDUCTIONS AND CREDITS ARE TO BE REPORTED ON THE
FEDERAL INCOME TAX RETURN OF THE ABOVE NAMED GRANTOR, IF REQUIRED.
p FEDERAL INFOIANT LON | ]
INCOME
PASSIVE INCOME (LOSS) FROM S CORPORATIONS. . sssasssonsrurrrs 900,000,
(ENTER ON FORM 1040, SCHEDULE E, PART II)
QOTHER INFORMATION
YQly'-'ctvui.Lolhllltl-l‘l'ovllIli_ll'l!lll!lav"'.toll-’b-lbliqlb. 0|

I'ITU; LI
“enl
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Skt £ e 1050 22100 2= LSRRI L
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[LLTT 0 P ey e T e e [Z LU A0 T 3T i e v 4 vy T

JANE Q. PUBLIC IRREVOCABLE TRUST

Your socTal veculty numbar

04-0000000

Gavtian, the 6 camparos amorits sooited on your 1ox relarmn il amnounts shiwii on Sehadife(s) & 1.

[Part Il [ Tneome or Lass From Firfneralilps ond & Corporotions Nela, i youmapair 4 lass from an abrsk aetivity lor shieh

any amount fs not at rlsk, you must chock colimn {0) on fine 28 and altach Forin 6198, See lsstructions,

27 Arayoureporling any loss not allowed In 2 frlor year dlue to \he al-risk or basls linitallops, a prioy year unallowad Joss from g

passive aclivily (1 that loss was not reporled on Form 0582), or unreimbursed parinership oxpensas? S Cvos (XD e
i you antwered "Yos;” sex Instructions bafore comphiting s soglion, -
' = [ Ty | Ghech it
28 (a) Name ﬁ%&is pm‘:q- b Hnnﬁ?):im%l%%bel ' :,.‘,"m L
A | PUBLIC, ING 5
B
¢
n
Postive Incomae.ond Loss Nony higﬂuiﬂgo’mu ond Losa _
{500 Form K588 (opote) tor Senedieny T T e ey ﬁ:’fﬁ%‘?ﬁn’nﬁ"r‘é’?’nﬂ?uzl Y sttt
AN 900,000,
b 3
¢ E
0 i
W Tonk 900,000,
b Tolals [ '
30 Addcoluns (o) and [ oT e 25 R e o e W] 900,000,
81 Add coiumns (1, (h), and () ot g 200, L W 31|t )
32 Towl parnership and § corporalion Ingome or {loss), Comblne lnea 40 and 21. Enler Mg |
result Hure antl foghida s iho fotil 6 Io AT bilow .. e 300,000,

- PartJll ] Incoma or Loss From sta_len.and‘*l’mstd

(b) Employer
8 (1) Name idenlilication number
e T R e ——
0 =
Passlve Income pnd Loss Nonpassiva Incomo nnd Lass:
(¢} Pasxhvo deduciion or foss aliciwell (4) Pasalve Tncomo tiiﬂ,ag ;10 ar 683 [Ty e Tieoine irom
{aftach Form 0662 Il rogulred) from Behodula K-1 oy Sehe ot ke Sohadule -1

A
B i
KEL Al b
35 Addcolumns (d) » 0 ulling 343 PRI TH Y ee SR Wi a6 f
38 Addcolumns (c) and (e} ol ine3db 85 arrrrandh, 3 | )

Total estale and trust Incame or (loas), Gombing lines 33 and 36, E ar |

/ | Income or Loss From Henl i dual Holder
bYEmployer a}Incomg froro.

3 (a) Name iden!lliuauon nyumlmr Sohadulsn D, ling 30

k9 Combiing coluning (d) and (8] only. Enter o resull here.and Ingiudodn o folaf on e 49 belors sitssbitio it sny unrassssseanian | B0
|f5nF[ V[ Summary
40 Net farm rents! lncome ar {losis) feam Form 4B3E. Also, complele line 42 Leloty elGEE 40

e

41 Tolal [ncome or {l08S). Gombine tnos 26, a2, 97, 35, and 40, Entar tho sonult heto and on Form 1040, lina 1/, ¢ Fauw S8EATL Bra' 1 .

T 900,000,

92 Reconsllialion of tarming and Hahing lnewine, Entes your gross farmhig 8nd tlshing income
reporled on Form 4835, line 7; Scheduie K-1 (Forn 1065), box 14, cade B; Schedule K-1
(Form 11208), box 17, code U: and Sehedule K- 1 (Form 1041), lns 14, code F json tnstuctionsy | 42 |

43 Reconcilialion lor real estato profeaslonals. ity v ol wntoto profassionnl (son Inninecllong),

ontur e el incuma or {loss) you reportad anywhisrs on Form 1040 ar Form 104004 from all rontol (edl estata

UEESEAD 1 wHEN e mialbaity pravieicanted vikd o the e L ,

124801
W25

Schodule E (Form {040) 2011
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