
WHO TO CONTACT DURING THE LIVE EVENT 
 

For Additional Registrations: 

-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1) 
 

For Assistance During the Live Program: 

-On the web, use the chat box at the bottom left of the screen 
 

If you get disconnected during the program, you can simply log in using your original instructions and PIN. 

 

 

IMPORTANT INFORMATION FOR THE LIVE PROGRAM 
 

This program is approved for 2 CPE credit hours. To earn credit you must: 

 

• Participate in the program on your own computer connection (no sharing) – if you need to register 

additional people, please call customer service at 1-800-926-7926 ext.1 (or 404-881-1141 ext. 1).  

Strafford accepts American Express, Visa, MasterCard, Discover. 

 

• Listen on-line via your computer speakers. 

 

• Respond to five prompts during the program plus a single verification code.   

 

• To earn full credit, you must remain connected for the entire program. 
 

 

 

 

Form 1041-A: Reporting Trust Charitable Accumulation  

Amounts, IRC 642(c) Deduction Requirements 

TUESDAY, FEBRUARY 20, 2018, 1:00-2:50 pm Eastern 

FOR LIVE PROGRAM ONLY 



Tips for Optimal Quality 

Sound Quality 

When listening via your computer speakers, please note that the quality  

of your sound will vary depending on the speed and quality of your internet 

connection. 

 

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com 

immediately so we can address the problem. 
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Notice 

 ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.  

  

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials. 

 

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser. 
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IRC §642(c) Rules for Deductibility 

To be deductible under IRC 642(c) charitable 
contributions must meet a three-prong test. The 
contributions must be: 

• Paid pursuant to the terms of the governing 
instrument of the estate or trust,  

• Paid out of gross taxable income, and  

• Paid for a charitable purpose described in IRC 
§642(c) 

 



Eligible Recipients of Charitable 
Contributions 

• Deduction allowed for amounts paid or set-aside for a 
purpose specified in IRC §170(c) including religious, 
charitable, scientific, literary, or educational purposes 

• Foreign charitable organizations are eligible recipients 
of charitable contributions from trusts and estates 

• Statutory language is unclear because it does not 
explicitly require adherence to all the elements of IRC 
§170 in order to be deductible 

 The IRS position appears to be that the charity 
 must be a “qualified charity” (FSA 1999-1193) 



Contributions Must be Made 
Pursuant to the Terms of the 
Governing Instrument 
• Typically the instrument provides for a one-time or 

annual payment of a specified amount to one or more 
designated charities. 

 Provisions authorizing discretionary payments to a 
 charity are also acceptable (Old Colony Trust 19 
 AFTR 489) 
 A settlement arising from a will contest qualifies 
 as being made pursuant to the governing 
 instrument (Rev. Rul. 59-15, Ltr. Rul. 9037004) 
 Charitable contributions flowing through to a trust 
 or estate from a partnership or S corporation may 
 be allowable where the other conditions of 
 §642(c) are met (Rev. Rul. 2004-5, FSA 200140080) 

 





Gross Income Requirement 

Under IRC §642(c), a trust is allowed a deduction in 
computing its taxable income for any amount of 
gross income (taxable income), without limitation, 
that under the terms of the governing instrument is, 
during the tax year, paid for a charitable purpose. 

 

Because a charitable deduction is available only for 
contributions of gross income, the trust is required 
to trace the source of the contribution in order to 
determine deductibility of the contribution. 



Gross Income Tracing 
Requirement 
  

 Old Colony Trust Co. v. Commissioner, 19 AFTR 489  

  

 W.K. Frank Trust of 1934, T. C. Memo 43-516  

 

 Rev. Rul. 2002-123 

  

 CCA 201042023 

 

 



Contributions of Principal  

A created a testamentary trust for the benefit of her two 
sons, B and C. The trust governing instrument allows the 
trustee to make discretionary distributions of income to 
B and C. There is no provision in the trust to make 
income distributions to charity. However, the trust does 
authorize the trustee to distribute up to $5,000 of 
principal annually to the Humane Society. 

Assume the trust earned $30,000 of taxable interest and 
made distributions of $10,000 each to B and C during the 
year. If the trustee distributed $5,000 to the Humane 
Society, would the trust be entitled to a charitable 
contribution? 



Principal Included in Gross 
Income 
Taxable gross income is not bound by fiduciary accounting principals. 
Charitable deductions are permitted for distributions paid from items of 
taxable gross income that are considered principal for fiduciary accounting 
principals. 

 

• Capital Gains – In her will, A provided that any gain realized on the sale 
of stock in X corporation should be donated to the Art Museum. 

• IRD – B was a pharmaceutical representative and was compensated with 
salary and commissions. His will specified that any commissions owed to 
him at his death should be paid to a qualified charity. 

• Pecuniary Bequest – C provided in his will that $50,000 be paid to the 
Humane Society. The executor distributed stock worth $50,000 with a 
basis of $30,000 to fulfill the bequest. Because the trust must treat this 
distribution as a taxable sale of the stock, the trust would be entitled to 
a charitable deduction of $20,000 (Rev. Rul. 83-75) 



Contributions of Tax-Exempt 
Income 
 Since no deduction is allowed for amounts distributed 
 to charity that are not paid from items included in 
 taxable gross income, a trust or estate cannot deduct 
 amounts paid to a charity that come from funds 
 generated from nontaxable sources, such as tax-
 exempt interest (Reg.  §1.642(c)-3(b)). 

 

 



Contributions of Tax-Exempt 
Income 
C creates an irrevocable trust. The trust document 
requires that the trust distributes $3,500 annually to 
each of C’s three sons. Where the trust income exceeds 
the required distributions, the trustee is permitted to 
distribute up to $2,500 of income to Auburn University. 

In the current year the trust income is comprised of the 
following: 

 Tax-exempt interest  $ 10,000 

 Qualifed Dividends   15,000 

 Total Income   $ 25,000 



Contributions of Tax-Exempt 
Income 
After distributing $10,500 to the C’s three sons, the 
trustee pays out $2,500 of the remaining income to 
Auburn University. 

Because the trust document is silent as to the source of 
income to be used to satisfy the charitable bequest, the 
charitable contribution is deemed to consist of a prorata 
share of all the items making up the gross income. 

The charitable contribution includes $1,000 of tax-
exempt interest [$2,500 x ($10,000/$25,000)]. The trust 
is entitled to claim a $1,500 charitable contribution 
deduction. 



Allocating Tax-Exempt Income to 
Charities 
 The governing instrument can specify the source 
 of the income used to pay charitable contributions 
 [Reg. §1.642(c)-3(b)(2)]. 
• This type of provision will increase the charitable 

deduction amount. 
• This type of provision may also increase the character 

of income received by the noncharitable beneficiaries 
• Specific identification provisions must have economic 

effect other than income tax consequences in order to 
be valid. 

• Where specific identification provisions are deemed 
not to have economic effect prorata identification rules 
apply 

 



Economic Effect 

The D and E Irrevocable Trust provides for distributions of income to the grantors 
daughter, F, and First Methodist Church. In the current year the trust earned 
$20,000 of income composed of $12,000 of tax-exempt interest and $8,000 of 
dividends. The trust paid no expenses during the year. 

• Prorata allocation – Both F and First Methodist will receive $4,000 of taxable 
dividends and $6,000 of tax-exempt interest. The trust is entitled to a $4,000 
charitable contribution deduction. 

• Trust provides charitable distribution comes first from taxable gross income with 
the remainder coming from tax-exempt income – because this provision only 
impacts the character rather than the amount of the distribution it lacks 
economic effect. Prorata distribution applies. 

• Trust provides First Methodist should receive all taxable income and F receives 
tax-exempt income – First Methodist receives $8,000 of taxable income, F 
receives $12,000 of tax-exempt income. The trust is entitled to an $8,000 
charitable contribution deduction. 



Charitable Contributions of 
Accumulated Income 
Charitable contributions must be made from taxable 
gross income, however that income is not strictly 
required to be earned in the year of the contribution.  

 Accumulated income from a prior year can be 
 used to make a deductible charitable contribution 
 [Reg. §1.642(c)-1(a)] The amount paid must not 
 have been deducted in a previous year. 

Undistributed gross income should be classified in a 
separate accumulated income account in the trust’s 
accounting records to provide the ability to substantiate 
the source of the charitable contribution. 



Charitable Contributions of 
Appreciated Property Purchased with 
Accumulated Income 
• Property purchased with the income of the trust may 

be used to make a charitable distribution, however, 
there is uncertainty as to the amount of the deduction. 

 CCA 201042023 – The trusts charitable 
 contribution  deduction is the property’s basis. 
 Green v. United States, 116 AFTR 2d, 2015-5394 – 
 US District Court mistakenly upheld trusts 
 deduction at  fair market value of appreciate 
 property acquired with trust income. 
 Green v. United States, 121 AFTR 2d, 2018-427 – 
 10 Circuit Court of Appeals overturned the District 
 court ruling that the trust was only entitled to 
 charitable contribution equal to the basis of 
 appreciated  property. 



Set-Aside Deduction for Estates 
and Certain Trusts 
• Estates, qualified revocable trusts electing to be treated as an estate, 

and certain pre-1969 trusts are allowed an unlimited deduction for 
amounts of income that pursuant to the governing document . 

• The charitable contribution is not required to actually be paid in the 
same tax year as the deduction. 

 The deduction will only be treated as permanently set aside if the 
 possibility that the contribution will not be used for the intended 
 charitable purpose is so remote as to be negligible [Reg. 
 §1.642(c)-2(d) 

 Ltr. Rul. 200221011 – Estate entitled to charitable contribution 
 deduction where specific bequests to individual beneficiaries 
 were paid in the first year and charitable bequest was paid in the 
 second year. 

 Estate of Belmont v. Commissioner, 144 TC 84 – Estate denied 
 charitable deduction because possibility of legal battle over will 
 contest was more than a remote possibility at the time it claimed 
 the deduction 



Limitations for Trusts with 
Unrelated Business Income (UBI) 
 If the trust or estate has net income from an active 
 trade or business, or debt-financed property, any 
 charitable contribution deduction may need to be 
 reduced by the portion allocable to UBI (Reg. 
 §1.681(a)-2) 

• UBI generally does not include dividends, interest, rents, or 
royalties (IRC §512) 

• The non-deductible amount is determined as follows: 
• Determine net UBI before the charitable contribution 
• Determine the prorate amount allocable to UBI 
• Reduce the amount determined in step 2 by the deductible amount 

(net UBI and individual contribution limitation percentage).  

• Governing provisions can specify that charitable 
contributions are not to be paid from UBI thus preserving 
the full deduction 

 



Charitable Contributions in the 
Year of Termination 
• If in its final year, a trust or estate has deduction in 

excess of gross income, the excess is deductible by 
the beneficiaries receiving the remaining property. 

• Charitable contributions may not be included in the 
excess deduction, nor can they be passed out to 
the beneficiaries as a separately stated deduction. 

 Income is first reduced by deductions other 
 than the personal  exemption and the 
 charitable contribution to determine if an 
 excess deduction exists (O’Bryan v. 
 Commissioner, 75 TC 304) 



Charitable Contributions in the 
Year of Termination 

C’s estate had the following income and expenses in its final year: 

 

 Taxable Interest    $ 10,000 

    Executor’s Fees $ 1,000 

    Accounting Fees  2,000   (3,000) 

 Income before contribution  $   7,000 

 

If the estate makes a charitable contribution of $7,500 in its final 
year, the charitable deduction is limited to $7,000 and there is no 
excess deduction passed out to the beneficiaries. 





Distributable Net Income (DNI) 

• DNI serves as the upper limitation on the amount of the distribution 
deduction claimed by estates and trusts in computing taxable income. 

• DNI is the maximum amount of income beneficiaries may have to 
include in their income. 

• DNI determines the character of income to the beneficiary. 

• Estates and complex trusts have two components to determine the 
distribution deduction: 
• Tier 1 distributions – amounts required to be distributed 
• Tier 2 distributions – proper payments of income not required to be distributed 

• Charities are not allocated DNI 

• In computing DNI, gross income is generally reduced by deductible 
charitable contributions for Tier 2 beneficiaries 

• The amount of income allocated to Tier 1 beneficiaries is determined 
using DNI calculated without the charitable deduction 



DNI and Charitable Deduction  

W creates an irrevocable trust the provides that $20,000 of 
income must be paid annually to, S. The trustee also has the 
discretion to distribute up to $5,000 of current or 
accumulated income to First Baptist Church. The trustee also 
has the discretionary power to distribute income or principal 
to R, for his health maintenance, support or welfare. 

For the current year assume the following: 
• Accumulated income from prior years - $10,000 
• $30,000 of taxable income 
• $3,000 of administration expenses 
• The trustee paid the required $20,000, made a discretionary 

distribution to R of $10,000, and contributed $5,000 to First Baptist 

 



DNI and Charitable Deduction 
• DNI for purposes of taxing the distribution to S (Tier 1) 

is $27,000, so the entire $20,000 distribution to S will 
be taxable 

• DNI for purposes of taxing the distribution to R (Tier 2) 
is $22,000, taking into consideration the $5,000 
charitable contribution deduction. Because $20,000 of 
DNI was distributed to S, R’s taxable income is $2,000 

• The charitable contribution deduction is allowable 
because it does not exceed current and accumulated 
income 



Who Must File 1041-A 

• Any trust or estate that claims a charitable 
contribution under IRC §642(c) must file 1041-A 

 

 Exceptions: 
• A trust required to distribute currently all income to the beneficiaries 

• A charitable trust described in IRC §4947(a)(1), or 

• For tax years beginning after 2006, a split-interest trust described in 
IRC §4947(a)(2) [CRATs, CRUTs, CLATs, CLUTs] 









 

 

 

Questions? 




