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Schedule D.-CAPITAL GAINS AND LOSSES (See Instruction 32)

1. Short-term gain or loss Oine 6, Separate Schedule D) ...............

2. Long-term gain or loss (line 9, Separate Schedule D) ...............

3. Total gain or loss........................................

1. Beneficiaries

$---------------- --------

2. Fiduciary

$ --------------------------

Page 2

3. Total

$ -------- -----------------

Enter net gain in line 3, column 3, above as line 8 (b), page 1. If net loss in line 3, coluran 3, above, enter as loss in line 8 (b), page 1,
whichever of the following is the smallest amount, (i) the amount of the loss; (ii) taxable income computed without regard to capital gains
and losses and the deduction for personal exemption; or (iii) $1,000.

Schedule E.-COM[PUTATION OF CHARITABLE DEDUCTION (See Instruction 33)
(Submit statement giving name and address of charitable organization)

1. Amounts paid or permanently set aside for charitable purposes from current year's in-come........................ 1$ ---------------------------

2. Tax-exempt interest and foreign income of a foreign trust allocable to charitable distribution.
(Complete lines 3 and 4 below only if gain in line 2, colurnn 2, Schedule D, exceeds

loss in line 1, column 2, Schedule D)
3. (a) Long-term capital gain included in line I ...................... $

(b) Enter gain in line 2, column 2, Schedule D minus loss in line 1,
column 2, Schedule D ....................................... $

(c) Enter gain in line 2, column 3, Schedule D minus loss in line 1,
column 3, Schedule D ........................................ $

4. Enter 50% of line 3 (a), line 3 (b), or line3 (c), whichever is smallest ......................

$ ----- --------------------

S. Enter sum of line 2 and line 4...........................................................................

S. Balance (line I minus line 5) ............................................................................ 1$ --------------------------

7. Amounts paid or permanently set aside for charitable purposes other than income of the current year............

8. Total (line 6 plus line 7). Enter here and as line 14, page I ................................................ 1 $

Schedule F.-COMPUTATION or CAPITAL GAINS IN DISTRIBUTABLE NET INCOME (See Instruction 34)

1. Net gain shown in line 3, column 1, Schedule D. If net loss enter zero....................................... $
2. Line 3 (a), Schedule E

. . . .........2__ S Iiorf-fPrrn c-nnitril ryrjin inn1lirlpr] in line I, Sc-hpdiflp E ....

4. Total Oine 1 to line 3, inclusive). Enter here and as line 2 (c), Schedule G ............................ is
Schedule G.-COMPUTATION OF DISTRIBUTABLE NET INCOME (See Instruction 35)

1. Enter line 17, page I ................................................................................... $

2. Add: (a) Tax-exempt interest (as adjusted) ............................................................... ...........................

(b) Foreign income of a foreign trust (as adjusted) .................................................... ...........................

(c) line 4, Schedule F......... !

(d) If amount in line 8 (b), page 1, is a loss, enter amount here.........................................
3. Total (line I through line 2 (d)) ........................................................................... $
4. Deduct- (a) If amount in line 8 (b), page 1, is a gain, enter amount here.................. $ --------------------------

(b) Certain extraordinary and taxable stock dividends of a simple trust........... I
(0) Total (line 4 (a) and 4 (b)) ..............................................................

5. Distributable net income (line 3 minus line 4) .........................................................- $
Schedule H.-BENEFICIARIES' SHARES OF INCOME AND CREDITS (See Instruction 36)

1. Name of each beneficiary (Designate nonresident aliens if any)

(a) -----------------------------------------------------------------------------

(b) -----------------------------------------------------------------------------

(c) ---------------- - ----------------------------------------------------------
(d) -------------- --------------------------------------------------------------

(e)

2. Address

----------------------------------------------------------------------------------------

-------------------------------------------------------------------------------------------

------------------------------------------------------------------------------------------

------------------------------------------------------------------------------------------

Continuation of Schedule H

3. Amount of Income required to 4. Other amounts paid, credited, or 5. Income taxable to beneficiaries
l ti t bl i l

6. Domestic dividends qualifying for credit

be distributed currently otherwise required to be dis-
tributed

ess por on repor a e n co s.
6 through 10 A. Before 8/l/54' B. After 7/31154

(a) $................................. $ --------------------------------- $ --------------------------------- $ ------------------------------- $ -------------------------------

(b) ----------------------------------- ------------------------------------ ----------------------------------- --------------------------------- ---------------------------------
(c) ----------------------------------- ----------------------------------- ----------------------------------- --------------------------------- ---------------------------------
(d) ----------------------------------- ----------------------------------- ----------------------------------- ---------------------------------- ---------------------------------
W

Total , $ $ $

- ---I

$

$

16-71227-1
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Continuation of Schedule H

7. Partlan tax-exempt interest
inclu ed in line 4, page 1 8. Net short-term capital gain 9. Net long-term capital gain

100%

1 10. Tax-exfemptnincome, 11. Federal income tax paidand ,.,g
income at source(2% of line 3,

0
re lotreill

trust
page 1, less line 27,

(a
ter

otalnonly) page 1)

12. Income and profits taxes
paid to a foreign country
or United States posses-
sion

(a) $ --------------------------- $ --------------------------- $ --------------------------- $ ------------------- $-----------------------
(b) ------------ ---------------- ----------------------------- ----------------------------- ------------ ------------- -------- --------------------
(c) ----------------------------- --------------------------- --------------------------- -------- ------------------- ---------------------------
(d) -------- -

7------------
---------------------------

--

---------------------------- -

--------------------------- ------ _ ------------_

Total 1 $ I s I s $ $

Schedule J. COMPUTATION OF DISTRIBUTIONS DEDUCTION (See Instiuction 37)

1. Total of column 3, Schedule H ..... w ....................................................................

2. Total of column 4, Schedule H .........................................................................

3. Total (line 1 plus line 2) ...............................................................................
(Fiduciaries required by the governing instrument to distribute all of the income determined under that instrument
who have not paid or credited and are not required to pay or credit other amounts to any beneficiary during the
taxable year and have not claimed a charitable deduction need not complete line 4).

4. (a) Enter the total of column 10, Schedule H ................................................

(b) Portion of total in columns 6A and 6B, Schedule H, attributable to dividends excluded in line
18, page 1 (not to exceed $50.00) ...................................................

(c) Total (line 4 (a) plus line 4 (b)) ...............................................................

S. Balance aine 3 minus line 4 (c)).. , ....................................................................

6. Enter distributable net income (line 5, Schedule G) ........................................................

7. Enter the total of lines 2 (a) and 2 (b) of Schedule G ......................................

8. Dividends excluded (line 18, page 1) ....................................................

9. Total (line 7 plus line 8 above) .........................................................................

10. Balance Gine 6 minus line 9) ...........................................................................

11. Distributions deduction. (Enter here and as line 19, page 1, the lesser of line 5 or line 10 above) .............

$-------------------- - -----

$ ---------------- ----------

Schedule K.-CAPITAL GAINS DEDUCTION AND ALTERNATIVE TAX (See Instruction 38)
COMPUTATION OF FIDUCIARY'S CAPITAL GAINS DEDUCTION

(a) Long-term capital gain shown in line 2, column 3, Schedule D................................... ...... $--------------------------

(b) Short-term capital loss shown in line 1, column 3, Schedule D ..........................................

(c) Excess of line I (a) over line I (b), above............................................................. $------ -------------------
(d) Long-term capital gains taxable to beneficiary. (Total column 9, Schedule H) ............................

(e) Balance Gine 1 (c) minus line 1 (d)). (Enter 50% of this amount as line 20, page 1) ...................... $

COMPUTATION OF ALTERNATIVE TAX
Use only if you had a net long-term capital gain or an excess of net long-term capital gain over net short-term capital loss, and line 23,

page 1, exceeds $18,000

2. Income from line 23, page I ...........................................................................

3. 50% of amount on line 1 (e), above .....................................................................

4. Balance Gine 2 minus line 3) ...........................................................................

S. Tax on amount on line 4 (See Tax Rate Schedule in Instruction 24) ......................................

6. 50% of amount on line 3, above........................................................................

1. Alternative tax Gine 5 plus line 6); if less than line 24, page 1, enter this amount as line 25, page I .............

ADDITIONAL INFORMATION REQUIRED

1. Was an income tax return filed for the preceding

year? (Answer "Yes" or "No!') .......
*If answer is "Yes," to which District 15~e*c't'or`s-o'ffic_e_ w à--s ii

sent? ------------------------------------------------------------------------------

2. Date estate or trust was created ----------------------------------------

3. If copy of will or trust instrument and statement required under
General Instruction I have been previously furnished, state when
and where filed.

------------------------- 7
---------------------------------------------------------

$------ -----------------

$ --------------------------

4. If return is for a trust, state name and address of grantor:

S. If return is for an estate, has a United States Estate Tax lZeturn

been filed? (Answer "Yes" or "No"
) ............ ------------

If answer is "No," will such a return be filed? (Check which)
[] Yes 0 No 0 Uncertain

G. Did you pay anyone for assistance in the preparation of your

return? (Answer "Yes" or "No") ................
If "Yes," enter his name and address.

10--71=7-1
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Schedule L.-INCOMM (OR LOSS) FROM PARTNERSHIPS, INCOME FROM OTHER FIDUCIARIES (See Instruction 39)

Name and address of partnership,
joint venture, etc...................

Name and address of fiduciary

$---------- ------------------

Total. Enter here and on the appropriate lines on page 1 according to specific instruction 5............. 1 $

Schedule M-EXPLANATION OF DEDUCTION FOR DEPRECIATION (See Instruction 40)

1. Kind of property (if buildings, state material of which 2 D t 3 C t th 4. Depreciat
,on

6. Rate
7. Depreciation allowed this year

constructed~ Exclude land.and other nondepreciable
a e

a 'cquired
. os or o er

basis all
ed (or

,,.ow wable
i i

5. Method or
if B Fidu iary'sproperty.. n pr or years) l e A. Tote I . p

pottton

------------------------------------------------

---------------------- -----------------------------

----------------------------------------------------

----------------------------------------------------

---------------------------------------------------

---------------------------------------------------

----------------------------------------------------

----------------------------------------------------

----------------------------------------------------

----------------------------------------------------

----------------------------------------------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

$ ------------------

-------------------

-------------------

---- ---------------

-------------------

-------------------

-------------------

-------------------

-------------------

-------------------

-------------------

$--------------------

---------------------

---------------------

---------------------

---------------------

---------------------

---------------------

---------------------

---------------------

---------------------

-------------------

-----------------

-----------------

-----------------

-------------- --

-----------------

-----------------

-----------------

-----------------

-----------------

-----------------

-- ------ -------

-----------

------------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

$ --------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

---------------

$-------------------

--------------------

-------------------

-------------------

-------------------

------------------

-------------------

-------------------

-------------------

-------------------

-------------------

2. Total depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ --t

3. Total fiduciary's Portion. Enter here and include in line 13, page 1 ............................................... 1 $

Schedule N.-EXPLANATION OF DEDUCTIONS CLAIMED IN LINES 11, 12, and 15, PAGE I (See Instruction 41)

1. Line No. 2. Explanation 3. Amount
1. Line No.

(con.) 2. Explanation (continued) 3. Amount (continued)

------------

------------

------------

------------

-------- ---

------------

------------

------------

------------

------------

------------

------------

------------
----- -- ---

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-------------------- --------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------
-------------------------------------- -------- I

$ -------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------

---------------------------
----------------------------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------

-----------
I-----------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

------ ----------------------------------------

---------------------------- L -------- - --------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------

-----------------------------------------------------------------------------------------------

-T ----------- ------------

---------------------------

---------------------------

---------------------------

---------------------------

----------- ---------------

---------------------------

--------------------------

---------------------------

---------------------------

---------------------------

---------------------------

------------------------------------------------------

Schedule O.-FIDUCIARY'S SHARE OF DIVIDEND CREDIT (See Instruction 42)

1. Total domestic corporation dividends received after July 31, 1954 qualifying under section 34...................

2. Enter $50 or line 1, whichever is less .................................................. $--------------------------
3. Enter lesser of $50 or dividends received before August 1, 1954 qualifying under section 116.
4. Balance (line 2 less line 3). (If line 3 is equal to or greater than line 2, enter zero) - ------ ---------------------------
5. Enter total of column 6B, Schedule H ................................................
6. Enter the sum of line 4 and line 5 .........................................................................

7. Balance (line 1 minus line 6) ............................................................................

$--------------------------

8. Enter: (a) 4% of line 7............................................................. $--------------------------
N Tax shown in line 24 or 25, page 1, less amount in line 26, page 1 - --- --- ------ ---------------------------
W 2% of line 23, page 1, or if alternative tax is applica ble, 2 % of line 4, Schedule

K (Use 4% in either case if taxable year ends after December 31, 1954) ......
9. Enter here and as line 28, page 1, the smallest of the amounts in lines 8 (a), 8 (b) and 8 (c) above .............. $

U. S. GOVERNMENT PRINTING OFFICE 16-71227-1
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1954 19S4
Instructions For Forin 1041

U.S. FIDUCIARY INCOME TAX RETURN
GENERAL INSTRUCTIONS

(References are to the Internal Revenue Code of 1954, unless otherwise noted)

A. Who must use Form 1041-Every fiduciary (except a re-
ceiver appointed by authority of law-in possession of only a
part of the property of an individual), or at least one of Joint
fiduciaries, must make an income tax return on Form 1041 for:

(1) Every estate for which he acts, If (a) the gross in-
,come of such estate for the taxable year is $600 or over, or
(b) any beneficiary is a nonresident alien;

(2) Every trust for which he acts, if (a) the trust has
any taxable income for the taxable year, or (b) the gross
income is $600 or over, regardless of the amount of taxable
income, or (c) any beneficiary is a nonresident alien.
B. Fiduciary returns on Form 1040 or Form 1040A.-(l)

Returns for decedents.-An executor or administrator must make
a return on Form 1040 or Form 1040A for the taxable,year of the
decedent, if the gross income of the decedent to the date of his
death was $600 or more ($1,200 or more if the decedent was over
65 years of age and his last taxable year began after 1953 and
ended after August 16, 1954).

(2) Medical expenses of decedents-Expenses for medical
care of the decedent, paid out of his estate, within one year from
the date of his death, shall be treated as paid by the decedent
at the time the expenses were incurred for purposes of determin-
ing the decedent's income tax liability. Such a deduction is not
permitted if the amount so paid is also allowable in computing
the net estate of the decedent for estate tax purposes under
section 2053 unless the statement and waiver referred to in
specific instruction 15 for estate tax deduction is filed.

(3) Other returns.-A fiduciary, including the guardian of a
-minor and the guardian or committee of an insane person, who
has charge of the income of an individual (except a receiver
appointed by authority of law in possession of only a part Gf the
property of an individual), must make a return of income on
Form 1040 or Form 1040A if a return is required for such
individUdl.

C. Returns for nonresident alien beneficiaries.- (1) United
States business.-A citizen or resident fiduciary who pays, cred-
its, or is required to distribute any amount taxable to a bene-
heiary who is a nonresident alien engaged in trade or business
within the United States at any time within the taxable year
shall make a return on Form 1040B for such nonresident alle~
and pay the tax due.

(2) No United States business.-A citizen or resident fiduci-
ary who pays, credits, or is required to distribute any amount
taxable to any beneficiary who is a nonresident alien not engaged
in trade or bilsiness within the United States at any time within
the taxable year shall make a return on Form 104ONB, and pay
the tax due, if (a) such beneficiary has, for the taxable year,
not more than $15,400 gross income described in section 871 (a)
and if M the entire amount of the tax on such income has not
been withheld at the source. Such fiduciary shall make a return
on Form 104ONB-a for any such beneficiary who has, for the
taxable year, more than $15,400 gross income described in section
871 (b), and pay the tax due.

(3) Duty of filing returns.-If the beneficiary appoints a per-
son In the United States to act as his agent for the purpose
of rendering income-tax returns, the fiduciary shall be relieved
from the necessity of filing Form 1040B, Form 104ON13, or Form
104ONB-a, as the case may be. In such a case the fiduciary
shall make a return on Form 1041 and attach thereto a copy
of the notice of appointment of such agent. The fiduciary shall
make a return on Form 1042 of the tax on the entire amount of
income payable to the beneficiary.

D. Period to be covered by return.-Returns shall be filed for
the calendar year 1954 or other taxable years beginning in 1954.
If the taxable year of the estate or trust began in 1953, or ended
before August 17, 1954, the Internal Revenue Code of 1939 applies
to such a taxable year and the return must be made on Form
1041 for I

'
953, not on Form 1041 for 1954.

For the procedure to follow in changing an established
accounting period, see the District Director of Internal Revenue.

E. When and where the return must be -filed-Returns must
be filed on or before the 15th day of the 4th month following
the close of the taxable year of the estate or trust with the
]Xstrict Director of Internal Revenue for the district In which
the fiduciary resides or has his principal place of business. If

80733211--55

the fiduciary has no legal residence or place of business in the
United States, the return should be filed with the District
Director of Internal Revenue, Baltimore 2, Md.

F. Signature and verification-The return must be signed
by the individual fiduciary, or by the authorized officer of the
organization receiving or having custody or control and man-
agement. of'the income of the estate or trust. If two or more
individuals act jointly as fiduciaries, the return may be signed
by any one.of them.

The statement at the bottom of page I of the Form 1N1 is
required to be signed by any person or in the name ofany firm,
gr corporation preparing the fiduciary's return.

G. When and to whom the tax must be paid-The tax of a
trust must be paid In full when the return is filed. The tax
of an estate must be paid in full when the return is filed or in
four equal installments on or before the 15th day of the 4th,
7th, 10th, and 13th month following the close of the taxable
year. If any installment is not paid on or before the date fixed
for payment, the whole amount of tax unpaid shall be paid
upon notice and demand by the district director.

The tax may be paid in cash or by check or money order drawn
to the order of "District Director, 1. R. S."

H. Penalties- Severe penalties are provided by law for failure
to file a required return, for filing late, and for filing a false or
-fraudulent return.

L Copy of governing instrument and fiduciary's declaration~
If the gross income of the estate or trust is $5,000 or over, a
copy of the will or trust instrument sworn to by the fiduciary
as a true and complete copy must be filed with the return of the
estate or trust.

Together with the return, the fiduciary shall also file a state-
ment of his opinion (indicating the relevant provisions of the
governing instrument upon which he relies) of the extent to
which the income of the estate or trust is taxable to the estate
or trust, to the beneficiaries, or to the grantor or a person other
than the grantor. In making such determination, the fiduciary
shall give particular attention to sections 671 through 678 which
relate (a) to taxation of the income of a trust to the grantor.
because of his retention or possession of (I) a reversionary
interest, (ii) a power to revoke or to control beneficial enjoy-
ment, (III) administrative powers, or (iv) the right to income,
and (b) which relates to the taxation of the income of a trust
to a person other than the grantor because of the possession
of such power over the trust as would constitute such a person
the substantial owner of all or a portion of the trust.

If a copy of the will or trust instrument, or opinion relating
to the provisions of the will or trust instrument, has once been
filed with an income-tax return, neither one need be filed again
if the return contains a statement showing when and where
such copy or opinion was filed.

If the trust instrument is amended in any way after a copy
has been filed, a copy of the amendment must be filed together
with the return for the taxable year in which the amendment
is made. A statement must also be filed by the fiduciary setting
forth his opinion of the effect of the amendment upon whether
the trust income is taxable to the trust, to the beneficiaries, or
to the grantor or a person other than the grantor.

J. Accounting methods-Taxable income shall be computed
in accordance with the method of accounting used in computing
income from books and records. In all cases the method adopt-
ed should clearly reflect taxable income. The basic methods
of accounting are the "cash receipts and disbursements meth-
od" and the "accrual method," but section 446 permits the use of
other methods in accordance with regulations. It is permissible
to use a different method of accounting for each trade or busi-
ness, if a taxpayer is engaged in inore than one trade or busi-
ness. In most cases, consent of the Commissioner must be
obtained before changing the method of accounting used in com-
puting taxable income. For Information, consult regulations or
the District Director of Internal Revenue.

Prepaid income and reserves for estimated empense8.-UDder
the new law a taxpayer Using the accrual method of accounting
in a trade or business may elect to take prepaid income into ac-
count in the year of receipt, and subsequent taxable years (not
to exceed five except with the consent of the Commissioner),
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and may elect to deduct for the taxable year additions to re-
serves for estimated expenses. Prepaid income is income rF-
ceived in a transaction in which the taxpayer undertakes to
render services, furnish goods or other property, or allow the
use of property beyond the end of the taxable year. Estimated
expenses are expenses part or all of which would, under section
461, be taken into account in subsequent taxable years but
which will, when incurred, be attributable to income of the cur-
rent taxable year and which can, in the opinion of the Commis-
sloner, be estimated with reasonable accuracy. The election to
take estimated expenses into account does not apply to expenses
attributable to income which the taxpayer elects to treat as
prepaid income nor does it apply to additions to reserves for
.bad debts.. ~ For information concerning the requirements applicable to
elections with respect to prepaid income and estimated expenses
and the detailed statements which must, be submitted when
making such election, consult your District Director of Internal
Revenue.

K. Income in respect of decedents-Amounts of gross income
in respect of a decedent, not includible in his gross income, shall
be included when received in the gross income of his estate,
legatee, or other person entitled to receive such amounts upon
his death.

Deductions specified in sections 162, 163, 164, or 212 (relating
to deductions for business expenses, interest, taxes, and expenses
for the pro4detion of income) or the foreign tax credit provided
by section 33, in respect of the decedent which is not properly
allowable to the decedent in respect of the taxable period in
which falls the date of his death or a prior period, may be taken
by the decedent's estate or the person receiving the property of
the decedent subject to the obligation for which the deduction
(or credit) is allowed. Deductions for percentage depletion
specified in section 611, not allowable to the decedent for any
taxable period, may be taken by the person receiving the income
in respect of the decedent to which such deduction relates.

The recipients of payments of installment obligations or the
proceeds derived from their sales or satisfaction at other than,
face value will be taxed in accordance with the provisions of
section 691 (a) (4). In cases Involving successive decedents,
.see section 691.

I~ Items exempt from tax-Certain items of income are ex-
empt from tax. Some of these are as follows:

(1) Interest on governmental obligations:
(a) Entirely exempt.-The interest on (1) obligations of

a State, Territory, or a possession of the United States, or any
political subdivision of the foregoing, or of the District of Co-
lumbia-; (2) obligations of the United States issued on or before
September 1, 1917; (3) all postal savings bonds; (4) interest
on any aggregate not exceeding $5,000 principal amount of
Treasury bonds issued prior to March 1; 1941.

(b) Partially eoempt.-On certain United States securi-
ties issued prior to March 1, 1941, the~ interest was exempt from
the normal tax by the acts authorizing their issuance. A tax
credit in an equivalent Amount is now allowed. See specific
Instruction 29.

(2) Proceeds of insurance pol"es.-In general, a lump sum
payable at the death of the insured under a life insurance policy
is excludable from the gross income of the recipient. When,
however, the beneficiary of a life insurance contract leaves a
sum on deposit with the insurer, and receives interest on it
under an agreement with the insurer, the interest is includible
in its entirety in such beneficiary's gross income. If the bene-
flelary receives, through an option or otherwise, installment
payments after the death of the insured, there may be excluded
from income a art or all of the amounts so received. See sec-
tions 72 and 10r.

(3) Miscellaneous items wholly exempt from tax:
(a) Gifts (not received as a consideration for service

rendered) and money or property acquired by bequest, devise,
or inheritance (but the income derived therefrom is taxable) ;

(b) Income, other than rent, derived by a. lessor of real
property upon the termination of a lease, representing the value
of such property attributable to buildings -erected or other im-
provements made by the lessee;

(c) Income attributable to the recovery during the tax-
able year of a bad debt, prior tax, or delinquency amount, to the
extent that such bad debt, tax, or delinquency amount did not

operate to reduce the income tax liability of the taxpayer for
any prior year with respect to such debt, tax, or amount; and

(d) Certain death benefits received from a decedent's em-
ployer. (See section 101 (b).)

(4) Certain dividend8.-See specific instruction 18.
M. Depreciation and depletion, and amortization of emer.

gency facilities-For instructions with respect to depreciation
and depletion, see specific instruction 40. For instructions with
respect to amortization deductions, see specific instruction 15.

N. Information at source.-Every estate or trust engaged in
a trade or business and making payment in the course of sucif
trade or business to another person of rent, salaries, wages, pre-
miums, annuities, compensations, remunerations, emoluments or
other fixed or determinable gains, profits and income of $600 or
more in any taxable year must make a return on Forms 1096
and 1099. If a portion of such salary or wage payments was
reported on a WTthholding Statement (Form W-2, Copy A) only
the remainder must be reported on Form 1099. Distributions to
beneficiaries of an estate or trust shall be reported on Form 1041
and not on Form 1099.

0. Separate shares in a single trust.-If (1) the governing
inst,rument provides substantially separate and independent
shares for beneficiaries of a single trust, (2) the trust is admin-
istered by the fiduciary as if such shares were independent
trusts, and (3) the Regulations permit, then the separate shares
may be treated as separate trusts solely for the purpose of
determining distributable net income. (See section 663 (c).)
Distributable net income is described in specific instruction 35.

The treatment of separate shares in a single trust as separate
trusts does not permit the fiduciary to claim more than one
deduction in lieu of the deduction for personal exemption or to
split the taxable income of the trust into separate shares in
order to determine the tax liability of the trust.

If separate shares in a single trust are treated as separate
trusts under this paragraph, a Form 1041 for each separate
share must be completed (except for lines IS through 31,
page 1), identified *as An attachment to the Form 1041 upon
which the tax liability of the fiduciary is computed, and filed
with that form.

P. Unused loss carryovers and excess deductions on termina-
tion~A deduction shall be allowed to the beneficiaries succeed-
ing to the property of the estate or trust, If upon termination
the estate or trust has (1) a net operating loss carryover under
section 172 or a capital loss carryover under section 1212, or
(2) for its last taxable year deductions (other than the personal
exemption or charitable deduction) in excess of gross income
for such year.

Q. Income taxable to the grantor or substantial owner.-If
any part of the income of the trust is taxable to the grantor
under section 673, 674, 675, 676, or 677, cor is taxable to another
person under section 678, such part should not be reported on
Form 1041, but such income and the amount of deductions and
credits applicable thereto should be shown in a se~arate state-
ment to be attached to Form 1041.

R. Simple and complex trusts.-If -the terms of the gov-
erning itistrume~it of a trust require that all of its income
(determined under the governing instrument and local law)

be distributed currently and do not provide that any amounts
are to be paid, permanently set aside, or used for the charitable
purposes specified in section 642 (e), such a trust may qualify
as a "simple" trust under section 651 (a). Such a trust is
qualified under section 651 (a) only in those taxable years of the
trust in which it does not distribute to a beneficiary amounts
other than amounts of income (determined tinder the governing
instrument and local law) required to be distributed currently.
An estate may not qualify under section 651 (a).

Any trust which does not qualify for the taxable year Under
section 651 (a) is treated as a "complex" trust under section
661 (a). All estates are treated under section 661 (a) in the
same manner as "complex" trusts.

The rules for computing the taxable income of a "simple"
trust and the amounts to be included in the gross income of the
beneficiaries of a "simple" trust are basically the same as those
which apply to a "complex" trust or to an estate. (See specific
instruction 36.) The general instructions above and the specific
instructions below apply to all trusts and estates except where
there is a specific distinction made between "simple" trusts on
the one hand and estates or "complex" trusts on the other.

SPECIFIC INSTRUCTIONS
The following instructions are numbered to correspond-with line

1. Dividends.-Enter in line 1 the total of all tamable divi-
dends without regard to the dividend exclusion (except so-called
"dividends" described in (d) of specific instruction 18 which are
to be reported as interest on line 2, page 1).

For computation of the dividends received credit, see specific
Instruction 42.

numbers on the first page of the return and supporting schedules

4. Interest on Government obligations, etc.-Enter interest
on Government obligations, etc., except interest fully exempt
from tax. See general instruction L.

A taxpayer on the cash basis may elect, as to all non-interest-
bearing obligations issued at a discount and redeemable for
fixed amounts increasing at stated intervals (for example,
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United States Savings bonds), to include the increase in re-
demption price applicable to the current year. For the year
of election, the total increase in redemption price of such obU-
gations occurring between the date of acquisition and the end
of the year must be included. A taxpayer so electing shall
report such income as interest in line 2, 3, or 4 (whichever is
applicable), page 1, and attach a statement listing the obliga-
tions owned and the computation of accrued income. An elec-
tion exercised in the current year or in a prior year is binding
for ah subsequent years.

5. Income from partnerships and other fiduciaries.-Except
as directed below, enter the estate's or trust's share of the
income (whether received or not) or of the losses of a partner-
ship (including a syndicate, pool, etc., not taxable as a corpora-
tion) and income received by the estate or trust from another
fiduciary. Schedule K of-the Partnership return (Form 1065)
shows the partner~s share of income-and credits. The estate's
or trust's. distributive share of partnership capital gains or
losses and Income received by the estate or trust from another
fiduciary which is in tbe nature of capital gains should be
reported in separate Schedule D, and should not be included in
line 5. See specific instruction 32. The estate's or trust's share
of partnership dividend income or income received by the estate
or trust from another fiduciary which is in the nature of dividend
income should be included only in line 1, page 1, according to
specific -instruction 1. The estate's or trust's distributive share
of partnership tax-exempt interest or income received by the
estate or trust from another fiduciary in the nature of tax-
exempt interest, should be taken-into account in computing line 2.
Schedule E, and line 2 (a), Schedule G, according to specific
instructions 33 and 35, respectively. The estate's or trust's share
of interest from obligations of the United States owned by a
partnership or income received by the estate or trust from an-
other fiduciary which is in the nature of interest on obligations
of the United States should be included in line 4, page 1.

The estate's or trust's share of credits for income and profits
taxes paid to a foreign country or t. S. possession, Federal
income taxes paid at source on tax-free covenant bond interest,
dividends received and partially tax-exempt interest which are
attributable to income received from partnerships or other
fiduciaries will be included in lines .261, 288, and 29, page 1,
according to the specific instructions for those lines.

If the estate or trust as the beneficiary of another trust or
an estate is to receive the benefit of any portion of the
depreciation or depletion deduction allowed to the other trust
or estate that amount must be included In Schedule M and
treated according to specific instruction 40. No deduction (other
than depreciation or depletion) of another trust or estate may
be claimed by the taxpayer, except those which fall within
general instruction P.

If the taxable year on the basis of which the estate's or
trust's return is filed does not coincide with the annual account-
ing period of the partnership or other fiduciary, include In the
return of the estate or trust its portion of the above items for
the accounting period of the partnership or other fiduciary
ending within the estate's or trust's taxable year.

6. Rents and royalties.-Enter the gross amount received or
accrued as rents or royalties. Any deductions claimed for
interest, taxes, depreciation or depletion and repairs, should
be included in lines 11, 12, 13, and 15, respectively.

7. Profit (or loss) from trade or business-If the estate or
trust was engaged in a trade or business during the taxable year,
there shall be attached to the return a statement showing the
nature of the trade or business and the net business income as
follows:
Gross sales or receipts--------------------------- $XXXXX
Less: Cost of goods sold--------------------------- XXXXX

Gross profit (or loss) ----------------------------- XXXXX
Add: Other income, if any---------------- -------- XXXXX

Total income (or loss) --------------------------- XXXXX
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elation, obsolescence, and depletion of Property used in the
trade or business, rent, and repairs) not included in cost of goods
sold. The total deductible expenses, other than depreciation,
depletion, and charitable contributions shall be included in line
15, page 1. See specific instructions 33 and 40 with respect
to deductions for charitable contributions, depreciation, and
depletion.

Inventorie8.-If the trust or estate engages in a trade or busi-
ness in which the production, manufacture, purchase, or sale of
merchandise is an incoine-producing factor, inventories of mer-
chandise and inaterials on hand should be-taken at the begin-
ning and end of the taxable year. The usual methods of valuing
inventory are (a) cost, or (b) cost or market, whichever is
lower. The method properly adopted for the first'year in which
inventory. is taken must be continued unless permission to
change is secured from the Commissioner. Application for per-
mission-to change the method of valuing inventories shall be
made in writing and filed with the Commissioner within 90 days
after the beginning of the taxable year in which it is desired to
make the change. If the estate or trust elects to use the last4
in, trst-out inventory method provided in section 472, there
should be filed an election on Form 970.

Bad debt8.-Bad debts may be deducted either (a) when they
become wholly or'partially worthless, or (b) by a reasonable
addition to a reserve. No change of method may be made with-
out permission of the Commissioner.

Installment sales.-If the installment method is used, attach
to the return a schedule showing §eparately for the years 1951,
1952, 1953, and 1954 the following: (a) gross sales; (b) cost of
goods sold; (c) gross profits; (d) percentage of gross profits
to gross sales; (e) amount collected ; and (f ) gross profit on
amount collected. Under certain conditions casual sales of per-.
sonalty may be reported on the installment method. See sec-
tion 453.

8. Sales and exchanges of property.-Gains and losses from
-the sale or exchange of property other than capital assets must
be reported on separate Schedule D, and the amount from line
2, separate Schedule D must be carried to line 8 (a), page 1.'
For capital transactions, see specific instruction 32.

9. Other income.-If the estate or trust bad Any taxable in-
come, space for reporting which is not Provided elsewhere on
page 1, enter it in line 9, page 1, and show the nature of such
income, attaching a separate sheet if necessary for that purpose.

11. Interest.-Enter all interest paid or accrued, other than
on business indebtedness (which should be treated according
to specific instruction 7). Do not include Interest on indebted-
ness incurred or continued to purchase or carry obligations
which yield interest wholly exempt from taxation (except obli-
gations of the United States issued after September 24, 1917,-
and originally, subscribed for by the taxpayer). Do not include
any other amounts Of interest attributable to or allocable to
tax-exempt interest (see line 2 (a), Schedule G, and specific
instruction 35). Deductions on account of Interest should be
explained and itemized in Schedule N. As to disallowances of
unpaid interest due related persons, see section 267.

12. Taxes-Enter on page 1 and explain in Schedule N de-
ductible taxes paid or accrued during the taxable year by the
estate or trust, In general, non-Federal taxes are deductiblef
Federal import duties, and Federal excise and stamp taxes are
deductible only if paid or incurred in carrying on a trade or
business or in the production or collection of income or in the
management, conservation or maintenance of property held for
the production of income. Taxes on property used in the trade
or bt~Silless of the estate or trust are to be treated in accordance
with specific Instruction 7. The following taxes are not de-
ductible: (I) generally, taxes assessed against local benefits
of a kind tending to increase the-value of the property assessed;
(ii) Federal import duties and Federal excise and stamp taxes
other than those mentioned above; (III) Federal income taxes,
estate, except as indicated in the next paragraph, inheritance,
succession or gift taxes; (iv) taxes imposed upon the Interests
of the estate or trust as a shareholder of a corporation which

Less: Deductible expenses------------------------ XXXXX are paid by the corporation without reimbursement from the

Net business income (or loss) ---------------------- XXXXX

In the cost of goods sold, show cost of merchandise purchased
for manufacture or sale, inventories of merchandise on hand
at the beginning and end of the taxable year (indicate method
of valuing inventories), other items entering into cost of goods
sold. Enter in line 7, page 1, the gross profit (or loss) from
the attached statement. The items of other income on the
attached statement shall be included-in the appropriate line
on the form according to the character of such income. Show
on the statement the amount of each type of deductible expense
(such as salaries and wages of employees, interest, taxes, losses,
bad debts directly attributable to the trade or business, depre-

estate or trust; and (v) any portion of income, war profits or
excess profits taxes paid or accrued to a foreign country or
United States possession if any credit is claimed in line 26, page 1.

Section 691 provides that a taxpayer required to include in
gross income any amount In respect of a decedent may deduct
that portion of the estate tax on the decedent's estate which is
attributable to the inclusion in the decedent's estate of the
right to receive such amount. If an estate or trust receives
income In respect of a decedent which is paid, credited, or re-
quired to be distributed to -a beneficiary see section 691 (c)
(1) (B).

13. Fiduciary's portion of depreciation and depletion.-See
specific Instruction 40.

14. Charitable deduction-See specific instruction 33.
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15. Other deductions authorized by lawEnter the total of
any authorized deductions for which no other space is provided
on page 1, and explain in Schedule N. Examples of such deduc-
tions are.,

Nontrade or nonbusiness expenses.-Include nontrade or non-
business expense incurred either (a) for the production or
collection of taxable income, (b) for the management, con-
servation, or maintenance of property held for the production
of taxable income, or (c) in connection with the determination,
collection, or refund of any tax, Worthless bonds and similar
obligations and noubusiness bad debts should be included in
separate Schedule D as losses (in capital assets.

Estate tax deductions.--Ttolits allowable under sections 2053
relating to expenses, indublo'.itess and taxes, and 2054 relating
to losses (or the corresponding provisions of prior Federal
estate tax laws) as deductions in coinputiDg the taxable estate
of a decedent are not allowed as deductions in computing the
taxable income of the estate unless there is filed for association
with the return in which the items are clainied as deductions, a
statement to the effect that the items have not been allowed as
deductions from the gross estate of the decedent under the ap-
plicable Federal estate tax law and a waiver of any and all right
to have such items allowed at any time as deductions under the
applicable Federal estate tax law. This paragraph shall not
apply with respect to deductions allowed under section 691,
relating to income in respect of a decedent. Clearly identify
any such items in the statement and waiver and in Schedule N.

Bond premium.-Section 171 provides for amortization of
bond premium. The term "bond" means any bond, debenture,
note, certificate, or other evidence of indebtedness, issued by
any corporation and bearing interest (including any like obliga-
tions issued by a government or a political subdivision thereof),
but does not include any such obligation which constitutes stock
in trade of the taxpayer or any such obligation of a kind which
would. properly be included in the inventory of the taxpayer if
on hand at the close of the taxable year, or any such obligation
held by the taxpayer primarily for sale to customers in the
ordinary course of its trade or business.

In the case of fully taxable bonds, and partially tax-exempt
bonds the interest on which is the basis of a credit (see specific
instruction 29), the amortization of bond premium -is elective,
and tht- election may be made with respect to either class held
by the taxpayer, or both. The premium on fully taxable bonds
may be amortized to maturity, or to the date on which the bond
is first callable. But, in the case of such bonds issued after Janu-
ary 22, 1951, and acquired after January 22, 1954, if the earliest
call date is not more than 3 years from the date of issuance of
the bond, the bond premium must be amortized to the maturity
date of the bond rather than to the earliest call date.

The election to amortize bond premium shall be made by the
taxphyer by taking a 'deduction for the bond premium on the
return for the first taxable year to which the taxpayer desires
the election to apply. Attach a'statement showing the compu-
tation of the deduction. The election shall apply to all bonds
of the class (or classes) with respect to which it was made
which were owned by the taxpayer at the beginning of the first
taxable year to which the election applies and also to all bonds
of such-class (or classes) thereafter acquired. The election
shall be binding for all Subsequent taxable years, unless, upon
application by the taxpayer, the Commissioner permits the tax-
payer to revoke the election. In case of bonds held by an estate
or trust the election shall be made only by the fiduciary.

In the case of a fully taxable bond, the amortizable premium
is both an adjustment to the basis of the bond and an allowable
deduction. In the case of a partially tax-exempt bond, the
amortizable premium for the taxable year is: (1) an adjust-
ment to the basis of the bond; (2) a t:eduction; and (3) a reduc-
tion of the total interest upon which the-credit against tax
allowed by section 35 is computed.

Amortization of bond premium is mandatory with respect to
fully tax-exempt bonds. In the case of 9 fully tax-exempt
bond, the amortizable bond premium for the taxable year is an
adjustment to the basis of the bond but not an allowable dedue-
tion.

Losses.-Line 15 should include losses of property not con-
nected with the trade or business of the estate or trust sustained
during the year, if arising from fire, storm, shipwreck, or other
casualty, or from theft, and if not compensated for by insurance
or otherwise. Explain and itemize such losses in Schedule N
setting'forth a description of the property, date acquired

'
cost'

subsequent improvements, depreciation allowable since acquisi'
tion, insurance, salvage value, and deductible loss. The allow-
able deduction is (i) the excess of the fair market value of the
property immediately before the loss over the fair market value
of the property immediately after the loss, or (ii) the adjusted
basis of the property, whichever is lesser, reduced by any insur-
ance or compensation received for such loss.

Net operating loss deduction.-There shall also be included in
line 15 the net operating loss allowed by Section 172. Every
taxpayer claiming a net 9perating loss deduction under section
172 shall file with the return a detailed statement setting forth
the amount of the net operating loss deduction claimed and all
pertinent facts relative thereto, including a detailed schedule
showing the computation of the net operating loss deduction.

Amortization of eniergeneV facilities.-If the taxpayer elects
the deduction with respect to the accelerated amortization of
the adjusted basis of (a) any emergency facility with respect
to which the Government has issued a certificate of -necessity,
or (b) a grain storage facility, such deduction should be in-
cluded in line 15, page 1, and a statement of the pertinent facts
should be filed with the election. See sections 168 and 169.

Urallowable deductions.-No deductions shall be allowed (a)
for expenses which are allocable to one or more classes of income,
etc., under section 212 (other than interest income), wholly
exeiupt from tax or (b) for any amount relating to expenses for
production of incoino which is allocable to interest income
wholly i--.xerapt from-fiix. For the treatment of interest expense
attributable to tax-exenipt income, see gpecific instruction 11.
FGr the determination of the amount of expense attributable to
tax-exempt income, see line 2 (a), Schedule G, and Specific
instruction 35.

As to disallowance of unpaid expenses due related persons,
see section 267.

18. Dividend exclusion~If the taxable year of the estate or
trust ends after July 31, 1954, there may be entered as an ex-
clusion the first $50 of dividends received from domestic cor-
porations during the taxable year. See section 116.

This exclusion does not apply to dividends received from:
(a) Life insurance companies, and mutual insurance com-

panies.,(otber than mutual marine companies, or mutual fire
insurance companies issuing perpetual policies)

(b) China Trade Act corporations;
(c) So-called exempt organizations (charitable, fraternal,

etc.) and farmers' cooperative organizations;
(d) Mutual savings banks, cooperative banks, domestic

building and loan associations, domestic savings and loan asso-
ciations, and Federal savings and loan associations, on deposits
or withdrawable accounts.

(e) Regulated investment companies. except to the extent
that such dividends are designated by the company as dividends
for these purposes; or

(f). Corporations to which section 931 (relating to income
from sources within possessions of the United States) applies.

19. Deductions for distributions to beneficiaries-See specific
instruction 37.

21. Deduction for personal exemption-An estate is allowed
a deduction of $600. A trust which, under its governing instru-
ment, is required to distribute all of its income currently, is
allowed a deduction of $300; idl other trusts are allowed. a de-
deduction of $100.

24. Tax rate schedule.- Tho arnount of the tax shall be de-
termined in accordance vi-i0i the following schedule:
If line 28, page 1, is: Fr;it(;;- as livw 24, page 1:
Not over $2,000 20c~';~, of the amount in line 2.0
Over- But not over-
$2,000 $4, 000----$400, plus 22% of excess over $2,000
$4,000 $6,000----$840, plus 261/6 of excess over $4,000
$6, 066 $8,000----$1,360, plus 300/c of excess over $6,000
$8,000 $10, 000---.$1,960, plus 34% of excess over $8,000
$10,000 $12,000---$2~640, plus 38% of excess over $10,000
$12,000 $14,000---$3,400, plus 43% of excess over $12,000
$14,000 $16,000 ---$4.260, plus 47% of excess over $14,000
$16,000 $18,000 ---$5,200, plus 5001o of excess over $16,000
$18,000 $20,000---$6,200, plus 53% of excess over $18,000
$20,000 $22,000---$7,260, plus 56% of excess over $20,000
$22,000 $26,000---$8,380, plus 5901o of excess over $22,000
$26,000 $32,000---$10,740, plus 62% of excess over $26,000
$32~000 $38,000---$1.4,460, plus 65% of excess over $32,000
$38,000 $44,000---$18,360, plus 69% of excess over $38,000
$44,000 $50,000---$22,500, plus 72% of excess over $44,000
$50,000 $60,000---$26,820, plus 75% of excess over $50,000
$60,000 $70,000---$34,320, plus 781/o of excess over $60,000
$70,000 $80,000---$42,120, plus 8101o of excess over $70,000
$80,000 $90,000---$50,220, plus S40/o of excess over $80,00
$90,000 $100, 000--$5S,620, plus 871/16 of exeess over $90.000
$100,000 $150,000--$611,320, plus 8901o of excess over $100.000
$150,000 $200, 000--$III.S20, plus 9011o of excess over $156,000
$200,000------------$156,820, plus 91% of excess over $200,000

2G. Income and profits taxes paid to a foreign country or
United States possession.-If, in accordance with section 901,
a credit is claimed for income, war profits, or excess profits taxes
paid to a foreign country or to a possession of the United States,
submit Form 1116 with the return, together with the receipts
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for such payments. If credit is sought for accrued taxes, the or animals, or for the establishment, acquisition, maintenance
form must have attached to it a certified copy of the return on or operation of a public cemetery not operated for profit. This
which the tax was based. The Commissioner may require a deduction is not subject to the percentage limitation imposed
bond on Form 1117 for the payment of any tax found due if by section 170 on the charitable deduction of an individual,
the tax when paid differs from the credit claimed. The allow- but is subject to the limitations described below. For fur-
able credit is equal to the total credit shown on Form 1116 ther special limitations in the case of improper accumula-
minus the proportionate share of the -credit allocable to the tions, prohibited transactions, and so forth, see section 681 .(b)
beneficiaries (total, column 12, Schedule H). and (c). A trust claiming a charitable, etc., deduction under

28. Dividends received credit.-See specific instruction 42. section 642 (c) for the taxable year shall file the information
29. Fiduciary's credit for partially tax-exempt interest.-An return required under section 6034. Obtain copy of Form 1041A

estate. or trust is allowed a credit against tax for partially tax- from the District Director of Internal Revenue.
exempt interest. The following are examples of securities Current income.-Enter in line I- the full amount paid or per-
which yield partially tax-exempt interest: (i) Treasury bonds manently set aside for the purposes described above out 9f the
in excess of $5,000 principal amount issued before March 1, current year's income.
1941, and (ii) dividends on shares of Federal Savings and Loan Line 2 provides for an adjustment of the charitable contribu-
Associations if the shares were issued before March 28, 1942. tioD attributable to income of the current year (line 1), so that. The credit allowed to the estate or trust is equal to 3 percent the charitable deductions will not include contributions attribut-
of the total of the interest received from securities described able to tax-exempt interest or foreign income of a foreign trust.
above reduced by (i) the total partially tax-exempt interest in- In the absence of specific provisions in the governing instrument,
cludible. in the gross income of beneficiaries (total of column 7, enter in line 2 the a-mount shown in line I multiplied by the total
Schedule H), and (ii) the amortized bond premium with respect of all tax-exempt interest and foreign income of a foreign trust
to the bonds producing the interest described above which is included in income of the current year (under the governing in-
claimed as a deduction (see specific instruction 15). However, strument and local law) and divided by the total of all the gross
the credit allowed to the fiduciary may not exceed whichever income items included in income of the current year (under the
of the following is the smallest: (I) the amount of the tax on governing instrument and local law). In computing the total
line 24 or line 25, reduced by the sum of the credits allowed for of all items of gross income under applicable local law, do not
foreign taxes (line 26) and for dividends received (line 28) ; or reduce gross income by any losses (such as losses from the sale
(!1) 3 percent of the taxable income for the taxable year (line or exchange of property).
23) ; or OR) if the alternative tax is applicable, 3 percent of Lines 3 and 4 provide for adjustment of a charitable contri-
line 4, schedule K. bution which is deemed to, include long-term capital gains in

32. Schedule D-Capital gains and losses-Capital gains and order to prevent a double deduction on account of such gains.
losses gener

'
ally are taken into account in computing taxable Line 3 (a) is'the total amount of long-term gain contained in

income just as if the estate or trust were an individual. As to line 1. This is computed by multiplying the amount shown in
disallowance of losses between related persons, see section 267. line I by the total of long-term capital gains allocated to income
With respect to capital gains and losses, the gross income of the (under the -governing instrument and local law) and dividing
estate or trust is computed without regard to the distinction the result by the total of all the gros~ income items included in
between' gains and losses allocable to income account and. those income of the current year (under the governing instrument and
allocable to corpus account. local law). For purposes of this adjustment, long-term capital

The separate Schedule D phould first be completed if the gain of the current year allocabla to corpus and paid or pe~rma-
estate or trust had any capital gains or losses during the year nently set aside for a charitable purpose is not included in the
whether,such gains or losses are allocable to the fiduciary or distribution made to charity'out of the current year's income.
the beneficiary. The following references and instructinns refer Such amounts shall be taken into account in line 7, after a
to Schedule D of Form 1041. similar adjustment is made.

Allocation of capital gains and losses-On line 1, enter in Contributions not attributable to current income.-Bnter in
column 1 the amount of short-term gain or loss allocable to the line 7 the total of deductible amounts paid or permanently set
beneficiary or beneficiaries. This includes (a) any amount aside for the purpose specified in section 170 (c) (relating to
which is a short-term capital gain under the Internal Revenue definition of charitable contribution) or to be used for the
Code but which is an item of trust income under the terms of the charitable, etc., purposes specified in section 642 (c) to the extent
governing instrument and local law; and (b) any amount which that such amounts are not attributable to income (under the
is a short-term capital gain under the Internal Revenue Code governing instrument and local law) of the current year, Attach
and which is allocable to corpus under the terms of the governing a statement showing the details.
instrument and local law, but which 1% nevertheless, paid, 34. Schedule F-Computation of capital gains in distributable
credited, or required to be distributed to any beneficiary. net income.-The capital gains to be included in distributable

Include in line 1, column 1, only those short-term capital losses net income are, in general, those distributed to beneficiaries or
which are taken into account in determining the amount of to charity. (See specific instruction 35 for further details con-
gain from the sale Or exchange of capital assets which is paid, cerning distributable net income and specific instruction 33 for
credited, or required to be distributed to any beneficiary during charitable contributions.) The capital gains to be included in
the taxable year. Enter in line 1, column 2, the amount of the distributable net income on account of allocations to benefi-
short-term gain or loss allocable to the fiduciary. Enter in line 1 ciaries has already been determined in line 3, column 1, of
column 3, the sum of line I of columns I and.2. The amount j~ Schedule D. (If line 3, column I of Schedule D, shows a net
line 1, column 3, should be the same as the amount shown on loss, the -net loss is not taken into account in computing dis-
line 6, separAte Schedule D. tributable net income and line 1 should be completed by enter-

The long-term gain or loss is treated in line 2 just as short- ing zero.)
term gain or loss is treated in line 1. The gains and losses The long-term capital gains contained in charitable contribu-
allocable to the beneficiary are entered in column 1, and those tions have already been computed according to the directions
not allocable to'the beneficiary are entered in column 2. The in specific instruction 33 for lines 3 (a) and 7, Schedule E. Dism
total long-term gains or losses are entered in column 3. The tributable net income also includes short-term capital gains to the
total shown in column 3 should be the same as the amount shown extent that such gains are included in charitable contributions.
in line 9, separate Schedule D. The amount of short-term capital gains to be so included is

Basis.-Generally the basis of property acquired by inheri- computed in the same manner as the amount of long-term capital
tance is the fair market value of the property at the time of gains, that is, according to the directions in specific instruction
acquisition which usually is the date of death. However, for 33 for lines 3 (a) and 7, Schedule E, except that the appropriate
special rules with respect to the basis of property acquired from amounts of short-term capital gain are to be substituted for
a decedent, see section 1014 (b) (9). For basis in case of prop- the amounts of long-term capital gain.
erty acquired by gift and transfers in trust, see section 1015 35. Schedule G-Computation of distributable net income.-
and 1

-
nstructions under separate Schedule D. Distributable net income is an amount which limits the amount

Redemption of stock to pay death tax-es.-Section 303 deals deductible by the estate or trust on account of distributions
with redemption of stock included in an estate. List and iden- and (except in the case of a current income beneficiary of an
tify such stock in the appropriate section on separate schedule estate or trust which claims a charitable deduction) the amount
D, and state the name of the decedent and the District Direc- taxable to the beneficiary. It is also used to determine the
tor's office in which the estate tax return was filed. character of the distributions to the beneficiaries.

33. Schedule E-Computation of charitable deduction.-An Distributable net incoi?zc-Genci-al.-Distributable net income
estate or trust shall be allowed a deduction for any amount of is the taxable income of the estate or trust (generally com-
gross income which pursuant to the terms of the governing puted in the same manner as in the case of an individual) with
instrument is, during the taxable year, paid or permanently set the modifications set forth in section 643 (a).
aside for a purpose specified in section 170 -(c), or is to be used The items of gross income in distributable net income are the
exclusively for religious, charitable, scientific, literary, or edu- Items of gross income shown in lines 1 through 9, page 1, with
entional purposes, or for the prevention of cruelty to children the modifications described below.
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(a) Dividends.-The dividends in distributable net income
are those shown i

i
n.line 1, page 1, without reduction by the

amount shown in line 18, page 1. However, dividends in distrib-
utabie net Income must be reduced by the amount shown in
line 4 (b) of this schedule.

(b) Capital gains.-The capital gains or losses shown in line
8 (b), page 1, are not included in distributable net income.
There can in Do event be a net capital loss in distributable net
income, and the gross amount of net capital gain to be included
in distributable net -income is the amount shown in line 4,
Schedule F.

(c) Taw-exempt interest.-In addition to the items of income
included in lines 1 through 9, page 1, distributable net income
includes interest and foreign income of a foreign trust after
adjustment according to the specific instructions for lines 2 (a)
and 2 (b) below.

The items of deduction entering into distributable net income
are those allowed to the estate or trust in computing its taxable
income 'except the capital gains deduction under section 1202
(line 20, page 1), the special deductions for distributions under
sections 651 and 661 (line 19, page 1), and the deduction in lieu
of the deduction for personal exemptions under section 642 (b),
line 21, page 1. There are special rules provided in section 643
(a) (3) with respect to the allowance of deductions on account
of capital losses. See the detailed directicns below for complet-
ing lines 2 (c), 2 (d), and 4 (a) of this schedule and specific
instruction 34. In addition, certain disbursements, expenses,
losses, etc., of the estate or trust which, under the provisions of
section 265, are not allowable as deductions are treated as deduc-
tions in determining distributable net income in the manner
described in the preceding paragraph.

Detailed directions for completing the lines in Schedule G.-
Line 1: Enter the amount shown in line 17, page 1. This is

the taxable income of the estate or trust without taking Into
account the deduction for long-term capital gains, the deduction
for distributions to beneficiaries, and the deduction in lieu. of
the personal exemption an(I the dividend exclusion.

Line 2 (a) : Enter the amount of tax-exempt interest received,
less: (I) the amount of tax-exempt interest shown in line 2 of
Schedule E; and (ii) any amounts which, but for the provisions
of section 265, would be deductible in respect of disbursements,
expenses, losses, etc., of the trust or estate directly attributable
or indirectly allocable to such interest. The amount of the dis-
bursements, etc., indirectly allocable to tax-exempt Interest is
that amount which bears the same ratio to the total disburse-
ments, etc., of the trust or estate not directly attributable to
other items of income as the total tax-exempt interest received
bears to the total of all the items of gross income (including
tax-exempt interest and foreign income of a foreign trust)
entering into distributable net income.

Line 2 (b) : Enter the amount of foreign income of a foreign
trust adjusted in the same manner as tax-exempt interest.

Lines 2- (c), 2 (d), and 4 (a) show the adjustments to be
made in computing distributable net income on account of cap-
ital gains and losses. If line 8 (b), page 1, shows a net capital
gain in taxable fticome, the amount is to be entered in line 4
(a) of this schedule, but if line 8 (b), page 1, shows a net capital
loss, the amount is to be entered in line 2 (d) of this schedule
This has the effect of removing all of the fiduciary's share
capital items frorn distributable net income, but to complete the
adjustment there must be entered in line 2 (c) the amount
shown in line 4, Schedule F.

Line 4 (b) : Enter those items of gross income constituting
extraordinary dividends or taxable stock dividends which the
trustee of a "simple" trust -acting in good faith, does not pay
or credit to any beneficiary by reason of his determination that
such dividends are allocable to corpus under the terms of the
governing instrument and local law. This rule does not apply
to an estate or to a "complex" trust, and, in the case of an estate
or a "complex" trust, no amount is to be entered in line 4 (b).
For the definition of *~'siiiiple" and "complex" trusts, see general
instruction R.

36. Schedule H-Beneficiaries' shares of income and credits.-
Schedule H indicates distributions to the beneficiaries and also
indicates their allocable share. of credits for tax paid at the
source on tax-free covenant bond interest and for taxes paid to a
foreign country or U. S. possession. Enter in columns 1 and 2
the name and address (if each beneficiary to whom any amount
is paid, credited, or required to be distributed in the taxable
year of the estate or trust.

Distributions (Columns 3 and 4)
Amounts to be included.-Iii column 3 enter the amounts of

income of the estate or trust required to be distributed currently
to each beneficiary, whether distributed or not. For the purpose
of determining what amounts are to be included in column 3, the
question of what are items of income and the question of whether

an amount is required to be distributed currently areto be deter-
mined under the governing instrument'and applicable local law.
If the governing instrument requires that stated amounts must
be paid to a beneficiary and further provides that such amounts
may be paid either out of income or out of corpus, such amounts
are to be included in column 3 to the extent they are actually
paid out of income of the current year.

Enter in column 4 any other amounts actually paid, credited,
or required to be distributed to each beneficiary in the taxable
year, whether such amounts are. from income (current or accu-
mulated) or from corpus.

Amounts not included.-Do not include, either in bolumn 3 or
column 4, any amount which, under the terms of the governing
instrument, is properly paid or credited as a gift or bequest of a
specific sum of money or of specific property. To qualify as a
gift or bequest excluded from columns 3 and 4, a sum must be
paid all at once or in not more than three installments. Further-
more, an amount which can be paid or credited only from the
income of the estate or trust is not considered a gift or bequest of
a specific sum of money. See section 663 (a) (1). Do not in-
clude in column 3 or column 4 any '1111011I)t paid or permanently
set aside for the purposes described in section 642 (c) or other-
wise qualifying for the charitable deduction. See section
663 (a) (2).

If a trust or estate (during the first 65 days of the first tax-
able year of the trust or estate to which the Internal Revenue
Code of 1954 applies) paid, credited,'or was required to dis-
tribute arnounts which (under the Internal Revenue Code of
1939) would be treated as if paid, credited, or to be distributed
on the last day of the preceding taxable year, such amounts are
to be omitted from both columns 3 and 4. Such amounts are to
be treated as if paid, credited, or to be distributed in the pre-
ceding taxable year. See section 683 (b).

Elective 65-day rule.-The fiduciaries of certain trusts may
elect to continue to treat distributions within the first 65 days
of the taxable year of the trust as amounts which were paid or
credited. on the last day of the preceding taxable year. The
election is only available if the trust was created prior to Janu-
ary 1, 1954, and if the terms of the trust instrument provide that
the trust may not distribute,in any taxable year, amounts in ex-,
cess of the trust income for the immediately preceding taxable
year. The election must be made not later than the time pre-
scribed by law (including extensions thereof) for filing the
return for the first taxable year to which Part I of Subehapter J
of the Internal Revenue Code of 1954 applies. It shall apply with
respect to all subsequent taxable years.

Character of Distributions (Columns 5 through 10)

In general.-The entries in columns 5 through 9 will show
both the amount and the character of the income of the estate or
trust which the beneficiaries, must include in their gross income.
Those inclusions in the gross income of beneficiaries which are on
account of amounts of ordinary income Dot subject to special
treatment are to be reflected in column 5. Those which are on
account of domestic dividends qualifying for credit are to be re-
flected in column 6, but must be divided between inclusions on
account of such dividends received before August 1, 1954, and
those received after July 31, 1954, by the fiduciary. Those on
account of partially tax-exempt interest are to be reflected in
column 7. Inclusions in the gross income of beneficiaries on
account of amounts of capital gains are to be reflected in col-
umns 8 and 9. The result of the computations in Schedule F is
to apply capital losses (to the extent allowable in computing
distributable net income) against capital gains. Thus, the
inclusions in gross income in columns 8 and 9 (computed accord-
ing to the instructions below) take such losses into account.
Column 10 reflects that portion of the distributions to bene-
ficiaries which is deemed made from tax-exempt interestand
foreign income of a foreign trust.

Because the beneficiary of an estate or trust cannot, except in
the cases described in General Instruction P and specific instruc-
tion 40, claim losses or deductions of the estate or trust, no
negative amounts may appear in columns 5 through 10.

In the ordinary case, the beneficiaries must include In gross
income the total distributions (the totals of columns 3 and 4)
or the distributable net income of the estate or trust, wbidhever
is less. See, however, the directions below with respect Jz cur-
rent income beneficiaries of an estate or trust claiming a char-
itable deduction.

Determining the share of each beneficiary.-The computations
below will produce the amounts to be shown as the totals of
each of the columns 5 through 10, Schedule H. Each such total
except that In column 10 must be apportioned among the several
beneficiaries of the estate or trust.

(I) That part of the total in each column which represents
amounts shown in column 3 (income required to be distributed
currently) must be apportioned among the same beneficiaries
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to whom are assigned the amounts in column 3. Such portion
of the total of each column must be apportioned to each such
beneficiary in the same proportion as the amount assigned to
him in column 3 is of the total of column 3.

(ii) That part of the total in each column which represents
amounts shown in column 4 (other amounts paid, credited, or
required to be distributed) must be apportioned among the same
beneficiaries to whom are assigned the amounts in column 4.
Such part of the total must be apportioned to each such bene-
ficiary in the same proportion as the amount assigned to him in
column 4 is of the total of column 4.

However, if the terms of the governing instrument provide
that the various classes of income in columns 5 through 10 are
to be distributed among li6eficiaries in a manner other than
that described above, the total in each of columns 5 through 10
is to be distributed (in that column) among the beneficiaries
according to the terms of the governing instrument.

For purposes of the computation above, the totals shown in
columns 5 through 10 are deemed first to be proportionate distri-
butions on account of the total amount in column 3. If the
totals in columns 5 through 10 are in excess of the total in
column 3, then such excess is deemed to be proportionately on
account of the total amount in column 4.

If column 10 includes foreign income of a foreign trust, attach
to the return a separate statement showing the amount of such
income allocable to each beneficiary.

Determining totals of columns 5 through 10-Under the law,
the method for determining the totals of columns 5 through 10
in the case of certain estates or trusts claiming a charitable
deduction (line 14, page 1) is different from the method applica-
ble to all other estates and trusts. Accordingly, the two meth-
ods are stated separately below.

Estates and trusts not claiming charitable deductions-If the
estate or trust does not claim a charitable deduction for the
taxable,year, the totals to be showm in columns 5 through 10
shall be determined according to the following directions. -

*Step one-Determining the aggregate amount.-The aggre-
gate amount which is to be allocated to columns 5 through 10 is
the lesser of :

(I) the distributable net income of the trust (line 5,
Schedule G~, or

(ii) the sum of the totals of columns 3 and 4 of this schedule'
*Step two-Determining gross amount8.-This step accom-

plisbes two things. It determines the items of gross income
entering into the computation of distributable net income and
groups such items according to the headings of columns 5
through 10. Segregate the gross income of the estate or trust
(lines I through 9, page :1) according to the headings of col-
umns 5 through 7. However, for this purpose:

(1) disregard the amount shown on line 8 (b), relating to
capital gains and losses;

(1i) disregard any negative amount (loss) shown on lines 1
through 8 (a), and line 9, of page I (such amounts shall be
treated under step three as deductions) ;

(III) treat the income shown on line 18, page I (excluded
dividends) as gross dividend income; and

(iv) exclude from gross income the amount shown on line
4 (b) of Schedule G (certain extraordinary and taxable stock
dividends).

The gross amount for column 8 is the amount of the bene-
ficiaries' share of short-term capital gain as shown in line 1,
column 1, Schedule D (reduced, but not below zero, by any loss
shown in line 2, column 1, Schedule D) plus the amount of
short-term capital gain included in amounts paid or permanently
set aside for charity (line 3, Schedule F).

The gross amount for column 9 is the beneficiaries' share
of long-term capital gain as shown in line 2, c6lumn 1, Sched-
-ule D (reduced, but not below zero, by any loss showm on line 1,
column 1, Schedule D) plus the amount of long-tern. capital
gain included in amounts paid or permanently set aside for
charity (line 2, Schedule F).

The gross amount of column 10 of this schedule is the total of
the amounts shown in liner, 2 (a) and 2 (b) of Schedule G (tax-
exempt interest, as adjusted, and foreign income of a foreign
trust, as adjusted). This is an adjusted amount (see specific
instruction 35), and is not to be adjusted for deductions under
step three.

*Step three-Adjusting gross amounts by deductions.-The
gross amounts for each of columns 5 through 9 as determined
under step two shall be reduced by allocating to such amounts
the deductions shown on page I (line 16, page 1, and any nega-
tive amounts shown on lines I through 8 (a), and line 9, page 1).

(I) There shall first be allocated to each such gross amount
those items of deduction shown on page 1 which ate directly at-
tributable to the items of gross income in the gross amount;

(Ii) The deductions which have not been allocated under (I)
above shall be allocated to the gross amounts for columns 5

through 9. These deductions may first be allocated to the gross
amount for any column. However, the amount assigned to any
one column shall in no event exceed the gross amount for such
column determined under step two above reduced by the deduc-
tions allocated to such gross amount according to (I) above.

(III) Each of the gross amounts for columns 5 through 9 shall
then be reduced by the deductions allocated to it according to
(I) and (ii) above.
If the computation in (III) above produces a negative amount

for any column, such negative amount shall be allocated to the
gross amount for each of the other columns (5 through 10)
according to the rule stated in (li) above.

The sum of all the adjusted gross amounts for columns 5
through 10, determined according to this step, will equal the
amount of the distributable net income (line 5, Schedule G).

OStep four-Amount to be entered as total of each column.-
If the aggregate amount, determined under step one, is the dis-
tributable net income (line 5, Schedule G), enter as the total of
each of columns 5 through 10 the adjusted gross amount (as
determined in steps two and three) for such column. If the
aggregate amount, determined under step one, is the sum of the
distributions, enter as the total of each column an amount which
is the same proportion of the sum of the distributions as the
adjusted gross amount for such column (as determined by steps
two and three) is of the sum of all such adjusted gross amounts
for columns 5 through 10.

Estates and trusts claiming charitable deductions.-If an
estate or trust claims a charitable deduction, the determination
of the totals of columns 5 through 10 requires the same type of
computation as if no charitable deduction were claimed. How-
ever, after the allocation of specific deductions (part (1) of
step 3) and before the allocation of other deductions (part (ii)
of step 3) the charitable deduction must be allocated among the
gross amounts for coluinns 5 through 9. In the absence of
specific provisions in the governing instrument, the part of the
charitable deduction to be allocated to the gross amount for each
of the columns 5 through 9 is the amount which bears the same
proportion to the total charitable deduction as the gross amount
for such column bears to the total of all the gross amounts for
colinnnq .5 through 9. If the amount so allocated to the gross
amount for any ~ne column exceeds the gross amount for-such
column reduced by the deductions allocated to it under part (I)
of step 3, the excess must be allocated proportionatel3r to the
gross amounts for each of the remaining columns in the same
manner. Further, in completing part (!I) of step 3, the amount
of deductions assigned to the gross amount for any one column
shall in no event exceed the gross amount for such column
reduced by the sum of the deductions allocated to such gross
amounts according to part (1) of step 3 and that part of the
charitable deduction allocated to such gross amount according
to the directions immediately above.

The estate or trust shall determine the totals of columns 5
through 10 according to the directions above for an estate or
trust not claiming such deduction, If, and only if, both of
the following conditions are present:

(I) the distributable net income (line 5, Schedule 6) is
equal to or exceeds the total of the amount of income required
to be distributed currently (the total of column 3) ; and

(ii) the charitable deduction claimed includes no amounts
paid or permanently set aside from sources other than income of
the current year (that is, if the amount in line 7, Schedule E, is
zero).

(a) Estates and trusts With charitable deductions attributable
to current year's income.-If the charitable deduction claimed
includes no amounts paid or permanently set aside from sources
other than income of the current year, but the distributable
net income is less than the amount of income required to be
distributed currently (total of column 3), then the estate or
trust shall determine the totals of columns 5 through 10 accord-
ing to the steps described immediately below.

OStep one-Determining the aggregate amount.-The aggre-
gate amount which is to be allocated to colu&ns 5 through 10 is
whichever is the lesser of the following:

(I) The distributable net Income (line 5, Schedule G) plus
the charitable deduction (line 14, page 1), plus the amounts
shown in line 2 of Schedule E, or

(ii) The total of column 3 of this schedule.
OStep two-Determining gross amounts.-The determination

of the gross amount for each of columns 5 through 10 shall be
made in the same manner as set forth in step two of the in-
structions for an estate or trust which has no charitable
deduction.

OStep three-Adjusting gross amounts by deductions.-The
adjustment of gross amounts by deductions shall be made in the
same manner as set forth in step three of the instructions for
estates and trusts having no charitable deduction. However,
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it should be noted that (in the absence of specific provisions In
the governing instrument) the charitable deduction (line 14,
page 1) is to be allocated among the gross amounts for C011MIDS
5 through 9 according to the directions in the paragraph above
immediately following the caption "Estates & trusts claiming
charitable deductions."

The sum of all the adjusted gross amounts for columns 5
through 10, determined according to this step, will equal the
amount of the distributable net income (line 5, Schedule G).

OStep four-Amount to be entered as total of each column.-
Enter as the total of each of columns 5 through 10 an amount
which is the same proportion of the aggregate amount deter-
inined under step one as the adjusted gross amount for such
column (as determined by steps two and three) is of the sum
of all such adjusted gross amounts for columps 5 through 10.

(b) Estates and trusts with charitable deductions attributable
to other than current year's income.-In the case of estates and
trusts which claim a charitable deduction under section 642 (c)
(see specific instruction 33) any portion of which is not attribut-
able to income of the current year (line 7, Schedule E), See
section 662 (b).

Crediis (Columns 11 and 12)
Enter in columns 11 and 12, respectively, the amounts of

Federal income tax paid at source and of income and profits
taxes paid to a foreign country or Unitef' States possession
which are allocable to each beneficiary. Tbe imount allocable,
to each beneficiary is that part of the total of 8ach item which
is proportional to the amount of the corresponding income item
included in the gross income of the beneficiary.

37. Schedule J-Computation of distributions deduction,
This schedule provides for the computation of the deduction
allowable to the fiduciary for amounts paid, credited, or required
to be distributed to the beneficiaries of the estate or trust. The
deduction is equal to the amounts paid, credited, or required to
be distributed or the distributable net income--whichever is less,
adjusted in either case so as to exclude items of tax-exempt
income entering into distributable net income.

38. Schedule K~Fiduciary's capital gains deduction-Sec-
tion 1202 provides a special rule for the deduction for long-term
capital gains of an estate or trust. The deduction is computed
by excluding that portion of the gains from sales or exchanges
of capital assets which is includible in the income of the bene-
hc1aries. Lines I (a) through I (e) provide for the computation
of long-term capital gains alloeable to the fiduciary for the
purpose of computing this deduction.

39. Schedule I-Income (or loss) from partnerships, income
from other fiduciaries-Enter the total amounts of income or
loss from partnerships in which the estate or trust is a partner
and income Daid, credited, or required to be distributed to the
estate or trust by other fiduciaries. The items entering into
the income are to be carried to the appropriate lines on page 1,
according to specific instruction 5.

40. Schedule M-Deduction for depreciation-This schedule
relates to the deduction for depreciation under section 167. If
a deduction for depletion is claimed (see sections 611 through
61.4), attach a statement showing details.

Computing the depreciation deduction-Straight-line meth-
od.-The most common method of computing depreciation is the
"straight-line method." It allows for the deduction of cost in
equal annual amounts over the useful life of the property, with
,only salvage value remaining at the end of its useful life. To
compute the deduction, add the cost of improvements to the cost
(or other basis) of the asset and deduct both the estimated
salvage value and the total depreciation allowed or allowable in

past years. Divide the result by the number of years of useful
life remaining to the asset-this result is the depreciation
deduction.

Special rules for new assets acquired after December 81,
1953-New assets acquired by the taxpayer after 1953 and the
portion of the basis of property attributable to construction or
reconstruction by the taxpayer after 1953 may be depreciated
under methods proper in the past or under additional methods
provided in the new law. These new methods (which may be em-
ployed only with respect to tangible assets having a useful life of
3 years or morey are

(a) "Declining balance method."-The deduction is com-
puted by applying a uniform rate to the cost or other basis of the
asset reduced by depreciation previously allowed or allowable.
This rate cannot exceed twice the straight line rate computed
without regard to salvage value.

(b) "Sum of the Vears-digits method."-The deduction is
the cost or other basis of the asset (reduced by estimated sal-
vage value) multiplied by the number of years of useful life re-
maining to it (including the year of the deduction) divided by
the sum of all the digits corresponding to the years of the asset's
estimated useful life (in the case of a 3-year life such sum
would be 6, that is 1+2+3).

(c) "Other methods."-Other methods may be employed
subject to special limitations; for details consult the District
Director of Internal Revenue.

Beneficiaries' and fiduciary's share of depreciation and deple-
tion deductions.-An estate or trust is allowed the deductions
for depreciation and depletion only to the extent that these
deductions are not allocable to beneficiaries. Under sections
167 (g) and 611 (b) (3), the allowable deductions for depre-
ciation and depletion are apportioned between the income bene-
ficiaries of a trust and the trustee in accordance with the pro-
visions of the governing instrument or, in the absence of such
provisions, on the basis of the income (determined under the
governing instrument and applicable local law) allocable to
each. Under sections 167 (g) and 611 (b) (4), the allowable
deductions for depreciation and depletion are apportioned be-
tween an estate and its heirs, legatees, or devisees on the basis
nf the income (determined under the governing instrument and
applicable local law) of the estate allocable to each. Enter the
fiduciary's share of each depreciation ~llowance claimed in
column 7B Schedule M. Enter the total of the fiduciary's share
in line 3, Schedule M, and include this amount in line 13, page 1.

41. Schedule N-Explanation of deductions.-Itemize the de-
ductions for interest (line 11, page 1), taxes (line 12, page 1),
and other deductions (line 15, page 1) in Schedule N. The num-
ber of the line on page 1 in which the deduction is included, a
brief explanation of the deduction, and the amoi-int thereof
should be indicated. If the space provided on the form is insuffi-
cient, attach a separate schedule.

42. Schedule 0-Fiduciary's share of dividend received
credit.-For taxable years ending after July 31., 1954, an estate
or trust is allowed a credit against tax for dividends received
from domestic corporations (except those listed in (a) through
(f) of specific instruction 18) which are included in gross income,
but only in respect of so much of such dividends as is not
Included in the gross income of any beneficiary under section
652 or 662. (See line 5.)

Lines 2 through 4 reflect the adjustment of the dividends
received after July 31, 1954, for that part of such dividends
which have been excluded under section 116. (See specific
instruction 18.)
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SCHEDULE D
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Forms
'
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G,na 1065

U. S. Treasury Depcutment-Internal Ravenue Servica

GAINS AND LOSSES FROM SALES OR EXCHANGES OF PROPERTY
USE WTTH INDIVIDUAL, FIDUCIAPY, OR PARTNIERSHIP RUIURNS

For Calendar Year 1954, or other taxable year beginning 1 1954, and ending

Name and Address

(1) PROPERTY OTHER THAN CAPITAL ASSETS

a. Kind of properly (if necessary,, attach statement
of descriptive details not

s
own below)

I - ----------------------------------------

b. Date
acquired

(Mo.
day, yi.)

C. Date
sold (me.,
day, yr.)

d. Gross sales price
(contract price) -

$------------------

e. Depraciaflon
allowed (or

allowable) since
acquisition or
March 1, '1913

(attach sc..edule)

$------------------

f. Cost or other
basis and co,-t of
subsequent

'm-provements (it flot
purchased, attach

explaaation)

$------------------

-------------------

1

Check type cf return filed:
Fonn For Formjr)

0
.

40 11 1.4T, 01065

g. Expense cf sale

53

. 195

h. Gain or loss (column d
plus column e less sum
of columns f and g)

S-----------------

--------------------------------------------- I ----------- I ----------- I ------------------- I ------------------- I ------------------- i -------------------

2. Net gain (or loss). Enter here and on line 1, Schedule D, Form 1040, or as item 8 (a), page 1, Form 1041, or as

item 11, page 1, Form 1065 .... . .......................................................................

(II) CAPITAL ASSETS
Short-Term Copital Gains and Losses-Assets Held Not More 'Than 6 Months

3- ---------------------------------------- 01 ----------------- $------------------

-------------------

$------------------

-------------------

$------------------

4. Enter ycur share of net short-term gain (or loss) from partnerships and fiduciaries ............. ................

S. Enter unused capital loss carryover frorn 5 preceding taxable years (Attach statement) ............. ;~ .......

6. Net short-term gain (or loss) from lines 3, 4, and 5. Enter here and in Schedule D, Form 1041, or as item 26, page

1. Form 1065 .......................................................... . . ............. _ _. _...

Long-Term Capital Gains and Losses-Assets Held More Than 6 Months

7 - ----------------------------------------- $------------------ 1$ ----------------- 1$ ------------------ 1$------------------

--------------------------------------------- I - ? ------ -------------------------------------------------------- I ----------- I----------- I ------------------- ------------------- I ------------------- -------------------
8. Enter the full amount of your share of net long-term gain (or loss) from partnerships and fiduciaries ..............

9. Net long-term gain (or loss) from lines 7 and 8. Enter here and in Schedule D, Fo:m 1041, or as item 27, page

1,Form 1065 ..........................................................................................

0 LINES 10 THROUGH 25 NOT APPLICABLE TO FIDUCIARIES AND PARTNERSHIPS
Gain or Loss To Be Taken Into Account I a. Gain

10. Enter net short-term gain (or loss) from line 6 ........................................... $

11. Enter net long-term gain (or loss) from line 9............................................ $
Use lines 12 through 15 only if gains exceed losses in lines 10 and 11.

12. Enter short-term gain (line 10, col. a) reduced by any long-term loss (line 11, col. b) ........ $

13. Enter long-term gain (line 11, col. a) reduced by any short-term loss (line 10, col. b) ........ $ -

14. Enter 50 percent of line 13 ........................................................... $

15. Enter here and on line 2, Schedule D, Form 1040, the sum of lines 12 and 14 ............... $

Use lines 16 and 17 only if losses exceed gains in lines 10 and 11.

IS. Enter the excess of losses over gains on lines 10 and 11 ....................................................

17. Enter here and on line 2, Schedule D, Form 1040, the smallest of the following: (a) the amount on line 16; (b) tax-

able income cornputed withoutregard to cap;!al gains and losses and the deduction for exemptions; or (c) $1,000..

COMPUTATION OF ALTERNATIVE TAX FOR INDIVIDUALS (Form 1040)
(See instructions on other side as to when the alternative tax applies)

$------------------------

$ ------------------------

--------------------------
--------------------------

--------------------------

--------------------------

$ ------------------------
-------------------------- -
--------------------------
--------------------------

b. Loss

18. Enter from page 3, Form 1040, the income from line 5 if separate return or line 7 (a) if joint return ............... $-------------------------
19. Enter amount from line 14, column a, above, if separate return, or half of such amount if joint return. . ..........
20. Balance (line 18 less line 19) ............................................................................$

21. Enter tax on amount on line 20 (Use applicable Tax Rate Schedule in Form 1040 Instructions) ..................

22. If jo-*nf relurn, multiply amount on line 21 by two ..........................................................
23. Enter 550 percent ct line 19 ..............................................................................

24. If joint return, multiply amount on line 23 by two..........................................................
25. Alternative tax (line 21 plus line 23 if separate return; line 22 plus line 24 if joint return). If smaller than amount

on line 6 or line 7(c), pace 3, Form 1040, enter this alternative tax on line 8, page 3, Form 1040................ 1$
NOTE.-In lines 18 tc, 25 the treatment j. The com of a joint return is air ) opplicable to a return of a sur-.-Mng widoy, or %vorkwrr. IG-709(3-1

1954
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INSTRUCTIONS--(References are to the Internal Revenue Code of 1954)
GAINS AND LOSSES FROM SALES OR EXCHANGES OF

PROPERTY.-Report details in schedule on other side.
"Capital assets" defined.-The term "capital assets" means

property held by the taxpayer (whether or not connected with his
trade or business) but does NOT include

(a) stock in trade or other property of a kind properly includible
in his inventory if on hand at the close of the taxable year;

(b) property held by the taxpayer primarily for sale to cus-
tomers in the ordinary course of his trade or business;

(c) property used in the trade or business of a character which
- is subject to the allowance for depreciation provided in

section 167;
(d) real property used in the trade or business of the taxpayer;
(e) certain government obligations issued on or after March 1,

(f)

(9)

1941, at a discount, payable without interest and maturing
at a fixed date not exceeding one year from date of issue;
certain copyrights, literary, musical, or artisti~~ composi-
tions, etc.; or
accounts and notes receivable acquired in the ordinary
course of trade or business for services rendered or from
the sale of property referred to in (a) or (b) above.

In connection with (b) above, the law allows dealers in securities
capital gain or loss treatment with respect to certain securities
which were clearly identified as being held for investment. Also
in the case of a taxpayer other than a corporation, certain reai
property subdivided for sale may be treated as capital assets.
Sections 1236 and 1237.

If the total distribution to which an employee is entitled under
an employees' pension, bonus, or profit-sharing trust plan exempt
from tax under section 501 (a), is received by the employee in one
taxable year, on account of the employee's separation from the serv-
ice, the aggregate amount of such distribution, to the extent it
exceeds the amounts contributed by the employee, shall be treated
cis a long-term capital gain. See section 402.

A capital gain dividend, as defined in section 852 (relating to
tax on regulated investment companies), shall be treated by the
shareholder as a long-term capital gain.

Gain on sale of depreciable property between husband and wife
or between a shareholder and a "controlled corporation" shall be
treated as ordinary gain. Section 1239.

A transfer (other than by gift, inheritance, or devise) by an
indiv id-- I holder" -off Q 111 Su b- st -an"Ll o-l right-- ev"id enceed by a pa tent,
or an undivided interest therein, shall be considered the sale oriviuu I
exchange of a capital asset held for more than 6 months.

Gains and losses from transactions described in section 1231
(see below) shall be treated as gains and losses from the sale or
exchangeof capital assets held formore than6 months if the total
of these gains exceeds the total of these losses. If the total of these
gains does not exceed the total of these losses, such gains and losses
shall not be treated as gains and losses from the sale or exchange
of capital assets. Thus, in the event of a net gain, all. these trans-
actions should be entered in the "long-term capital gains and losses"
portion of Schedule D. In the event of a net loss, all these trans-
actions should be entered in the "property other than capital assets"
portion of Schedule D, or in other applicable schedules on Forms
1040, 1041, or 1065.

Section 1231 deals with gains and losses arising from-
(a) sale, exchange, or involuntary conversion, of land (includ-

ing in certain cases unharvested crops sold with the land)
and depreciable property if they are used in the trade or
business and held for more than 6 months,

(b) sale, exchange, or involuntary conversion of livestock held
for draft, breeding, or dairy purposes (but not including
poultry) and held for 1 year or more,

(c) the cutting of timber or the disposal of timber or coal to
which section 631 applies, and

(d) the involuntary conversion of capital assets held more than
6 months.

See sections 1231 and 631 for specific conditions applicable.
Descri- ~'on of property listed.-State following facts: (a) For

real estate (including owner-occupied residences), location and
description of land and improvements; (b) for bonds or other evi-
dences of indebtedness, name of issuing corporation, particular
issue, denomination, and amount; and (c) for stocks, name of corpo-
ration, class of stock, number of shares, and capital changes
affecting basis (including nontaxable distributions).

Basis.-In determining gain or loss in case of property acquired
after February 28, 1913, use cost, except as specially provided.
The basis of property acquired by gift after December 31, 1920, is
the cost or other basis to the donor in the event of gain, but, in the
event of loss, it is the lower of either such donor's basis or the fair
market value on date of gift. Generally the basis of property
acquired by inheritance is the fair market value at time of acqui-
sition which usually is the date of death. For special cases involving
property acquired from a decedent, see section 1014. Inthecoseof
sales and exchanges of automobiles and other property not used in

E
r trade or business, or not used for the production of income,

.u basis for determining gain is the'original cost plus the cost of
permanent improvements thereto. No losses are recognized for in-
come tax purposes on the sale and exchange of such properties.
In determining GAIN in case of property acquired before March 1,
1913, use the cost or the fair market value as of March 1, 1913,
as adjusted, whichever is greater, but in determining LOSS use
cost as adjusted.

Sale of a personal residence.-See Form 1040 instructions for
special rules applicable to sale or exchange of your residence.

Losses on securities becoming worthless.-If (a) shares of
stock become worthless during the year or (b) corporate securities
with interest coupons or in registered form become worthless during
the year, and are capital assets, the loss therefrom shall be con-
sidered as from the sale or exchange of capital assets as of the last
day of such taxable year.

Nonbusiness debts.-If a debt, such as a personal loan, becomes
totally worthless within the taxable year, the loss resulting therefrom
shall be considered a loss from the sale or exchange, during the
taxable year, of a capital asset held for not more than 6 months.
Enter such loss in column (h) and describe in column (a) in the
schedule of short-term capital gains and losses on other side. This
does not apply to (a) a debt evidenced by a corporate security with
interest coupons or in registered form and (b) a debt acquired in
your trade or business.

Classification of capital gains and losses.-The phrase
"short-term" applies to gains and losses from the sale or exchange of
capital assets held for 6 monthp or less; the phrase "long-term"
applies to capital assets held for more than 6 months.

Treatment of capital gains and losses.-Short-term capital
gains and losses will be merged to obtain the net short-term
capital gain or loss. Long-term capital gains and losses (taken into
account at 100 percent) will be merged to obtain the net long-
term capital gain or loss. If the net short-term capital gain exceeds
the net long-term capital loss, 100 percent of such excess shall be
included in income. If the net long-term capital gain exceeds the
net short-term capital loss, 50 percent of such excess shall be
included in income. In the case of Q fiduciary, see section 1202.

Limitation on allowable, capital log s.-If the sum of all the
capital losses exceeds the sum of all the capital gains (all such
gains and losses to be taken into account at 100 percent), then
such capital losses shall be allowed as a deduction only to the
exI.-n' of (1) current year capital gainos -1..- /01 4-I-. k'/ -e smaller of either
the taxable income of the current year (or adjusted gross income if
tax table is used) or $1,000. For this purpose taxable income is
computed without regard to capital gains or losses or the deduction
for exemptions. The excess of such allowable losses over the sum
of items (1) and (2) above is called "capital loss carryover" (not
applicable to partnerships). It may be carried forward and treated
as a short-term capital loss in succeeding years. However, the
capital loss carryover of each year should be kept separate, since
the law limits the use of such carryover to the five succeeding years.
In oUsetting your capital gain and income of 1934 by prior year
loss carryovers, use any capital loss carryover from 1949 before
using any such carryover from 1950 or subsequent years. Any
1949 carryover which cannot be used in 1954 must be excluded in
determining total loss carryover to 1955 and subsequent years.I

Collapsible corporations.-Gain from the sale or exchange of
stock in a collapsible corporation is not a capital gain. Section341.

"Wash sales" losses.-Losses from the sale or other disposition
of stocks or securities are not deductible (unless sustained in con-
nection with the taxpayer's trade or business) if, within 30 days
before or after the date of sale or other dispositiorL the taxpayer
has acquired (by purchase or by an exchange upon which the
entire amount of gain or loss was recognized by law) or has entered
into a contract or option to acquire, substantially identical stock
or securities.

Losses in transactions between certain persons.-No deduc-
tion is allowable for losses from sales or exchanges of property
directly or indirectly between (a) members of a family, (b) a cor-
poration and an individual (or a fiduciary) owning more than 50
percent of the corporation's stock (liquidations excepted), (c) a
grantor and fiduciary of any trust, (d) a fiduciary and a beneficiary
of the same trust, (e) a fiduciary and a fiduciary or beneficiary of
another trust created by the same grantor, or W an individual and
a tax-exempt organization controlled by the individual or his
family.

ALTERNATIVE TAX.-If the net long-term capital gain
exceeds the net short-term capital loss, or in the case of only a
long-term capital gain, individual taxpayers (a) filing separate re-
turns with taxable income exceeding $18,000, or (b) filing joint re-
turns or as surviving widows or widowers with taxable income ex-
ceeding $36,000, or (c) filing as head of household with taxable
income exceeding $24,000, will usually find it to their advantage
to compute the alternative tax on the other side. The alternative
tax, if less than the tax computed on page 3 of Form 1040, shall be
the tax liability. GPO 16--70998-1
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