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: tHDeURPOSE

ch  section 1309 of th@axpayer Relief
) Act of 1997, Pub. L. No. 105-3411 Stat.
loRgg (theAct) added § 685 of the Interna

Revenue Code to permit certain trusts
areelect Qualified Funeralrust (QFT) sta
angus. This notice provides guidance o
VitlQFT eligibility requirements, election
thatocedures, and simplified reporting re
Jinguirements.

> €N
RACKGROUND

out pre-need funeral trust arises from &
lr‘tarrangement where funeral merchandi

or services are purchased from a seller
1egsenefit a specified beneficiary before tr
efbeneficiarys death.A pre-need cemetery
liclnerchandise trust arises from an arrang
ncment where cemetery merchandise of s
nsegices are purchased from a seller to ber
edfto a specified beneficiary before th
ch beneficiarys death. The purchaser enter:
> into a contract with the seller of the-fu
ngneral or cemetery merchandise or servic
sewhereby the purchaser selects the -m
iorchandise and services to be provided up

the death of the beneficiargnd agrees to



pay for them before the beneficiasy’ Rev Rul. 87-127 applies to them. Prebeneficiaries will be taxed as if each ben
death. Under state lawuch amounts (or need funeral trusts and pre-need cemetegficiary’s interest in the QFiE a separate
a portion thereof) are required to be helcherchandise trusts that meet one of theust. Each beneficiary’share of the total
in trust during the beneficiary’lifetime situations under RevRul. 87-127 are contributions to a trust and share of th
and are paid to the seller upon the benefjrantor trusts and the purchasers of theust’s income is determined in aceor
ciary’s death. contracts giving rise to the trusts are thdance with the beneficiaiyinterest in the
Rev Rul. 87-127, 1987-2 C.B. 156,0wners of the trustsAccordingly these trust; a beneficiarg’ interest in a trust
addresses the taxation of pre-need funer@ists may elect to be treated as QHT may be determined under any reasonab

trusts. The ruling provides four situationsthedy m§eet the other QFfequirements method.

under which funeral trusts are formed andnder § 685.

concludes that in all four situations the A QFT cannot accept aggregate contri@FTELECTION PROCEDURES
trust is a grantor trust and the purchaser Ritions by or for the benefit of an individ
treated for federal tax purposes as theal in excess of $7,000 (contribution Iimit)Tr
owner of the trust.Any amount that a Section 685(c)(1). Section 685(c)(2) pro
seller receives from the trust (as paymemides that for purposes of § 685(c)(1), al
for services or merchandise) is includibldrusts having trustees that are related p rior toAugust 5, 1997, and trusts create
in the gross income of the seller sons shall be treated as 1 trust. Persons FFerAugust 4 1'997, n'1ay elect QRTa

Section 685 permits the trustees of-cefélated if (A) the relationship between the . 1o filing of Form 1041-QFTs
tain pre-need trusts to elect QBhtus on Persons is described in 88 267 or 707(b), ;0 o5 the electiohe election must
behalf of the trusts. If the election is(B) the persons are treated as a single el &\ 4 1 |ater than the due date, witt
made, a trust is not treated as a grantBfoyer under subsection (a) or (b) of § 5 extensions, for filing the trust income tax
trust and the purchaser would not be-sul§" (C) the Secretary determines that #eaf, .\ tor the year of electioriThe elee
ject to tax on trust incomeThe trustee is INg the persons as related is necessary {3, 5sjies to each trust reported in th
liable for the tax on the taxable income oPrévent avoidance of the purposes of ,thBFT return.
the trust as determined in accordance wifection. The $7,000 contribution limit is = | trustee need not elect QBTatus for
the income tax rate schedule generally aﬁdjusted annuglly for inflation for any con e trusts first eligible year: even if no
plicable to estates and trusts. HowevellaCts entered into after calendar year 199g?ection is made for the first eligible year

642(b) is unavailable. A trust is deemed to exceed the contri

bution limit under § 685(c) if the trust isq“aedr;t fg‘nry]gfgse’?esoizgﬁﬂgﬂt onee
QFTELIGIBILITY REQUIREMENTS  determined, over the anticipated life oélm O’f the Commissioner

the trust, to receive projected contribu

Section 685(b) defines a QRIS any tions (based upon existing contributions Under both § 685 and ReRul. 87~

trust (other than a foreign trust) if—(1)the applicable state law trust contributior-2 !+ @mounts received by the seller fror
the trust arises as a result of a contragéquirements, and any expected contribt rust are treated as payments for servic
with a person engaged in the trade afons in excess of the state law require"’md merchandise and are includible in th
business of providing funeral or burialments) that exceed the contribution limitJ'2>S INcOMe of the seller in the taxabl
services or property necessary to providghe determination is made at the incep/ o received or properly accrued unde
such services, (2) the sole purpose of thiyn of the trust and is made again whefhe sellets method of accounting. In the

trust is to hold, invest and reinvest fundshe amount of the projected contribution§2S¢ WNere & seller was not reporting ir

in the trust and to use the funds solely tased in the previous determinatiory®M€ in accordance with ReRul. 87—
27, for example, where a seller improp

make payments for those services athanges. For example, a trust that is dé . . .
property for the benefit of the beneficiatermined at its inception to exceed th rly reported investment income in the
ries of the trust, (3) the only beneficiariegontribution limit during the life of the axable year it was earned by the trus
of the trust are individuals with respect tarust will be deemed to exceed the contrf 2N€" than the purchaser reporting suc
whom those services or property are to bsution limit at inception. Howevem o€ @ duplication of income may re
provided at their death under contracts derust that is determined at its inception nozUIt from an election under § 685.he
scribed in item (1), (4) the only contribu to exceed the contribution limit but ex >CViCe IS continuing to study this issue.
tions to the t_rUSt are Contribu_ti(_)n§ by Oteeds the COﬂtribUtiOlj\ Ilmlt in a fUtheS|MPL|F|ED QFTREPOH—”\'G
for the benefit of those beneficiaries, (Syear due to a change in projected ComrlREQUlREMENTS
the trustee elects the application of thisutions, will be deemed to exceed the
subsection, and (6) the trust would, bu¢ontribution limit at the time of the A trustee of a QFTs required to file a
for this election, be treated as ownedhange in projected contributiond.trust trust return on behalf of the QFTThe
under subpart E (the grantor trust proviloses its QFTstatus at the time that it isproper form to file is Form 1041-QF A
sions) by the purchasers of the contractsdeemed to exceed the contribution limit. trustee may file one aggregate Forrn
Pre-need cemetery merchandise trusts If a QFThas multiple beneficiaries, the1041-QFTfor all of its QFB and should
are substantially similar to pre-need fucontribution limit will apply separately to follow the instructions associated with
neral trusts and therefore the analysis i@ach beneficiaryA QFTthat has multiple that form.

A trustee may elect QFS$tatus for
usts that meet the requirements of QFT
nder § 685 for taxable years ending afte
ugust 5, 1997 Therefore, trusts existing



REQUESTS FOR COMMENTS

The Treasury and the Service invit
comments from the public on issues th
may arise in implementing 8§ 685. Ser
written comments to the following addres:

Internal Revenue Service

CC:DOM:CORP(NT 98-6;

CC:DOM:P&SI:1)

P.O. Box 7604, Ben Franklin Station

Washington, DC 20044

Alternatively, send written comments
electronically via the Internet to the IR
Internet site at http://wwivs.ustreas.gov/
prod/tax_regs/comments.html. Plea
identify the comments as relating to th
Notice.

DRAFTING INFORMATION

The principal author of this notice i
Daniel J. Coburn of the @¢e of Assis
tant Chief Counsel (Passthroughs ai
Special Industries). For further informe
tion regarding this notice contact Mr
Coburn at (202) 622-3050 (not a toll-fre
call).



