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Agenda • What is Form 1041?

• Filing Requirements

• Choice of Filing Period

• Common Types of Income

• Unique Trust and Estate Deductions

• I.R.C. § 645 & 663(b) Elections

• I.R.C. § 1014 Basis Adjustment Reporting

• Allocation of Income Between Entity and 
Beneficiaries



What is Form 
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Entities Using Form 1041 

Decedent’s Estate
Irrevocable Trusts

ILIT (Irrevocable Life Insurance Trust)
SLAT (Spousal Lifetime Access Trust) 
SNT (Supplemental Needs Trust)

Testamentary Trust
Created under a Will
Irrevocable Upon Death

Qualified Disability Trust










Form 1040

During working years, 
taxpayer files Form 1040 to 
report income earned from 

work and investments

Estate Form 1041

At taxpayer’s death, Estate 
begins reporting income 

earned or paid post-death

Trust Form 1041

When Estate terminates, 
ongoing Trusts may be 

created for ongoing 
management requiring 

reporting for trust income

Taxpayer 
Starts 

Working

Taxpayer 
Passes 
Away

Ongoing Trust 
May Come Into 

Existence

Trust 
Termination

When to Use Form 1041



Form 1040

During working years, 
taxpayer files Form 1040 to 
report income earned from 

work and investments

Trust Form 1041

Trust files income tax 
return to report earnings 
during period of trust’s 

existence

Taxpayer 
Starts 

Working

Taxpayer 
Passes 
Away

Taxpayer Creates 
Irrevocable Trust to 

Accomplish Specific Goal 
(i.e. Estate tax savings)

Trust 
Terminates 

per Terms of 
Document

When to Use Form 1041



Types of Trusts • Grantor Trust
• All income taxable to the Grantor 

• Simple Trust
• Required to distribute all Income annually AND 
• Does not actually distribute Principal or any 

monies to Charity during the current tax year
• Complex Trust

• Any Trust which is not a Simple Trust
• Qualified Disability Trust

• Irrevocable Non-Grantor Trust for Benefit of 
Disabled Individual(s) receiving SSDI Established 
by 3rd Party before Individual Turns 65



Polling Question Form 1041 is filed for which of the following types of 
taxpayers?

A. Individual
B. Trust
C. LLC



Requirements to 
File Form 1041



Requirements to File a Form 1041

6012(a)
Every estate the gross income of which for

the taxable year is $600 or more;
Every trust having for the taxable year any

taxable income, or having gross income of
600 or over, regardless of the amount of

taxable income;
Every estate or trust of which any

beneficiary is a nonresident alien;

Estate Gross 
Income $600

Trust Taxable 
Income $00

Estate 
/ Trust

Non-Res 
Beneficiary $0



Requirements to 
File a Form 1041

GENERAL RULE

• IRC § 6012(a)
• (3) Every estate the gross income of which for 

the taxable year is $600 or more;
• (4) Every trust having for the taxable year any 

taxable income, or having gross income of $600 
or over, regardless of the amount of taxable 
income;

• (5) Every estate or trust of which any beneficiary 
is a nonresident alien;



Requirements to File a Form 1041

Example 

Estate has $10,000 in income for the year, derived from qualified dividends and long
term capital gains.  Estate’s expenses for the year total $15,000.

Must file Form 1041 since Gross Income is greater than $600

Example 

Trust has $500 in income for the year, derived from interest. Trust’s expenses for the 
year are $10 and the Personal Exemption is $300. 

Must file Form 1041 since the Trust has Taxable Income greater than $0



Requirements to File a Form 1041

Example 

Trust has $1,000 of income from tax-exempt municipal bonds, and $1,000,000 collected 
as a death benefit from life insurance

No Form 1041 is required since both items of income are excluded from gross income 
under IRC §§ 103 & 101, respectively 

Example

Same facts as above, except that Trust has a beneficiary who is a citizen of another 
country and who is present in the U.S. less than 180 days during the year

Form 1041 is required because of the nonresident alien beneficiary
HOWEVER, remember to check for tax treaty



Requirements to 
File a Form 1041

• Example
• Irrevocable Trust whose beneficiary is a 45 year 

old disabled individual receiving SSI earns 
$1,000 of interest. The personal exemption for 
the trust is $4,300. 
• Must file Form 1041 since Gross Income is 

greater than $600 even though the trust has 
no taxable income because the personal 
exemption exceeds the taxable income.



Requirements to 
File a Form 1041

GRANTOR TRUSTS

• IF All Income Reported Under Grantor’s SSN
• Do nothing

• IF Income Reported Under Trust’s EIN
• File Grantor Trust Return



Terms of a Trust 
or Estate Plan

• Have a Copy of the Governing Document on File
• Last Will & Testament
• Trust Agreement

• Read the Governing Document 

• Inquire About Transactions Occurring During the 
Year



Types of Estates Testate

• Will – Review the Will 
and any Agreements 
Among Beneficiaries

• Identify Beneficiaries 
and Types of 
Distributions

• Determine 
Transactions During 
the Year

Intestate

• No Will – State Law 
Governs Distributions

• Identify Beneficiaries 
and Types of 
Distributions

• Determine 
Transactions During 
the Year



Types of Trust 
Terms

• Specific Bequests
• Charitable Beneficiaries
• Mandatory vs. Discretionary 

Income Distributions
• Mandatory vs. Discretionary 

Principal Distributions
• Accumulating Income
• Terminating Distributions



Income Allocation Options

Trust 1

Interest Income $10,000

No distributions to 
beneficiaries

Trust pays tax on $10,000

Beneficiaries pay tax on 

Trust 2

Interest Income $10,000

Trust distributes $6,000 
to beneficiaries. 

Trust pays tax on $4,000

Beneficiaries pay tax on 
$6,000

Trust 3

Interest Income $10,000

Trust distributes $13,000 
to beneficiaries. 

Trust pays tax on $0

Beneficiaries pay tax on 
$10,000



Income Tax Rates – Trust/Estate vs Individual

12%

22%
24%

32%

35%
37%

$10,275 $41,775 $89,075 $1,70,050 $2,15,950 $5,39,900 

Individual Single Tax Rates

10%

24%

35%
37%

0%

5%

10%

15%

20%

25%

30%

35%

40%

$- $2,900 $10,550 $14,450 

Trust & Estate Tax Rate



Polling Question Which of the following is required to file Form 1041?

A. Estate with $400 of Gross Income
B. Trust with $10 of Taxable Income
C. Grantor Trust with $800 Reported under 

Grantor’s SSN



Fiscal vs. 
Calendar Year



Tax Year Options – Fiscal vs. Calendar Year

Estate 
Calendar year (DoD – 12/31)
Fiscal year (DoD – Last Day of Months Prior to DoD)

Calendar year only (unless making a § 645 Election)



Estate – Calendar Year – Date of Death 7/4/23

Calendar Year 2023

9/1/23 Attorney Fees ($20,000)
10/1/23 Property Taxes ($3,000)
12/31/23 Cap Gain Distrib. $12,000
= Net Income ($11,000)

*No loss carryover

Calendar Year 2024

5/1/24 House Sells Gain $20,000 
6/5/24 CPA Fees ($2,000)
= Net Income $18,000



Estate – Fiscal 
Year – Date of 
Death 7/4/23

Fiscal Year 2023-2024

9/1/23 Attorney Fees ($20,000)
10/1/23 Property Taxes ($3,000)
12/31/23 Capital Gain Distrib. $12,000
5/1/24 House Sells Gain $20,000 
6/5/24 CPA Fees ($2,000)
= Net Income $7,000



SHORT & FISCAL YEAR ACCOUNTING HEADACHES

CALENDAR YEAR START

DATE OF DEATH

CALENDAR YEAR END

FISCAL YEAR END

1 Jan 1 Feb 1 Mar 1 Apr 1 May 1 Jun 1 Jul 1 Aug 1 Sep 1 Oct 1 Nov 1 Dec 1 Jan 1 Feb

Estate Form 
1041

Final Form 
1040

Tax Reporting 
Documents 
(1099/K-1)

Short & Fiscal Year Accounting Headaches



Jan 1 May 2 Jul 1 Oct 5 Dec 31 Apr 31

Calendar Year 
Starts

Taxpayer Dies and 
Fiscal Year Starts

IRA Cashed In Taxpayer’s House 
Sold

End Calendar Year End Fiscal Year

Short & Fiscal Year Accounting Headaches



1099- Div Detail



1099-B Detail



Schedule K-1 from Partnership

If timing of income is known, report accordingly.

If timing of income is unknown, 
Proportionately Allocate Income Based on # of Days 
Owner Was Alive
Report all income on return that coordinates with 
majority of time period
Report income all on return that matches tax year 
end.

Be Consistent!



Form 1041 Due Date • Calendar Year
• April 15th

• Fiscal Year
• 3 & ½ Months After End of Tax Year
• IE Fiscal Year 3/1 - 2/28, Due on June 15



Form 1041 Extensions

File by Due Date of Return
April 15th

3 & ½ Months After Year End

Code 04 or 05 for Estate or Trust

Automatic 5 & ½ Mo Extension
Calendar Year Due Sept 30th



Estimated Tax 
Payments

• Estimated payments are required for tax years 
ending AFTER the 2nd anniversary of the 
decedent’s death. IRC § 6654(l)(2) 

• When no probate estate is open, a trust 
responsible for payment of debts, taxes, and 
administrative expenses can claim the 2 year 
payment exemption.

• Estimated tax payments are submitted with Form 
1041-ES. 



I.R.C. § 645 
Election



645 Election – Combining the Trust & Estate

Executor of estate and Trustee of qualified revocable trust (QRT) can make the 645 election using 
Form 8855 to be treated as a single taxpaying unit. Once the election is made, it cannot be 
revoked. 

A QRT is any trust that, on the day the decedent died, was treated as owned by the decedent 
under section 676 by reason of a power to revoke that was exercisable by the decedent. 



Making the 
Election

• The 645 Election is made on the first, timely filed 
Form 1041 using Form 8855. 

• Trust should file a timely Form 1041 on the calendar 
year if it is unknown whether the 645 election will 
be made. 

• Election limited to 2 yrs from Date of Death if No 
Form 706. If 706 is filed, limit extended until 6 
months from final determination. 

• Simplifies income and expense reporting and 
allows the use of the fiscal year for a trust.  

• IRC § 645, Treas. Reg. § 1.645-1



Form 8855

When both an estate and trust exist as 
taxpaying entities, the trustee and executor sign 
Form 8855 to confirm the 645 election.

If an estate does not exist (and no executor has 
been appointed), the trustee alone would sign 
Form 8855 to confirm the 645 election and 
affirm the QRT is qualified to make the election.



Calendar Year Trust and Estate

Trust 2023

9/1/23 Attorney Fees ($20,000)
10/1/23 Property Taxes ($3,000)
12/31/23 Capital Gain Distrib. $12,000
= Net Income ($11,000)

Estate 2023

5/1/23 House Sells Gain $20,000 
6/5/23 CPA Fees File 1040 ($2,000)
= Net Income $18,000



Calendar Year 
Trust and Estate

Trust & Estate 2023

5/1/23 House Sells Gain $20,000 
6/5/23 CPA Fees ($2,000)
9/1/23 Attorney Fees ($20,000)
10/1/23 Property Taxes ($3,000)
12/31/23 Capital Gain Distrib. $12,000
= Net Income $7,000



Fiscal Year Trust w/o Estate (Date of Death 6/10/22)

Calendar Year Trust 2023

1/1/23 Dividends $50,000
3/1/23 Property Taxes ($10,000) 
Net Income $40,000 

Tax Due by 4/15/2024 $10,000

Calendar Year Trust 2022 

11/1/22 IRA Cashed In $22,000 
12/5/22 CPA Fees File 1040 ($2,000) = 
Net Income $20,000

Tax Due by 4/15/2023 $5,000



Fiscal Year Trust 
w/o Estate

Fiscal Year Trust 6/10/22 – 5/30/23

11/1/22 IRA Cashed In $22,000 
12/5/22 CPA Fees File 1040 ($2,000) 
1/1/23 Dividends $50,000
3/1/23 Property Taxes ($10,000) =
Net Income $60,000

Tax Due by 9/15/23



Fiscal Year Trust 
w/o Estate

Fiscal Year Trust 6/10/22 – 5/30/23

11/1/22 IRA Cashed In $22,000 
12/5/22 CPA Fees File 1040 ($2,000) 
1/1/23 Dividends $50,000
3/1/23 Property Taxes ($10,000) =
Net Income $60,000

Allocate Income via K-1 to Beneficiaries

Tax Due by 4/15/24



Ending the 
Election

• If both the trust and estate are terminating, then 
the trust must file a blank 1041 to notify the IRS of 
its termination. All income and expenses are 
reported on the combined return. 

• If the trust is continuing, then the trust will file a 
short year return reporting income and expenses 
earned and incurred after the combined 1041 
filing. 

• If the estate is continuing, the estate files on the 
same schedule as before.

• IRC § 645, Treas. Reg. § 1.645-1



Date of Death 
4/1 /23

Trustee and 
Executor make 

election on timely 
filed return Trust files short 

year calendar year 
return after 645 

election terminates

Estate continues 
filing on fiscal year 

without trust

Trust files all 
subsequent 
returns on 

calendar year

3/31/24 End of 1st

Fiscal Year 
3/31/25 End of 
Second Fiscal 

Year

Making and Ending the Election Timeline



Polling Question True or False? A Trust must always file on a calendar 
year and may not file on a fiscal year?

A. True
B. False



Grantor Trust 
Returns



Requirements to File a Form 1041 for Grantor Trust

GRANTOR TRUSTS

All Income Reported Under Grantor’s SSN

Do nothing
IE Revocable Trust for Estate Planning Purposes

Income Reported Under Trust’s EIN

File Grantor Trust Return
IE Intentionally Defective Grantor Trust that is Irrevocable & Has an EIN, but 
Grantor wants to Pay Tax on Trust Income



2022

Requirements to File a Form 1041 for Grantor Trust



2022

Requirements to File a Form 1041 for Grantor Trust



Types of Income



Types of Income



Tax Exempt Income



Tax Exempt Income – Expense Allocation 

INCOME
Dividends $50
Tax Exempt Interest $50

EXPENSES
Trustee Fee $20
Property Tax $30

ALLOWABLE DEDUCTIONS
Trustee Fee $10
Property Tax $30*

RESULT
Taxable Income $50
- Deductions $40
=Taxable Income $10



Polling Question An Estate has $100 of dividend income, $100 of tax 
exempt interest, $50 Trustee Fees, and $40 mortgage 
interest expense. What is the trust’s net taxable 
income?

A. $110
B. $95
C. $35



Types of 
Deductions



Types of Deductions



Types of Deductions
ExampleLine Number

Mortgage Interest on Decedent’s Primary 
Residence, Bond Premium (not personal 
interest i.e. credit card)

10 Interest

State Income Taxes (Final 1040 or 1041), 
Property Taxes on Non-Rental Real Estate
Cap of $10,000 starting in 2018

11 Taxes

Trustee, Executor/Personal Representative 
Fee
Do Not Claim Fees Already Deducted on 
Form 706

12 Fiduciary Fees

See Schedule A – Very Seldom Allowable. Do 
not use for donation of personal property.

13 Charitable Deduction

Do Not Claim Fees Already Deducted on 
Form 706

14 Attorney, Accountant, Return 
Preparer



Types of Deductions Cont.

ExampleLine Number

Expenses Unique to an Estate or Trust, 
Death Certificates, Court Filing Fees, 
Extra Investment Fees Applicable Only 
to Trust/Estate

15(a) Other Deductions (Not Subj to 2%)

Investment Advisory Fees, Safe Deposit 
Box, , Expenses Related to Real 
Property (insurance, utilities*)

Disallowed 2018-2025 15(c) Other 
Deduction (Subj to 2%)

See Schedule B – Income Flowed 
Through to Beneficiaries

18 Income Distribution Deduction

Estate Tax Related to IRD Income19 Estate Tax Deduction

Estate = $600, Simple Trust = $300, 
Complex Trust = $100, Final Year = $0

20 Personal Exemption



Professional & Fiduciary Fees – FORM 706



IRC 642(c) Charitable Deduction



IRC 642(c) 
Charitable 
Deduction

• Payments Must Come from Qualifying Gross 
Income

• Payments Must Be Made for a Qualifying 
Charitable Purpose

• Payments Must Be Made Pursuant to the 
Governing Instrument

• Payments Usually Must Be Made in the Year of 
Deduction

• Election for Payments Made in Following Tax 
Year

• Amounts Permanently Set Aside



Payment from Gross Income Example

• Trust earns $1,000 of tax exempt income and $9,000 rents. 

• Trust is divided 80% to friends and 20% to charity. 

• Charitable portion of the $10,000 of income is $2,000. 

• However, trust can only claim a deduction of $1,800 unless the governing instrument provides otherwise.

Ex
am

pl
e



Ideal Charitable Deduction Language

extent possible, any charitable bequest provided for hereunder shall be payable from assets
income in respect of a decedent and then from the fiduciary accounting income of the (estate/trust)

income in respect of a decedent and fiduciary accounting income of the (estate/trust)
insufficient to fully satisfy the charitable bequest made hereunder, then the (personal
representative/trustee) is directed to satisfy any remainder from principal.”



Example – No 
Requirement to 
be Paid from 
Income

• Terms of Estate Require 20% of Remainder to be 
distributed to Charity and 80% to Kids

• Estate has $100,000 IRA and Cash of $400,000

• Charity receives $100,000 and Kids receive 
$400,000

• Estate reports taxable income of $100,000 and can 
claim a $20,000 charitable deduction.

• Estate (or kids if passed through on K-1) pay tax 
on $80,000.



Example –
Required to be 
Paid from Income

• Terms of Estate Require 20% of Remainder to be 
distributed to Charity and 80% to Kids. Will 
requires charitable amount to be paid from 
income first.

• Estate has $100,000 IRA and Cash of $400,000

• Charity receives $100,000 and Kids receive 
$400,000

• Estate reports taxable income of $100,000 and can 
claim a $100,000 charitable deduction.

• No Tax is Paid 



Subject & Not Subject to 2% 

Notice 2018-61



Subject to 2% vs. Not Subject to 2%

Not Subject to 2%

Deductions Special to a Trust or Estate

Death Certificates
Certified Copies of Will
Mailing Trust Property to Beneficiary
Advisory Fees (if higher than individual fees)
Appraisal Fees (DoD Value)

Subject to 2% 
(Not Available 2018-2025)
Deductions Not Special to a Trust or Estate

Advisory Fees
Insurance
Utilities, HOA
Checks
Safe Deposit Box
Appraisal Fees (Insurance)



Treas. Reg §
1.652(b)-3 
Allocating 
Expenses Against 
Types of Income

a) All deductible items directly attributable to one 
class of income are allocated thereto.

b) The deductions which are not directly attributable 
to a specific class of income may be allocated to 
any item of income included in computing 
distributable net income, but a portion must be 
allocated to nontaxable income.

c) ...
d) To the extent that any items of deduction which are 

directly attributable to a class of income exceed 
that class of income, they may be allocated to any 
other class of income included in distributable net 
income in the manner provided in paragraph (b) of 
this section, except that any excess deductions 
attributable to tax-exempt income may not be 
offset against any other class of income. 



Example 1a – Proportionate Allocation

Net IncomeProportionate 
Allocation

Income

($778)($222)$1,000Dividends

($1,167)($333)$1,500Interest

($15,555)($4,445)$20,000LT Cap Gain

Expenses

$5,000Trustee Fee



Example 1b – Targeted Allocation

Net IncomeTargeted 
Allocation

Income

($0)($1,000)$1,000Dividends

($0)($1,500)$1,500Interest

($17,500)($2,500)$20,000LT Cap Gain

Expenses

$5,000Trustee Fee



Personal 
Exemptions for 
Trusts & Estates

• Estate’s Exemption $600

• Simple Trust’s Exemption $300

• Complex Trust’s Exemption $100

• No Inflation Adjustments

• Qualified Disability Trust $4,300 (2021 – Adjusts for 
Inflation)

• Do Not Pass Out to Beneficiaries on Final Year K



Medical and 
Funeral Expenses 

FYI

• Medical and Funeral Expenses ARE NOT 
Deductible on Form 1041

• Medical expenses are either deductible on 
Decedent’s Final 1040 if paid within a year of 
death or deductible on Decedent’s Estate Tax 
Return (if any) as a Debt.

• Funeral expenses are deductible on Decedent’s 
Estate Tax Return, Form 706 (if any)



Polling Question Which of the following expenses are deductible on 
Form 1041?

A. Final Medical Expenses for Decedent
B. Investment Advisory Fees
C. State Income Taxes for Decedent’s Final 1040



Income 
Distribution 
Deduction –
Basics of Distributable Net 
Income (DNI)



Taxation of Trusts 
and Estates

Total Income
-Minus Deductions

= Adjusted Total Income
-Minus Income Distribution Deduction (**K-1)

-Minus Exemption
= Taxable Income



Line 18 – Income Distribution Deduction



Income Tax Rates – Trust/Estate vs Individual

12%

22%
24%

32%

35%
37%

$10,275 $41,775 $89,075 $1,70,050 $2,15,950 $5,39,900 

Individual Single Tax Rates

10%

24%

35%
37%
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10%

15%

20%

25%

30%

35%

40%

$- $2,900 $10,550 $14,450 

Trust & Estate Tax Rate



Income 
Distribution 
Deduction

• IRC Section 661 grants trusts and estates the right 
to take a deduction for income that is either 
1)required to be distributed to a beneficiary 

(whether or not it’s actually distributed to 
them) or

2)income that happens to be distributed to a 
beneficiary during the year .

• However, this Deduction may not exceed 
Distributable Net Income!

• IRC Section 662 says that beneficiaries must 
include in their own income those amounts that 
are required to be distributed to them or other 
amounts that are allowed to be distributed to 
them during the year.



Example

Trust Terms

Estate to be divided equally among 
my three grandchildren.

Total distributions to 
grandchildren during tax year are 
$600,000

Income Receipts & Expenses

• Dividends $10,000
• Tax Exempt Int. $5,000
• Rental Income $20,000
• Capital Gains $25,000

• Rental Expenses $2,000
• Trustee Fee $1,000
• Investment Fee $500



Sample Without 
Income 
Distribution 
Deduction



Sample With 
Income 
Distribution 
Deduction



Allocation to K-1s

Reg 1.652(b)-3

Per BeneficiaryDNI/IDDExpensesIncome

$           3,247.30 $    9,741.89 $     258.11 $  10,000.00 Dividends

$           5,845.13 $  17,535.40 $     464.60 $  18,000.00 Rents

$           8,118.24 $  24,354.72 $     645.28 $  25,000.00 Capital Gains

$         17,210.67 $  51,632.00 $  1,368.00 $  53,000.00 Total

$    1,368.00 Total Expenses

$           1,625.00 $    4,875.00 Tax Exempt Inc



Schedule K-1 for 
one of the three
Grandchildren



Pass Thru to Beneficiaries 

Final Year Excess Deductions

Prior to the 2018 Tax Cuts & Jobs Act, deductions 
consisted of 

Capital Losses
Excess Deductions
NOLs

Excess deductions were claimed on Schedule A 
Deductions “Unique to an Estate/Trust” were claimed as a “Not 
Subject to 2%” Miscellaneous Deductions 
Deductions “Not Unique to an Estate/Trust” were claimed as 
“Subject to 2%” Miscellaneous Deductions



Treas. Regs. 
1.642(h)-2 

• Creates New Categories for Excess Deductions 
Claimed by Beneficiaries After Trust or Estate 
Terminates

• Effective for Tax Years Starting After Regs Become 
Final (Oct 19, 2020)

• However, Taxpayers may rely on the proposed 
regulations for Tax Years Starting After December 
31, 2017



1041 Schedule K-1 (Pre & Post Regulation Changes)

Tax Years 2018 ForwardTaxes Years Prior to 2018



Itemized vs. Above the Line

*Excess deductions do not carry over on beneficiary’s return so coordination with taxable income 
for beneficiary is advisable if significant deductions passing out.

Itemized 
Schedule A

67(e) Above 
the Line



Polling Question Lorem ipsum dolor sit amet, consectetur adipiscing
elit dictum tempus orci?

A. List option
B. List option
C. List option



I.R.C. § 663(b) 
Election



663(b) Election • Income Distribution Deduction Requires a 
DISTRIBUTION

• Year End Timing Issues

• 65 Day Rule



Example • Estate earns $50,000 during calendar year 
2021.

• Estate is waiting to make distributions 
because a lawsuit is pending and monies 
may need to be used for a judgment. 

• In February 2022, the lawsuit settles for 
$10,000.

• Estate distributes remaining $40,000 to 
beneficiaries by March 6th

• Estate can claim income distribution 
deduction for $40,000 even though payment 
wasn’t made during calendar year.



663(b) Election



Not All or Nothing • Tax liability may be unknown till well after 65-day 
rule deadline

• Trustee may overdistribute to beneficiary during 65
day period 

• Make 663(b) election only for those sums needed 
for the prior year. 

• Use the remaining distribution for the year in which 
the distribution was actually made.



Beneficiaries’ Schedule K-1

Only Report Income on the 
Schedule K-1

Uncooperative Beneficiaries

Obtaining Beneficiaries’ Social 
Security Numbers

Penalties

Tax ID Truncation (fraud prevention) 
xxx-xx-1234



Timing of Beneficiaries Reporting Income

Beneficiary Reports the Income in the Year in which the Trust or Estate’s Tax Year ENDS



Polling Question What is the last date to make a distribution to a 
beneficiary for the 2023 calendar tax year?

A. December 31, 2023
B. March 5, 2024
C. April 15, 2024



§ 1014 
BASIS ADJUSTMENT



Basis – Inherited Assets

1014 Basis of Property Acquired from a Decedent

[T]he basis of property in the hands of a person acquiring the property from a decedent
whom the property passed from a decedent shall, if not sold, exchanged, or otherwise disposed

before the decedent’s death by such person, be—
(1) the fair market value of the property at the date of the decedent’s death.

PROPERTY ACQUIRED FROM THE DECEDENT For purposes of subsection (a),
following property shall be considered to have been acquired from ... the decedent:

(9) ... property acquired from the decedent by reason of death, form of ownership, or
conditions if by reason thereof the property is required to be included in determining
value of the decedent’s gross estate under chapter 11 of subtitle B or under the Internal
Revenue Code of 1939.



Basis – Inherited Assets

1014

Frequently Referred to as a “Step Up in Basis”

NOTE** This is really a “Basis Adjustment”

Basis is Adjusted to Fair Market Value as of Date of Death

Can result in a Step Down in Basis if the original purchase price was higher than the date of 
death value.



Basis – Inherited Assets

1014
(e) APPRECIATED PROPERTY ACQUIRED BY DECEDENT BY GIFT WITHIN 1 YEAR OF DEATH

(1) IN GENERAL In the case of a decedent dying after December 31, 1981, if—
(A) appreciated property was acquired by the decedent by gift during the 1-year period 
ending on the date of the decedent’s death, and
(B) such property is acquired from the decedent by (or passes from the decedent to) the 
donor of such property (or the spouse of such donor),

the basis of such property in the hands of such donor (or spouse) shall be the adjusted 
basis of such property in the hands of the decedent immediately before the death of the 
decedent.



Holding Period – Inherited Assets

1223(9) Holding Period of Property

(9) In the case of a person acquiring property from a decedent … if—
(A) the basis of such property in the hands of such person is determined under section 1014, 
and
(B) such property is sold or otherwise disposed of by such person within 1 year after the 
decedent’s death,

then such person shall be considered to have held such property for more than 1 year.



Form 1041 -
Schedule D



How to Show Fair 
Market Value

• Stocks/Bonds
• Estate Val Printout
• High/Low Average 

• Real Estate
• Property Appraisal = Gold Standard
• Market Analysis or Assessor’s Office

• Businesses
• Income/Asset Valuations
• Formal Business Valuation



Calculating Stocks & Bonds Date of Death Value

XYZ Bond – Trades Only Once a Day ABC Stock or Bond – Trades Multiple 
Times Per Day

Trading Day Before Date of Death Close: 

$9.00

Date of Death High: $11.00

Date of Death Close: $11.00Date of Death Low: $10.00

Fair Market Value: ($9 + $11) / 2 = $10.00Fair Market Value: ($11 + $10) / 2 = $10.50

Treas. Reg. § 20.2031–2 Valuation of stocks and bonds



Application of IRC 1014 vs IRC 121

No Personal Residence Exclusion Allowed for a Trust or Estate under IRC 121

Surviving spouse may use twice the exclusion if she reports the sale on her 
Form 1040 and property is sold within 2 years of decedent’s date of death. 
Surviving spouse may exclude $500,000 of gain under I.R.C. § 121 if the 2 out of 
5 year rule for use and ownership was met as of decedent’s date of death.



Example – Decedent’s Personal Residence

Example: 
House purchased in 1985 for $150,000. 
Used as primary residence until decedent’s death. Date of death value $700,000. 
Sold by estate for $800,000. Gain = $800,000 - $700,000 = $100,000

If owned with spouse on date of death, then only ½ house receives basis 
adjustment. If sold for $800,000, total basis ($350,000 + $75,000 = $425,000), Gain 
($800,000 - $425,000 = $375,000). 
Exclude up to $500,000 of gain if sold within 2 years of decedent’s date of death 
using IRC 121. If sold after, then only exclude $250,000 of gain, pay tax on $125,000 
of gain.



Claiming a Loss on Sale of Property Post Death

A trust or estate may claim a loss on the sale of the decedent’s assets, including the personal 
residence, if the assets meet the standards to be characterized as a capital asset. 

The character of the assets depend on how the estate or trust holds or uses it. 

If the personal representative or trustee intends to realize the value of the assets, including the 
personal residence, through sale, then the assets are deemed a capital asset held for investment. As 

gain or loss on the sale of the residence is capital gain or loss reportable by the estate or trust 
on its fiduciary income tax return under IRC § 165.



Example – Sale of House by Estate

Settlement Statement

Sale Price       $600,000
Taxes                ($2,000)
Commissions  ($30,000)
Seller Concession ($5,000)   
Net Proceeds $563,000

Decedent’s Estate
House purchase price $250,000
Date of death value $600,000
Schedule D Form 1041

• Sale Price $600,000
• Tax Basis $600,000
• Adjustments to Gain ($35,000)

• Long Term Capital Loss ($35,000)
Deduct Taxes as Expense on 1041



Polling Question Decedent purchased Apple Stock for $500 in 2005. At 
death, Stock is worth $2,500. Estate sells stock for 
$2,000. What is the tax result of this sale?

A. Gain of $1,500
B. Loss of $500
C. Gain of $2,000



Recap • What is Form 1041?

• Filing Requirements

• Choice of Filing Period

• Common Types of Income

• Unique Trust and Estate Deductions

• Allocation of Income Between Entity and 
Beneficiaries

• I.R.C. § 645 & 663(b) Elections

• I.R.C. § 1014 Basis Adjustment Reporting


