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Department of the Treasury
Internal Revenue ServiceInstructions for Form 706

(Rev. September 2007)

For decedents dying after December 31, 2006 and before January 1, 2008
United States Estate (and Generation-Skipping Transfer) Tax Return

Section references are to the Internal • The Small Business and WorkContents Page
Revenue Code unless otherwise noted. Opportunity Tax Act of 2007, P.L.*Schedule D—Insurance on

110-28, extends the application ofthe Decedent’s Life . . . . . . . . . . .14
income tax return preparer penalties toPrior Revisions of Form 706 *Schedule E—Jointly Owned
all tax return preparers, including estateProperty . . . . . . . . . . . . . . . . . . .14
tax return preparers. See Penalties,For Use *Schedule F—Other

Decedents Revision Return preparer on page 3 for moreMiscellaneous Property . . . . . . . .14Dying of information.Schedule G—Transfersand Form 706 • The decedent’s authority over certainDuring Decedent’s Life . . . . . . . . .14After Before Dated financial accounts in a foreign country
December January July 1998 Schedule H—Powers of must be reported on Part 4—General31, 1997 1, 1999 Appointment . . . . . . . . . . . . . . . .16 Information. See Line 14. ForeignDecember January July 1999 Schedule I—Annuities . . . . . . . . . . .16 Accounts on page 12 for more details.31, 1998 1, 2001

*Schedule J—Funeral • Various dollar amounts andDecember January November
Expenses and Expenses limitations relevant to Form 706 are31, 2000 1, 2002 2001
Incurred in Administering indexed for inflation. For decedentsDecember January August

31, 2001 1, 2003 2002 Property Subject to Claims . . . . . .18 dying in 2007, the following amounts
December January August have increased:Schedule K—Debts of the
31, 2002 1, 2004 2003 Decedent and Mortgages (a) the ceiling on special-use
December January August and Liens . . . . . . . . . . . . . . . . . . .18 valuation is $940,000 and31, 2003 1, 2005 2004

Schedule L—Net Losses (b) the amount used in computingDecember January August
the 2% portion of estate tax payableDuring Administration and31, 2004 1, 2006 2005
in installments is $1,250,000.Expenses Incurred inDecember January October
The IRS will publish amounts forAdministering Property Not31, 2005 1, 2007 2006

future years in an annual revenueSubject to Claims . . . . . . . . . . . . .19
procedure.Contents Page *Schedule M—Bequests, etc.,
• Beginning with the estates ofGeneral Instructions . . . . . . . . . . . .1 to Surviving Spouse (Marital
decedent’s dying andPurpose of Form . . . . . . . . . . . . . . . .1 Deduction) . . . . . . . . . . . . . . . . . .20
generation-skipping transfers occurringWhich Estates Must File . . . . . . . . . .1 Schedule O—Charitable,
after December 31, 2003, theExecutor . . . . . . . . . . . . . . . . . . . . . .2 Public, and Similar Gifts and
generation-skipping transfer (GST)When To File . . . . . . . . . . . . . . . . . .2 Bequests . . . . . . . . . . . . . . . . . . .20 exemption is equal to the applicableWhere To File . . . . . . . . . . . . . . . . . .2 Schedule P—Credit for exclusion amount. For 2007, thatPaying the Tax . . . . . . . . . . . . . . . . .2 Foreign Death Taxes . . . . . . . . . .21 amount is $2,000,000.Signature and Verification . . . . . . . . .2 Schedule Q—Credit for Tax

Amending Form 706 . . . . . . . . . . . . .2 on Prior Transfers . . . . . . . . . . . .22
Supplemental Documents . . . . . . . . .3 Schedules R and R-1— General InstructionsRounding Off to Whole Dollars . . . . .3 Generation-Skipping
Penalties . . . . . . . . . . . . . . . . . . . . . .3 Transfer Tax . . . . . . . . . . . . . . . .23
Obtaining Forms and Purpose of FormSchedule U—Qualified

Publications . . . . . . . . . . . . . . . . . .3 Conservation Easement The executor of a decedent’s estate
Specific Instructions . . . . . . . . . . . .3 Exclusion . . . . . . . . . . . . . . . . . . .27 uses Form 706 to figure the estate tax
Part 1—Decedent and imposed by Chapter 11 of the InternalContinuation Schedule . . . . . . . . . . .28

Executor (Page 1 of Form Revenue Code. This tax is levied onPrivacy Act and Paperwork
706) . . . . . . . . . . . . . . . . . . . . . . .4 the entire taxable estate, not just on theReduction Act . . . . . . . . . . . . . . .29

Part 2—Tax Computation share received by a particularWorksheet for Schedule Q . . . . . . . .30(Page 1 of Form 706) . . . . . . . . . . .5 beneficiary. Form 706 is also used toIndex . . . . . . . . . . . . . . . . . . . . . . .31Part 3—Elections by the compute the generation-skippingChecklist . . . . . . . . . . . . . . . . . . . . .32Executor (Page 2 of Form transfer (GST) tax imposed by Chapter
* For Schedules A, A-1, C, D, E, F,706) . . . . . . . . . . . . . . . . . . . . . . .6 13 on direct skips (transfers to skip

J, and M, see instructions in the persons of interests in propertyPart 4—General Information
Form 706 itself. included in the decedent’s gross(Pages 2 and 3 of Form 706) . . . .11

estate).Part 5—Recapitulation (Page
3 of Form 706) . . . . . . . . . . . . . . .12 What’s New Which Estates Must File*Schedule A—Real Estate . . . . . . .13

*Schedule A-1—Section • Use this revision of Form 706 only for For decedents dying in 2007, Form 706
2032A Valuation . . . . . . . . . . . . .13 the estates of decedents dying in must be filed by the executor for the

Schedule B—Stocks and calendar year 2007. estate of every U.S. citizen or resident
Bonds . . . . . . . . . . . . . . . . . . . . .13 • The maximum tax rate for the estates whose gross estate, plus adjusted

*Schedule C—Mortgages, of decedents dying in 2007 has taxable gifts and specific exemption, is
Notes, and Cash . . . . . . . . . . . . .14 decreased to 45%. more than $2,000,000.
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To determine whether you must file decedents who were U.S. citizens and decedent’s death unless an extension
a return for the estate, add: residents of a U.S. possession on the of time for payment has been granted,

date of death. If such a decedent or unless you have been granted an1. The adjusted taxable gifts (under
became a U.S. citizen only because of election under section 6166 to pay insection 2001(b)) made by the decedent
his or her connection with a installments, or under section 6163 toafter December 31, 1976;
possession, then the decedent is postpone the part of the tax attributable2. The total specific exemption
considered a nonresident alien to a reversionary or remainder interest.allowed under section 2521 (as in effect
decedent for estate tax purposes, and These elections are made by checkingbefore its repeal by the Tax Reform Act
you should file Form 706-NA. If such a lines 3 and 4 (respectively) of Part 3—of 1976) for gifts made by the decedent
decedent became a U.S. citizen wholly Elections by the Executor, andafter September 8, 1976; and
independently of his or her connection attaching the required statements.3. The decedent’s gross estate
with a possession, then the decedent isvalued at the date of death. If the tax paid with the return is
considered a U.S. citizen for estate tax different from the balance due as
purposes, and you should file Form figured on the return, explain theGross Estate 706. difference in an attached statement. IfThe gross estate includes all property in you have made prior payments to thewhich the decedent had an interest Executor IRS, attach a statement to Form 706(including real property outside the The term “executor” means the including these facts.United States). It also includes: executor, personal representative, or Paying by check. Make the check• Certain transfers made during the administrator of the decedent’s estate. payable to the “United Statesdecedent’s life without an adequate and If none of these is appointed, qualified, Treasury.” Please write the decedent’sfull consideration in money or money’s and acting in the United States, every name, social security number, andworth, person in actual or constructive “Form 706” on the check to assist us in• Annuities, possession of any property of the posting it to the proper account.• The includible portion of joint estates decedent is considered an executorwith right of survivorship (see the and must file a return.instructions on the back of Schedule E), Signature and Verification

• The includible portion of tenancies by When To Filethe entirety (see the instructions on the If there is more than one
You must file Form 706 to report estateback of Schedule E), executor, all listed executors are
and/or generation-skipping transfer tax• Certain life insurance proceeds (even responsible for the return.CAUTION

!
within 9 months after the date of thethough payable to beneficiaries other However, it is sufficient for only one of
decedent’s death unless you receive anthan the estate) (see the instructions on the co-executors to sign the return.
extension of time to file. Use Formthe back of Schedule D), All executors are responsible for the4768, Application for Extension of Time• Property over which the decedent return as filed and are liable forTo File a Return and/or Pay U.S. Estatepossessed a general power of penalties provided for erroneous or(and Generation-Skipping Transfer)appointment, false returns.Taxes, to apply for an automatic• Dower or curtesy (or statutory estate)

If two or more persons are liable for6-month extension of time to file.of the surviving spouse, and
filing the return, they should all join• Community property to the extent of Private delivery services. You can
together in filing one complete return.the decedent’s interest as defined by use certain private delivery services
However, if they are unable to join inapplicable law. designated by the IRS to meet the
making one complete return, each is“timely mailing as timely filing/paying”For more specific information, see required to file a return disclosing allrule for tax returns and payments.the instructions for Schedules A the information the person has in theThese private delivery services includethrough I. case, including the name of everyonly the following.
person holding an interest in the• DHL Express (DHL): DHL Same DayU. S. Citizens or Residents; property and a full description of theService, DHL Next Day 10:30 am, DHLNonresident Noncitizens property. If the appointed, qualified, andNext Day 12:00 pm, DHL Next Day
acting executor is unable to make aFile Form 706 for the estates of 3:00 pm, and DHL 2nd Day Service.
complete return, then every persondecedents who were either U.S. • Federal Express (FedEx): FedEx
holding an interest in the property must,citizens or U.S. residents at the time of Priority Overnight, FedEx Standard
on notice from the IRS, make a returndeath. For estate tax purposes, a Overnight, FedEx 2Day, FedEx
regarding that interest.resident is someone who had a International Priority, FedEx

domicile in the United States at the time International First. The executor who files the return
of death. A person acquires a domicile • United Parcel Service (UPS): UPS must, in every case, sign the
by living in a place for even a brief Next Day Air, UPS Next Day Air Saver, declaration on page 1 under penalties
period of time, as long as the person UPS 2nd Day Air, UPS 2nd Day Air of perjury. If the return is prepared by
had no intention of moving from that A.M., UPS Worldwide Express Plus, someone other than the person who is
place. and UPS Worldwide Express. filing the return, the preparer must also

sign and provide the informationFile Form 706-NA, United States The private delivery service can tell
requested at the bottom of page 1.Estate (and Generation-Skipping you how to get written proof of the

Transfer) Tax Return, Estate of mailing date.
nonresident not a citizen of the United Amending Form 706
States, for the estates of nonresident Where To File If you find that you must change
alien decedents (decedents who were something on a return that has alreadyFile Form 706 at the following address:neither U.S. citizens nor residents at been filed, you should:
the time of death). Department of the Treasury • File another Form 706;

Internal Revenue Service Center • Enter “Supplemental Information”Residents of U. S. Cincinnati, OH 45999 across the top of page 1 of the form;
Possessions andPaying the TaxAll references to citizens of the United • Attach a copy of pages 1, 2, and 3 of
States are subject to the provisions of The estate and GST taxes are due the original Form 706 that has already
sections 2208 and 2209, relating to within 9 months after the date of the been filed.

-2- General Instructions
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If you have already been notified that underpayment of estate tax that The CD is released twice during the
the return has been selected for exceeds $5,000 when the year: The first release will ship the
examination, you should provide the underpayment is attributable to beginning of January 2008. The final
additional information directly to the valuation understatements. A valuation release will ship the beginning of March
office conducting the examination. understatement occurs when the value 2008.

of property reported on Form 706 is Purchase the CD/DVD from National65% or less of the actual value of theSupplemental Documents Technical Information Service at: www.property. irs.gov/cdorders for $35 (no handlingNote.  You must attach the death
fee) or call 1-877-CDFORMSThis penalty increases to 40% ifcertificate to the return.
(1-877-233-6767) toll-free to buy thethere is a gross valuation under-If the decedent was a citizen or CD/DVD for $35 (plus a $5 handlingstatement. A gross valuationresident and died testate, attach a fee). Price is subject to change.understatement occurs if any propertycertified copy of the will to the return. If on the return is valued at 40% or less of Forms and Publications to file oryou cannot obtain a certified copy, the value determined to be correct. use.attach a copy of the will and an
• Forms. The title for forms to file orexplanation of why it is not certified. These penalties also apply to late
use are given within these instructions.Other supplemental documents may be filing, late payment, and underpayment • Publications. Publication 910, Guiderequired as explained below. Examples of GST taxes.
to Free Tax Services; and Publicationinclude Forms 712, 709, and 706-CE,

Return preparer. The Small Business 559, Survivors, Executors, andtrust and power of appointment
and Work Opportunity Tax Act of 2007 Administrators.instruments, death certificate, and state
(Act) amended section 6694 to extendcertification of payment of death taxes.
the application of income tax returnIf you do not file these documents with
preparer penalties to all tax returnthe return, the processing of the return
preparers, including estate tax return Specific Instructionswill be delayed.
preparers. Under the amended You must file the first three pages ofIf the decedent was a U.S. citizen provision and transitional relief provided Form 706 and all required schedules.but not a resident of the United States, by Notice 2007-54, 2007-27 I.R.B. 12 File Schedules A through I, asyou must attach the following estate tax return preparers, who appropriate, to support the entries indocuments to the return: prepare any return or claim for refund items 1 through 9 of Part 5—
which reflects an understatement of tax1. A copy of the inventory of Recapitulation.
liability due to willful or recklessproperty and the schedule of liabilities,
conduct, are subject to a penalty ofclaims against the estate, and IF . . . THEN . . .
$5,000 or 50% of the income from (orexpenses of administration filed with
income to be derived from), whicheverthe foreign court of probate jurisdiction, you enter zero on any you need not file the

item of the schedule (except foris greater, for the preparation of eachcertified by a proper official of the court;
Recapitulation, Schedule F) referred tosuch return. See section 8246 of the2. A copy of the return filed under

on that item.Act and Notice 2007-54 for morethe foreign inheritance, estate, legacy,
details.succession tax, or other death tax act, you claim an exclusion complete and attachcertified by a proper official of the on item 11, Schedule U.

foreign tax department, if the estate is Obtaining Forms and
subject to such a foreign tax; and you claim any complete and attach the

deductions on items 13 appropriate schedules to3. If the decedent died testate, a Publications To File or Use
through 21 of the support the claimedcertified copy of the will. Internet. You can access the IRS Recapitulation, deductions.

website 24 hours a day, 7 days a week
you claim the credits complete and attachat www.irs.gov to:Rounding Off to Whole
for foreign death taxes Schedule P or Q.• Download forms, instructions, and or tax on priorDollars
transfers,publications;You may show the money items on the • Order IRS products online;return and accompanying schedules as there is not enough attach a Continuation• Research your tax questions online;whole-dollar amounts. To do so, drop space on a schedule to Schedule (or additional• Search publications online by topic or
list all the items, sheets of the same size)any amount less than 50 cents and keyword; and to the back of theincrease any amount from 50 cents • Sign up to receive local and national schedule;through 99 cents to the next higher tax news by email. (see the Form 706dollar. package for the

CD/DVD for tax products. You can Continuation Schedule);
order Publication 1796, IRS Tax photocopy the blankPenalties

schedule beforeProducts CD, and obtain:
Late filing and late payment. Section completing it, if you will• Current-year forms, instructions, and

need more than one6651 provides for penalties for both late publications.
copy.filing and for late payment unless there • Prior-year forms, instructions, and

is reasonable cause for the delay. The publications.
law also provides for penalties for willful • Bonus: Historical Tax Products DVD Also consider the following:
attempts to evade payment of tax. The (Ships with the final release). • Form 706 has 40 numbered pages.
late filing penalty will not be imposed if • Tax Map: An electronic research tool The pages are perforated so that you
the taxpayer can show that the failure and finding aid. can remove them for copying and filing.
to file a timely return is due to • Tax law frequently asked questions • Number the items you list on each
reasonable cause. Executors filing late (FAQs). schedule, beginning with the number
(after the due date, including • Tax Topics from the IRS telephone “1” each time, or using the numbering
extensions) should attach an response system. convention as indicated on the
explanation to the return to show • Fill-in, print, and save features for schedule (for example, Schedule M).
reasonable cause. most tax forms. • Total the items listed on the schedule
Valuation understatement. Section • Internal Revenue Bulletins. and its attachments, Continuation
6662 provides a 20% penalty for the • Toll-free and email technical support. Schedules, etc.

-3-General, Specific, and Part Instructions
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Table A—Unified Rate Schedule elected alternate valuation on line 1 of
Part 3—Elections by the Executor.

Column A Column B Column C Column D • When you complete the return, staple
Taxable amount over Taxable amount not Tax on amount in Rate of tax on excess all the required pages together in the

over column A over amount in proper order.
column A

(Percent) Part 1—Decedent and0 $10,000 0 18
$10,000 20,000 $1,800 20 Executor (Page 1 of
20,000 40,000 3,800 22

Form 706)40,000 60,000 8,200 24
60,000 80,000 13,000 26

Line 2
80,000 100,000 18,200 28

Enter the social security number100,000 150,000 23,800 30
assigned specifically to the decedent.150,000 250,000 38,800 32
You cannot use the social security250,000 500,000 70,800 34 number assigned to the decedent’s

500,000 750,000 155,800 37 spouse. If the decedent did not have a
social security number, the executor750,000 1,000,000 248,300 39
should obtain one for the decedent by1,000,000 1,250,000 345,800 41
filing Form SS-5, Application for Social1,250,000 1,500,000 448,300 43
Security Card, with a local Social1,500,000 2,000,000 555,800 45
Security Administration office.2,000,000 - - - - - - - - 780,800 45

Line 6a. Name of Executor
• Enter the total of all attachments, • Enter the total, or totals, for each If there is more than one executor,
Continuation Schedules, etc., at the schedule on page 3, Part 5— enter the name of the executor to be
bottom of the printed schedule, but do Recapitulation. contacted by the IRS. List the other
not carry the totals forward from one • Do not complete the “Alternate executors’ names, addresses, and
schedule to the next. valuation date” or “Alternate value” SSNs (if applicable) on an attached

columns of any schedule unless you sheet.

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

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

a. b.
Calendar year or Total taxable gifts for

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.

the state death taxes have been paid.Line 6b. Executor’s Address 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:Part 5—Recapitulation. Otherwise,Line 6c. Executor’s Social • A petition is filed with the Tax Courtenter the amount from the “Value atSecurity Number of the United States,date of death” column. • You have an extension of time toOnly individual executors should
pay, orcomplete this line. If there is more than Line 3b. State Death Tax • You file a claim for refund or credit ofone individual executor, all should list Deduction an overpayment which extends thetheir social security numbers on an
deadline for claiming the deduction.attached sheet.

The estates of decedents dying Note. The deduction is subject to noafter December 31, 2004 will be dollar limits.allowed a deduction for stateCAUTION
!

If you make a section 6166 electionPart 2—Tax death taxes, instead of a credit. The
to pay the federal estate tax instate death tax credit is repealed,Computation (Page 1 of installments and make a similar electioneffective January 1, 2005.
to pay the state death tax inForm 706) You may take a deduction on line 3b installments, see section 2058(b) for

In general, the estate tax is figured by for estate, inheritance, legacy, or exceptions and periods of limitation.
applying the unified rates shown in succession taxes paid as the result of

If you transfer property other thanTable A on page 4 to the total of the decedent’s death to any state or the
cash to the state in payment of statetransfers both during life and at death, District of Columbia.
inheritance taxes, the amount you mayand then subtracting the gift taxes.

You may claim an anticipated claim as a deduction is the lesser of the
Note.  You must complete Part 2— amount of deduction and figure the state inheritance tax liability discharged
Tax Computation. federal estate tax on the return before or the fair market value of the property

-5-Part Instructions



Page 6 of 32 Instructions for Form 706 11:38 - 19-SEP-2007

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

on the date of the transfer. For more gifts made before 1977. The line 7 the amount figured by the following
information on the application of such amount is a hypothetical figure used to formula:
transfers, see the principles discussed calculate the estate tax. Gross estate tax minus (the sum
in Rev. Rul. 86-117, 1986-2 C.B. 157, of the state death taxes andSpecial treatment of split gifts.

unified credit) Value ofprior to the repeal of section 2011. These special rules apply only if: x includedYou should send the following • The decedent’s spouse predeceased Value of gross estate minus (the gift
sum of the deductions forevidence to the IRS: the decedent;
charitable, public, and similar• The decedent’s spouse made gifts1. Certificate of the proper officer of gifts and bequests and maritalthat were “split” with the decedentthe taxing state, or the District of deduction)

under the rules of section 2513;Columbia, showing the:
• The decedent was the “consenting When taking the credit for pre-1977a. Total amount of tax imposed spouse” for those split gifts, as that federal gift taxes:(before adding interest and penalties term is used on Form 709; and • Include the credit in the amount onand before allowing discount), • The split gifts were included in the line 15 andb. Amount of discount allowed, decedent’s spouse’s gross estate under • Identify and enter the amount of thec. Amount of penalties and interest section 2035. credit you are taking on the dotted lineimposed or charged,

to the left of the entry space for line 15If all four conditions above are met,d. Total amount actually paid in
on page 1 of Form 706 with a notationdo not include these gifts on line 4 ofcash, and
“section 2012 credit.”the Tax Computation and do note. Date of payment.

include the gift taxes payable on these2. Any additional proof the IRS For more information, see the
gifts on line 7 of the Tax Computation.specifically requests. regulations under section 2012. This
These adjustments are incorporated computation may be made using FormYou should file the evidence
into the worksheets. 4808, Computation of Credit for Giftrequested above with the return if

Tax. Attach a copy of a completedpossible. Otherwise, send it as soon Line 9. Maximum Unified Form 4808 or the computation of theafter you file the return as possible.
Credit (applicable credit credit. Also attach all available copies

of Forms 709 filed by the decedent toamount)Line 6
help verify the amounts entered onThe applicable credit amount (formerlyTo figure the tentative tax on the lines 4 and 7, and the amount of creditthe unified credit), is $780,800 for theamount on line 5, use Table A on taken (on line 15) for pre-1977 federalestates of decedents dying in 2007.page 4. gift taxes.The amount of the credit cannot exceed

Lines 4 and 7 Canadian marital credit.  In additionthe amount of estate tax imposed.
to using line 15 to report credit forThree worksheets are provided to help Line 10. Adjustment to federal gift taxes on pre-1977 gifts, youyou compute the entries for these lines.
may also use line 15 to claim theYou need not file these worksheets with Unified Credit (applicable
Canadian marital credit, whereyour return but should keep them for credit amount) applicable.your records. Worksheet TG—Taxable

If the decedent made gifts (includingGifts Reconciliation, on page 4, allows When taking the marital credit undergifts made by the decedent’s spouseyou to reconcile the decedent’s lifetime the 1995 Canadian Protocol:and treated as made by the decedenttaxable gifts to compute totals that will • Include the credit in the amount onby reason of gift splitting) afterbe used for the Line 4 Worksheet on line 15 andSeptember 8, 1976, and beforepage 4 and the Line 7 Worksheet on • Identify and enter the amount of theJanuary 1, 1977, for which thepage 5. credit you are taking on the dotted linedecedent claimed a specific exemption,
to the left of the entry space for line 15You must get all of the decedent’s the unified credit (applicable credit
on page 1 of Form 706 with a notationgift tax returns (Form 709, United amount) on this estate tax return must
“Canadian marital credit.”States Gift (and Generation-Skipping be reduced. The reduction is figured by

Transfer) Tax Return) before you entering 20% of the specific exemption Also, attach a statement to the return
complete Worksheet TG—Taxable claimed for these gifts. that refers to the treaty, waives QDOT
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, entercolumn b of Worksheet TG any gifts in Executor (Page 2 of
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 13(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 iswas $3,000 per donee per year,

TIP
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 2006 and 2007, the annual Code, and the corresponding provisions the return to adopt alternate valuation
exclusion for gifts of present interests is of prior laws, on certain transfers the as authorized by section 2032, you
$12,000 per donee. decedent made before January 1, must value all property included in the
Note. In figuring the line 7 amount, do 1977, that are included in the gross gross estate on the date of the
not include any tax paid or payable on estate. The credit cannot be more than decedent’s death. Alternate valuation
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cannot be applied to only a part of the of the decedent’s death. Therefore, you death with an adjustment reflecting any
property. must first determine what property difference in its value as of the later

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

Distributions, sales, exchanges, andInterest. Interest accrued to the datevaluation.
other dispositions of the property withinof the decedent’s death on bonds,You may not elect alternate the 6-month period after the decedent’snotes, and other interest-bearingvaluation unless the election will death must be supported by evidence.obligations is property of the grossdecrease both the value of the gross If the court issued an order ofestate on the date of death and isestate and the sum (reduced by distribution during that period, you mustincluded in the alternate valuation.allowable credits) of the estate and submit a certified copy of the order asRent.  Rent accrued to the date of theGST taxes payable by reason of the part of the evidence. The IRS maydecedent’s death on leased real ordecedent’s death with respect to the require you to submit additionalpersonal property is property of theproperty includible in the decedent’s evidence, if necessary.gross estate on the date of death and isgross estate.

included in the alternate valuation. If the alternate valuation method isYou elect alternate valuation by used, the values of life estates,Dividends. Outstanding dividends thatchecking “Yes” on line 1 and filing Form remainders, and similar interests arewere declared to stockholders of record706. You may make a protective figured using the age of the recipient onon or before the date of the decedent’salternate valuation election by checking the date of the decedent’s death anddeath are considered property of the“Yes” on line 1, writing the word the value of the property on thegross estate on the date of death, and“protective,” and filing Form 706 using alternate valuation date.are included in the alternate valuation.regular values.
Ordinary dividends declared to

Once made, the election may not be Line 2. Special-Use Valuationstockholders of record after the date of
revoked. The election may be made on the decedent’s death are not property of Section 2032A
a late filed Form 706 provided it is not of the gross estate on the date of death

In general. Under section 2032A, youfiled later than 1 year after the due date and are not included in the alternate
may elect to value certain farm and(including extensions actually granted). valuation. However, if dividends are
closely held business real property atRelief under sections 301.9100-1 and declared to stockholders of record after
its farm or business use value rather301.9100-3 may be available to make the date of the decedent’s death so that
than its fair market value (FMV). Youan alternate valuation election or a the shares of stock at the later
may elect both special-use valuationprotective alternate valuation election, valuation date do not reasonably
and alternate valuation.provided a Form 706 is filed no later represent the same property at the date

than 1 year after the due date of the of the decedent’s death, include those To elect this valuation, you must
return (including extensions actually dividends (except dividends paid from check “Yes” on line 2 and complete and
granted). earnings of the corporation after the attach Schedule A-1 and its required

date of the decedent’s death) in theIf you elect alternate valuation, value additional statements. You must file
alternate valuation.the property that is included in the Schedule A-1 and its required

gross estate as of the applicable dates attachments with Form 706 for thisAs part of each Schedule A through
as follows. election to be valid. You may make theI, you must show:
• Any property distributed, sold, election on a late filed return so long as1. What property is included in the
exchanged, or otherwise disposed of or it is the first return filed.gross estate on the date of the
separated or passed from the gross decedent’s death; The total value of the propertyestate by any method within 6 months 2. What property was distributed, valued under section 2032A may not beafter the decedent’s death is valued on sold, exchanged, or otherwise disposed decreased from FMV by more thanthe date of distribution, sale, exchange, of within the 6-month period after the $940,000 for decedents dying in 2007.or other disposition, whichever occurs decedent’s death, and the dates of
first. Value this property on the date it Real property may qualify for thethese distributions, etc.
ceases to form a part of the gross section 2032A election if:(These two items should be entered in
estate; for example, on the date the title the “Description” column of each 1. The decedent was a U.S. citizen
passes as the result of its sale, schedule. Briefly explain the status or or resident at the time of death;
exchange, or other disposition. disposition governing the alternate 2. The real property is located in the• Any property not distributed, sold, valuation date, such as: “Not disposed United States;
exchanged, or otherwise disposed of of within 6 months following death,” 3. At the decedent’s death, the real
within the 6-month period is valued on “Distributed,” “Sold,” “Bond paid on property was used by the decedent or a
the date 6 months after the date of the maturity,” etc. In this same column, family member for farming or in a trade
decedent’s death. describe each item of principal and or business, or was rented for such use• Any property, interest, or estate that includible income); by either the surviving spouse or a
is “affected by mere lapse of time” is 3. The date of death value, entered lineal descendant of the decedent to a
valued as of the date of decedent’s in the appropriate value column with family member on a net cash basis;
death or on the date of its distribution, items of principal and includible income 4. The real property was acquired
sale, exchange, or other disposition, shown separately; and from or passed from the decedent to a
whichever occurs first. However, you 4. The alternate value, entered in qualified heir of the decedent;
may change the date of death value to the appropriate value column with items 5. The real property was owned and
account for any change in value that is of principal and includible income used in a qualified manner by the
not due to a “mere lapse of time” on the shown separately. decedent or a member of the
date of its distribution, sale, exchange, (In the case of any interest or estate, decedent’s family during 5 of the 8
or other disposition. the value of which is affected by lapse years before the decedent’s death;

The property included in the of time, such as patents, leaseholds, 6. There was material participation
alternate valuation and valued as of 6 estates for the life of another, or by the decedent or a member of the
months after the date of the decedent’s remainder interests, the value shown decedent’s family during 5 of the 8
death, or as of some intermediate date under the heading “Alternate value” years before the decedent’s death; and
(as described above) is the property must be the adjusted value; for 7. The qualified property meets the
included in the gross estate on the date example, the value as of the date of following percentage requirements:
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a. At least 50% of the adjusted property (or by the employees of the reviewing a crop plan and financial
value of the gross estate must consist owner or lessee) to operate the farm or reports each season or business year.
of the adjusted value of real or personal business. A farm residence which the In determining whether the requiredproperty that was being used as a farm decedent had occupied is considered to participation has occurred, disregardor in a closely held business and that have been occupied for the purpose of brief periods (that is, 30 days or less)was acquired from, or passed from, the operating the farm even when a family during which there was no materialdecedent to a qualified heir of the member and not the decedent was the participation, as long as such periodsdecedent, and person materially participating in the were both preceded and followed byb. At least 25% of the adjusted operation of the farm. substantial periods (more than 120value of the gross estate must consist days) during which there wasQualified real property also includesof the adjusted value of qualified farm uninterrupted material participation.roads, buildings, and other structuresor closely held business real property. and improvements functionally related Retirement or disability. If, on the

to the qualified use. date of death, the time period forFor this purpose, adjusted value is
material participation could not be metthe value of property determined Elements of value such as mineral
because the decedent had retired orwithout regard to its special-use value. rights that are not related to the farm or
was disabled, a substitute period mayThe value is reduced for unpaid business use are not eligible for
apply. The decedent must have retiredmortgages on the property or any special-use valuation.
on Social Security or been disabled forindebtedness against the property, if Property acquired from the a continuous period ending with death.the full value of the decedent’s interest decedent. Property is considered to A person is disabled for this purpose ifin the property (not reduced by such have been acquired from or to have he or she was mentally or physicallymortgage or indebtedness) is included passed from the decedent if one of the unable to materially participate in thein the value of the gross estate. The following applies. operation of the farm or other business.adjusted value of the qualified real and • The property is considered to havepersonal property used in different The substitute time period forbeen acquired from or to have passedbusinesses may be combined to meet material participation for thesefrom the decedent under sectionthe 50% and 25% requirements. decedents is a period totaling at least 51014(b) (relating to basis of property
years out of the 8-year period thatacquired from a decedent);Qualified Real Property
ended on the earlier of:• The property is acquired by anyQualified use. The term “qualified • The date the decedent beganperson from the estate; or

use” means the use of the property as receiving social security benefits or• The property is acquired by any
a farm for farming purposes or the use • The date the decedent becameperson from a trust, to the extent the
of property in a trade or business other disabled.property is includible in the gross
than farming. Trade or business applies estate. Surviving spouse. A survivingonly to the active conduct of a

spouse who received qualified realQualified heir. A person is a qualifiedbusiness. It does not apply to passive
property from the predeceased spouseheir of property if he or she is ainvestment activities or the mere
is considered to have materiallymember of the decedent’s family andpassive rental of property to a person
participated if he or she was engagedacquired or received the property fromother than a member of the decedent’s
in the active management of the farmthe decedent. If a qualified heirfamily. Also, no trade or business is
or other business. If the survivingdisposes of any interest in qualified realpresent in the case of activities not
spouse died within 8 years of the firstproperty to any member of his or herengaged in for profit.
spouse’s death, you may add thefamily, that person will then be treatedOwnership. To qualify as special-use period of material participation of theas the qualified heir with respect to thatproperty, the decedent or a member of predeceased spouse to the period ofinterest.the decedent’s family must have owned active management by the surviving

and used the property in a qualified use The term “member of the family” spouse to determine if the surviving
for 5 of the last 8 years before the includes only: spouse’s estate qualifies for special-use
decedent’s death. Ownership may be • An ancestor (parent, grandparent, valuation. To qualify for this, the
direct or indirect through a corporation, etc.) of the individual; property must have been eligible for
a partnership, or a trust. • The spouse of the individual; special-use valuation in the• The lineal descendant (child, predeceased spouse’s estate, though itIf the ownership is indirect, the

stepchild, grandchild, etc.) of the does not have to have been elected bybusiness must qualify as a closely held
individual, the individual’s spouse, or a that estate.business under section 6166. The
parent of the individual; orownership, when combined with For additional details regarding• The spouse, widow, or widower ofperiods of direct ownership, must meet material participation, see Regulationsany lineal descendant described above.the requirements of section 6166 on the section 20.2032A-3(e).A legally adopted child of an individualdate of the decedent’s death and for a
is treated as a child of that individual byperiod of time that equals at least 5 of Valuation Methods
blood.the 8 years preceding death. The primary method of valuing

special-use value property that is usedIf the property was leased by the Material Participation
for farming purposes is the annualdecedent to a closely held business, it To elect special-use valuation, either
gross cash rental method. Ifqualifies as long as the business entity the decedent or a member of his or her
comparable gross cash rentals are notto which it was rented was a closely family must have materially participated
available, you can substituteheld business with respect to the in the operation of the farm or other
comparable average annual net sharedecedent on the date of the decedent’s business for at least 5 of the 8 years
rentals. If neither of these are available,death and for sufficient time to meet the ending on the date of the decedent’s
or if you so elect, you can use the“5 in 8 years” test explained on page 7. death. The existence of material
method for valuing real property in aStructures and other real property participation is a factual determination,
closely held business.improvements. Qualified real but passively collecting rents, salaries,

property includes residential buildings draws, dividends, or other income from Average annual gross cash rental.
and other structures and real property the farm or other business does not Generally, the special-use value of
improvements regularly occupied or constitute material participation. Neither property that is used for farming
used by the owner or lessee of real does merely advancing capital and purposes is determined as follows:
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1. Subtract the average annual • Availability and type of transportation that nonagricultural use is not a
state and local real estate taxes on facilities in terms of costs and of significant factor in the sales price; and
actual tracts of comparable real proximity of the properties to local • Any other factor that fairly values the
property from the average annual gross markets. farm or closely held business value of
cash rental for that same comparable the property.You must specifically identify on theproperty and return the property being used as Making the Election2. Divide the result in (1) by the comparable property. Use the type of Include the words “section 2032Aaverage annual effective interest rate descriptions used to list real property on valuation” in the “Description” column ofcharged for all new Federal Land Bank Schedule A. any Form 706 schedule if sectionloans.

2032A property is included in theEffective interest rate. See Rev.
decedent’s gross estate.Rul. 2007-45, 2007-28 I.R.B. 49, for theThe computation of each average

average annual effective interest ratesannual amount is based on the 5 most An election under section 2032A
in effect for 2007.recent calendar years ending before the need not include all the property in an

date of the decedent’s death. See estate that is eligible for special-useNet share rental. You may use
Effective interest rate below. valuation, but sufficient property toaverage annual net share rental from

satisfy the threshold requirements ofcomparable land only if there is noGross cash rental. Generally,
section 2032A(b)(1)(B) must becomparable land from which averagegross cash rental is the total amount of
specially valued under the election.annual gross cash rental can becash received in a calendar year for the

If joint or undivided interests (that is,determined. Net share rental is theuse of actual tracts of comparable farm
interests as joint tenants or tenants indifference between the gross value ofreal property in the same locality as the
common) in the same property areproduce received by the lessor from theproperty being specially valued. You
received from a decedent by qualifiedcomparable land and the cashmay not use appraisals or other
heirs, an election with respect to oneoperating expenses (other than realstatements regarding rental value or
heir’s joint or undivided interest needestate taxes) of growing the produceareawide averages of rentals. You may
not include any other heir’s interest inthat, under the lease, are paid by thenot use rents that are paid wholly or
the same property if the electing heir’slessor. The production of the producepartly in-kind, and the amount of rent
interest plus other property to bemust be the business purpose of themay not be based on production. The
specially valued satisfies thefarming operation. For this purpose,rental must have resulted from an
requirements of section 2032A(b)(1)(B).produce includes livestock.arm’s-length transaction. Also, the

amount of rent is not reduced by the If successive interests (that is, lifeThe gross value of the produce isamount of any expenses or liabilities estates and remainder interests) aregenerally the gross amount received ifassociated with the farm operation or created by a decedent in otherwisethe produce was disposed of in anthe lease. qualified property, an election underarm’s-length transaction within the
section 2032A is available only withComparable property. period established by the Department
respect to that property (or part) inComparable property must be situated of Agriculture for its price support
which qualified heirs of the decedentin the same locality as the specially program. Otherwise, the value is the
receive all of the successive interests,valued property as determined by weighted average price for which the
and such an election must include thegenerally accepted real property produce sold on the closest national or
interests of all of those heirs.valuation rules. The determination of regional commodities market. The

For example, if a surviving spousecomparability is based on all the facts value is figured for the date or dates on
receives a life estate in otherwiseand circumstances. It is often which the lessor received (or
qualified property and the spouse’snecessary to value land in segments constructively received) the produce.
brother receives a remainder interest inwhere there are different uses or land Valuing a real property interest in fee, no part of the property may becharacteristics included in the specially closely held business. Use this valued under a section 2032A election.valued land. method to determine the special-use

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

• Whether the 2 properties are subject farming or for closely held business Protective Election
to flooding; purposes over a reasonable period of You may make a protective election to• Slope of the land; time with prudent management and specially value qualified real property.• For livestock operations, the carrying traditional cropping patterns for the Under this election, whether or not youcapacity of the land; area, taking into account soil capacity, may ultimately use special-use• For timbered land, whether the terrain configuration, and similar valuation depends upon values astimber is comparable; factors; finally determined (or agreed to• Whether the property as a whole is • The capitalization of the fair rental following examination of the return)unified or segmented. If segmented, the value of the land for farming or for meeting the requirements of sectionavailability of the means necessary for closely held business purposes; 2032A.movement among the different • The assessed land values in a state

To make a protective election, checksections; that provides a differential or use value
“Yes” on line 2 and complete Schedule• Number, types, and conditions of all assessment law for farmland or closely
A-1 according to its instructions forbuildings and other fixed improvements held business;
“Protective Election.”located on the properties and their • Comparable sales of other farm or

location as it affects efficient closely held business land in the same If you make a protective election,
management, use, and value of the geographical area far enough removed you should complete this Form 706 by
property; and from a metropolitan or resort area so valuing all property at its fair market
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value. Do not use special-use valuation. total value of each business is included estate of the decedent or the
Usually, this will result in higher estate in the gross estate. For this purpose, corporation had no more than 45
and GST tax liabilities than will be include any interest held by the shareholders.
ultimately determined if special-use surviving spouse that represents the The partnership or corporation must
valuation is allowed. The protective surviving spouse’s interest in a be carrying on a trade or business at
election does not extend the time to business held jointly with the decedent the time of the decedent’s death. For
pay the taxes shown on the return. If as community property or as joint further information on whether certain
you wish to extend the time to pay the tenants, tenants by the entirety, or partnerships or corporations owning
taxes, you should file Form 4768 in tenants in common. real property interests constitute a
adequate time before the return due Value. The value used for meeting closely held business, see Rev. Rul.
date. the percentage requirements is the 2006-34, 2006-26 I.R.B. 1171.

same value used for determining theIf it is found that the estate qualifies In determining the number of
gross estate. Therefore, if the estate isfor special-use valuation based on the partners or shareholders, a partnership
valued under alternate valuation orvalues as finally determined (or agreed or stock interest is treated as owned by
special-use valuation, you must useto following examination of the return), one partner or shareholder if it is
those values to meet the percentageyou must file an amended Form 706 community property or held by a
requirements.(with a complete section 2032A husband and wife as joint tenants,

election) within 60 days after the date Transfers before death. Generally, tenants in common, or as tenants by
of this determination. Complete the gifts made before death are not the entirety.
amended return using special-use included in the gross estate. However, Property owned directly or indirectlyvalues under the rules of section the estate must meet the 35% by or for a corporation, partnership,2032A, and complete Schedule A-1 requirement by both including in and estate, or trust is treated as ownedand attach all of the required excluding from the gross estate any proportionately by or for itsstatements. gifts made by the decedent in the shareholders, partners, or beneficiaries.

3-year period ending on the date ofAdditional information For trusts, only beneficiaries with
death. present interests are considered.For definitions and additional

Passive assets. In determining theinformation, see section 2032A and the The interest in a closely held farm
value of a closely held business andrelated regulations. business includes the interest in the
whether the 35% requirement is met, residential buildings and related
do not include the value of any passiveLine 3. Installment Payments improvements occupied regularly by the
assets held by the business. A passiveIf the gross estate includes an interest owners, lessees, and employees
asset is any asset not used in carryingin a closely held business, you may be operating the farm.
on a trade or business. Any asset usedable to elect to pay part of the estate Holding company stock. Thein a qualifying lending and financingtax in installments under section 6166. executor may elect to treat as businessbusiness is treated as an asset used in company stock the portion of anyThe maximum amount that can be carrying on a trade or business; see holding company stock that representspaid in installments is that part of the section 6166(b)(10) for details. Stock in direct ownership (or indirect ownershipestate tax that is attributable to the another corporation is a passive asset through one or more other holdingclosely held business. In general, that unless the stock is treated as held by companies) in a business company. Aamount is the amount of tax that bears the decedent because of the election to holding company is a corporationthe same ratio to the total estate tax treat holding company stock as holding stock in another corporation. Athat the value of the closely held business company stock; see Holding business company is a corporationbusiness included in the gross estate company stock below. carrying on a trade or business.bears to the adjusted gross estate.

If a corporation owns at least 20% inBond or lien. The IRS may require In general, this election applies onlyvalue of the voting stock of anotherthat an estate furnish a surety bond to stock that is not readily tradable.corporation, or the other corporationwhen granting the installment payment However, the election can be made ifhad no more than 45 shareholders andelection. In the alternative, the executor the business company stock is readilyat least 80% of the value of the assetsmay consent to elect the special lien tradable, as long as all of the stock ofof each corporation is attributable toprovisions of section 6324A, in lieu of each holding company is not readilyassets used in carrying on a trade orthe bond. The IRS will contact you tradable.business, then these corporations willregarding the specifics of furnishing the For purposes of the 20% votingbe treated as a single corporation, andbond or electing the special lien. The stock requirement, stock is treated asthe stock will not be treated as aIRS will make this determination on a voting stock to the extent the holdingpassive asset. Stock held in the othercase-by-case basis, and you may be company owns voting stock in thecorporation is not taken into account inasked to provide additional information. business company.determining the 80% requirement.
If you elect the lien provisions, If the executor makes this election,Interest in closely held business.section 6324A requires that the lien be the first installment payment is dueFor purposes of the installmentplaced on property having a value when the estate tax return is filed. Thepayment election, an interest in aequal to the total deferred tax plus four 5-year deferral for payment of the tax,closely held business means:years of interest. The property must be as discussed below under Time for• Ownership of a trade or businessexpected to survive the deferral period. payment, does not apply. In addition,carried on as a proprietorship,

Percentage requirements. To qualify the 2% interest rate, discussed on page• An interest as a partner in a
for installment payments, the value of 11 under Interest computation, will notpartnership carrying on a trade or
the interest in the closely held business apply. Also, if the business companybusiness if 20% or more of the total
that is included in the gross estate must stock is readily tradable, as explainedcapital interest was included in the
be more than 35% of the adjusted above, the tax must be paid in 5gross estate of the decedent or the
gross estate (the gross estate less installments.partnership had no more than 45
expenses, indebtedness, taxes, and partners, or Time for payment. Under the
losses). • Stock in a corporation carrying on a installment method, the executor may

Interests in two or more closely held trade or business if 20% or more in elect to defer payment of the qualified
businesses are treated as an interest in value of the voting stock of the estate tax, but not interest, for up to 5
a single business if at least 20% of the corporation is included in the gross years from the original payment due
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date. After the first installment of tax is payment is deemed to comprise both complete and file Form 8821, Tax
paid, you must pay the remaining tax subject to the 2% interest rate and Information Authorization.
installments annually by the date 1 year tax subject to 45% of the regular

Line 4after the due date of the preceding underpayment rate. The amount of
installment. There can be no more than each installment that is subject to the Complete line 4 whether or not there is
10 installment payments. 2% rate is the same as the percentage a surviving spouse and whether or not

of total tax payable in installments that the surviving spouse received anyInterest on the unpaid portion of the
is subject to the 2% rate. benefits from the estate. If there was notax is not deferred and must be paid

surviving spouse on the date ofannually. Interest must be paid at the The interest paid on installment
decedent’s death, enter “None” in linesame time as and as a part of each payments is not deductible as
4a and leave lines 4b and 4c blank.installment payment of the tax. an administrative expense of theCAUTION

!
The value entered in line 4c need notestate.Acceleration of payments.  If the be exact. See the instructions forestate fails to make payments of tax or Making the election. If you check this “Amount” under line 5 below.interest within 6 months of the due line to make a protective election, you

date, the Service may terminate the should attach a notice of protective Line 5
right to make installment payments and election as described in Regulations

Name. Enter the name of eachforce an acceleration of payment of the section 20.6166-1(d). If you check this
individual, trust, or estate who receivedtax upon notice and demand. line to make a final election, you should
(or will receive) benefits of $5,000 orattach the notice of election describedGenerally, if any portion of the more from the estate directly as an heir,in Regulations section 20.6166-1(b).interest in the closely held business next-of-kin, devisee, or legatee; orwhich qualifies for installment payments In computing the adjusted gross indirectly (for example, as beneficiary ofis distributed, sold, exchanged, or estate under section 6166(b)(6) to an annuity or insurance policy,otherwise disposed of, or money and determine whether an election may be shareholder of a corporation, or partnerother property attributable to such an made under section 6166, the net of a partnership that is an heir, etc.).interest is withdrawn, and the amount of any real estate in a closely
Identifying number. Enter the SSN ofaggregate of those events equals or held business must be used.
each individual beneficiary listed. If theexceeds 50% of the value of the You may also elect to pay GST number is unknown, or the individualinterest, then the right to make taxes in installments. See section has no number, please indicateinstallment payments will be 6166(i). “unknown” or “none.” For trusts andterminated, and the unpaid portion of
other estates, enter the EIN.the tax will be due upon notice and Line 4. Reversionary or

demand. See section 6166(g). Relationship. For each individualRemainder Interests
beneficiary, enter the relationship (ifInterest computation. A special For details of this election, see section known) to the decedent by reason ofinterest rate applies to installment 6163 and the related regulations. blood, marriage, or adoption. For trustpayments. For decedents dying in
or estate beneficiaries, indicate2007, the interest rate is 2% on the
“TRUST” or “ESTATE.”lesser of: Part 4—General• $562,500 or Amount. Enter the amount actually• The amount of the estate tax that is Information (Pages 2 and distributed (or to be distributed) to each

attributable to the closely held business beneficiary including transfers during3 of Form 706)and that is payable in installments. the decedent’s life from Schedule G
required to be included in the gross2% portion. The 2% portion is an Authorization estate. The value to be entered needamount equal to the amount of the

Completing the authorization on page 2 not be exact. A reasonable estimate istentative estate tax (on $1,000,000 plus
of Form 706 will authorize one attorney, sufficient. For example, where precisethe applicable exclusion amount in
accountant, or enrolled agent to values cannot readily be determined, aseffect) minus the applicable credit
represent the estate and receive with certain future interests, aamount in effect. However, if the
confidential tax information, but will not reasonable approximation should beamount of estate tax extended under
authorize the representative to enter entered. The total of these distributionssection 6166 is less than the amount
into closing agreements for the estate. should approximate the amount ofcomputed above, the 2% portion is the

gross estate reduced by funeral andlesser amount. Note. If you wish to represent the
administrative expenses, debts andestate, you must complete and sign theInflation adjustment. The
mortgages, bequests to survivingauthorization.$1,000,000 amount used to calculate
spouse, charitable bequests, and anythe 2% portion is indexed for inflation If you wish to authorize persons federal and state estate and GST taxesfor the estates of decedents dying in a other than attorneys, accountants, and paid (or payable) relating to the benefitscalendar year after 1998. For an estate enrolled agents, or if you wish to received by the beneficiaries listed onof a decedent dying in calendar year authorize more than one person, to lines 4 and 5.2007, the dollar amount used to receive confidential information or

determine the “2% portion” of the estate All distributions of less than $5,000represent the estate, you must
tax payable in installments under to specific beneficiaries may becomplete and attach Form 2848, Power
section 6166 is $1,250,000. included with distributions toof Attorney and Declaration of

unascertainable beneficiaries on theComputation. Interest on the Representative. You must also
line provided.portion of the tax in excess of the 2% complete and attach Form 2848 if you

portion is figured at 45% of the annual wish to authorize someone to enter into Line 6. Section 2044 Propertyrate of interest on underpayments. This closing agreements for the estate.
If you answered “Yes,” these assetsrate is based on the federal short-term Filing a completed Form 2848 with this
must be shown on Schedule F.rate and is announced quarterly by the return may expedite processing of the

IRS in the Internal Revenue Bulletin. Form 706. Section 2044 property is property for
If you elect installment payments If you wish only to authorize which a previous section 2056(b)(7)

and the estate tax due is more than the someone to inspect and/or receive election (QTIP election) has been
maximum amount to which the 2% confidential tax information (but not to made, or for which a similar gift tax
interest rate applies, each installment represent you before the IRS), election (section 2523) has been made.
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For more information, see the Stocks and Bonds, or (3) Mortgages,Line 12. Trusts
Notes, and Cash, respectively;instructions on the back of Schedule F. If you answered “Yes” on either line • Schedule D if the gross estate12a or line 12b, you must attach a copy includes any life insurance or if youLine 8. Insurance Not of the trust instrument for each trust. answered “Yes” to question 8a of PartIncluded in the Gross Estate You must complete Schedule G if 4—General Information;

you answered “Yes” on line 12a andIf you answered “Yes” to either 8a or • Schedule E if the gross estate
Schedule F if you answered “Yes” on contains any jointly owned property or if8b, you must complete and attach
line 12b. you answered “Yes” to question 9 ofSchedule D and attach a Form 712,

Part 4;Life Insurance Statement, for each Line 14. Foreign Accounts • Schedule G if the decedent madepolicy and an explanation of why the
Check “Yes” on line 14 if the decedent any of the lifetime transfers to be listedpolicy or its proceeds are not includible
at the time of death had an interest in on that schedule or if you answeredin the gross estate.
or signature or other authority over a “Yes” to question 11 or 12a of Part 4;
financial account in a foreign country, • Schedule H if you answered “Yes” toLine 10. Partnership such as a bank account, securities question 13 of Part 4; and
account, an offshore trust, or otherInterests and Stock in Close • Schedule I if you answered “Yes” to
financial account. question 15 of Part 4.Corporations

If you answered “Yes” on line 10a, you Exclusion
must include full details for partnerships Part 5—Recapitulation Item 11. Conservation easement(including family limited partnerships),

exclusion. You must complete andunincorporated businesses, and limited (Page 3 of Form 706)
attach Schedule U (along with anyliability companies on Schedule F
required attachments) to claim the(Schedule E if the partnership interest Gross Estate
exclusion on this line.is jointly owned). You must also include Items 1 through 10. You must makefull details for fractional interests in real an entry in each of items 1 through 9. Deductionsestate on Schedule A, and full details

If the gross estate does not containfor stock of inactive or close Items 13 through 21. You must
any assets of the type specified by a attach the appropriate schedules for thecorporations on Schedule B.
given item, enter zero for that item. deductions you claim.
Entering zero for any of items 1 throughValue these interests using the rules Item 17. If item 16 is less than or9 is a statement by the executor, madeof Regulations section 20.2031-2 equal to the value (at the time of theunder penalties of perjury, that the(stocks) or 20.2031-3 (other business decedent’s death) of the propertygross estate does not contain anyinterests). subject to claims, enter the amountincludible assets covered by that item.

from item 16 on item 17.A close corporation is a corporation Do not enter any amounts in the
If the amount on item 16 is morewhose shares are owned by a limited “Alternate value” column unless you

than the value of the property subject tonumber of shareholders. Often, one elected alternate valuation on line 1 of
claims, enter the greater of:family holds the entire stock issue. As a Part 3—Elections by the Executor on
• The value of the property subject toresult, little, if any, trading of the stock page 2 of the Form 706.
claims ortakes place. There is, therefore, no Which schedules to attach for items • The amount actually paid at the timeestablished market for the stock, and 1 through 9.  You must attach: the return is filed.those sales that do occur are at • Schedule F to the return and answer

irregular intervals and seldom reflect all its questions even if you report no In no event should you enter more
the elements of a representative assets on it; on item 17 than the amount on item 16.
transaction as defined by the term “fair • Schedules A, B, and C if the gross See section 2053 and the related
market value” (FMV). estate includes any (1) Real Estate, (2) regulations for more information.

Example showing use of Schedule B where the alternate valuation is not adopted; date of death, January 1, 2007

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 2009. 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, 2006, but not cashed at date of death . . - - - - - - - - - - - - - - - - - - - - - 600

Interest accrued on item 1, from Nov. 1, 2006 to Jan. 1,
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 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, 2006,
payable on Jan. 10, 2007, to holders of record on Dec. 30,
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - - - - - - - - - - - - - - - - - - - - - 1,000
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Example showing use of Schedule B where the alternate valuation is adopted; date of death, January 1, 2007

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 2009. 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, 2007 . . 99 4/1/07 29,700 - - - - - -

$30,000 of item 1 sold by executor on May 2, 2007 . . . . . . 98 5/1/07 29,400 - - - - - -

Interest coupons attached to bonds, item 1, due and
payable on Nov. 1, 2006, but not cashed at date of death.
Cashed by executor on Feb. 1, 2007 . . . . . . . . . . . . . . . . - - - - - - 2/1/07 600 600

Interest accrued on item 1, from Nov. 1, 2006 to Jan. 1,
2007. Cashed by executor on Feb. 1, 2007 . . . . . . . . . . . . - - - - - - 2/1/07 400 400

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

Not disposed of within 6 months following death . . . . . . . . 90 7/1/07 45,000 - - - - - -

Dividend on item 2 of $2 per share declared Dec. 10, 2006,
paid on Jan. 10, 2007, to holders of record on Dec. 30, 2006 - - - - - - 1/10/07 1,000 1,000

List interest and dividends on each • Nine-digit CUSIP number.
stock or bond separately. Indicate as aSchedule A—Real Estate If the stock or bond is unlisted, show
separate item dividends that have not the company’s principal business office.See the reverse side of Schedule A on been collected at death, but which areForm 706. If the gross estate includes anypayable to the decedent or the estate

interest in a trust, partnership, orbecause the decedent was a
closely held entity, provide theSchedule A-1—Section stockholder of record on the date of
employer identification number (EIN) ofdeath. However, if the stock is being2032A Valuation the entity in the description column ontraded on an exchange and is selling

See Schedule A-1 on Form 706. Schedules B, E, F, G, M, and O, whereex-dividend on the date of the
applicable. You must also provide thedecedent’s death, do not include the
EIN of the estate (if any) in theamount of the dividend as a separateSchedule B—Stocks and
description column on the above-noteditem. Instead, add it to the ex-dividendBonds schedules, where applicable.quotation in determining the fair market

value of the stock on the date of the The CUSIP (Committee on Uniform
Before completing Schedule B, decedent’s death. Dividends declared Security Identification Procedure)
read the examples showing use on shares of stock before the death of number is a nine-digit number that is
of Schedule B where the the decedent but payable to

TIP
assigned to all stocks and bonds traded

alternate valuation is not adopted (see stockholders of record on a date after on major exchanges and many unlisted
page 12) and adopted (see above). the decedent’s death are not includible securities. Usually, the CUSIP number

in the gross estate for federal estate tax is printed on the face of the stockIf the total gross estate contains any
purposes. certificate. If the CUSIP number is notstocks or bonds, you must complete

printed on the certificate, it may beSchedule B and file it with the return.
Description obtained through the company’s

On Schedule B, list the stocks and transfer agent.Stocks. For stocks, indicate:bonds included in the decedent’s gross • Number of shares;estate. Number each item in the Valuation• Whether common or preferred;left-hand column. Bonds that are List the fair market value (FMV) of the• Issue;exempt from federal income tax are not stocks or bonds. The FMV of a stock or• Par value where needed forexempt from estate tax unless bond (whether listed or unlisted) is theidentification;specifically exempted by an estate tax mean between the highest and lowest• Price per share;provision of the Code. Therefore, you selling prices quoted on the valuation• Exact name of corporation;should list these bonds on Schedule B. date. If only the closing selling prices• Principal exchange upon which sold,
are available, then the FMV is theif listed on an exchange; andPublic housing bonds includible in
mean between the quoted closing• Nine-digit CUSIP number.the gross estate must be included at
selling price on the valuation date andtheir full value. Bonds. For bonds, indicate: on the trading day before the valuation

If you paid any estate, inheritance, • Quantity and denomination; date.
legacy, or succession tax to a foreign • Name of obligor;

If there were no sales on thecountry on any stocks or bonds • Date of maturity;
valuation date, figure the FMV asincluded in this schedule, group those • Interest rate;
follows.stocks and bonds together and label • Interest due date;

them “Subjected to Foreign Death • Principal exchange, if listed on an 1. Find the mean between the
Taxes.” exchange; and highest and lowest selling prices on the

-13-Part Instructions and Instructions for Schedules



Page 14 of 32 Instructions for Form 706 11:38 - 19-SEP-2007

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

nearest trading date before and the attach to the schedule copies of the 709 filed by the decedent and the
nearest trading date after the valuation letters furnishing these quotations or decedent’s spouse to determine what
date. Both trading dates must be evidence of sale. part of the total gift taxes reported on
reasonably close to the valuation date. them was attributable to gifts made

2. Prorate the difference between within 3 years of death.Schedule C—Mortgages,
the mean prices to the valuation date. For example, if the decedent died onNotes, and Cash3. Add or subtract (whichever July 10, 2007, you should examine gift
applies) the prorated part of the See the reverse side of Schedule C on tax returns for 2007, 2006, 2005, and
difference to or from the mean price Form 706. 2004. However, the gift taxes on the
figured for the nearest trading date 2004 return that are attributable to gifts
before the valuation date. made on or before July 10, 2004, areSchedule D—Insurance

not included in the gross estate.If no actual sales were made on the Decedent’s Life Attach an explanation of how youreasonably close to the valuation date, See the reverse side of Schedule D on computed the includible gift taxes if youmake the same computation using the Form 706. do not include in the gross estate themean between the bona fide bid and
entire gift taxes shown on any Formasked prices instead of sales prices. If Schedule E—Jointly 709 filed for gifts made within 3 years ofactual sales prices or bona fide bid and
death. Also attach copies of anyasked prices are available within a Owned Property pertinent gift tax returns filed by thereasonable period of time before the

See the reverse side of Schedule E on decedent’s spouse for gifts made withinvaluation date but not after the
Form 706. 3 years of death.valuation date, or vice versa, use the

2. Other transfers within 3 yearsmean between the highest and lowest Schedule F—Other of death (section 2035(a)). Thesesales prices or bid and asked prices as
transfers include only the following:the FMV. Miscellaneous Property • Any transfer by the decedent withFor example, assume that sales of See the reverse side of Schedule F on respect to a life insurance policy withinstock nearest the valuation date (June Form 706. 3 years of death; or15) occurred 2 trading days before

• Any transfer within 3 years of(June 13) and 3 trading days after Schedule G—Transfers death of a retained section 2036 life(June 18). On those days, the mean
estate, section 2037 reversionarysale prices per share were $10 and During Decedent’s Life
interest, or section 2038 power to$15, respectively. Therefore, the price

Complete Schedule G and file it with revoke, etc., if the property subject toof $12 is considered the FMV of a
the return if the decedent made any of the life estate, interest, or power wouldshare of stock on the valuation date. If,
the transfers described in (1) through have been included in the gross estatehowever, on June 13 and 18, the mean
(5) beginning below through page 15, had the decedent continued to possesssale prices per share were $15 and
or if you answered “Yes” on line 11 or the life estate, interest, or power until$10, respectively, the FMV of a share
12a of Part 4—General Information. death.of stock on the valuation date is $13.

Report the following types of These transfers are reported onIf only closing prices for bonds are
transfers on this schedule. Schedule G, regardless of whether aavailable, see Regulations section

gift tax return was required to be filed20.2031-2(b). IF. . . AND . . . THEN . . . for them when they were made.Apply the rules in the section 2031 However, the amount includible and thethe decedent at the time of for purposes ofregulations to determine the value of information required to be shown formade a transfer the transfer, the sections 2035inactive stock and stock in close the transfers are determined:from a trust, transfer was and 2038, treatcorporations. Send with the schedule
from a portion the transfer as • For insurance on the life of thecomplete financial and other data used of the trust that made directly decedent using the instructions toto determine value, including balance was owned by by the Schedule D (attach Forms 712);sheets (particularly the one nearest to the grantor decedent.

• For insurance on the life ofunder sectionthe valuation date) and statements of
676 (other than another using the instructions tothe net earnings or operating results
by reason of Schedule F (attach Forms 712); andand dividends paid for each of the 5 section 672(e)) • For sections 2036, 2037, andyears immediately before the valuation by reason of a

2038 transfers, using paragraphs (3),date. power in the
grantor, (4), and (5) of these instructions.Securities reported as of no value,

Any such 3. Transfers with retained lifenominal value, or obsolete should be transfer within estate (section 2036). These arelisted last. Include the address of the the annual gift
transfers by the decedent in which thecompany and the state and date of the tax exclusion is
decedent retained an interest in thenot includible inincorporation. Attach copies of

the gross transferred property. The transfer cancorrespondence or statements used to
estate. be in trust or otherwise, but excludesdetermine the “no value.”

bona fide sales for adequate and fullIf the security was listed on more
consideration.than one stock exchange, use either 1. Certain gift taxes (section

Interests or rights. Section 2036the records of the exchange where the 2035(b)). Enter at item A of Schedule G
applies to the following retainedsecurity is principally traded or the the total value of the gift taxes that
interests or rights:composite listing of combined were paid by the decedent or the estate

• The right to income from theexchanges, if available, in a publication on gifts made by the decedent or the
transferred property;of general circulation. In valuing listed decedent’s spouse within 3 years of

stocks and bonds, you should carefully death. • The right to the possession or
check accurate records to obtain values enjoyment of the property; andThe date of the gift, not the date of
for the applicable valuation date. payment of the gift tax, determines • The right, either alone or with any

If you get quotations from brokers, or whether a gift tax paid is included in the person, to designate the persons who
evidence of the sale of securities from gross estate under this rule. Therefore, shall receive the income from, or
the officers of the issuing companies, you should carefully examine the Forms possess or enjoy, the property.
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Retained voting rights. Transfers the income alone from the property may of the other interests in the trust are
return to the decedent or become distribution rights specified in sectionwith a retained life estate also include
subject to the decedent’s power of 2702.transfers of stock in a controlled
disposition.corporation after June 22, 1976, if the Section 2703 provides rules for the

5. Revocable transfers (sectiondecedent retained or acquired voting valuation of property transferred to a
2038). The gross estate includes therights in the stock. If the decedent family member but subject to an option,
value of transferred property in whichretained direct or indirect voting rights agreement, or other right to acquire or
the enjoyment of the transferredin a controlled corporation, the use the property at less than FMV. It
property was subject at decedent’sdecedent is considered to have also applies to transfers subject to
death to any change through theretained enjoyment of the transferred restrictions on the right to sell or use
exercise of a power to alter, amend,property. A corporation is a controlled the property.
revoke, or terminate. A decedent’scorporation if the decedent owned

Finally, section 2704 provides that inpower to change the beneficiaries and(actually or constructively) or had the certain cases, the lapse of a voting orto hasten or increase any beneficiary’sright (either alone or with any other liquidation right in a family-ownedenjoyment of the property are examplesperson) to vote at least 20% of the total corporation or partnership will result inof this.combined voting power of all classes of a deemed transfer.stock. See section 2036(b). If these It does not matter whether the power
These rules have potentialvoting rights ceased or were was reserved at the time of the transfer,

consequences for the valuation ofrelinquished within 3 years of the whether it arose by operation of law, or
property in an estate. If the decedentdecedent’s death, the corporate was later created or conferred. The rule
(or any member of his or her family)interests are included in the gross applies regardless of the source from
was involved in any such transactions,estate as if the decedent had actually which the power was acquired, and
see sections 2701 through 2704 andretained the voting rights until death. regardless of whether the power was
the related regulations for additionalexercisable by the decedent alone orThe amount includible in the gross details.with any person (and regardless ofestate is the value of the transferred

whether that person had a substantialproperty at the time of the decedent’s How To Complete Scheduleadverse interest in the transferreddeath. If the decedent kept or reserved Gproperty).an interest or right to only a part of the
All transfers (other than outrightThe capacity in which the decedenttransferred property, the amount
transfers not in trust and bona fidecould use a power has no bearing. Ifincludible in the gross estate is a
sales) made by the decedent at anythe decedent gave property in trust andcorresponding part of the entire value
time during life must be reported on thewas the trustee with the power toof the property.
Schedule, regardless of whether yourevoke the trust, the property would beA retained life estate does not have believe the transfers are subject to tax.included in his or her gross estate. Forto be legally enforceable. What matters If the decedent made any transfers nottransfers or additions to an irrevocableis that a substantial economic benefit described in the instructions beginningtrust after October 28, 1979, thewas retained. For example, if a mother on page 14, the transfers should not betransferred property is includible if thetransferred title to her home to her shown on Schedule G. Instead, attachdecedent reserved the power to removedaughter but with the informal a statement describing these transfersthe trustee at will and appoint anotherunderstanding that she was to continue by listing:trustee.living there until her death, the value of • The date of the transfer,If the decedent relinquished within 3the home would be includible in the • The amount or value of theyears of death any of the includiblemother’s estate even if the agreement transferred property, andpowers described above, figure thewould not have been legally • The type of transfer.gross estate as if the decedent hadenforceable.

Complete the schedule for eachactually retained the powers until death.4. Transfers taking effect at death
transfer that is included in the grossOnly the part of the transferred(section 2037). A transfer that takes
estate under sections 2035(a), 2036,property that is subject to theeffect at the decedent’s death is one
2037, and 2038 as described in thedecedent’s power is included in theunder which possession or enjoyment
Instructions for Schedule G beginninggross estate.can be obtained only by surviving the
on page 14.decedent. A transfer is not treated as For more detailed information on

In the “Item number” column,one that takes effect at the decedent’s which transfers are includible in the
number each transfer consecutivelydeath unless the decedent retained a gross estate, see the Estate Tax
beginning with “1.” In the “Description”reversionary interest (defined below) in Regulations.
column, list the name of the transferee,the property that immediately before the
the date of the transfer, and give adecedent’s death had a value of more Special Valuation Rules for complete description of the property.than 5% of the value of the transferred
Transfers included in the gross estateCertain Lifetime Transfersproperty. If the transfer was made
should be valued on the date of thebefore October 8, 1949, the Sections 2701 through 2704 provide
decedent’s death or, if alternatereversionary interest must have arisen rules for valuing certain transfers to
valuation is adopted, according toby the express terms of the instrument family members.
section 2032.of transfer.

Section 2701 deals with the transferA reversionary interest is generally If only part of the propertyof an interest in a corporation orany right under which the transferred transferred meets the terms of sectionpartnership while retaining certainproperty will or may be returned to the 2035(a), 2036, 2037, or 2038, then onlydistribution rights, or a liquidation, put,decedent or the decedent’s estate. It a corresponding part of the value of thecall, or conversion right.also includes the possibility that the property should be included in the
transferred property may become Section 2702 deals with the transfer value of the gross estate. If the
subject to a power of disposition by the of an interest in a trust while retaining transferee makes additions or
decedent. It does not matter if the right any interest other than a qualified improvements to the property, the
arises by the express terms of the interest. In general, a qualified interest increased value of the property at the
instrument of transfer or by operation of is a right to receive certain distributions valuation date should not be included
law. For this purpose, reversionary from the trust at least annually, or a on Schedule G. However, if only a part
interest does not include the possibility noncontingent remainder interest if all of the value of the property is included,
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enter the value of the whole under the Some powers do not in themselves not a general power of appointment,
column headed “Description” and constitute a power of appointment. For and that the property is not otherwise
explain what part was included. example, a power to amend only includible in the gross estate.

administrative provisions of a trust thatAttachments. If a transfer, by trust or
cannot substantially affect the beneficial Schedule I—Annuitiesotherwise, was made by a written
enjoyment of the trust property orinstrument, attach a copy of the You must complete Schedule l and file
income is not a power of appointment.instrument to Schedule G. If the copy of it with the return if you answered “Yes”
A power to manage, invest, or controlthe instrument is of public record, it to question 15 of Part 4—General
assets, or to allocate receipts andshould be certified; if not of public Information.
disbursements, when exercised only inrecord, the copy should be verified. Enter on Schedule I every annuitya fiduciary capacity, is not a power of

that meets all of the conditions underappointment.Schedule H—Powers of General, below, and every annuity
General power of appointment. A described in paragraphs (a) through (h)Appointment general power of appointment is a of Annuities Under Approved Plans on
power that is exercisable in favor of theComplete Schedule H and file it with page 17, even if the annuities are
decedent, the decedent’s estate, thethe return if you answered “Yes” on line wholly or partially excluded from the
decedent’s creditors, or the creditors of13 of Part 4—General Information. gross estate.
the decedent’s estate, except:

For a discussion regarding the QTIPOn Schedule H, include in the gross
1. A power to consume, invade, or treatment of certain joint and survivorestate:

appropriate property for the benefit of annuities, see the Form 706 itself,• The value of property for which the
the decedent that is limited by an Schedule M, line 3 instructions.decedent possessed a general power
ascertainable standard relating toof appointment (defined below) on the
health, education, support, or Generaldate of his or her death and
maintenance of the decedent. In general, you must include in the• The value of property for which the

2. A power exercisable by the gross estate all or part of the value ofdecedent possessed a general power
decedent only in conjunction with: any annuity that meets the followingof appointment that he or she exercised

a. the creator of the power or requirements:or released before death by disposing
b. a person who has a substantial • It is receivable by a beneficiaryof it in such a way that if it were a

interest in the property subject to the following the death of the decedent andtransfer of property owned by the
power, which is adverse to the exercise by reason of surviving the decedent;decedent, the property would be
of the power in favor of the decedent. • The annuity is under a contract orincludible in the decedent’s gross

agreement entered into after March 3,estate as a transfer with a retained life
A part of a power is considered a 1931;estate, a transfer taking effect at death,

general power of appointment if the • The annuity was payable to theor a revocable transfer.
power: decedent (or the decedent possessedWith the above exceptions, property 1. May only be exercised by the the right to receive the annuity) eithersubject to a power of appointment is decedent in conjunction with another alone or in conjunction with another, fornot includible in the gross estate if the person and the decedent’s life or for any period notdecedent released the power 2. Is also exercisable in favor of the ascertainable without reference to thecompletely and the decedent held no other person (in addition to being decedent’s death or for any period thatinterest in or control over the property. exercisable in favor of the decedent, did not in fact end before the

If the failure to exercise a general the decedent’s creditors, the decedent’s decedent’s death; and
power of appointment results in a lapse estate, or the creditors of the • The contract or agreement is not a
of the power, the lapse is treated as a decedent’s estate). policy of insurance on the life of the
release only to the extent that the value decedent.

The part to include in the grossof the property that could have been These rules apply to all types ofestate as a general power ofappointed by the exercise of the lapsed annuities, including pension plans,appointment is figured by dividing thepower is more than the greater of individual retirement arrangements,value of the property by the number of$5,000 or 5% of the total value, at the purchased commercial annuities, andpersons (including the decedent) intime of the lapse, of the assets out of private annuities.favor of whom the power is exercisable.which, or the proceeds of which, the
Note. A private annuity is an annuityexercise of the lapsed power could Date power was created. Generally, issued from a party not engaged in thehave been satisfied. a power of appointment created by will business of writing annuity contracts,is considered created on the date of the typically a junior generation familyPowers of Appointment testator’s death. member or a family trust.A power of appointment determines A power of appointment created by An annuity contract that provideswho will own or enjoy the property an inter vivos instrument is considered periodic payments to a person for lifesubject to the power and when they will created on the date the instrument and ceases at the person’s death is notown or enjoy it. The power must be takes effect. If the holder of a power includible in the gross estate. Socialcreated by someone other than the exercises it by creating a second Security benefits are not includible indecedent. It does not include a power power, the second power is considered the gross estate even if the survivingcreated or held on property transferred as created at the time of the exercise of spouse receives benefits.by the decedent. the first.

An annuity or other payment that isA power of appointment includes all
not includible in the decedent’s or theAttachmentspowers which are in substance and
survivor’s gross estate as an annuityeffect, powers of appointment If the decedent ever possessed a
may still be includible under some otherregardless of how they are identified power of appointment, attach a certified
applicable provision of the law. Forand regardless of local property laws. or verified copy of the instrument
example, see Powers of AppointmentFor example, if a settlor transfers granting the power and a certified or
above.property in trust for the life of his wife, verified copy of any instrument by

with a power in the wife to appropriate which the power was exercised or If the decedent retired before
or consume the principal of the trust, released. You must file these copies January 1, 1985, see Annuities Under
the wife has a power of appointment. even if you contend that the power was Approved Plans on page 17 for rules
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that allow the exclusion of part or all of decedent’s death, before retirement, or change the form of benefit before
certain annuities. before the expiration of a stated period death.

of time, an annuity was payable to aPart Includible Approved Plansdesignated beneficiary, if surviving the
If the decedent contributed only part of decedent. However, see Annuities Approved plans may be separated into
the purchase price of the contract or Under Approved Plans below. two categories:
agreement, include in the gross estate 5. A contract or agreement under • Pension, profit-sharing, stock bonus,
only that part of the value of the annuity which the decedent immediately before and other similar plans and
receivable by the surviving beneficiary death was receiving, or was entitled to • Individual retirement arrangements
that the decedent’s contribution to the receive, an annuity for a stated period (IRAs), and retirement bonds.
purchase price of the annuity or of time, with the annuity to continue to a Different exclusion rules apply to theagreement bears to the total purchase designated beneficiary, surviving the two categories of plans.price. decedent, upon the decedent’s death

Pension, etc., plans. The followingand before the expiration of that periodFor example, if the value of the
plans are approved plans for theof time.survivor’s annuity was $20,000 and the
exclusion rules:6. An annuity contract or otherdecedent had contributed three-fourths

arrangement providing for a series ofof the purchase price of the contract, a. An employees’ trust (or under asubstantially equal periodic paymentsthe amount includible is $15,000 (3/4 × contract purchased by an employees’to be made to a beneficiary for life or$20,000). trust) forming part of a pension, stockover a period of at least 36 months bonus, or profit-sharing plan that met allExcept as provided under Annuities after the date of the decedent’s death the requirements of section 401(a),Under Approved Plans below, under an individual retirement account, either at the time of the decedent’scontributions made by the decedent’s annuity, or bond as described in section separation from employment (whetheremployer to the purchase price of the 2039(e) (before its repeal by P.L. by death or otherwise) or at the time ofcontract or agreement are considered 98-369). the termination of the plan (if earlier);made by the decedent if they were
made by the employer because of the Payable to the decedent. An annuity b. A retirement annuity contract
decedent’s employment. For more or other payment was payable to the purchased by the employer (but not by
information, see section 2039. decedent if, at the time of death, the an employees’ trust) under a plan that,

decedent was in fact receiving an at the time of the decedent’s separationDefinitions
annuity or other payment, with or from employment (by death or

Annuity. The term “annuity” includes without an enforceable right to have the otherwise), or at the time of the
one or more payments extending over payments continued. termination of the plan (if earlier), was a
any period of time. The payments may plan described in section 403(a);Right to receive an annuity. Thebe equal or unequal, conditional or

decedent had the right to receive an c. A retirement annuity contractunconditional, periodic or sporadic.
annuity or other payment if, purchased for an employee by an

Examples. The following are immediately before death, the decedent employer that is an organization
examples of contracts (but not had an enforceable right to receive referred to in section 170(b)(1)(A)(ii) or
necessarily the only forms of contracts) payments at some time in the future, (vi), or that is a religious organization
for annuities that must be included in whether or not at the time of death the (other than a trust), and that is exempt
the gross estate. decedent had a present right to receive from tax under section 501(a);

1. A contract under which the payments.
d. Chapter 73 of Title 10 of thedecedent immediately before death was

United States Code; orAnnuities Under Approvedreceiving or was entitled to receive, for
the duration of life, an annuity with e. A bond purchase plan describedPlans
payments to continue after death to a in section 405 (before its repeal by P.L.The following rules relate to whetherdesignated beneficiary, if surviving the 98-369, effective for obligations issuedpart or all of an otherwise includibledecedent. after December 31, 1983).annuity may be excluded. These rules2. A contract under which the have been repealed and apply only if Exclusion rules for pension, etc.,decedent immediately before death was the decedent either: plans. If an annuity under anreceiving or was entitled to receive, • On December 31, 1984, was both a “approved plan” described in (a)together with another person, an participant in the plan and in pay status through (e) above is receivable by aannuity payable to the decedent and (for example, had received at least one beneficiary other than the executor andthe other person for their joint lives, benefit payment on or before December the decedent made no contributionswith payments to continue to the 31, 1984) and had irrevocably elected under the plan toward the cost, no partsurvivor following the death of either. the form of the benefit before July 18, of the value of the annuity, subject to3. A contract or agreement entered 1984 or the $100,000 limitation (if applicable), isinto by the decedent and employer • Had separated from service before includible in the gross estate.under which the decedent immediately January 1, 1985, and did not changebefore death and following retirement If the decedent made a contributionthe form of benefit before death.was receiving, or was entitled to under a plan described in (a) through
receive, an annuity payable to the The amount excluded cannot exceed (e) above toward the cost, include in
decedent for life and after the $100,000 unless either of the following the gross estate on this schedule that
decedent’s death to a designated conditions is met: proportion of the value of the annuity
beneficiary, if surviving the decedent, • On December 31, 1982, the which the amount of the decedent’s
whether the payments after the decedent was both a participant in the contribution under the plan bears to the
decedent’s death are fixed by the plan and in pay status (for example, total amount of all contributions under
contract or subject to an option or had received at least one benefit the plan. The remaining value of the
election exercised or exercisable by the payment on or before December 31, annuity is excludable from the gross
decedent. However, see Annuities 1982) and the decedent irrevocably estate subject to the $100,000 limitation
Under Approved Plans below. elected the form of the benefit before (if applicable). For the rules to

4. A contract or agreement entered January 1, 1983 or determine whether the decedent made
into by the decedent and the • The decedent separated from service contributions to the plan, see
decedent’s employer under which at the before January 1, 1983, and did not Regulations section 20.2039.
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IF . . . THEN . . .IRAs and retirement bonds. The Line A. Lump Sum
following plans are approved plans for Distribution Electionthe exclusion rules: the annuity is under an state the ratio of the

approved plan, decedent’s contributionNote.  The following rules have beenf. An individual retirement account
to the total purchaserepealed and apply only if thedescribed in section 408(a), price of the annuity.

decedent:g. An individual retirement annuity
described in section 408(b), or the decedent was state the ratio of the• On December 31, 1984, was both a employed at the time of decedent’s contributionh. A retirement bond described in

death and an annuity as to the total purchaseparticipant in the plan and in pay statussection 409(a) (before its repeal by P.L.
described in Definitions, price of the annuity.98-369). (for example, had received at least one
Annuity, Example 4 on

benefit payment on or before DecemberExclusion rules for IRAs and page 17, became
payable to any31, 1984) and had irrevocably electedretirement bonds. These plans are
beneficiary because theapproved plans only if they provide for the form of the benefit before July 18,
beneficiary survived thea series of substantially equal periodic 1984, or decedent,payments made to a beneficiary for life, • Had separated from service beforeor over a period of at least 36 months January 1, 1985, and did not change an annuity under an state the ratio of theafter the date of the decedent’s death.
individual retirement amount paid for thethe form of benefit before death.

Subject to the $100,000 limitation, if account or annuity individual retirement
applicable, if an annuity under a “plan” became payable to any account or annuity that

Generally, the entire amount of any beneficiary because that was not allowable as andescribed in (f) through (h) above is
beneficiary survived the income tax deductionlump sum distribution is included in thereceivable by a beneficiary other than
decedent and is payable under section 219 (otherdecedent’s gross estate. However,the executor, the entire value of the to the beneficiary for life than a rollover

under this special rule, all or part of aannuity is excludable from the gross or for at least 36 months contribution) to the total
estate even if the decedent made a lump sum distribution from a qualified following the decedent’s amount paid for the

death, account or annuity.contribution under the plan. (approved) plan will be excluded if the
lump sum distribution is included in the However, if any payment to or for an

the annuity is payable the description shouldaccount or annuity described in recipient’s income for income tax
out of a trust or other be sufficiently completeparagraph (f), (g), or (h) above was not purposes.
fund, to fully identify it.allowable as an income tax deduction

under section 219 (and was not a If the decedent was born before the annuity is payable include the duration ofrollover contribution as described in 1936, the recipient may be eligible to for a term of years, the term and the datesection 2039(e) before its repeal by
on which it began.elect special “10-year averaging” rulesP.L. 98-369), include in the gross

(under repealed section 402(e)) andestate on this schedule that proportion
capital gain treatment (under repealed the annuity is payable include the date of birthof the value of the annuity which the

for the life of a person of that person.section 402(a)(2)) in computing theamount not allowable as a deduction
other than the decedent,under section 219 and not a rollover income tax on the distribution. For more

contribution bears to the total amount information, see Pub. 575, Pension and
the annuity is wholly or enter the amountpaid to or for such account or annuity. Annuity Income. If this option is
partially excluded from excluded underFor more information, see Regulations available, the estate tax exclusion the gross estate, “Description” andsection 20.2039-5. explain how youcannot be claimed unless the recipient

computed the exclusion.Rules applicable to all approved elects to forego the “10-year averaging”
plans. The following rules apply to all and capital gain treatment in computing
approved plans described in the income tax on the distribution. Theparagraphs (a) through (h) beginning recipient elects to forego this treatment Schedule J—Funeralon page 17.

by treating the distribution as taxable
If any part of an annuity under a Expenses and Expenseson his or her income tax return as“plan” described in (a) through (h) described in Regulations section Incurred inbeginning on page 17 is receivable by

20.2039-4(d). The election isthe executor, it is generally includible in Administering Propertyirrevocable.the gross estate on this schedule to the
Subject to Claimsextent that it is receivable by the

executor in that capacity. In general, The amount excluded from the gross See the reverse side of Schedule J on
the annuity is receivable by the estate is the portion attributable to the Form 706.
executor if it is to be paid to the employer contributions. The portion, if
executor or if there is an agreement any, attributable to the employee- Schedule K—Debts of(expressed or implied) that it will be decedent’s contributions is always
applied by the beneficiary for the includible. Also, you may not compute the Decedent andbenefit of the estate (such as in the gross estate in accordance with thisdischarge of the estate’s liability for Mortgages and Lienselection unless you check “Yes” on linedeath taxes or debts of the decedent,

You must complete and attachA and attach the name, address, andetc.) or that its distribution will be
Schedule K if you claimed deductionsidentifying number of the recipients ofgoverned to any extent by the terms of
on either item 14 or item 15 of Part 5—the lump sum distributions. Seethe decedent’s will or the laws of
Recapitulation.Regulations section 20.2039-4.descent and distribution.

If data available to you does not Income vs. estate tax deduction.
indicate whether the plan satisfies the Taxes, interest, and business expensesHow To Complete Schedule Irequirements of section 401(a), 403(a), accrued at the date of the decedent’s

In describing an annuity, give the name408(a), 408(b), or 409(a), you may death are deductible both on Schedule
and address of the grantor of theobtain that information from the IRS K and as deductions in respect of the
annuity. Specify if the annuity is underwhere the employer’s principal place of decedent on the income tax return of
an approved plan.business is located. the estate.
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If you choose to deduct medical Include in this schedule notes schedule and may deduct the mortgage
expenses of the decedent only on the unsecured by mortgage or other lien or lien on the property on this schedule.
estate tax return, they are fully and give full details, including:

However, if the decedent’s estate isdeductible as claims against the estate. • Name of payee,
not liable, include in the gross estateIf, however, they are claimed on the • Face and unpaid balance,
only the value of the equity ofdecedent’s final income tax return • Date and term of note,
redemption (or the value of the propertyunder section 213(c), they may not also • Interest rate, and
less the amount of the debt), and dobe claimed on the estate tax return. In • Date to which interest was paid
not deduct any portion of thethis case, you also may not deduct on before death.
indebtedness on this schedule.the estate tax return any amounts that Include the exact nature of the claim

were not deductible on the income tax Notes and other obligations securedas well as the name of the creditor. If
return because of the percentage by the deposit of collateral, such asthe claim is for services performed over
limitations. stocks, bonds, etc., also should bea period of time, state the period

listed under “Mortgages and Liens.”covered by the claim.
Debts of the Decedent Example. Edison Electric DescriptionList under “Debts of the Decedent” only Illuminating Co., for electric service
valid debts the decedent owed at the Include under the “Description” columnduring December 2006, $150.
time of death. List any indebtedness the particular schedule and itemIf the amount of the claim is thesecured by a mortgage or other lien on number where the property subject tounpaid balance due on a contract forproperty of the gross estate under the the mortgage or lien is reported in thethe purchase of any property includedheading “Mortgages and Liens.” If the gross estate.in the gross estate, indicate theamount of the debt is disputed or the

schedule and item number where you Include the name and address of thesubject of litigation, deduct only the
reported the property. If the claim mortgagee, payee, or obligee, and theamount the estate concedes to be a
represents a joint and separate liability, date and term of the mortgage, note, orvalid claim. Enter the amount in contest
give full facts and explain the financial other agreement by which the debt wasin the column provided.
responsibility of the co-obligor. established. Also include the face

amount, the unpaid balance, the rate ofGenerally, if the claim against the Property and income taxes. The
interest, and date to which the interestestate is based on a promise or deduction for property taxes is limited to
was paid before the decedent’s death.agreement, the deduction is limited to the taxes accrued before the date of

the extent that the liability was the decedent’s death. Federal taxes on
contracted bona fide and for an income received during the decedent’s Schedule L—Net Lossesadequate and full consideration in lifetime are deductible, but taxes on
money or money’s worth. However, any income received after death are not During Administration
enforceable claim based on a promise deductible. and Expenses Incurredor agreement of the decedent to make Keep all vouchers or original recordsa contribution or gift (such as a pledge for inspection by the IRS. in Administeringor a subscription) to or for the use of a

Allowable death taxes. If you elect tocharitable, public, religious, etc., Property Not Subject to
take a deduction under section 2053(d)organization is deductible to the extent
rather than a credit under section 2014, Claimsthat the deduction would be allowed as
the deduction is subject to thea bequest under the statute that You must complete Schedule L andlimitations described in section 2053(d)applies. file it with the return if you claimand its regulations. If you have difficulty deductions on either item 18 or item 19figuring the deduction, you may requestCertain claims of a former spouse of Part 5—Recapitulation.a computation of it. Send your requestagainst the estate based on the
within a reasonable amount of timerelinquishment of marital rights are Net Losses Duringbefore the due date of the return to thedeductible on Schedule K. For these

AdministrationDepartment of the Treasury,claims to be deductible, all of the
Commissioner of Internal Revenue,following conditions must be met. You may deduct only those losses from
Washington, DC 20224. Attach to your thefts, fires, storms, shipwrecks, or• The decedent and the decedent’s
request a copy of the will and relevant other casualties that occurred duringspouse must have entered into a
documents, a statement showing the the settlement of the estate. You maywritten agreement relative to their
distribution of the estate under the deduct only the amount not reimbursedmarital and property rights.
decedent’s will, and a computation of by insurance or otherwise.• The decedent and the spouse must
the state or foreign death tax showinghave been divorced before the

Describe in detail the loss sustainedany amount payable by a charitabledecedent’s death and the divorce must
and the cause. If you receivedorganization.have occurred within the 3-year period
insurance or other compensation for thebeginning on the date 1 year before the
loss, state the amount collected.Mortgages and Liensagreement was entered into. It is not
Identify the property for which you areList under “Mortgages and Liens” onlyrequired that the agreement be
claiming the loss by indicating theobligations secured by mortgages orapproved by the divorce decree.
particular schedule and item numberother liens on property that you• The property or interest transferred where the property is included in theincluded in the gross estate at its fullunder the agreement must be gross estate.value or at a value that wastransferred to the decedent’s spouse in

undiminished by the amount of thesettlement of the spouse’s marital If you elect alternate valuation, do
mortgage or lien. If the debt isrights. not deduct the amount by which you
enforceable against other property of reduced the value of an item to include

You may not deduct a claim made the estate not subject to the mortgage it in the gross estate.
against the estate by a remainderman or lien, or if the decedent was
relating to section 2044 property. personally liable for the debt, you must Do not deduct losses claimed as a
Section 2044 property is described in include the full value of the property deduction on a federal income tax
the instructions to line 6 of Part 4— subject to the mortgage or lien in the return or depreciation in the value of
General Information. gross estate under the appropriate securities or other property.
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transferred by the decedent during life individual or in any other way. TheExpenses Incurred in
or by will to or for the use of any of the termination must occur within the periodAdministering Property Not following: of time (including extensions) for filing

Subject to Claims • The United States, a state, a political the decedent’s estate tax return and
subdivision of a state, or the District of before the power has been exercised.You may deduct expenses incurred in
Columbia, for exclusively publicadministering property that is included The deduction is limited to the
purposes;in the gross estate but that is not amount actually available for charitable• Any corporation or associationsubject to claims. You may only deduct uses. Therefore, if under the terms of a
organized and operated exclusively forthese expenses if they were paid will or the provisions of local law, or for
religious, charitable, scientific, literary,before the section 6501 period of any other reason, the federal estate
or educational purposes, including thelimitations for assessment expired. tax, the federal GST tax, or any other
encouragement of art, or to foster estate, GST, succession, legacy, orThe expenses deductible on this national or international amateur sports inheritance tax is payable in whole or inschedule are usually expenses incurred competition (but only if none of its part out of any bequest, legacy, orin the administration of a trust activities involve providing athletic devise that would otherwise be allowedestablished by the decedent before facilities or equipment, unless the as a charitable deduction, the amountdeath. They may also be incurred in the organization is a qualified amateur you may deduct is the amount of thecollection of other assets or the transfer sports organization) and the prevention bequest, legacy, or devise reduced byor clearance of title to other property of cruelty to children and animals, as the total amount of the taxes.included in the decedent’s gross estate long as no part of the net earningsfor estate tax purposes, but not If you elected to make installmentbenefits any private individual and noincluded in the decedent’s probate payments of the estate tax, and thesubstantial activity is undertaken toestate. interest is payable out of propertycarry on propaganda, or otherwise transferred to charity, you must reduceThe expenses deductible on this attempt to influence legislation or the charitable deduction by an estimateschedule are limited to those that are participate in any political campaign on of the maximum amount of interest thatthe result of settling the decedent’s behalf of any candidate for public office; will be paid on the deferred tax.interest in the property or of vesting • A trustee or a fraternal society, order

For split-interest trusts (or pooledgood title to the property in the or association operating under the
income funds), enter in the “Amount”beneficiaries. Expenses incurred on lodge system, if the transferred property
column the amount treated as passingbehalf of the transferees (except those is to be used exclusively for religious,
to the charity. Do not enter the entiredescribed above) are not deductible. charitable, scientific, literary, or
amount that passes to the trust (fund).Examples of deductible and educational purposes, or for the

nondeductible expenses are provided in prevention of cruelty to children or If you are deducting the value of the
Regulations section 20.2053-8. animals, and no substantial activity is residue or a part of the residue passing

undertaken to carry on propaganda or to charity under the decedent’s will,List the names and addresses of the
otherwise attempt to influence attach a copy of the computationpersons to whom each expense was
legislation, or participate in any political showing how you determined the value,payable and the nature of the expense.
campaign on behalf of any candidate including any reduction for the taxesIdentify the property for which the
for public office; described above.expense was incurred by indicating the • Any veterans organizationschedule and item number where the Also include:
incorporated by an Act of Congress orproperty is included in the gross estate. • A statement that shows the values of
any of its departments, local chapters,If you do not know the exact amount of all specific and general legacies or
or posts, for which none of the netthe expense, you may deduct an devises for both charitable and
earnings benefits any private individual;estimate, provided that the amount may noncharitable uses. For each legacy or
orbe verified with reasonable certainty devise, indicate the paragraph or• A foreign government or its politicaland will be paid before the period of section of the decedent’s will or codicil
subdivision when the use of suchlimitations for assessment (referred to that applies. If legacies are made to
property is limited exclusively toabove) expires. Keep all vouchers and each member of a class (for example,
charitable purposes.receipts for inspection by the Internal $1,000 to each of the decedent’s

Revenue Service. employees), show only the number ofFor this purpose, certain Indian tribal
each class and the total value ofgovernments are treated as states and
property they received;transfers to them qualify as deductibleSchedule M—Bequests,
• The date of birth of all life tenants orcharitable contributions. See Rev. Proc.etc., to Surviving Spouse annuitants, the length of whose lives2002-64, 2002-42 I.R.B. 717, as
may affect the value of the interestmodified and supplemented by(Marital Deduction) passing to charity under the decedent’ssubsequent revenue procedures, for a

See the Form 706 itself for these will;list of qualifying Indian tribal
instructions. • A statement showing the value of allgovernments.

property that is included in theYou may also claim a charitableSchedule O—Charitable, decedent’s gross estate but does notcontribution deduction for a qualifying pass under the will, such as transfers,conservation easement granted afterPublic, and Similar Gifts jointly owned property that passed tothe decedent’s death under the the survivor on decedent’s death, andand Bequests provisions of section 2031(c)(9). insurance payable to specific
The charitable deduction is allowed beneficiaries; andGeneral

for amounts that are transferred to • Any other important information such
You must complete Schedule O and file charitable organizations as a result of as that relating to any claim, not arising
it with the return if you claim a either a qualified disclaimer (see Line 2. under the will, to any part of the estate
deduction on item 21 of Part 5— Qualified Disclaimer below) or the (that is, a spouse claiming dower or
Recapitulation. complete termination of a power to curtesy, or similar rights).

You can claim the charitable consume, invade, or appropriate
Line 2. Qualified Disclaimerdeduction allowed under section 2055 property for the benefit of an individual.

for the value of property in the It does not matter whether termination The charitable deduction is allowed for
decedent’s gross estate that was occurs because of the death of the amounts that are transferred to
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charitable organizations as a result of a • The credit computed under the purposes of the federal estate tax. See
qualified disclaimer. To be a qualified treaty; the instructions for Form 706-NA.
disclaimer, a refusal to accept an • The credit computed under the

Computation of Credit Underinterest in property must meet the statute; or
conditions of section 2518. These are • The credit computed under the the Statute
explained in Regulations sections treaty, plus the credit computed under

Item 1. Enter the amount of the estate,25.2518-1 through 25.2518-3. If the statute for death taxes paid to each
inheritance, legacy, and successionproperty passes to a charitable political subdivision or possession of
taxes paid to the foreign country and itsbeneficiary as the result of a qualified the treaty country that are not directly
possessions or political subdivisions,disclaimer, check the “Yes” box on line or indirectly creditable under the treaty.
attributable to property that is:2 and attach a copy of the written  Under the statute, the credit is • Situated in that country,disclaimer required by section 2518(b). authorized for all death taxes (national • Subjected to these taxes, and

and local) imposed in the foreign • Included in the gross estate.Attachments
country. Whether local taxes are the The amount entered at item 1 shouldIf the charitable transfer was made by basis for a credit under a treaty not include any tax paid to the foreignwill, attach a certified copy of the order depends upon the provisions of the country with respect to property notadmitting the will to probate, in addition particular treaty. situated in that country and should notto the copy of the will. If the charitable

include any tax paid to the foreignIf a credit for death taxes paid intransfer was made by any other written
country with respect to property notmore than one foreign country isinstrument, attach a copy. If the
included in the gross estate. If only aallowable, a separate computation ofinstrument is of record, the copy should
part of the property subjected to foreignthe credit must be made for eachbe certified; if not, the copy should be
taxes is both situated in the foreignforeign country. The copies of Scheduleverified.
country and included in the grossP on which the additional computations
estate, it will be necessary to determineare made should be attached to theValue
the portion of the taxes attributable tocopy of Schedule P provided in theThe valuation dates used in
that part of the property. Also, attachreturn.determining the value of the gross
the computation of the amount enteredestate apply also on Schedule O. The total credit allowable in respect at item 1.to any property, whether subjected to
Item 2. Enter the value of the grosstax by one or more than one foreignSchedule P—Credit for
estate, less the total of the deductionscountry, is limited to the amount of theForeign Death Taxes on items 20 and 21 of Part 5—federal estate tax attributable to the
Recapitulation.property. The anticipated amount of the

General credit may be computed on the return, Item 3. Enter the value of the propertybut the credit cannot finally be allowedIf you claim a credit on line 13 of Part situated in the foreign country that isuntil the foreign tax has been paid and2—Tax Computation, you must subjected to the foreign taxes anda Form 706-CE evidencing payment iscomplete Schedule P and file it with the included in the gross estate, less thosefiled. Section 2014(g) provides that forreturn. You must attach Form(s) portions of the deductions taken oncredits for foreign death taxes, each706-CE, Certificate of Payment of Schedules M and O that areU.S. possession is deemed a foreignForeign Death Tax, to support any attributable to the property.country.credit you claim.
Item 4. Subtract any credit claimed onIf the foreign government refuses to Convert death taxes paid to the line 15 for federal gift taxes oncertify Form 706-CE, you must file it foreign country into U.S. dollars by pre-1977 gifts (section 2012) from linedirectly with the Internal Revenue using the rate of exchange in effect at 12 of Part 2—Tax Computation, andService as instructed on the Form the time each payment of foreign tax is enter the balance at item 4 of706-CE. See Form 706-CE for made. Schedule P.instructions on how to complete the If a credit is claimed for any foreign

form and for a description of the items death tax that is later recovered, see Credit Under Treatiesthat must be attached to the form when Regulations section 20.2016-1 for the If you are reporting any items on thisthe foreign government refuses to notice required within 30 days. return based on the provisions of acertify it.
death tax treaty, you may have toLimitation PeriodThe credit for foreign death taxes is attach a statement to this return

allowable only if the decedent was a The credit for foreign death taxes is disclosing the return position that is
citizen or resident of the United States. limited to those taxes that were actually treaty based. See Regulations section
However, see section 2053(d) and the paid and for which a credit was claimed 301.6114-1 for details.
related regulations for exceptions and within the later of the 4 years after the

In general. If the provisions of a treatylimitations if the executor has elected, filing of the estate tax return, or before
apply to the estate of a U.S. citizen orin certain cases, to deduct these taxes the date of expiration of any extension
resident, a credit is authorized forfrom the value of the gross estate. For of time for payment of the federal
payment of the foreign death tax ora resident, not a citizen, who was a estate tax, or 60 days after a final
taxes specified in the treaty. Treatiescitizen or subject of a foreign country decision of the Tax Court on a timely
with death tax conventions are in effectfor which the President has issued a filed petition for a redetermination of a
with the following countries: Australia,proclamation under section 2014(h), the deficiency.
Austria, Canada, Denmark, Finland,credit is allowable only if the country of
France, Germany, Greece, Ireland,which the decedent was a national Credit Under the Statute
Italy, Japan, Netherlands, Norway,allows a similar credit to decedents who For the credit allowed by the statute, South Africa, Sweden, Switzerland, andwere U.S. citizens residing in that the question of whether particular the United Kingdom.country. property is situated in the foreign

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:
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• The situs rules contained in the treaty for the property. There is no credit for the credit allowed is 100% of the
apply in determining whether property tax on prior transfers for federal gift maximum amount. If more than 2 years
was situated in the foreign country; taxes paid in connection with the elapsed between the dates of death, no
• The credit may be allowed only for transfer of the property to the credit is allowed.
payment of the death tax or taxes transferee. Where transferor predeceased thespecified in the treaty (but see the If you are claiming a credit for tax on transferee. The percent of theinstructions above for credit under the prior transfers on Form 706-NA, you maximum amount that is allowed as astatute for death taxes paid to each should first complete and attach Part credit depends on the number of yearspolitical subdivision or possession of 5—Recapitulation from Form 706 that elapsed between dates of death. Itthe treaty country that are not directly before computing the credit on is determined using the following table:or indirectly creditable under the treaty); Schedule Q from Form 706.• If specifically provided, the credit is Period ofSection 2056(d)(3) contains specificproportionately shared for the tax Time Not Percentrules for allowing a credit for certainapplicable to property situated outside Exceeding Exceeding Allowable

transfers to a spouse who was not aboth countries, or that was deemed in
- - - - - 2 years 100U.S. citizen where the property passedsome instances situated within both

2 years 4 years 80outright to the spouse, or to a qualifiedcountries; and
4 years 6 years 60domestic trust.• The amount entered at item 4 of
6 years 8 years 40Schedule P is the amount shown on 8 years 10 years 20Propertyline 12 of Part 2—Tax Computation, 10 years - - - - - noneThe term “property” includes anyless the total of the credits claimed for

interest (legal or equitable) of which thefederal gift taxes on pre-1977 gifts
transferee received the beneficial(section 2012) and for tax on prior How To Compute the Creditownership. The transferee istransfers (line 14 of Part 2—Tax
considered the beneficial owner of A worksheet for Schedule Q is providedComputation). (If a credit is claimed for
property over which the transferee on page 30 of these instructions totax on prior transfers, it will be
received a general power of allow you to compute the limits beforenecessary to complete Schedule Q
appointment. Property does not include completing Schedule Q. Transfer thebefore completing Schedule P.) For
interests to which the transferee appropriate amounts from theexamples of computation of credits
received only a bare legal title, such as worksheet to Schedule Q as indicatedunder the treaties, see the applicable
that of a trustee. Neither does it include on the schedule. You do not need to fileregulations.
an interest in property over which the the worksheet with your Form 706, butComputation of credit in cases transferee received a power of should keep it for your records.where property is situated outside appointment that is not a general power Cases involving transfers from twoboth countries or deemed situated of appointment. In addition to interests or more transferors. Part I of thewithin both countries. See the in which the transferee received the worksheet and Schedule Q enable youappropriate treaty for details. complete ownership, the credit may be to compute the credit for as many asallowed for annuities, life estates, terms three transferors. The number ofSchedule Q—Credit for for years, remainder interests (whether transferors is irrelevant to Part II of thecontingent or vested), and any otherTax on Prior Transfers worksheet. If you are computing theinterest that is less than the complete credit for more than three transferors,ownership of the property, to the extent use more than one worksheet andGeneral that the transferee became the Schedule Q, Part I, and combine theYou must complete Schedule Q and file beneficial owner of the interest. totals for the appropriate lines.it with the return if you claim a credit on
Maximum Amount of thePart 2—Tax Computation, line 14. Section 2032A additional tax. If the

transferor’s estate elected special-useCreditThe term “transferee” means the
valuation and the additional estate taxdecedent for whose estate this return is The maximum amount of the credit is
of section 2032A(c) was imposed atfiled. If the transferee received property the smaller of:
any time up to 2 years after the deathfrom a transferor who died within 10 1. The amount of the estate tax of of the decedent for whom you are filingyears before, or 2 years after, the the transferor’s estate attributable to the this return, check the box on Scheduletransferee, a credit is allowable on this transferred property or Q. On lines 1 and 9 of the worksheet,return for all or part of the federal estate 2. The amount by which: include the property subject to thetax paid by the transferor’s estate with

a. An estate tax on the transferee’s additional estate tax at its FMV ratherrespect to the transfer. There is no
estate determined without the credit for than its special-use value. On line 10 ofrequirement that the property be
tax on prior transfers, exceeds the worksheet, include the additionalidentified in the estate of the transferee

b. An estate tax on the transferee’s estate tax paid as a federal estate taxor that it exist on the date of the
estate determined by excluding from paid.transferee’s death. It is sufficient for the
the gross estate the net value of theallowance of the credit that the transfer
transfer. How To Complete theof the property was subjected to federal

estate tax in the estate of the transferor If credit for a particular foreign death Schedule Q Worksheet
and that the specified period of time tax may be taken under either the Most of the information to complete
has not elapsed. A credit may be statute or a death duty convention, and Part I of the worksheet should be
allowed with respect to property on this return the credit actually is taken obtained from the transferor’s Form
received as the result of the exercise or under the convention, then no credit for 706.
nonexercise of a power of appointment that foreign death tax may be taken into

Line 5. Enter on line 5 the applicablewhen the property is included in the consideration in computing estate tax
marital deduction claimed for thegross estate of the donee of the power. (a) or estate tax (b), above.
transferor’s estate (from the transferor’sIf the transferee was the transferor’s Form 706).Percent Allowablesurviving spouse, no credit is allowed

for property received from the transferor Where transferee predeceased the Lines 10 through 18. Enter on these
to the extent that a marital deduction transferor. If not more than 2 years lines the appropriate taxes paid by the
was allowed to the transferor’s estate elapsed between the dates of death, transferor’s estate.
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If the transferor’s estate elected to each transferee to a generation and whether or not there has been an
pay the federal estate tax in determine whether each transferee is a appointment of any other person
installments, enter on line 10 only the “natural person” or a “trust” for GST charged with the care of the person or
total of the installments that have purposes. property of the transferor.
actually been paid at the time you file The third step is to determine which If the decedent had been adjudged
this Form 706. See Rev. Rul. 83-15, skip persons are transferees of mentally incompetent, a copy of the
1983-1 C.B. 224, for more details. Do “interests in property.” If the skip person judgment or decree must be filed with
not include as estate tax any tax is a natural person, anything transferred this return.
attributable to section 4980A, before its is an interest in property. If the skip If the decedent had not beenrepeal by the Taxpayer Relief Act of person is a trust, make this adjudged mentally incompetent, the1997. determination using the rules under executor must file with the return a
Line 21. Add lines 11 (allowable Interest in property below. These first certification from a qualified physician
unified credit) and 13 (foreign death three steps are described in detail stating that in his opinion the decedent
taxes credit) of Part 2—Tax under the main heading, Determining had been mentally incompetent at all
Computation to the amount of any Which Transfers Are Direct Skips times on and after October 22, 1986,
credit taken (on line 15) for federal gift below. and that the decedent had not regained
taxes on pre-1977 gifts (section 2012). The fourth step is to determine the competence to modify or revoke the
Subtract this total from Part 2—Tax whether to enter the transfer on terms of the trust or will prior to his
Computation, line 8. Enter the result on Schedule R or on Schedule R-1. See death or a statement as to why no such
line 21 of the worksheet. the rules under the main heading, certification may be obtained from a
Line 26.  If you computed the marital Dividing Direct Skips Between physician.
deduction using the unlimited marital Schedules R and R-1 on page 25. Direct skip. The GST tax reported on
deduction in effect for decedents dying The fifth step is to complete Form 706 and Schedule R-1 (Form
after 1981, for purposes of determining Schedules R and R-1 using the How To 706) is imposed only on direct skips.
the marital deduction for the reduced Complete instructions on page 25, for For purposes of Form 706, a direct skip
gross estate, see Rev. Rul. 90-2, each schedule. is a transfer that is:
1990-1 C.B. 169. To determine the • Subject to the estate tax,
“reduced adjusted gross estate,” Determining Which Transfers • Of an interest in property, and
subtract the amount on line 25 of the Are Direct Skips • To a skip person.
Schedule Q Worksheet from the All three requirements must be metEffective dates. The rules belowamount on line 24 of the worksheet. If before the transfer is subject to theapply only for the purpose ofcommunity property is included in the GST tax. A transfer is subject to thedetermining if a transfer is a direct skipamount on line 24 of the worksheet, estate tax if you are required to list it onthat should be reported on Schedule Rcompute the reduced adjusted gross any of Schedules A through I of Formor R-1 of Form 706.estate using the rules of Regulations 706. To determine if a transfer is of an
section 20.2056(c)-2 and Rev. Rul. In general. The GST tax is interest in property and to a skip
76-311, 1976-2 C.B. 261. effective for the estates of decedents person, you must first determine if the

dying after October 22, 1986. transferee is a natural person or a trustSchedules R and R-1— Irrevocable trusts. The GST tax as defined below.
will not apply to any transfer under a Trust. For purposes of the GST tax, aGeneration-Skipping trust that was irrevocable on September trust includes not only an explicit trust
25, 1985, but only to the extent that theTransfer Tax (as defined in Special rule for trusts
transfer was not made out of corpus other than explicit trusts on page 25),
added to the trust after September 25,Introduction and Overview but also any other arrangement (other
1985. An addition to the corpus after than an estate) which, although notSchedule R is used to compute the that date will cause a proportionate part explicitly a trust, has substantially thegeneration-skipping transfer (GST) tax of future income and appreciation to be same effect as a trust. For example, athat is payable by the estate. Schedule subject to the GST tax. For more trust includes life estates withR-1 (Form 706) is used to compute the information, see Regulations section remainders, terms for years, andGST tax that is payable by certain 26.2601-1(b)(1)(ii). insurance and annuity contracts.trusts that are includible in the gross

Mental disability. If, on Octoberestate. Substantially separate and
22, 1986, the decedent was under a independent shares of differentThe GST tax that is to be reported mental disability to change the beneficiaries in a trust are treated ason Form 706 is imposed only on “direct disposition of his or her property and separate trusts.skips occurring at death.” Unlike the did not regain the competence to

estate tax, which is imposed on the Interest in property. If a transfer isdispose of property before death, the
value of the entire taxable estate made to a natural person, it is alwaysGST tax will not apply to any property
regardless of who receives it, the GST considered a transfer of an interest inincluded in the gross estate (other than
tax is imposed only on the value of property for purposes of the GST tax.property transferred on behalf of the
interests in property, wherever located, decedent during life and after October If a transfer is made to a trust, a
that actually pass to certain transferees, 21, 1986). The GST tax will also not person will have an interest in the
who are referred to as “skip persons.” apply to any transfer under a trust to property transferred to the trust if that

For purposes of Form 706, the the extent that the trust consists of person either has a present right to
property interests transferred must be property included in the gross estate receive income or corpus from the trust
includible in the gross estate before (other than property transferred on (such as an income interest for life) or
they are subject to the GST tax. behalf of the decedent during life and is a permissible current recipient of
Therefore, the first step in computing after October 21, 1986). income or corpus from the trust (that is,
the GST tax liability is to determine the may receive income or corpus at theThe term “mental disability” means
property interests includible in the gross discretion of the trustee).the decedent’s mental incompetence to
estate by completing Schedules A execute an instrument governing the Skip person. A transferee who is a
through I of Form 706. disposition of his or her property, natural person is a skip person if that

The second step is to determine who whether or not there has been an transferee is assigned to a generation
the skip persons are. To do this, assign adjudication of incompetence and that is two or more generations below
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the generation assignment of the transferee, that transferee is generally described in sections 511(a)(2) and
decedent. See Determining the assigned to the youngest of the 511(b)(2) are assigned to the
generation of a transferee below. generations that would apply. decedent’s generation. Transfers to

such organizations are therefore notIf an estate, trust, partnership,A transferee who is a trust is a skip
subject to the GST tax.corporation, or other entity (other thanperson if all the interests in the property

certain charitable organizations and(as defined on page 23) transferred to Charitable remainder trusts.trusts described in sections 511(a)(2)the trust are held by skip persons. Transfers to or in the form of charitableand 511(b)(2)) is a transferee, thenThus, whenever a non-skip person has remainder annuity trusts, charitableeach person who indirectly receives thean interest in a trust, the trust will not remainder unitrusts, and pooled incomeproperty interests through the entity isbe a skip person even though a skip funds are not considered made to skiptreated as a transferee and is assignedperson also has an interest in the trust. persons and, therefore, are not directto a generation as explained in theA trust will also be a skip person if skips even if all of the life beneficiariesabove rules. However, this look-throughthere are no interests in the property are skip persons.rule does not apply for the purpose oftransferred to the trust held by any determining whether a transfer to a Estate tax value. Estate tax value isperson, and future distributions or trust is a direct skip. the value shown on Schedules Aterminations from the trust can be made
Generation assignment where through I of this Form 706.only to skip persons.

intervening parent is deceased. A
Non-skip person. A non-skip person Examples. The rules above can bespecial rule may apply in the case of
is any transferee who is not a skip illustrated by the following examples:the death of a parent of the transferee.
person. For terminations, distributions, and 1. Under the will, the decedent’s

transfers after December 31, 1997, theDetermining the generation of a house is transferred to the decedent’s
existing rule that applied totransferee. Generally, a generation is daughter for her life with the remainder
grandchildren of the decedent has beendetermined along family lines as passing to her children. This transfer is
extended to apply to other linealfollows. made to a “trust” even though there is
descendants. no explicit trust instrument. The interest1. Where the beneficiary is a lineal

descendant of a grandparent of the in the property transferred (the presentIf property is transferred to an
decedent (that is, the decedent’s right to use the house) is transferred toindividual who is a descendant of a
cousin, niece, nephew, etc.), the a non-skip person (the decedent’sparent of the transferor, and that
number of generations between the daughter). Therefore, the trust is not aindividual’s parent (who is a lineal
decedent and the beneficiary is skip person because there is andescendant of the parent of the
determined by subtracting the number interest in the transferred property thattransferor) is deceased at the time the
of generations between the is held by a non-skip person. Thetransfer is subject to gift or estate tax,
grandparent and the decedent from the transfer is not a direct skip.then for purposes of generation
number of generations between the assignment, the individual is treated as 2. The will bequeaths $100,000 to
grandparent and the beneficiary. if he or she is a member of the the decedent’s grandchild. This transfer

2. Where the beneficiary is a lineal generation that is one generation below is a direct skip that is not made in trust
descendant of a grandparent of a the lower of: and should be shown on Schedule R.
spouse (or former spouse) of the • The transferor’s generation or 3. The will establishes a trust that isdecedent, the number of generations • The generation assignment of the required to accumulate income for 10between the decedent and the youngest living ancestor of the years and then pay its income to thebeneficiary is determined by subtracting individual, who is also a descendant of decedent’s grandchildren for the rest ofthe number of generations between the the parent of the transferor. their lives and, upon their deaths,grandparent and the spouse (or former

The same rules apply to the distribute the corpus to the decedent’sspouse) from the number of
generation assignment of any great-grandchildren. Because the trustgenerations between the grandparent
descendant of the individual. has no current beneficiaries, there areand the beneficiary.

no present interests in the property3. A person who at any time was This rule does not apply to a transfer
transferred to the trust. All of themarried to a person described in (1) or to an individual who is not a lineal
persons to whom the trust can make(2) above is assigned to the generation descendant of the transferor if the
future distributions (includingof that person. A person who at any transferor has any living lineal
distributions upon the termination oftime was married to the decedent is descendants.
interests in property held in trust) areassigned to the decedent’s generation. If any transfer of property to a trust skip persons (for example, the4. A relationship by adoption or would have been a direct skip except decedent’s grandchildren andhalf-blood is treated as a relationship for this generation assignment rule, great-grandchildren). Therefore, theby whole-blood. then the rule also applies to transfers trust itself is a skip person and you5. A person who is not assigned to from the trust attributable to such should show the transfer ona generation according to (1), (2), (3), property. Schedule R.or (4) above is assigned to a generation

Ninety-day rule.  For purposes ofbased on his or her birth date, as 4. The will establishes a trust that is
determining if an individual’s parent isfollows: to pay all of its income to the
deceased at the time of a testamentary decedent’s grandchildren for 10 years.a. A person who was born not more
transfer, an individual’s parent who dies At the end of 10 years, the corpus is tothan 121/2 years after the decedent is in
no later than ninety days after a be distributed to the decedent’sthe decedent’s generation.
transfer occurring by reason of the children. All of the present interests inb. A person born more than 121/2
death of the transferor is treated as this trust are held by skip persons.years, but not more than 371/2 years,
having predeceased the transferor. The Therefore, the trust is a skip personafter the decedent is in the first
ninety-day rule applies to transfers and you should show this transfer ongeneration younger than the decedent.
occurring on or after July 18, 2005. See Schedule R. You should show thec. A similar rule applies for a new
Regulations section 26.2651-1, for estate tax value of all the propertygeneration every 25 years.
more information. transferred to the trust even though the

trust has some ultimate beneficiariesIf more than one of the rules for Charitable organizations.
who are non-skip persons.assigning generations applies to a Charitable organizations and trusts
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section 301.7701-4(d) is not treated as Year of transfer GST exemptionDividing Direct Skips
1999 1,010,000an explicit trust for the purposes of thisBetween Schedules R and 2000 1,030,000special rule.

R-1 2001 1,060,000
If the proceeds of a life insurance 2002 1,100,000

Report all generation-skipping policy are includible in the gross estate 2003 1,120,000
transfers on Schedule R unless 2004 and 2005 1,500,000and are payable to a beneficiary who is
the rules below specifically 2006 2,000,000a skip person, the transfer is a direct

TIP

provide that they are to be reported on skip from a trust that is not an explicit
The amount of each increase canSchedule R-1. trust. It should be reported on Schedule

only be allocated to transfers made (orR-1 if the total of all the tentative Under section 2603(a)(2), the GST appreciation that occurred) during ormaximum direct skips from thetax on direct skips from a trust (as after the year of the increase. Thedefined for GST tax purposes on page company is $250,000 or more. following example shows the23) is to be paid by the trustee and not Otherwise, it should be reported on application of this rule:by the estate. Schedule R-1 serves as Schedule R.
Example. In 2002, G made a directa notification from the executor to the

skip of $1,100,000 and applied her fullSimilarly, if an annuity is includibletrustee that a GST tax is due.
$1,100,000 of GST exemption to theon Schedule I and its survivor benefitsFor a direct skip to be reportable on transfer. G made a $100,000 taxableare payable to a beneficiary who is aSchedule R-1, the trust must be direct skip in 2003 and another ofskip person, then the estate tax valueincludible in the decedent’s gross $30,000 in 2004. For 2003, G can onlyof the annuity should be reported as aestate. apply $20,000 of exemption ($20,000direct skip on Schedule R-1 if the totalIf the decedent was the surviving inflation adjustment from 2003) to thetentative maximum direct skips from thespouse life beneficiary of a marital $100,000 transfer in 2003. For 2004, Gentity paying the annuity is $250,000 ordeduction power of appointment (or can apply $30,000 of exemption to themore.QTIP) trust created by the decedent’s 2004 transfer, but nothing to the

spouse, then transfers caused by transfer made in 2003. At the end ofExecutor as trustee. If any of the
reason of the decedent’s death from 2004, G would have $350,000 ofexecutors of the decedent’s estate are
that trust to skip persons are direct unused exemption that she can applytrustees of the trust, then all direct skipsskips required to be reported on to future transfers (or appreciation)with respect to that trust must be shownSchedule R-1. starting in 2005.on Schedule R and not on Schedule

If a direct skip is made “from a trust” Special QTIP election. In the case ofR-1 even if they would otherwise have
under these rules, it is reportable on property for which a marital deduction isbeen required to be shown on
Schedule R-1 even if it is also made “to allowed to the decedent’s estate underSchedule R-1. This rule applies even if
a trust” rather than to an individual. section 2056(b)(7) (QTIP election),the trust has other trustees who are not

section 2652(a)(3) allows you to treatSimilarly, if property in a trust (as executors of the decedent’s estate.
such property for purposes of the GSTdefined for GST tax purposes on page
tax as if the election to be treated as23) is included in the decedent’s gross How To Complete Schedules qualified terminable interest propertyestate under section 2035, 2036, 2037, R and R-1 had not been made.2038, 2039, 2041, or 2042 and such

The 2652(a)(3) election must includeproperty is, by reason of the decedent’s Valuation. Enter on Schedules R and
the value of all property in the trust fordeath, transferred to skip persons, the R-1 the estate tax value of the property
which a QTIP election was allowedtransfers are direct skips required to be interests subject to the direct skips. If
under section 2056(b)(7).reported on Schedule R-1. you elected alternate valuation (section

If a section 2652(a)(3) election isSpecial rule for trusts other than 2032) and/or special-use valuation
made, then the decedent will for GSTexplicit trusts. An explicit trust is a (section 2032A), you must use the
tax purposes be treated as thetrust as defined in Regulations section alternate and/or special-use values on
transferor of all the property in the trust301.7701-4(a) as “an arrangement Schedules R and R-1.
for which a marital deduction wascreated by a will or by an inter vivos
allowed to the decedent’s estate underdeclaration whereby trustees take title How To Complete Schedule section 2056(b)(7). In this case, theto property for the purpose of protecting

R executor of the decedent’s estate mayor conserving it for the beneficiaries
allocate part or all of the decedent’sunder the ordinary rules applied in

Part 1. GST Exemption GST exemption to the property.chancery or probate courts.” Direct
Reconciliationskips from explicit trusts are required to You make the election simply by

be reported on Schedule R-1 listing qualifying property on line 9 ofPart 1, line 6 of both Parts 2 and 3, and
regardless of their size unless the Part 1.line 4 of Schedule R-1 are used to
executor is also a trustee (see Executor allocate the decedent’s GST Line 2. These allocations will have
as trustee below). exemption. This allocation is made by been made either on Forms 709 filed

Direct skips from trusts that are filing Form 706. Once made, the by the decedent or on Notices of
trusts for GST tax purposes but are not allocation is irrevocable. You are not Allocation made by the decedent for
explicit trusts are to be shown on inter vivos transfers that were not directrequired to allocate all of the
Schedule R-1 only if the total of all skips but to which the decedentdecedent’s GST exemption. However,
tentative maximum direct skips from the allocated the GST exemption. Thesethe portion of the exemption that you do
entity is $250,000 or more. If this total allocations by the decedent arenot allocate will be allocated by the IRS
is less than $250,000, the skips should irrevocable.under the deemed allocation at death
be shown on Schedule R. For purposes rules of section 2632(e). Also include on this line allocations
of the $250,000 limit, “tentative deemed to have been made by the
maximum direct skips” is the amount For transfers made through 1998, decedent under the rules of section
you would enter on line 5 of Schedule the GST exemption was $1 million. The 2632. Unless the decedent elected out
R-1 if you were to file that schedule. amount of the exemption for 2007 is of the deemed allocation rules,

$2,000,000. The exemption amountsA liquidating trust (such as a allocations are deemed to have been
for 1999 through 2006 are as follows:bankruptcy trust) under Regulations made in the following order:
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1. To inter vivos direct skips and required to be filed to report estate or WORKSHEET (inclusion ratio for
2. Beginning with transfers made GST tax. trust):

after December 31, 2000, to lifetime Line 9, column C. Enter the GST
1 Total estate and gift tax value of all oftransfers to certain trusts, by the exemption included on lines 2 through

the property interests that passed todecedent, that constituted indirect skips 6 of Part 1 of Schedule R, and the trust . . . . . . . . . . . . . . . . . . . .that were subject to the gift tax. discussed beginning on page 25, that 2 Estate taxes, state death taxes, and
was allocated to the trust. other charges actually recovered fromFor more information, see section

Line 9, column D. Allocate the the trust . . . . . . . . . . . . . . . . . . . .2632.
3 GST taxes imposed on direct skips toamount on line 8 of Part 1 of ScheduleLine 3. Make an entry on this line if skip persons other than this trust andR in line 9, column D. This amount may

you are filing Form(s) 709 for the borne by the property transferred tobe allocated to transfers into trusts that
decedent and wish to allocate any this trust . . . . . . . . . . . . . . . . . . . .are not otherwise reported on Form
exemption. 4 GST taxes actually recovered from706. For example, the line 8 amount

this trust (from Schedule R, Part 2,Lines 4, 5, and 6. These lines may be allocated to an inter vivos trust line 8 or Schedule R-1, line 6) . . . . .represent your allocation of the GST established by the decedent during his 5 Add lines 2 through 4 . . . . . . . . . . .exemption to direct skips made by or her lifetime and not included in the 6 Subtract line 5 from line 1 . . . . . . . .reason of the decedent’s death. gross estate. This allocation is made by 7 Add columns C and D of line 9 . . . . .Complete Parts 2 and 3 and Schedule identifying the trust on line 9 and 8 Divide line 7 by line 6 . . . . . . . . . . .R-1 before completing these lines. making an allocation to it using column 9 Trust’s inclusion ratio. Subtract line 8
Line 9. Line 9 is used to allocate the D. If the trust is not included in the from 1.000 . . . . . . . . . . . . . . . . . .
remaining unused GST exemption gross estate, value the trust as of the
(from line 8) and to help you compute date of death. You should inform the Line 10. Special-use allocation. Forthe trust’s inclusion ratio. Line 9 is a trustee of each trust listed on line 9 of skip persons who receive an interest inNotice of Allocation for allocating the the total GST exemption you allocated section 2032A special-use property,GST exemption to trusts as to which to the trust. The trustee will need this you may allocate more GST exemptionthe decedent is the transferor and from information to compute the GST tax on than the direct skip amount to reducewhich a generation-skipping transfer future distributions and terminations. the additional GST tax that would becould occur after the decedent’s death. Line 9, column E. Trust’s due when the interest is later disposed

inclusion ratio. The trustee mustIf line 9 is not completed, the of or qualified use ceases. See
know the trust’s inclusion ratio to figuredeemed allocation at death rules will Schedule A-1 of this Form 706 for more
the trust’s GST tax for futureapply to allocate the decedent’s details about this additional GST tax.
distributions and terminations. You areremaining unused GST exemption, first

Enter on line 10 the total additionalnot required to inform the trustee of theto property that is the subject of a direct
GST exemption available to allocate toinclusion ratio and may not haveskip occurring at the decedent’s death,
all skip persons who received anyenough information to compute it.and then to trusts as to which the
interest in section 2032A property.Therefore, you are not required todecedent is the transferor. If you wish
Attach a special-use allocationmake an entry in column E. However,to avoid the application of the deemed
schedule listing each such skip personcolumn E and the worksheet below areallocation rules, you should enter on
and the amount of the GST exemptionprovided to assist you in computing theline 9 every trust (except certain trusts
allocated to that person.inclusion ratio for the trustee if you wishentered on Schedule R-1, as described

If you do not allocate the GSTto do so.below) to which you wish to allocate
exemption, it will be automaticallyany part of the decedent’s GST You should inform the trustee of the
allocated under the deemed allocationexemption. Unless you enter a trust on amount of the GST exemption you
at death rules. To the extent anyline 9, the unused GST exemption will allocated to the trust. Line 9, columns C
amount is not so allocated, it will bebe allocated to it under the deemed and D may be used to compute this
automatically allocated to the earliestallocation rules. amount for each trust.
disposition or cessation that is subjectIf a trust is entered on Schedule R-1, This worksheet will compute an to the GST tax. Under certainthe amount you entered on line 4 of accurate inclusion ratio only if the circumstances, post-death events maySchedule R-1 serves as a Notice of decedent was the only settlor of the cause the decedent to be treated as aAllocation and you need not enter the trust. You should use a separate transferor for purposes of Chapter 13.trust on line 9 unless you wish to worksheet for each trust (or separate

allocate more than the Schedule R-1, Line 10 may be used to set aside anshare of a trust that is treated as a
line 4 amount to the trust. However, exemption amount for such an event.separate trust).
you must enter the trust on line 9 if you You must attach a schedule listing each
wish to allocate any of the unused GST such event and the amount of
exemption amount to it. Such an exemption allocated to that event.
additional allocation would not ordinarily Parts 2 and 3be appropriate in the case of a trust

Use Part 2 to compute the GST tax onentered on Schedule R-1 when the
transfers in which the property intereststrust property passes outright (rather
transferred are to bear the GST tax onthan to another trust) at the decedent’s
the transfers. Use Part 3 to report thedeath. However, where section 2032A
GST tax on transfers in which theproperty is involved, it may be
property interests transferred do notappropriate to allocate additional
bear the GST tax on the transfers.exemption amounts to the property.

See the instructions for line 10 below. Section 2603(b) requires that unless
the governing instrument providesTo avoid application of the
otherwise, the GST tax is to be chargeddeemed allocation rules, Form
to the property constituting the transfer.706 and Schedule R should beCAUTION

!
Therefore, you will usually enter all offiled to allocate the exemption to trusts
the direct skips on Part 2.that may later have taxable

terminations or distributions under You may enter a transfer on Part 3
section 2612 even if the form is not only if the will or trust instrument
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directs, by specific reference, that the the contribution of the easement, not indirectly through a partnership,
GST tax is not to be paid from the the estate tax value. If the date of corporation, or trust, if the decedent
transferred property interests. contribution and the estate tax values owned (directly or indirectly) at least

are the same, you do not need to do a 30% of the entity. For the rules onPart 2, Line 3. Enter zero on this line
separate computation. determining ownership of an entity, seeunless the will or trust instrument

Ownership rules below.specifies that the GST taxes will be After completing the worksheet,
paid by property other than that enter the amount from line 14 of the Ownership rules. An interest inconstituting the transfer (as described worksheet on line 14 of Schedule U. property owned, directly or indirectly, byabove). Enter on line 3 the total of the Finish completing Schedule U by or for a corporation, partnership, or trustGST taxes shown on Part 3 and entering amounts on lines 4, 7, and 15 is considered proportionately owned bySchedule(s) R-1 that are payable out of through 20, following the instructions or for the entity’s shareholders,the property interests shown on Part 2, below for those lines. At the top of partners, or beneficiaries. A person isline 1. Schedule U, enter ‘‘worksheet the beneficiary of a trust only if he or
Part 2, Line 6. Do not enter more than attached.’’ Attach the worksheet to the she has a present interest in the trust.
the amount on line 5. Additional return. For additional information, see the
allocations may be made using Part 1. ownership rules in section 2057(e)(3)Under section 2031(c), you may
Part 3, Line 3. See the instructions to (before its repeal by P.L. 107-16).elect to exclude a portion of the value
Part 2, line 3 above. Enter only the total of land that is subject to a qualified
of the GST taxes shown on Qualified Conservationconservation easement. You make the
Schedule(s) R-1 that are payable out of election by filing Schedule U with all of Easement
the property interests shown on Part 3, the required information and excluding A qualified conservation easement isline 1. the applicable value of the land that is one that would qualify as a qualified
Part 3, Line 6. See the instructions to subject to the easement on Part 5— conservation contribution under section
Part 2, line 6 above. Recapitulation, page 3, at item 11. To 170(h). It must be a contribution:

elect the exclusion, you must include • Of a qualified real property interest,How To Complete Schedule on Schedule A, B, E, F, G, or H, as • To a qualified organization, andappropriate, the decedent’s interest inR-1 • Exclusively for conservationthe land that is subject to the exclusion.Filing due date. Enter the due date of purposes.You must make the election on a timely
Schedule R, Form 706. You must send filed Form 706, including extensions. Qualified real property interest. Thethe copies of Schedule R-1 to the

The exclusion is the lesser of: term “qualified real property interest”fiduciary by this date.
• The applicable percentage of the means any of the following:Line 4. Do not enter more than the
value of land (after certain reductions) • The entire interest of the donor, otheramount on line 3. If you wish to allocate
subject to a qualified conservation than a qualified mineral interest;an additional GST exemption, you must
easement or • A remainder interest; oruse Schedule R, Part 1. Making an • $500,000.entry on line 4 constitutes a Notice of • A restriction granted in perpetuity on

Allocation of the decedent’s GST the use that may be made of the realOnce made, the election is
exemption to the trust. property. The restriction must include airrevocable.

prohibition on more than a de minimisLine 6. If the property interests
use for commercial recreational activity.General Requirementsentered on line 1 will not bear the GST

tax, multiply line 6 by 45% (.45).
Qualified organization. QualifiedQualified LandSignature. The executor(s) must sign organizations include:Land may qualify for the exclusion if allSchedule R-1 in the same manner as • The United States, a possession ofof the following requirements are met.Form 706. See Signature and the United States, a state (or the• The decedent or a member of theVerification on page 2. District of Columbia), or a politicaldecedent’s family must have owned theFiling Schedule R-1. Attach to Form subdivision of them, as long as the giftland for the 3-year period ending on the706 one copy of each Schedule R-1 is for exclusively public purposes;date of the decedent’s death.that you prepare. Send two copies of • A domestic entity that meets the• No later than the date the election iseach Schedule R-1 to the fiduciary. general requirements for qualifying as amade, a qualified conservation
charity under section 170(c)(2) and thateasement on the land has been madeSchedule U—Qualified generally receives a substantial amountby the decedent, a member of the
of its support from a government unit ordecedent’s family, the executor of theConservation Easement
from the general public; ordecedent’s estate, or the trustee of aExclusion • Any entity that qualifies under sectiontrust that holds the land.
170(h)(3)(B).• The land is located in the United

If at the time of the contribution States or one of its possessions.
Conservation purpose. The termof the conservation easement,
“conservation purpose” means:the value of the easement, the Member of FamilyCAUTION

!
value of the land subject to the • The preservation of land areas forMembers of the decedent’s family
easement, or the value of any retained outdoor recreation by, or the educationinclude the decedent’s spouse;
development right, was different than of, the public;ancestors; lineal descendants of the
the estate tax value, you must complete • The protection of a relatively naturaldecedent, of the decedent’s spouse,
a separate computation in addition to habitat of fish, wildlife, or plants, or aand of the parents of the decedent; and
completing Schedule U. similar ecosystem; orthe spouse of any lineal descendant. A

legally adopted child of an individual isUse a copy of Schedule U as a • The preservation of open space
considered a child of the individual byworksheet for this separate (including farmland and forest land)
blood.computation. Complete lines 4 through where such preservation is for the

14 of the worksheet Schedule U. scenic enjoyment of the general public,
Indirect Ownership of LandHowever, the value you use on lines 4, or under a clearly delineated federal,

5, 7, and 10, of the worksheet is the The qualified conservation easement state, or local conservation policy and
value for these items as of the date of exclusion applies if the land is owned will yield a significant public benefit.
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the land (regardless of whether in the date of death, see the Caution atSpecific Instructions
possession) agrees to permanently the beginning of the Schedule U
extinguish the retained development Instructions.Line 1
right. The agreement must be filed withIf the land is reported as one or more Explain how this value wasthis return and must include theitem numbers on a Form 706 schedule, determined and attach copies of anyfollowing information and terms:simply list the schedule and item appraisals. Normally, the appropriate1. A statement that the agreementnumbers. If the land subject to the way to value a conservation easementis made under section 2031(c)(5);easement comprises only part of an is to determine the FMV of the land2. A list of all persons in beingitem, however, list the schedule and both before and after the granting of theholding an interest in the land that isitem number and describe the part easement, with the difference being thesubject to the qualified conservationsubject to the easement. See the value of the easement.easement. Include each person’sInstructions for Schedule A—Real
name, address, tax identifying number,Estate, in the Form 706 itself, for You must reduce the reported valuerelationship to the decedent, and ainformation on how to describe the of the easement by the amount of anydescription of their interest;land. consideration received for the

3. The items of real property shown easement. If the date of death value ofLine 3 on the estate tax return that are subject the easement is different from the value
to the qualified conservation easementUsing the general rules for describing at the time the consideration was
(identified by schedule and itemreal estate, provide enough information received, you must reduce the value of
number);so the IRS can value the easement. the easement by the same proportion

Give the date the easement was 4. A description of the retained that the consideration received bears to
granted and by whom it was granted. development right that is to be the value of the easement at the time it

extinguished; was granted. For example, assume theLine 4 5. A clear statement of consent that value of the easement at the time it wasEnter on this line the gross value at is binding on all parties under granted was $100,000 and $10,000which the land was reported on the applicable local law: was received in consideration for theapplicable asset schedule on this Form easement. If the easement was wortha. To take whatever action is706. Do not reduce the value by the $150,000 at the date of death, younecessary to permanently extinguishamount of any mortgage outstanding. must reduce the value of the easementthe retained development rights listed inReport the estate tax value even if the by $15,000 ($10,000/$100,000 ×the agreement andeasement was granted by the decedent $150,000) and report the value of theb. To be personally liable for(or someone other than the decedent) easement on line 10 as $135,000.additional taxes under sectionprior to the decedent’s death.
2031(c)(5)(C) if this agreement is not

Note.  If the value of the land reported implemented by the earlier of: Line 15
on line 4 was different at the time the If a charitable contribution deduction for• The date that is 2 years after theeasement was contributed than that this land has been taken on Scheduledate of the decedent’s death orreported on Form 706, see the Caution O, enter the amount of the deduction• The date of sale of the land subjectat the beginning of the Schedule U here. If the easement was granted afterto the qualified conservationInstructions. the decedent’s death, a contributioneasement,

deduction may be taken on ScheduleLine 5 6. A statement that in the event this
O, if it otherwise qualifies, as long as noagreement is not timely implemented,The amount on line 5 should be the
income tax deduction was or will bethat they will report the additional tax ondate of death value of any qualifying
claimed for the contribution by anywhatever return is required by the IRSconservation easements granted prior
person or entity.and will file the return and pay theto the decedent’s death, whether

additional tax by the last day of the 6thgranted by the decedent or someone
Line 16month following the applicable dateother than the decedent, for which the

described above.exclusion is being elected. You must reduce the value of the land
by the amount of any acquisitionNote.  If the value of the easement
indebtedness on the land at the date ofAll parties to the agreement mustreported on line 5 was different at the
the decedent’s death. Acquisitionsign the agreement.time the easement was contributed
indebtedness includes the unpaidthan at the date of death, see the For an example of an agreement amount of:Caution at the beginning of the containing some of the same terms, • Any indebtedness incurred by theSchedule U Instructions. see Schedule A-1 (Form 706). donor in acquiring the property;

Line 7 • Any indebtedness incurred before theLine 10You must reduce the land value by the acquisition if the indebtedness would
Enter the total value of the qualifiedvalue of any development rights not have been incurred but for the
conservation easements on which theretained by the donor in the acquisition;
exclusion is based. This could includeconveyance of the easement. A • Any indebtedness incurred after theeasements granted by the decedent (ordevelopment right is any right to use acquisition if the indebtedness wouldsomeone other than the decedent) priorthe land for any commercial purpose not have been incurred but for theto the decedent’s death, easementsthat is not subordinate to and directly acquisition and the incurrence of thegranted by the decedent that take effectsupportive of the use of the land as a indebtedness was reasonablyat death, easements granted by thefarm for farming purposes. foreseeable at the time of theexecutor after the decedent’s death, or acquisition; andNote.  If the value of the retained some combination of these.development rights reported on line 7 • The extension, renewal, or

was different at the time the easement refinancing of acquisition indebtedness.Use the value of the easement
was contributed than at the date of as of the date of death, even if
death, see the Caution at the beginning the easement was granted priorCAUTION

!
Continuation Scheduleof the Schedule U Instructions. to the date of death. But, if the value of

You do not have to make this the easement was different at the time See instructions for Continuation
reduction if everyone with an interest in the easement was contributed than at 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. Section 6109 requires return preparers to provide
their identifying numbers on the return.

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 or give such information shown on your Form 706 to the Department of Justice to enforce the tax laws,
both civil and criminal, and to cities, states, the District of Columbia, U.S. commonwealths or possessions, and certain foreign
governments 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.

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., 42min. 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)

-30-



Page 31 of 32 Instructions for Form 706 11:38 - 19-SEP-2007

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

Index

A Gross estate . . . . . . . . . . . . . . . 2, 12 Real property, qualified . . . . . . . . 8 Schedule R, how to
complete . . . . . . . . . . . . . . . . . . . 25Address, executor . . . . . . . . . . . . . 5 Recapitulation . . . . . . . . . . . . . . . . 12

Schedule R-1, how toAlternate valuation . . . . . . . . . . . . . 6 Residents of U. S.I
complete . . . . . . . . . . . . . . . 25, 27Possessions . . . . . . . . . . . . . . . . 2Amending Form 706 . . . . . . . . . . . 2 Inclusion ratio for trust . . . . . . . . 26

Schedule U Qualified conservationRounding off to wholeAnnuities . . . . . . . . . . . . . . . . . . . . . 16 Installment payments . . . . . . . . . 10 easement exclusion . . . . . . . . 27dollars . . . . . . . . . . . . . . . . . . . . . . 3Applicable credit amount . . . . . . . 6 Insurance . . . . . . . . . . . . . . . . . . . . 12 Schedules R and R-1, directAuthorization . . . . . . . . . . . . . . . . . 11 Interests, reversionary or skips . . . . . . . . . . . . . . . . . . . . . . 25Sremainder . . . . . . . . . . . . . . . . . . 11 Section 2032A . . . . . . . . . . . . . 7, 13Schedule A Real Estate  (SeeB Section 2035(a) transfers . . . . . 14reverse side of Sch. A on FormBequests . . . . . . . . . . . . . . . . . . . . 20 L Section 2036 transfers . . . . . . . . 14706)Bonds . . . . . . . . . . . . . . . . . . . . . . . 13 Liens . . . . . . . . . . . . . . . . . . . . . . . . 19 Section 2037 transfers . . . . . . . . 14Schedule A-1 Section 2032A
Losses, expenses . . . . . . . . . . . . 19 Section 2038 transfers . . . . . . . . 14Valuation  (See Sch. A-1 on
Lump sum distributionC Signature and verification . . . . . . 2Form 706)

election . . . . . . . . . . . . . . . . . . . . 18Canadian marital credit . . . . . . . . 6 Social security number . . . . . . . 4, 5Schedule B Stocks and
Close corporations . . . . . . . . . . . 12 Bonds . . . . . . . . . . . . . . . . . . . . . 13 special-use valuation of Section

2032A . . . . . . . . . . . . . . . . . . . . . . 7Conservation purpose . . . . . . . . 27 Schedule C Mortgages, notes,M
and cash  (See reverse side of Specific Instructions . . . . . . . . . . . 3Continuation Schedule  (See Material participation . . . . . . . . . . . 8
Sch. C on Form 706)Continuation Schedule on Form Stocks . . . . . . . . . . . . . . . . . . . . . . . 13Member of family . . . . . . . . . . . 8, 27

706) Schedule D Insurance  (SeeMortgages and liens . . . . . . . . . . 19
reverse side of Sch. D on FormCredit for foreign death T706)taxes . . . . . . . . . . . . . . . . . . . . . . 21

Table A, Unified RateN Schedule E Jointly ownedCredit for tax on prior Schedule . . . . . . . . . . . . . . . . . . . 5Nonresident Noncitizens . . . . . . . 2 property  (See reverse side oftransfers . . . . . . . . . . . . . . . . . . . 22
Tax Computation . . . . . . . . . . . . . . 5Sch. E on Form 706)
Taxes, foreign death . . . . . . . . . . 21Schedule F. Other miscellaneousPD Total Credits . . . . . . . . . . . . . . . . . . 6property  (See reverse side ofPart 1, Decedent andDeath certificate . . . . . . . . . . . . . . . 3 Transfers, direct skips . . . . . . . . 23Sch. F on Form 706)Executor . . . . . . . . . . . . . . . . . . . . 4Debts of the decedent . . . . . . . . 19 Transfers, valuation rules . . . . . 15Schedule G Transfers duringPart 2. Tax Computation . . . . . . . 5Debts, mortgages and decedent’s life . . . . . . . . . . . . . 14 Trusts . . . . . . . . . . . . . . . . . . . . . . . 12Part 3. Elections by theliens . . . . . . . . . . . . . . . . . . . . . . . 18 Schedule G, how toExecutor . . . . . . . . . . . . . . . . . . . . 6Deductions . . . . . . . . . . . . . . . . . . . 12 complete . . . . . . . . . . . . . . . . . . . 15Part 4. General UDirect skips . . . . . . . . . . . . . . . . . . 23 Schedule H Powers ofInformation . . . . . . . . . . . . . . . . 11 U. S. Citizens or Residents . . . . . 2Disclaimer, qualified . . . . . . . . . . 20 appointment . . . . . . . . . . . . . . . 16Part 5. Recapitulation . . . . . . . . . 12 Unified Credit (applicable creditDocuments, supplemental . . . . . . 3 Schedule I Annuities . . . . . . . . . . 16Paying the Tax . . . . . . . . . . . . . . . . 2 amount) . . . . . . . . . . . . . . . . . . . . 6

Schedule I, how toPayments, installment . . . . . . . . 10 Unified credit adjustment . . . . . . . 6complete . . . . . . . . . . . . . . . . . . . 18E Penalties . . . . . . . . . . . . . . . . . . . . . . 3 Schedule J Expenses  (SeeElection . . . . . . . . . . . . . . . . . . . . 9, 11 Powers of appointment . . . . . . . 16 Vreverse side of Sch. J on FormElection, lump sum Privacy Act and Paperwork 706) Valuation methods . . . . . . . . . . . . . 8distribution . . . . . . . . . . . . . . . . . 18 Reduction Act Notice . . . . . . . 29 Schedule K Debts . . . . . . . . . . . . 18 Valuation rules, transfers . . . . . . 15Exclusion . . . . . . . . . . . . . . . . . . . . 12 Private delivery services . . . . . . . 2 Schedule L Losses, expensesExecutor . . . . . . . . . . . . . . . . . . . . 2, 4 Property, section 2044 . . . . . . . . 11 during administration . . . . . . . 19 WExpenses, losses . . . . . . . . . . . . . 19 Publications, obtaining . . . . . . . . . 3 Schedule M (Marital deduction) What’s New . . . . . . . . . . . . . . . . . . . 1Purpose of Form . . . . . . . . . . . . . . 1 (See instructions in the Form When To File . . . . . . . . . . . . . . . . . . 2F 706, itself)
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Schedule R and R-1General Instructions . . . . . . . . . . . 1 ■R Generation-skipping transfer
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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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