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AN ACT
Amrending Title 20 (Decedents, Estates and Fiduciaries) of the
Pennsyl vani a Consol i dated Statutes, further providing for
situs of inter vivos trust, for rules of succession, for
power of decedent, for equitable apportionnent of Federal
estate tax, for definitions and for term nation of
cust odi anshi p; providing for delay in transfer of custodi al
property after mnor attains age 21 AND FOR | NDI VI DUALS
PRESUMED DEAD FROM THE SEPTEMBER 11, 2001, TERRORI ST ATTACK
further providing for effect of disclainer; providing for
power of trustee to resign; extensively revising provisions
on principal and incone; and nmaki ng conform ng anmendnents.
The CGeneral Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:
Section 1. Section 724 of Title 20 of the Pennsylvani a
Consolidated Statutes is amended to read:
8§ 724. Situs of inter vivos trust.
(a) When provided for in trust instrunent.--1f the trust
i nstrument expressly provides for the situs of the inter vivos
trust, its situs shall be at the place within or wthout the
Commonweal th which is in accord with such provision.

(b) Not provided for in trust instrument.--1f the trust

i nstrument does not expressly provide for the situs of the inter
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vivos trust, its situs shall be:
(1) Resident settlor.--1n the case of an inter vivos
trust whose settlor is domciled in the Cormonweal th
(1) in the settlor's lifetime, either in the county

of his principal residence or in the county in which any

of the trustees resides or [is |ocated] has a place of
busi ness; and

(i1i) after the settlor's death, either in the county
in which |etters have been granted to his personal
representative, or in a county in which letters could

have been granted, or in a county which is the principal

place of the trust's adm nistration in which any trustee

resides [or is |located] or has a place of business.

(2) Nonresident settlor.--In the case of an inter vivos
trust whose settlor:

(i) 1is not domiciled in the Comonwealth at the tine
when during his lifetinme the first application is nade to
a court concerning the trust; or

(ii) was not domciled in the Conmonwealth at his
death if the first application to a court concerning the
trust was nmade thereafter

in a county which is the principal place of the trust's

adm nistration or in which any trustee resides [or is

| ocated,] or has a place of business and if there is no such

trustee, then in a county where property of the trust is

| ocat ed.

Section 2. Section 2104 of Title 20 is anmended by adding a
par agr aph to read:
§ 2104. Rules of succession.

The provisions of this chapter shall be applied to both real
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and personal estate in accordance with the follow ng rules:

* * %

(11) Intestacy following valid prior estate.--In the

event of an intestacy occurring at the term nation of a valid

prior estate, the identity and shares of the intestate heirs

then entitled to take shall be ascertai ned as though the

death of the testator, settlor or grantor had occurred at the

tinme of the termination of the prior estate.

Section 3. Section 3701 of Title 20 is amended to read:
§ 3701. Power of decedent.
A testator, settlor, donor or possessor of any appropriate
power of appointnent may direct how the Federal estate tax or
t he Federal generation-skipping transfer tax due because of his
death, including interest and penalties, shall be apportioned or
may grant a discretionary power to another so to direct, but:
(1) any direction regardi ng apportionnent of the Federal
tax[.]; and
(2) [Any] any direction waiving the right of recovery of
Federal estate tax, provided for under section 2207A of the
I nternal Revenue Code of 1986 (Public Law 99-514, 26 U S.C. 8§
2207A), on [the] property includable in the [taxable] gross
estate by reason of section 2044 of the Internal Revenue Code
of 1986, nust expressly refer to that right.
Any such direction shall take precedence over the provisions of
this chapter insofar as the direction provides for the paynent
of the tax or any part thereof from property the disposition of
whi ch can be controlled by the instrunent containing the
direction or delegating the power to another.

Section 4. Section 3702(f) and (h) of Title 20 are anmended
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1 and the section is anmended by adding a subsection to read:

2 8§ 3702. Equitable apportionnment of Federal estate tax.

3 * x *
4 (f) Additional Federal estate tax.--

5 (1) Any increase in Federal estate tax caused by the

6 inclusion under section 2044 of the Internal Revenue Code_ of
7 1986 (Public Law 99-514, 26 U.S.C. 8§ 2044) of a qualified

8 termnable interest trust in the estate of a decedent shal

9 be apportioned against that trust.

10 (2) Any increase in Federal estate tax caused by a

11 t axabl e event occurring in a qualified donestic trust under
12 section 2056A of the Internal Revenue Code of 1986 (Public

13 Law 99-514, 26 U.S. C. 8 2056A) shall be apportioned agai nst
14 that trust notw thstanding the provisions of subsection (b)
15 or (¢).

16 (3) Any additional Federal estate tax due because a

17 qual i fied heir disposes of qualified real property or ceases
18 to use it for the qualified use shall be apportioned agai nst
19 the qualified heir notw thstandi ng the provisions of

20 subsection (b).

21 * x *

22 (h) Interest and penalties.--Interest and penalties shall be

23 apportioned in the sane manner as the principal amunt of the
24 Federal estate tax [unless the court finds it inequitable to do
25 so by reason of special circunstances in which case the court
26 may direct a different apportionnent of interest and penalties.]

27 subject to a fiduciary's power to adjust under Chapter 81

28 (relating to principal and incone).

29 * * %

30 (j) Gft tax.--Gft tax paid by the decedent and i nposed on

20010S1014B1431 - 4 -



a qgift by the decedent or his spouse within three years of the

date of his death and included in his gross estate shall be

treated in the sane manner as though the anmount of such gift tax

had been a preresiduary testanentary gift by the decedent to the

donee of the gift.

Section 5. Section 5164 of Title 20 is anended to read:
8§ 5164. Distributions for support and educati on.

Al'l incone received by a guardian of the estate of a m nor,
i ncludi ng, subject to the requirenents of Federal |aw relating
thereto, all funds received fromthe Departnent of Veterans'
Affairs, Social Security Adm nistration and other periodic
retirement or disability paynments under private or government
pl ans, in the exercise of a reasonable discretion, my be
expended in the care, nmai ntenance and educati on of the m nor
wi t hout the necessity of court approval. The court, for cause
shown and with only such notice as it considers appropriate in
the circunstances, nmay authorize or direct the paynent or
application of any or all of the income or principal of the
estate of a mnor for the care, maintenance or education of the
m nor, his spouse or children, or for the reasonabl e funeral
expenses of the mnor's spouse, child or indigent parent. In
proper cases, the court nmay order paynment of anpunts directly to
the ward for his maintenance or for incidental expenses and nmay

ratify paynments nade for these purposes. For purposes of this

section, the term"incone" neans i ncone as deternmined in

accordance with the rules set forth in Chapter 81 (relating to

princi pal and i ncome), other than the power to adjust and the

power to convert to a unitrust.

Section 6. The definition of "mnor"” in section 5301(b) of

Title 20 is anended to read:
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§ 5301. Short title of chapter and definitions.

* * %

(b) Definitions.--The foll ow ng words and phrases when used

in this chapter shall have the neanings given to themin this

* * %

“"Mnor." An individual who has not attained 21 years of

age[.], except that when used with reference to the beneficiary

1
2
3
4
5 subsection unless the context clearly indicates otherw se:
6
7
8
9

for whose benefit custodial property is held or is to be held,

10 an individual who has not attained the age at which the

11 custodian is required under sections 5320 (relating to

12 termnati on of custodi anshi p) and 5321 (relating to delay in

13 transfer of custodial property after m nor attains age 21) to

14 transfer the custodial property to the beneficiary.

15 * x *
16 Section 7. Section 5320 of Title 20 is amended to read:

17 § 5320. Term nation of custodianship.

18 The custodi an shall transfer in an appropriate manner the
19 custodial property to the mnor or the mnor's estate upon the

20 earlier of:

21 (1) the mnor's attainnment of 21 years of age with

22 respect to custodial property transferred by gift under

23 section 5304 (relating to transfer by gift or exercise of

24 power of appointnent) [or 5305 (relating to transfer

25 authorized by will or trust)];

26 [(2) the minor's attainment of majority under the | aws
27 of this Commonweal th other than this chapter with respect to
28 custodi al property transferred under section 5306 (relating
29 to other transfer by fiduciary) or 5307 (relating to transfer
30 by obligor); or
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(3) the mnor's death.]

(2) the minor's attai nnent of 21 years of age with

respect to a custodi an noni nated under section 5303 (rel ating

to nom nati on of custodian) or with respect to custodi al

property transferred by exerci se of power of appoi nt nent

under section 5304 or by will or trust under section 5305

(relating to transfer authorized by will or trust), unless

the tine of transfer of the custodial property to the ninor

i s del ayed under section 5321 (relating to delay in transfer

of custodial property after mnor attains age 21) to a tine

after the mnor attains 21 years of age;

(3) the tinme specified in the transfer pursuant to

section 5309 (relating to manner of creating custodi al

property and effecting transfer) if the tine of transfer of

the custodi al property to the minor is del ayed under section

5321 to a tine after the tine the mnor attains 21 years of

age,

(4) the minor's attai nnent of mpjority under the | aws of

this Commonweal th other than this chapter with respect to

custodi al property transferred under section 5306 (rel ating

to other transfer by fiduciary) or 5307 (relating to transfer

by obligor): or

(5) the nminor's death

Section 8. Title 20 is anended by adding a section to read:

25 § 5321. Delay in transfer of custodial property after

26
27
28
29
30

m nor attains age 21.

(a) GCeneral rule.--Subject to the requirenents and

limtations of this section, the tinme for transfer to the ninor

of custodial property transferred under or pursuant to section

5303 (relating to nom nati on of custodi an), 5304 (relating to

20010S1014B1431 - 7 -
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transfer by gift or exercise of power of appointnent) or 5305

(relating to transfer authorized by will or trust) may be

del ayed until a specified tine after the tine the m nor attains

21 years of age, which tine shall be specified in the transfer

pursuant to section 5309 (relating to nanner of creating

custodi al property and effecting transfer).

(b) How to specify a delayed tinme for transfer.--To specify

a del ayed tinme for transfer to the mnor of the custodi al

property, the words "as custodian for (nane of mnor) until age

(age for delivery of property to mnor) under the Pennsyl vani a

Uni form Transfers to Mnors Act" shall be substituted in

substance for the words "as custodi an for (name of minor) under

t he Pennsyl vania Uniform Transfers to Mnors Act" in nmaking the

transfer pursuant to section 5309.

(c) Transfer authorized by will or trust; nom nation of

custodi an.--The tine for transfer to the m nor of custodi al

property transferred under or pursuant to section 5303 or 5305

may be del ayed under this section only if the governing will or

trust or nom nati on provides in substance that the custodi anship

is to continue until the tine the mnor attains a specified age,

which tine nay not be later than the time the nminor attains 25

vears of age, and in that case the governing will or trust or

nom nati on shall deternmine the tine to be specified in the

transfer pursuant to section 5309.

(d) Transfer by exerci se of power appoi ntnent.--The tinme for

transfer to the m nor of custodial property transferred by the

i rrevocabl e exerci se of a power of appoi ntnent under section

5304 may be del ayed under this section only if the transfer

pursuant to section 5309 provides in substance that the

custodi anship is to continue until the tinme the mnor attains a

20010S1014B1431 - 8 -
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specified age, which tine may not be |later than the tine the

m nor attains 25 years of age.

(e) When section not applicable.--This section shall not

apply to the tine for transfer to the m nor of custodi al

property transferred by irrevocable gift under section 5304.

(f) Wien transfer does not specify age.--If the transfer

pursuant to section 5309 does not specify any age, the tine for

the transfer of the custodial property to the m nor under

section 5320 (relating to term nati on of custodi anship) is the

tinme when the minor attains 21 years of age.

(g) Wien transfer provides for a | onger durati on of

cust odi anship than pernmitted by this section.--1f the transfer

pursuant to section 5309 provides in substance that the duration

of the custodianship is for a tine |longer than the maxi numti ne

permitted by this section for the durati on of a custodi anship

created by that type of transfer, the custodi anship shall be

deened to continue only until the tine the mnor attains the

maxi num age permtted by this section for the durati on of a

cust odi anship created by that type of transfer.

Section 9. Section 5536(a) of Title 20 is amended to read:

§ 5536. Distributions of incone and principal during
i ncapaci ty.

(a) In general.--Al inconme received by a guardian of the
estate of an incapacitated person, including (subject to the
requi renents of Federal law relating thereto) all funds received
fromthe Veterans' Admi nistration, Social Security
Adm ni stration and other periodic retirement or disability
paynents under private or governnmental plans, in the exercise of
a reasonabl e discretion, nay be expended in the care and

mai nt enance of the incapacitated person, w thout the necessity

20010S1014B1431 - 9 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

of court approval. The court, for cause shown and with only such
notice as it considers appropriate in the circunstances, nay
authorize or direct the paynent or application of any or all of
the incone or principal of the estate of an incapacitated person
for the care, mmintenance or education of the incapacitated
person, his spouse, children or those for whom he was maki ng
such provision before his incapacity, or for the reasonable
funeral expenses of the incapacitated person's spouse, child or

i ndigent parent. In proper cases, the court may order paynent of
anounts directly to the incapacitated person for his nmaintenance
or for incidental expenses and may ratify paynents nade for

t hese purposes. For purposes of this subsection, the term

"i ncone" neans i ncone as determ ned in accordance with the rul es

set forth in Chapter 81 (relating to principal and i ncong),

ot her than the power to adjust and the power to convert to a

unitrust.

SECTION 9.1. SECTION 5601 OF TITLE 20 |I'S AVENDED BY ADDI NG
SUBSECTI ONS TO READ:
§ 5601. GENERAL PROVI S| ONS.

* * %

(E.1) LIMTATION ON APPLICABILITY I N COMVERCI AL

TRANSACTI ON. - -

(1) SUBSECTIONS (Q, (D) _AND (E) DO NOT _APPLY TO A POVAER

OR A PONER OF ATTORNEY CONTAINED I'N AN I NSTRUVENT USED IN A

COMVERCI AL TRANSACTI ON WHI CH SI MPLY AUTHORI ZES AN AGENCY

RELATI ONSHI P. _THI' S PARAGRAPH | NCLUDES THE FOLLOW NG

(1) A POAER G VEN TO OR FOR THE BENEFIT OF A

CREDI TOR I N CONNECTION WTH A LOAN OR OTHER CREDI T

TRANSACTI ON.

20010S1014B1431 - 10 -
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(1) A PONER EXCLUSI VELY GRANTED TO FACI LI TATE

TRANSFER OF STOCK, BONDS AND OTHER ASSETS.

(111) A POANER CONTAINED I N THE GOVERNI NG DOCUMENT

FOR A CORPORATI ON, PARTNERSHI P OR LIMTED LIABILITY

COVPANY OR OTHER LEGAL ENTITY BY VWH CH A DI RECTOR,

PARTNER OR MEMBER AUTHORI ZES OTHERS TO DO OTHER THI NGS ON

BEHALF OF THE ENTITY.

(1V) A WARRANT OF ATTORNEY CONFERRI NG AUTHORITY TO

CONFESS JUDGVENT.

(2) POAERS AND POVERS OF ATTORNEY EXEMPTED BY TH S

SUBSECTI ON NEED NOT BE DATED.

(E.2) LIMTATION ON APPLICABILITY I N HEALTH CARE PONER OF

ATTORNEY. - - SUBSECTI ONS (C) AND (D) DO NOT APPLY TO A PONER OF

ATTORNEY WH CH EXCLUSI VELY PROVI DES FOR HEALTH CARE DECI SI ON

SECTION 9.2. TITLE 20 IS AVENDED BY ADDI NG A SECTI ON TO
READ:
§ 5706. PERSONS PRESUMED DEAD FROM SEPTEMBER 11, 2001,

TERRORI ST ATTACK.

THE REQUI REMENTS OF SECTI ONS 5703 (RELATI NG TO DI STRI BUTI ON

OF_PROPERTY OF ABSENTEE) AND 5704 (RELATING TO NOTICE TO

ABSENTEE) SHALL NOT APPLY W TH RESPECT TO A PERSON WHO IS

PRESUMVED DEAD AS A RESULT OF THE TERRORI ST ATTACKS ON SEPTEMBER

11, 2001. THESE TERRORI ST ATTACKS CONSTI TUTE SPECIFIC PERILS

WTH N THE MEANI NG CF SECTION 5701(C) (RELATING TO PROOF COF

DEATH) WHI CH WOULD JUSTI FY A COURT TO | MVEDI ATELY DETERM NE THAT

THE PRESUMED DECEDENT DI ED ON SEPTEMBER 11, 2001.

Section 10. Section 6205(a) of Title 20 is anended and the

section is anended by addi ng a subsection to read:

20010S1014B1431 - 11 -



§ 6205. Effect of disclainmer.

(a) In general.--A disclainer relates back for all purposes
to the date of the death of the decedent or the effective date
of the inter vivos transfer or third-party beneficiary contract
as the case may be. The disclainmer shall [be binding upon the
di sclaimant and all persons claimng through or under him] not

in any way dimnish the interest of any person other than the

di sclai mant in such person's own right under the instrunent

creating the disclained interest or under the intestate | aws nor

dimnish any interest to which such person becones entitl ed

under subsection (b) by reason of the disclainer.

* * %

(d) Rights of creditors of disclaimant.--Nothing in this

section shall determne the effect of a disclainer upon the

ri ghts of creditors of the discl ai mant.

Section 11. Title 20 is anmended by addi ng sections to read:

8§ 7104. Power of trustee to resiqgn.

(a) Court approval.--Any trustee may resign with court

(b) Wthout court approval if authorized by governi ng

instrunent.--Any trustee nay resign without court approval if

aut hori zed to resign by the governi ng i nstrunent.

(c) Wien individual trustee may resi gn wi thout court

approval and wi thout authorization in governing instrunent.--

Unl ess expressly provided to the contrary in the governi ng

instrunent, an individual trustee may resi gn w thout court

approval and wi thout authorization in the governing i nstrunent

i f:

(1) consented to in witing by all co-trustees, if there

are one or nore co-trustees; and

20010S1014B1431 - 12 -
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(2) consented to in witing by all the sui juris

beneficiaries currently eligible to receive i ncone and by al

the sui juris beneficiaries who would receive, if no powers

of appoi ntnent were exercised, a distribution of principal if

the trust were to termnate i nmedi ately prior to the

resi gnati on, provided that no such resi gnati on shall be

effective unless there is at | east one such i ncone

beneficiary and at | east one such renai nder nan.

Thi s subsecti on shall not authorize the sole trustee of a trust

to resign unl ess the governing i nstrunent nanes a successor

trustee or provides a nethod for appointing a successor trustee,

and in either case the resignati on shall not be effective until

t he successor trustee accepts in witing his appoi nt nent.

(d) Liability.--The resignation of a trustee shall not by

itself relieve the resigning trustee of liability in connection

with the administration of the trust.

(e) Definition.--As used in this section, the term "sui

juris beneficiary" includes a guardian for an incapacitated

beneficiary, an agent acting under a durabl e power of attorney

for an i nconpetent beneficiary and a court-appoi nted guardi an of

anmnor's estate or, if none, the nmnor's parents.

8§ 7105. Filing resi gnati ons and appoi nt nents.

A resignation of a trustee, an appoi ntnment of a trustee and

an acceptance of an appointnent of a trustee may be filed with

the clerk of the orphans' court division having jurisdiction

over the trust.

Section 12. Chapter 81 of Title 20 is repeal ed.
Section 13. Title 20 is anended by adding a chapter to read:
CHAPTER 81
PRI NClI PAL AND | NCOVE
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1 Subchapter

2 A. Prelimnary Provisions; Power to Adjust; Power to Convert
3 to Unitrust

4 B. Decedent's Estate or Term nating Income Interest

5 C. Apportionnment at Begi nning and End of Income I|nterest
6 D. Allocation of Receipts During Adm nistration of Trust
7 E. Allocation of Disbursenents During Adm nistration of
8 Tr ust

9 F. (Reserved)

10 G (Reserved)

11 H. M scel | aneous Provi sions

12 SUBCHAPTER A

13 PRELI M NARY PROVI SI ONS; PONER TO ADJUST;

14 PONER TO CONVERT TO UNI TRUST

15 Sec.

16 8101. Scope.

17 8102. Definitions.

18 8103. Fiduciary duties; general principles.

19 8104. Trustee's power to adjust.
20 8105. Power to convert to unitrust.
21 8106. Judicial control of discretionary powers.
22 8107. (Reserved).
23 8108. (Reserved).
24 8109. (Reserved).
25 8110. (Reserved).
26 8111. (Reserved).
27 8112. (Reserved).
28 8113. Charitable trusts.
29 § 8101. Scope.
30 This chapter shall be known and nay be cited as the
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Pennsyl vani a Uni form Princi pal and I ncone Act.
§ 8102. Definitions.

The foll ow ng words and phrases when used in this chapter
shall have the neanings given to themin this section unless the
context clearly indicates otherw se:

"Accounting period." A calendar year, unless another 12-
nmonth period is selected by a fiduciary. The termincludes a
portion of a cal endar year or other 12-nmonth period which begins
when an incone interest begins or ends when an incone interest
ends.

"Beneficiary." |ncludes:

(1) in the case of a decedent's estate, any heir,
| egat ee and devi see; and

(2) in the case of a trust, an incone beneficiary and a
remai nder beneficiary.

"Fiduciary."” A personal representative or a trustee.

"I ncone.” Money or property which a fiduciary receives as
current return froma principal asset. The termincludes a
portion of receipts froma sale, exchange or |iquidation of a
princi pal asset, to the extent provided in Subchapter D
(relating to allocation of receipts during adm nistration of
trust).

"I ncone beneficiary.” A person to whom or which net incone
of atrust is or may be payabl e.

"Incone interest.” The right of an income beneficiary to
receive all or part of net incone, whether the governing
instrument requires it to be distributed or authorizes it to be
distributed in the trustee's discretion.

"Mandatory income interest.” The right of an incone

beneficiary to receive net incone which the governing instrunent

20010S1014B1431 - 15 -



1 requires the fiduciary to distribute.

2 "Net incone." The:

3 (1) total receipts allocated to inconme during an

4 accounting period; mnus

5 (2) disbursements made frominconme during the period;
6 pl us or m nus

7 (3) transfers under this chapter to or fromincone

8 during the period.

9 "Person.” Any individual; corporation; business trust;

10 estate; trust; partnership; limted liability conpany;
11 association; joint venture; governnment; governnental
12 subdivision, agency or instrunentality; public corporation; or
13 other legal or commercial entity.

14 "Principal.” Property held in trust for distribution to a
15 renmmi nder beneficiary when the trust term nates.

16 "Remai nder beneficiary.” A person entitled to receive

17 principal when an incone interest ends.

18 "Sui juris beneficiary."” |Includes:

19 (1) a court-appointed guardian of an incapacitated

20 benefi ci ary;

21 (2) an agent for an inconpetent beneficiary; and

22 (3) a court-appointed guardian of a mnor beneficiary's
23 estate or, if none, the parents of the m nor beneficiary.

24 "Trust." Includes a legal |ife estate arrangenent.

25 "Trustee." Includes an original, additional or successor

26 trustee, whether or not appointed or confirnmed by a court.

27 § 8103. Fiduciary duties; general principles.

28 (a) Allocation.--In allocating receipts and di sbursenents to

29 or between principal and income and with respect to any nmatter
30 within the scope of this chapter, the follow ng shall apply:
20010S1014B1431 - 16 -



1
2
3
4
5
6
-
8
9

10
11
12
13
14
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19
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(1) A fiduciary shall adm nister a trust or estate in
accordance with the governing instrunent, even if there is a
different provision in this chapter.

(2) A fiduciary may adm nister a trust or estate by the
exercise of a discretionary power of adm nistration regarding
a matter within the scope of this chapter given to the
fiduciary by the governing instrunment, even if the exercise
of the power produces a result different froma result
required or permtted by this chapter. No inference that the
fiduciary has inproperly exercised the discretionary power
shall arise fromthe fact that the fiduciary has nade an
all ocation contrary to a provision of this chapter.

(3) A fiduciary shall adm nister a trust or estate in
accordance with this chapter if the governing instrunment does
not contain a different provision or does not give the
fiduciary a discretionary power of adm nistration regarding a
matter within the scope of this chapter

(4) A fiduciary shall add a receipt or charge a
di sbursenent to principal to the extent that the governing
instrument and this chapter do not provide a rule for
all ocating the receipt or disbursenent to or between
princi pal and incone.

(b) Discretionary power.--In exercising a discretionary

power of adm nistration regarding a matter within the scope of
this chapter, whether granted by the governing instrunment or
this chapter, including sections 8104 (relating to trustee's
power to adjust) and 8105 (relating to power to convert to
unitrust), a fiduciary shall adm nister a trust or estate
inmpartially based on what is fair and reasonable to all of the

beneficiaries, except to the extent that the governing
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instrument clearly manifests an intention that the fiduciary
shall or may favor one or nore of the beneficiaries. A

determ nation in accordance with this chapter is presuned to be
fair and reasonable to all of the beneficiaries.

§ 8104. Trustee's power to adjust.

(a) Adjustnent.--Subject to subsections (c) and (f), a
trustee may adjust between principal and incone by allocating an
anount of incone to principal or an anmount of principal to
income to the extent the trustee considers appropriate if:

(1) the governing instrunent describes what may or nust
be distributed to a beneficiary by referring to the trust's

i ncone; and

(2) the trustee determ nes, after applying the rules in
section 8103(a) (relating to fiduciary duties; general
principles), that the trustee is unable to conply with

section 8103(b).

(b) Considerations.--In deciding whether and to what extent
to exercise the power conferred by subsection (a), a trustee may
consi der, anong other things, all of the foll ow ng:

(1) The size of the trust.

(2) The nature and estimated duration of the trust.

(3) The liquidity and distribution requirenments of the
trust.

(4) The needs for regular distributions and preservation
and appreciation of capital.

(5) The expected tax consequences of an adjustnent.

(6) The net anount allocated to income under the other
sections of this chapter and the increase or decrease in the
val ue of the principal assets, which the trustee may estinate

as to assets for which market values are not readily
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adj

avai | abl e.

(7) The assets held in the trust; the extent to which
t hey consi st of financial assets, interests in closely held
enterprises, tangi ble and intangi bl e personal property or
real property; the extent to which an asset is used by a
beneficiary; and whet her an asset was purchased by the
trustee or received fromthe settlor or testator

(8) To the extent reasonably known to the trustee, the
needs of the beneficiaries for present and future
di stributions authorized or required by the governing
i nstrunent.

(9) Wether and to what extent the governing instrunent
gives the trustee the power to invade principal or accunul ate
income or prohibits the trustee frominvadi ng principal or
accurul ating income, and the extent to which the trustee has
exercised a power fromtine to time to invade principal or
accunul ate i ncone.

(10) The intent of the settlor or testator.

(11) The actual and anticipated effect of economc
conditions on principal and incone and effects of inflation
and defl ati on.

(c) Prohibited adjustnents.--A trustee may not nmake an
ust ment under this section if any of the follow ng apply:

(1) The adjustnment would dimnish the inconme interest in
a trust which requires all of the incone to be paid at |east
annually to a spouse and for which a Federal estate tax or
gift tax marital deduction would be allowed, in whole or in
part, if the trustee did not have the power to nake the
adj ust nment .

(2) The adjustment would reduce the actuarial val ue of
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the incone interest in a trust to which a person transfers
property with the intent to qualify for a Federal gift tax
excl usi on.

(3) The adjustnment woul d change the anobunt payable to a
beneficiary as a fixed annuity or a fixed fraction of the
val ue of the trust assets.

(4) The adjustnent is fromany amount which is
permanent|ly set aside for charitable purposes under the
governing instrunent and for which a Federal estate or gift
tax deduction has been taken unless both incone and princi pal
are so set aside.

(5 If:

(1) possessing or exercising the power to make an
adj ust mrent woul d cause an individual to be treated as the
owner of all or part of the trust for Federal incone tax
pur poses; and

(ii) the individual would not be treated as the
owner if the trustee did not possess the power to make an
adj ust nent .

(6) If:

(1) possessing or exercising the power to make an
adj ust mrent woul d cause all or part of the trust assets to
be subject to Federal estate or gift tax with respect to
an individual; and

(i1i) the assets would not be subject to Federal
estate or gift tax with respect to the individual if the
trustee did not possess the power to make an adj ustnent.
(7) If the trustee is a beneficiary of the trust.

(8) If the trust has been converted under section 8105

(relating to power to convert to unitrust).
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(d) Perm ssible adjustnment when otherwi se prohibited.--If
subsection (c)(5), (6) or (7) applies to a trustee and there is
nore than one trustee, a cotrustee to whomthe provision does
not apply may nmake the adjustnent unless the exercise of the
power by the remaining trustee or trustees is prohibited by the
governing instrunment.

(e) Release of the power to adjust.--

(1) |If paragraph (2) applies, a trustee may rel ease any
of the follow ng:

(1) The entire power conferred by subsection (a).

(i1i) The power to adjust frominconme to principal.

(ii1) The power to adjust fromprincipal to incone.
(2) A release under paragraph (1) is permssible if any

of the follow ng apply:

(i) The trustee is uncertain about whether
possessi ng or exercising the power will cause a result
descri bed in subsection (c)(1) through (6).

(ii) The trustee determ nes that possessing or
exercising the power will or may deprive the trust of a
tax benefit or inpose a tax burden not described in
subsection (c).

(3) The release may be permanent or for a specified
period, including a period neasured by the life of an

i ndi vi dual .

(f) Application.--A governing instrunment which limts the
power of a trustee to nake an adjustnent between principal and
i ncome does not affect the application of this section unless it
is clear fromthe governing instrunment that it is intended to

deny the trustee the power of adjustnent conferred by subsection

(a).
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§ 8105. Power to convert to unitrust.

(a) Conversion.--Unless expressly prohibited by the
governing instrunent, a trustee may rel ease the power under
section 8104 (relating to trustee's power to adjust) and convert
atrust into a unitrust as described in this section if all of
the foll ow ng apply:

(1) The trustee determ nes that the conversion wll
enable the trustee to better carry out the intent of the
settlor or testator and the purposes of the trust.

(2) The trustee gives witten notice of the trustee's
intention to rel ease the power to adjust and to convert the
trust into a unitrust and of how the unitrust will operate,

i ncluding what initial decisions the trustee will make under

this section, to all the sui juris beneficiaries who:

(i) are currently eligible to receive inconme from
the trust; and

(i1i) would receive, if no powers of appointnent were
exercised, a distribution of principal if the trust were
to termnate imediately prior to the giving of notice.

(3) There is at |least one sui juris beneficiary under
paragraph (2)(i) and at | east one sui juris beneficiary under
paragraph (2)(ii).

(4) No sui juris beneficiary objects to the conversion
to a unitrust in a witing delivered to the trustee within 60
days of the mailing of the notice under paragraph (2).

(b) Judicially approved conversion. --

(1) The trustee may petition the court to approve the
conversion to a unitrust if any of the follow ng apply:

(1) A beneficiary tinely objects to the conversion

to a unitrust.
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1 (i1i) There are no sui juris beneficiaries under

2 subsection (a)(2)(i).

3 (ti1) There are no sui juris beneficiaries under

4 subsection (a)(2)(ii).

5 (2) A beneficiary may request a trustee to convert to a
6 unitrust. If the trustee does not convert, the beneficiary

7 may petition the court to order the conversion.

8 (3) The court shall approve the conversion or direct the
9 requested conversion if the court concludes that the

10 conversion will enable the trustee to better carry out the

11 intent of the settlor or testator and the purposes of the

12 trust.

13 (c) Consideration.--In deciding whether to exercise the

14 power conferred by subsection (a), a trustee may consi der, anong
15 other things, all of the follow ng:

16 (1) The size of the trust.

17 (2) The nature and estimated duration of the trust.

18 (3) The liquidity and distribution requirenments of the
19 trust.
20 (4) The needs for regular distributions and preservation
21 and appreciation of capital.
22 (5) The expected tax consequences of the conversion.
23 (6) The assets held in the trust; the extent to which
24 t hey consi st of financial assets, interests in closely held
25 enterprises, tangi ble and intangi bl e personal property or
26 real property; and the extent to which an asset is used by a
27 beneficiary.
28 (7) To the extent reasonably known to the trustee, the
29 needs of the beneficiaries for present and future
30 di stributions authorized or required by the governing
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uni

i nstrunent.

(8) Wether and to what extent the governing instrunent
gives the trustee the power to invade principal or accunul ate
i ncome or prohibits the trustee frominvadi ng principal or
accurul ati ng i ncome and the extent to which the trustee has
exercised a power fromtine to tinme to invade principal or
accunul ate i ncone.

(9) The actual and anticipated effect of econom c
conditions on principal and incone and effects of inflation
and defl ati on.

(d) Post conversion.--After a trust is converted to a
trust, all of the follow ng apply:

(1) The trustee shall follow an investnent policy
seeking a total return for the investnents held by the trust,
whet her the return is to be derived:

(1) fromappreciation of capital;

(i1i) fromearnings and distributions from capital;
or

(ti1t) from both.

(2) The trustee shall make regular distributions in
accordance with the governing instrunent construed in
accordance with the provisions of this section.

(3) The term"inconme" in the governing instrunment shal
mean an annual distribution (the unitrust distribution) equal
to 4% (the payout percentage) of the net fair market val ue of
the trust's assets, whether such assets woul d be consi dered
i ncome or principal under other provisions of this chapter,
averaged over the | esser of:

(i) the three preceding years; or

(i1i) the period during which the trust has been in
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exi stence.
(e) Discretion of trustee.--The trustee may in the trustee's
di scretion fromtine to tinme determne all of the follow ng:
(1) The effective date of a conversion to a unitrust.
(2) The provisions for prorating a unitrust distribution
for a short year in which a beneficiary's right to paynents
commences oOr ceases.

(3) The frequency of unitrust distributions during the

© o0 N oo o A~ wWw N P

year.

10 (4) The effect of other paynments fromor contributions
11 to the trust on the trust's val uation.

12 (5) Wiether to value the trust's assets annually or nore
13 frequently.

14 (6) What valuation dates to use.

15 (7) How frequently to value nonliquid assets and whet her
16 to estimate their val ue.

17 (8) \Wether to omt fromthe calculations trust property
18 occupi ed or possessed by a beneficiary.

19 (9) Any other matters necessary for the proper

20 functioning of the unitrust.

21 (f) Allocation.--

22 (1) Expenses which would be deducted fromincone if the
23 trust were not a unitrust may not be deducted fromthe

24 uni trust distribution.

25 (2) Unless otherw se provided by the governing

26 instrument, the unitrust distribution shall be paid from net
27 income, as such termwould be determined if the trust were

28 not a unitrust. To the extent net incone is insufficient, the
29 unitrust distribution shall be paid fromnet realized short-
30 termcapital gains. To the extent income and net realized
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to

short-termcapital gains are insufficient, the unitrust

di stribution shall be paid fromnet realized |ong-term
capital gains. To the extent income and net realized short-
termand long-termcapital gains are insufficient, the
unitrust distribution shall be paid fromthe principal of the
trust.

(g) Court orders.--The trustee or, if the trustee declines
do so, a beneficiary may petition the court to:

(1) Select a payout percentage different than 4%

(2) Provide for a distribution of net inconme, as would
be determned if the trust were not a unitrust, in excess of
the unitrust distribution if such distribution is necessary
to preserve a tax benefit.

(3) Average the valuation of the trust's net assets over
a period other than three years.

(4) Reconvert froma unitrust. Upon a reconversion, the
power to adjust under section 8104 shall be revived.

(h) Application.--A conversion to a unitrust does not affect

a provision in the governing instrunment directing or authorizing

the trustee to distribute principal or authorizing a beneficiary

to

wi thdraw a portion or all of the principal.

(i) Prohibited conversions.--A trustee nmay not convert a

trust into a unitrust in any of the follow ng circunstances:

(1) If paynent of the unitrust distribution would change
t he amobunt payable to a beneficiary as a fixed annuity or a
fixed fraction of the value of the trust assets.

(2) If the unitrust distribution would be made from any
anount which is permanently set aside for charitable purposes
under the governing instrument and for which a Federal estate

or gift tax deduction has been taken, unless both incone and
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princi pal are so set aside.

(3) If:

(1) possessing or exercising the power to convert
woul d cause an individual to be treated as the owner of
all or part of the trust for Federal income tax purposes;
and

(ii) the individual would not be treated as the
owner if the trustee did not possess the power to
convert.

(4) |If:

(1) possessing or exercising the power to convert
woul d cause all or part of the trust assets to be subject
to Federal estate or gift tax with respect to an
i ndi vi dual ; and

(i) the assets would not be subject to Federal
estate or gift tax with respect to the individual if the
trustee did not possess the power to convert.

(5) |If the conversion would result in the disallowance
of a Federal estate tax or gift tax marital deduction which
woul d be allowed if the trustee did not have the power to
convert.

(6) |If the trustee is a beneficiary of the trust.

(j) Perm ssible conversion when otherw se prohibited.--

(1) |If subsection (i)(3), (4) or (6) applies to a
trustee and there is nore than one trustee, a cotrustee to
whom t he provi sion does not apply may convert the trust,
unl ess the exercise of the power by the renmaining trustee or
trustees is prohibited by the governing instrunent.

(2) If subsection (i)(3), (4) or (6) applies to all the

trustees, the trustees may petition the court to direct a
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conver si on.

(k) Release of the power to convert. --

(1) A trustee may rel ease the power conferred by
subsection (a) to convert to a unitrust if any of the
foll ow ng apply:

(i) The trustee is uncertain about whether
possessi ng or exercising the power will cause a result

descri bed in subsection (i)(3), (4) or (5).

(ii) The trustee determ nes that possessing or

exercising the power will or may deprive the trust of a

tax benefit or inpose a tax burden not described in

subsection (i).

(2) The release may be permanent or for a specified
period, including a period neasured by the life of an
i ndi vi dual .

8§ 8106. Judicial control of discretionary powers.

(a) Standard of review. --A court shall not change a
fiduciary's decision to exercise or not to exercise a
di scretionary power conferred by this chapter unless it
determi nes that the decision was an abuse of the fiduciary's
di scretion.

(b) Renedies.--If a court determnes that a fiduciary has
abused its discretion regarding a discretionary power conferred
by this chapter, the renmedy is to restore the inconme and
remai nder beneficiaries to the positions they woul d have
occupied if the fiduciary had not abused its discretion,
according to the follow ng rul es:

(1) To the extent that the abuse of discretion has
resulted in no distribution to a beneficiary or a

di stribution which is too snall, the court shall require the
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fiduciary to distribute fromthe trust to the beneficiary an
amount that the court determnes will restore the
beneficiary, in whole or in part, to the beneficiary's
appropriate position.

(2) To the extent that the abuse of discretion has
resulted in a distribution to a beneficiary which is too
| arge, the court shall restore the beneficiaries, the trust
or both, in whole or in part, to their appropriate positions
by requiring the fiduciary to withhold an anmount from one or
nore future distributions to the beneficiary who received the
distribution that was too large or requiring that beneficiary
or that beneficiary's estate to return sone or all of the
distribution to the trust, notw thstanding a spendthrift or
simlar provision.

(3) If the abuse of discretion concerns the power to
convert a trust into a unitrust, the court shall require the
trustee either to convert into a unitrust or to reconvert
froma unitrust.

(4) To the extent that the court is unable, after
appl yi ng paragraphs (1), (2) and (3), to restore the
beneficiaries, the trust or both to the positions they woul d
have occupied if the fiduciary had not abused its discretion,
the court may require the fiduciary to pay an appropriate
amount fromits own funds to one or nore of the beneficiaries

or the trust or both.

§ 8107. (Reserved).
§ 8108. (Reserved).
§ 8109. (Reserved).
§ 8110. (Reserved).
§ 8111. (Reserved).
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§ 8112. (Reserved).
§ 8113. Charitable trusts.

(a) Election.--Notw thstandi ng the foregoing provisions of
this chapter, the trustee of a trust held exclusively for
charitabl e purposes may el ect to be governed by this section
unl ess the governing instrunent expressly provides that the
el ection provided by this section shall not be avail abl e.

(b) Eligibility for election.--To nake an el ecti on under
this section, the trustee shall adopt and follow an investnent
policy seeking a total return for the investnents held by the
trust, whether the return is to be derived from appreciation of
capital or earnings and distributions with respect to capital or
bot h. The policy constituting the election shall be in witing,
shall be maintained as part of the permanent records of the
trust and shall recite that it constitutes an election to be
governed by this section.

(c) Effect of election.--1f an election is nade to be
governed by this section, the term"incone" shall nean a
percentage of the value of the trust. The trustee shall in a
witing maintained as part of the permanent records of the trust
annual Iy sel ect the percentage and determne that it is
consistent with the long-termpreservation of the real val ue of
the principal of the trust, but in no event shall the percentage
be | ess than 2% nor nore than 7% per year. The term "principal”
shall nean all other assets held by the trustee with respect to
t he trust.

(d) Revocation of election.--The trustee nay revoke an
el ection to be governed by this section if the revocation is
made as part of an alternative investnment policy seeking the

| ong-term preservation of the real value of the principal of the
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trust. The revocation and alternative investnment policy shall be
in witing and nmai ntained as part of the permanent records of
the trust.

(e) Value determ nation.--For purposes of applying this
section, the value of the trust shall be the fair market val ue
of the cash and other assets held by the trustee with respect to
the trust, whether such assets would be considered "inconme" or
“principal” under the other provisions of this chapter,
determ ned at | east annually and averaged over a period of three
or nore preceding years. However, if the trust has been in
exi stence |l ess than three years, the average shall be determ ned
over the period during which the trust has been in existence.

SUBCHAPTER B
DECEDENT' S ESTATE OR
TERM NATI NG | NCOVE | NTEREST
Sec.
8121. Determnation and distribution of net incone.
8122. Distribution to residuary and remai nder beneficiaries.
§ 8121. Determ nation and distribution of net incone.

After a decedent dies in the case of an estate, or after an
income interest in a trust ends, the follow ng rul es apply:

(1) A fiduciary of an estate or of a term nating incone
interest shall determ ne the anobunt of net income and net
princi pal receipts received fromproperty specifically given
to a beneficiary under paragraph (5) and the provisions
applicable to trustees in Subchapters C (relating to
apportionment at begi nning and end of income interest), D
(relating to allocation of receipts during adm nistration of
trust) and E (relating to allocation of disbursenents during

adm nistration of trust). The fiduciary shall distribute the
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net income and net principal receipts to the beneficiary who
is to receive the specific property.

(2) A fiduciary shall distribute to a beneficiary who
recei ves a pecuniary anount outright and shall allocate to a
pecuni ary anount in trust the interest, other income or other
anount provi ded by the governing instrument or section 3543
(relating to interest or incone on distributive shares) or
7187 (relating to interest or incone on distributive shares)
fromnet income determ ned under paragraph (3) or from
principal to the extent that net income is insufficient.

(3) A fiduciary shall determ ne the remai ning net incone
of a decedent's estate or a termnating inconme interest under
the provisions applicable to trustees in Subchapters C, D and
E and by:

(i) including in net income all income from property
used to discharge liabilities; and

(ii) paying fromprincipal debts, funeral expenses,
costs of disposition of remains, the famly exenption,
fees of personal representatives and their attorneys and
accountants, and death taxes and related interest and
penal ti es which are apportioned to the estate or

term nating income interest by the governing instrunent

or applicable | aw

(4) A fiduciary shall distribute the net incone
remai ning after distributions required by paragraph (2) in
t he manner described in section 8122 (relating to
distribution to residuary and renmai nder beneficiaries) to al
ot her beneficiaries.

(5) A fiduciary may not reduce principal or incone

recei pts fromproperty described in paragraph (1) because of
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a paynent described in section 8151 (relating to minerals,
wat er and ot her natural resources) or 8152 (relating to
tinmber) to the extent that the governing instrument or
applicable law requires the fiduciary to make the paynent
fromassets other than the property or to the extent that the
fiduciary recovers or expects to recover the paynent froma
third party. The net income and principal receipts fromthe
property are determ ned by:
(i) including all of the anpbunts the fiduciary
receives or pays with respect to the property, whether
t hose anmounts accrued or becane due before, on or after
the date of a decedent's death or an incone interest's
term nating event; and
(1i) making a reasonabl e provision for anmounts that
the fiduciary believes the estate or term nating incone
i nterest nay becone obligated to pay after the property
is distributed.
§ 8122. Distribution to residuary and remai nder beneficiari es.
(a) Distribution of net incone.--Each beneficiary described
in section 8121(4) (relating to determ nation and distribution
of net incone) is entitled to receive a portion of the net
i ncome equal to the beneficiary's fractional interest in
undi stri buted principal assets, using values as of the
distribution date. If a fiduciary nakes nore than one
di stribution of assets to beneficiaries to whomthis section
appl i es, each beneficiary, including one who does not receive
part of the distribution, is entitled, as of each distribution
date, to the net incone the fiduciary has received after the
date of death or term nating event or earlier distribution date

but has not distributed as of the current distribution date.
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(b) Allocation of net incone.--In determning a

beneficiary's share of net incone, the follow ng rules apply:
(1) The beneficiary is entitled to receive a portion of
the net incone equal to the beneficiary's fractional interest
in the undistributed principal assets imediately before the

di stribution date, including assets that |later nay be sold or

applied to nmeet principal obligations.

(2) The beneficiary's fractional interest in the

undi stributed principal assets nust be cal cul ated w t hout

regard to property specifically given to a beneficiary and

property required to pay pecuniary anounts.
(3) The beneficiary's fractional interest in the

undi stri buted principal assets nust be cal culated on the

basis of the aggregate value of those assets as of the

di stribution date w thout reducing the value by any unpaid

princi pal obligation.

(c) Collected but undistributed net inconme.--1f a fiduciary
does not distribute all of the collected but undistributed net
i ncome to each person as of a distribution date, the fiduciary
shall maintain appropriate records showi ng the interest of each
beneficiary in that net incone.

(d) Application.--To the extent that the fiduciary considers
it appropriate, if this section applies to the incone from an
asset, the fiduciary may apply the rules in this section to net
gain or loss fromthe disposition of a principal asset realized
after the date of death or term nating event or earlier
di stribution date.

(e) Distribution date.--For purposes of this section, the
di stribution date nmay be the date as of which the fiduciary

cal cul ates the value of the assets if that date is reasonably
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near the date on which assets are actually distributed.

Sec.
8131.
8132.

8133.
§ 8131.

(a)

SUBCHAPTER C
APPCRTI ONVENT AT BEG NNI NG
AND END OF | NCOVE | NTEREST

When right to i ncome begins and ends.
Apportionnment of receipts and di sbursenments when
decedent dies or incone interest begins.
Apportionnment when incone interest ends.

When right to i ncome begins and ends.

Accrual of incone interest.--An inconme beneficiary is

entitled to net incone fromthe date on which the i ncone

i nterest begins. An incone interest begins:

or

(1) on the date specified in the governing instrunent;

(2) if no date is specified, on the date an asset

becomes subject to a trust or successive incone interest.

(b)

trust:

Asset subject to a trust.--An asset becones subject to a

(1) on the date it is transferred to the trust in the

case of an asset which is transferred to a trust during the

transferor's life;

(2) on the date of a testator's death in the case of an

asset which becones subject to a trust by reason of a wll,

even if there is an intervening period of admnistration of

t he

testator's estate; or

(3) on the date of an individual's death in the case of

an asset which is transferred to a fiduciary by a third party

because of the individual's death.

(c)

Asset subject to a successive incone interest.--An asset
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beconmes subject to a successive incone interest on the day after
the preceding inconme interest ends, as determ ned under
subsection (d), even if there is an intervening period of

adm nistration to wind up the preceding incone interest.

(d) End of incone interest.--An incone interest ends on:

(1) the day before an incone beneficiary dies or another
term nating event occurs; or
(2) the last day of a period during which there is no
beneficiary to whoma trustee may distribute incone.
§ 8132. Apportionnent of receipts and di sbursements when
decedent dies or incone interest begins.

(a) Allocation to principal.--Unless section 8121(1)
(relating to determination and distribution of net incone)
applies, a trustee shall allocate an inconme receipt or
di sbursenment to principal if its due date occurs before:

(1) a decedent dies in the case of an estate; or
(2) an inconme interest begins in the case of a trust or
successive incone interest.

(b) Allocation to inconme.--A trustee shall allocate an
i ncome receipt or disbursenment to incone if its due date occurs
on or after the date on which a decedent dies or an incone
interest begins and it is a periodic due date. An income receipt
or di sbursenment nust be treated as accruing fromday to day if
its due date is not periodic or it has no due date. The portion
of the recei pt or disbursenment accruing before the date on which
a decedent dies or an incone interest begins nust be all ocated
to principal and the bal ance nust be allocated to incone.

(c) Due dates.--An itemof income or an obligation is due on
the date the payor is required to nake a paynent. If a paynent

date is not stated, there is no due date for the purposes of
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this chapter. Distributions to sharehol ders or other owners from
an entity to which section 8141 (relating to character of

recei pts) applies are deened to be due on the date fixed by the
entity for determining who is entitled to receive the
distribution or, if no date is fixed, on the declaration date
for the distribution. A due date is periodic for receipts or

di sbursenents that nust be paid at regular intervals under a

| ease or an obligation to pay interest or if an entity
customarily nmakes distributions at regular intervals.

§ 8133. Apportionnent when incone interest ends.

(a) End of mandatory incone interest.--Wen a nandatory
income interest ends, the trustee shall pay to a nandatory
i ncome beneficiary who survives that date, or the estate of a
deceased mandatory incone beneficiary whose death causes the
interest to end, the beneficiary's share of the undistributed
i ncome which is not disposed of under the governing instrunent
unl ess the beneficiary has an unqualified power to revoke nore
than 5% of the trust imediately before the incone interest
ends. In the latter case, the undistributed incone fromthe
portion of the trust that may be revoked shall be added to
princi pal .

(b) Proration of final paynent.--Wen a trustee's obligation
to pay a fixed annuity or a fixed fraction of the value of the
trust's assets ends, the trustee shall prorate the final paynent
if and to the extent required by applicable aw to acconplish a
purpose of the trust or its settlor or testator relating to
income, gift, estate or other tax requirenents.

(c) Definition.--As used in this section, the term
"undi stributed i ncome” neans net incone received before the date

on which an incone interest ends. The term does not include an
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item of income or expense which is due or accrued or net incone
whi ch has been added or is required to be added to princi pal
under the governing instrunent.
SUBCHAPTER D
ALLOCATI ON OF RECEI PTS DURI NG
ADM NI STRATI ON OF TRUST
Sec.
8141. Character of receipts.
8142. Distribution fromtrust or estate.
8143. Business and other activities conducted by trustee.
8144. Principal receipts.
8145. Rental property.
8146. nligation to pay noney.
8147. Insurance policies and simlar contracts.
8148. Insubstantial allocations not required.
8149. Retirement benefits, individual retirement accounts,
deferred conpensation, annuities and sim/lar paynents.
8150. Liquidating asset.
8151. Mnerals, water and other natural resources.
8152. Ti nber.
8153. Property not productive of incone.
8154. Derivatives and options.
8155. Asset-backed securities.
§ 8141. Character of receipts.

(a) Allocation to incone.--Except as otherw se provided in
this section, a trustee shall allocate to i ncone noney received
froman entity including reinvested cash divi dends.

(b) Allocation to principal.--Atrustee shall allocate the
following receipts froman entity to principal

(1) Property other than noney excluding reinvested cash
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di vi dends.

(2) Money received in one distribution or a series of
related distributions in exchange for part or all of a
trust's interest in the entity.

(3) Mney received in total or partial |iquidation of
the entity.

(4) Money received froman entity that is a regul ated
i nvestment conpany or a real estate investnent trust if the
noney distributed is a short-termor long-termcapital gain
di vidend for Federal incone tax purposes.

(c) Wen received in partial liquidation.--Mney is received
in partial |iquidation:

(1) to the extent that the entity, at or near the tine
of a distribution, indicates that it is a distribution in
partial |iquidation; or

(2) if the total anmount of noney and property received
in a distribution or series of related distributions is
greater than 20% of the entity's gross assets, as shown by
the entity's year-end financial statenents imredi ately
preceding the initial receipt.

(d) When not received in partial liquidation.--Mney is not
received in partial liquidation nor may it be taken into account
under subsection (c)(2) to the extent that it does not exceed
t he amount of inconme tax that a trustee or beneficiary nust pay
on taxable inconme of the entity that distributes the noney.

(e) Reliance upon a statenment.--A trustee may rely upon a
statenment nade by an entity about the source or character of a
distribution if the statenent is nmade at or near the tine of
distribution by the entity's board of directors or other person

or group of persons authorized to exercise powers to pay noney
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or transfer property conparable to those of a corporation's
board of directors.

(f) Definition.--As used in this section, the term"entity"
means a corporation, partnership, limted liability conpany,
regul ated i nvest nent conpany, real estate investnment trust,
common trust fund or any other organization, in which a trustee
has an interest other than:

(1) a trust or estate to which section 8142 (relating to
distribution fromtrust or estate) applies;

(2) a business or activity to which section 8143
(relating to business and other activities conducted by
trustee) applies;

(3) a paynment to which section 8149 (relating to
retirement benefits, individual retirement accounts, deferred
conpensation, annuities and simlar paynments) applies; or

(4) an asset-backed security to which section 8155
(relating to asset-backed securities) applies.

§ 8142. Distribution fromtrust or estate.

A trustee shall allocate to income an anmount received as a
di stribution of incone froma trust or an estate in which the
trust has an interest other than a purchased interest and shal
all ocate to principal an anmount received as a distribution of
principal fromsuch a trust or estate. If a trustee purchases an
interest in a trust that is an investnment entity, or a decedent
or donor transfers an interest in such a trust to a trustee,
section 8141 (relating to character of receipts) or 8155
(relating to asset-backed securities) applies to a receipt from
t he trust.

8§ 8143. Business and other activities conducted by trustee.

(a) Separate accounting for business or activity.--If a
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trustee that conducts a business or other activity determ nes
that it is in the best interest of all the beneficiaries to
account separately for the business or activity instead of
accounting for it as part of the trust's general accounting
records, the trustee may nmai ntain separate accounting records
for its transactions, whether or not its assets are segregated
fromother trust assets.

(b) Net receipts.--

(1) A trustee that accounts separately for a business or
ot her activity may determ ne the extent to which:

(i) its net cash receipts nust be retained for
wor ki ng capital, the acquisition or replacenment of fixed
assets and ot her reasonably foreseeabl e needs of the
busi ness or activity; and

(i1i) the remaining net cash receipts are accounted
for as principal or inconme in the trust's general
accounting records.

(2) |If a trustee sells assets of the business or other
activity, other than in the ordinary course of the business
or activity, the trustee shall account for the net anount
received as principal in the trust's general accounting
records to the extent the trustee determ nes that the anount
received is no longer required in the conduct of the
busi ness.

(c) Permssible activities for separate accounting. --
Activities for which a trustee may nmai ntain separate accounti ng
records incl ude:

(1) Retail, manufacturing, service and other traditional
busi ness activities.

(2) Farm ng.
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1 (3) Raising and selling livestock and ot her animals.

2 (4) Managenent of rental properties.

3 (5) Extraction of mnerals and other natural resources.
4 (6) Tinber operations.

5 (7) Activities to which section 8154 (relating to

6 derivatives and options) applies.

7 8§ 8144. Principal receipts.

8 A trustee shall allocate to principal any of the follow ng:
9 (1) To the extent not allocated to incone under this
10 chapter, assets received from

11 (1) a transferor during the transferor's lifetinmneg;
12 (i1i) a decedent's estate;

13 (tit) atrust with a termnating incone interest; or
14 (iv) a payor under a contract nam ng the trust or
15 its trustee as beneficiary.

16 (2) Money or other property received froma principal
17 asset's sal e, exchange, liquidation or change in form This
18 par agr aph includes realized profit subject to this

19 subchapt er.
20 (3) Amounts recovered fromthird parties to reinburse
21 the trust because of disbursenments described in section
22 8162(a)(8) (relating to mandatory di sbursenents from
23 principal) or for other reasons to the extent not based on
24 the | oss of incone.
25 (4) Proceeds of property taken by em nent domain. A
26 separate award made for the loss of income with respect to an
27 accounting period during which a current incone beneficiary
28 had a mandatory incone interest is incone.
29 (5) Net inconme received in an accounting period during
30 which there is no beneficiary to whom a trustee nay or nust

20010S1014B1431 - 42 -



di stribute incone.

(6) O her receipts as provided in sections 8148
(relating to insubstantial allocations not required) through
8155 (relating to asset-backed securities).

§ 8145. Rental property.

(a) Rent.--To the extent that a trustee accounts for
recei pts fromrental property pursuant to this section, the
trustee shall allocate to income an anmount received as rent of
real or personal property. This subsection includes an anount
received for cancellation or renewal of a |ease.

(b) Deposit.--An anount received as a refundabl e deposit,
including a security deposit or a deposit which is to be applied
as rent for future periods:

(1) shall be added to principal;

(2) shall be held subject to the terns of the | ease; and

(3) is not available for distribution to a beneficiary
until the trustee's contractual obligations have been
satisfied with respect to that anount.

§ 8146. bligation to pay noney.

(a) Interest allocated to incone.--An anount received as
interest, whether determned at a fixed, variable or floating
rate, on an obligation to pay noney to the trustee, including an
anount received as consideration for prepaying principal, shal
be allocated to incone wi thout any provision for anortization of
prem um

(b) Allocation of obligations.--A trustee shall allocate to
princi pal an anount received fromthe sale, redenption or other
di sposition of an obligation to pay noney to the trustee nore
than one year after it is purchased or acquired by the trustee,

i ncluding an obligation the purchase price or val ue of which
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when it is acquired is less than its value at maturity. If the
obligation matures within one year after it is purchased or
acquired by the trustee, an amount received in excess of its
purchase price or its value when acquired by the trust shall be
al l ocated to incone.

(c) Application.--This section does not apply to an
obligation to which any of the follow ng apply:

(1) Section 8149 (relating to retirement benefits,

i ndi vidual retirement accounts, deferred conpensation,
annuities and simlar paynents).

(2) Section 8150 (relating to |iquidating asset).

(3) Section 8151 (relating to mnerals, water and ot her
nat ural resources).

(4) Section 8152 (relating to tinber).

(5) Section 8154 (relating to derivatives and options).

(6) Section 8155 (relating to asset-backed securities).

8§ 8147. Insurance policies and simlar contracts.
(a) GCeneral rule.--

(1) Except as otherw se provided in subsection (b) or
(c), a trustee shall allocate to principal the proceeds of a
life insurance policy or other contract in which the trust or
its trustee is named as beneficiary. This paragraph includes
a contract which insures the trust or its trustee agai nst
| oss for danmage to, destruction of or loss of title to a
trust asset.

(2) If the premiuns on the policy or contract are paid
fromincome, the trustee shall allocate to incone dividends
on the policy or contract.

(3) If the premiuns on the policy or contract are paid

fromprincipal, the trustee shall allocate to principa
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di vi dends on the policy or contract.

(b) Allocation of proceeds to incone.--Except as provided in
subsection (c), a trustee shall allocate to incone proceeds of a
contract which insures the trustee against any of the foll ow ng:

(1) Loss of occupancy or other use by an incone
beneficiary.

(2) Loss of incone.

(3) Subject to section 8143 (relating to business and

ot her activities conducted by trustee), loss of profits from

a busi ness.

(c) Application.--This section does not apply to a contract
to which section 8149 (relating to retirenent benefits,

i ndi vidual retirenment accounts, deferred conpensation, annuities
and simlar paynents) applies.
§ 8148. Insubstantial allocations not required.

If a trustee determ nes that an all ocation between princi pal
and inconme required by section 8149 (relating to retirenent
benefits, individual retirenent accounts, deferred conpensation,
annuities and simlar paynents), 8150 (relating to |iquidating
asset), 8151 (relating to mnerals, water and other natural
resources), 8152 (relating to tinber) or 8155 (relating to
asset - backed securities) is insubstantial, the trustee may
all ocate the entire anount to principal unless one of the
ci rcunst ances described in section 8104(c) (relating to
trustee's power to adjust) applies to the allocation. This power
may be exercised by a cotrustee in the circunstances descri bed
in section 8104(d) and may be rel eased for the reasons and in
t he manner described in section 8104(e). An allocation is
presuned to be insubstantial if:

(1) the amount of the allocation would increase or
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1 decrease net income in an accounting period, as determ ned

2 before the allocation, by |less than 5% or

3 (2) the value of the asset producing the receipt for

4 whi ch the allocation would be nmade is |ess than 5% of the

5 total value of the trust's assets at the beginning of the

6 accounti ng peri od.

7 8 8149. Retirenent benefits, individual retirenent accounts,

8 deferred conpensation, annuities and simlar

9 paynment s.

10 (a) GCeneral rule.--

11 (1) The trustee shall allocate to inconme the greater of:
12 (i) the portion of a paynent characterized by the
13 payor as interest or a dividend or a remttance in |lieu
14 of interest or a dividend; or

15 (ii) the portion of the paynment characterized as

16 i mputed interest for Federal income tax purposes.

17 (2) The bal ance of any such paynent shall be all ocated
18 to principal.

19 (b) Allocation under contract calling for equal
20 installnents.--
21 (1) If no part of a paynment under a contract calling for
22 equal installnments over a fixed period of time is allocable
23 to inconme under the provisions of subsection (a), the
24 di fference between the trust's acquisition value of the
25 contract and the total expected return shall be deenmed to be
26 i nterest.
27 (2) The trustee shall allocate to income the portion of
28 each paynment equivalent to interest on the then unpaid
29 princi pal balance at the rate specified in the contract or a
30 rate necessary to thus anortize the difference between the
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1 expected return and the acquisition value, where that rate is
2 readi |y ascertai nable by the trustee.

3 (c) Allocation when internal net incone of fund is readily

4 ascertained. --

5 (1) If no portion of a paynent froma separate fund held
6 exclusively for the benefit of the trust is allocable to

7 i ncome under subsections (a) and (b) but the internal net

8 i ncome of the fund determned as if the fund were a separate
9 trust subject to Subchapters B (relating to decedent's estate
10 or termnating incone interest) through E (relating to

11 al l ocation of disbursenments during admnistration of trust)
12 is readily ascertainable by the trustee, the portion of the
13 paynent equal to the then undistributed net income of the

14 fund realized since the trust acquired its interest in the

15 fund shall be deened to be a distribution of such income and
16 shall be allocated to the trust incone account.

17 (2) The bal ance of any such paynent shall be all ocated
18 to principal.

19 (d) When not otherw se allocable to incone.--
20 (1) The trustee shall allocate to inconme 10% of the part
21 of the paynent which is required to be made during the
22 accounting period and the balance to principal if:
23 (i) no part of the paynent is allocable to incone
24 under subsection (a), (b) or (c); and
25 (ii) all or part of the paynment is required to be
26 made.
27 (2) The trustee shall allocate the entire paynent to
28 principal if:
29 (1) no part of a paynent is required to be nade; or
30 (i1i) the paynment received is the entire anount to
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which the trustee is entitled.

(3) For purposes of this subsection, a paynent is not
required to be made to the extent that it is made because the
trustee exercises a right of w thdrawal.

(e) Allocation to obtain marital deduction.--1f, to obtain a
Federal estate or gift tax marital deduction for a trust, the
trustee nust allocate nore of a paynent to income than provided
for by this section, the trustee shall allocate to incone the
addi ti onal anount necessary to obtain the marital deduction.

(f) Application.--This section does not apply to paynents to
whi ch section 8150 (relating to Iiquidating asset) applies.

(g) Definition.--As used in this section, the term "paynent"
nmeans a paynent that a trustee nay receive over a fixed period
of time or during the life of one or nore individuals because of
services rendered or property transferred to the payor in
exchange for future paynents. The termincludes all of the
fol | ow ng:

(1) A paynent nmade in noney or property from

(1) the payor's general assets; or
(ii) a separate fund created by the payor or
anot her.

(2) A paynment on or from

(i) an installnment contract or note;

(ii) a private or comrercial annuity;

(i1i1) a deferred conpensati on agreenent;

(iv) an enployee death benefit;

(v) an individual retirenent account; or

(vi) a pension, profit-sharing, stock or other
bonus, or stock-ownership plan.

§ 8150. Liquidating asset.
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(a) Allocation.--A trustee shall allocate to inconme 10% of
the receipts froma liquidating asset and the bal ance to
princi pal .

(b) Definition.--As used in this section, the term
"liquidating asset"” nmeans an asset the value of which wll
di m nish or term nate because the asset is expected to produce
receipts for a period of limted duration. The termincludes a
| easehol d, patent, copyright, royalty right and right to receive
paynents during a period of nore than one year under an
arrangenent whi ch does not provide for the paynment of interest
on the unpaid bal ance. The term does not include any of the
fol | ow ng:

(1) A paynent subject to section 8149 (relating to
retirement benefits, individual retirement accounts, deferred
conpensation, annuities and simlar paynents).

(2) Resources subject to section 8151 (relating to
m nerals, water and other natural resources).

(3) Tinber subject to section 8152 (relating to tinber).

(4) An activity subject to section 8154 (relating to
derivatives and options).

(5) An asset subject to section 8155 (relating to asset-
backed securities).

(6) An asset for which the trustee establishes a reserve
for depreciation under section 8163 (relating to
di scretionary allocation of disbursenents).

§ 8151. Mnerals, water and other natural resources.

(a) Allocation for receipts frommnerals and ot her natural
resources.--To the extent that a trustee accounts for receipts
froman interest in mnerals or other natural resources under

this section, the trustee shall allocate them as foll ows:
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(1) |If received as nom nal delay rental or nom nal
annual rent on a |lease, a receipt shall be allocated to
i ncone.

(2) |If received froma production paynent, a receipt
shal |l be allocated to inconme if and to the extent that the
agreenent creating the production paynent provides a factor
for interest or its equivalent. The bal ance shall be
al l ocated to principal.

(3) If an anmobunt received as a royalty, shut-in-well
paynent, take-or-pay paynment, bonus or delay rental is nore
t han nom nal

(1) sixty-six and two-thirds percent shall be
al l ocated to principal; and
(i1i) the balance shall be allocated to incone.

(4) If an amount is received froma working interest or
any other interest not provided for in paragraph (1), (2) or
(3):

(i) sixty-six and two-thirds percent of the net
anount received shall be allocated to principal; and
(i1i) the balance shall be allocated to incone.
(b) Allocation for receipts fromwater. --

(1) An anount received on account of an interest in
renewabl e water shall be allocated to incone.

(2) An anount received on account of an interest in
nonr enewabl e water shall be allocated as foll ows:

(i) Sixty-six and two-thirds percent of the anmount
shall be allocated to principal
(i1i) The balance shall be allocated to incone.

(c) Application.--This chapter applies whether or not a

30 decedent or donor was extracting mnerals, water or other
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natural resources before the interest becane subject to the
trust.
§ 8152. Ti nber.

(a) Allocation of net receipts.--To the extent that a
trustee accounts for receipts fromthe sale of tinber and
rel ated products under this section, the trustee shall allocate
the net receipts:

(1) To inconme to the extent that the amount of tinber
removed fromthe | and does not exceed the rate of growth of
the tinber during the accounting periods in which a
beneficiary has a nandatory inconme interest.

(2) To principal to the extent that:

(i) the amount of tinber renmoved fromthe |and
exceeds the rate of growh of the tinber; or

(i1i) the net receipts are fromthe sale of standing
timber.

(3) To or between income and principal, by determ ning
t he amount of tinber renoved fromthe | and under the | ease or
contract and applying the rules in paragraphs (1) and (2) if
the net receipts are from

(1) the lease of tinberland; or
(i1i) a contract to cut tinber fromland owned by a
trust.

(4) To principal to the extent that advance paynents,
bonuses and ot her paynents are not all ocated under paragraph
(1), (2) or (3).

(b) Determning net receipts.--In determ ning net receipts
to be allocated under subsection (a), a trustee shall deduct and
transfer to principal a reasonable anount for depletion.

(c) Application.--This chapter applies whether or not a
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decedent or transferor was harvesting tinber fromthe property
before it becane subject to the trust.
§ 8153. Property not productive of incone.

(a) GCeneral rule.--If a Federal estate or gift tax marital
deduction is allowed for all or part of a trust whose incone is
required to be paid to the settlor's or testator's spouse and
whose assets consist substantially of property that does not
provi de the spouse with sufficient income fromor use of the
trust assets, and if the amobunts that the trustee transfers from
principal to income under section 8104 (relating to trustee's
power to adjust) and that the trustee distributes to the spouse
from princi pal pursuant to the governing instrunent are
insufficient to provide the spouse with the beneficial enjoynent
required to obtain the marital deduction, the spouse nay require
the trustee to make property productive of incone, convert
property within a reasonable tine, or exercise the power
conferred by section 8104(a). The trustee may deci de which
action or combination of actions to take.

(b) O her cases.--1n cases not governed by subsection (a),
proceeds fromthe sale or other disposition of an asset are
princi pal without regard to the anount of inconme the asset
produces during any accounting peri od.

§ 8154. Derivatives and options.

(a) Derivatives.--To the extent that a trustee does not
account under section 8143 (relating to business and ot her
activities conducted by trustee) for transactions in
derivatives, the trustee shall allocate to principal receipts
from and di sbursenents made in connection with those
transacti ons.

(b) Options.--1f a trustee grants an option to buy property
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fromthe trust, whether or not the trust owns the property when
the option is granted, grants an option that perm ts another
person to sell property to the trust, or acquires an option to
buy property for the trust or an option to sell an asset owned
by the trust, and the trustee or other owner of the asset is
required to deliver the asset if the option is exercised, an
anount received for granting the option nust be allocated to
principal. An anmount paid to acquire the option nust be paid
fromprincipal. A gain or loss realized upon the exercise of an
option, including an option granted to a settlor or testator of
the trust for services rendered, nust be allocated to principal.

(c) Definition.--As used in this section, "derivative" neans
a contract or financial instrument or a conbination of contracts
and financial instruments which gives a trust the right or
obligation to participate in some or all changes in the price of
a tangi ble or intangible asset or group of assets, or changes in
a rate, an index of prices or rates, or other market indicator
for an asset or a group of assets.

§ 8155. Asset-backed securities.

(a) GCeneral rule.--If a trust receives a paynent from
interest or other current return and from other proceeds of the
collateral financial assets:

(1) The trustee shall allocate to income the portion of

t he paynment which the payor identifies as being frominterest

or other current return.

(2) The trustee shall allocate the bal ance of the
paynment to principal.

(b) Allocation where liquidating trust's interest in
security.--

(1) |If a trust receives one or nore paynents in exchange
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for the trust's entire interest in an asset-backed security

in one accounting period, the trustee shall allocate the

paynents to principal.
(2) If a paynment is one of a series of paynments which

Will result in the Iiquidation of the trust's interest in the

security over nore than one accounting period, the trustee

shal | all ocate:
(i) ten percent of the paynent to incone; and
(ii) the balance to principal.

(c) Definition.--As used in this section, the term "asset-
backed security” means an asset the value of which is based upon
the right it gives the owner to receive distributions fromthe
proceeds of financial assets which provide collateral for the
security. The termincludes an asset which gives the owner the
right to receive fromthe collateral financial assets only the
interest or other current return or only the proceeds other than
interest or current return. The term does not include an asset
to which section 8141 (relating to character of receipts) or
8149 (relating to retirenment benefits, individual retirenent

accounts, deferred conpensation, annuities and simlar paynents)

appl i es.
SUBCHAPTER E
ALLOCATI ON OF DI SBURSEMENTS DURI NG
ADM NI STRATI ON OF TRUST
Sec.

8161. Mandatory di sbursenents from i ncone.

8162. Mandatory di sbursenents from princi pal.

8163. Discretionary allocation of disbursenents.

8164. Transfers fromincome to principal for depreciation.

8165. Transfers frominconme to reinburse principal.
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1 8166. |Incone taxes.

2 8167. Adjustnents between principal and i ncome because of

3 t axes.

4 § 8161. Mandatory di sbursenments from i ncone.

5 A trustee shall make the follow ng di sbursenents from i ncone:
6 (1) Interest, except interest on death taxes.

7 (2) Odinary repairs.

8 (3) Real estate and other regularly recurring taxes

9 assessed agai nst principal .

10 (4) Recurring premiuns on fire or other insurance

11 covering the loss of a principal asset or the |oss of incone
12 from or use of, the asset.

13 § 8162. Mandatory disbursenents from principal.
14 (a) Mandatory di sbursenments.--A trustee shall nmake the

15 follow ng disbursenents from principal

16 (1) Extraordinary expenses incurred in connection with
17 the adm ni stration, managenent or preservation of trust

18 property and the distribution of incone.

19 (2) Extraordinary repairs.

20 (3) Conpensation for legal services to the trustee.

21 (4) Expenses in connection with accountings and judici al
22 or other proceedings. This paragraph includes proceedings to
23 construe, nodify or reformthe trust or to protect the trust
24 or its property.

25 (5) Paynents on the principal of a trust debt.

26 (6) Premuns paid on a policy of insurance not described
27 in section 8161(4) (relating to mandatory di sbursenents from
28 i ncome) of which the trust is the owner and beneficiary.

29 (7) Estate, inheritance and other transfer taxes,

30 including interest and penalties, apportioned to the trust.
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(8) Disbursenments related to environnmental matters. This
par agr aph i ncl udes:

(1) Reclamation.

(ii) Assessing environnental conditions.

(1i1) Renedying and renoving environnent al
cont ami nat i on.

(iv) Monitoring renedial activities and the rel ease
of subst ances.

(v) Preventing future rel eases of substances.

(vi) Collecting anounts from persons |iable or
potentially liable for the costs of those activities.

(vii) Penalties inposed under environnental statutes
or regul ations and ot her paynments nade to conply with
those statutes or regulations.

(viii) Statutory or common |law clainms by third
parties.

(ix) Defending clains based on environmnent al
matters.

(b) Mandatory reinbursenment.--If a principal asset is
encunbered with an obligation which requires inconme fromthat
asset to be paid directly to the creditor, the trustee shal
transfer fromprincipal to income an anmount equal to the incone
paid to the creditor in reduction of the principal balance of
t he obligation.

§ 8163. Discretionary allocation of disbursements.

Subj ect to sections 8161 (relating to nandatory di sbursenents
frominconme) and 8162 (relating to mandatory di sbursenments from
principal), a trustee may, in the trustee's discretion, allocate
to income or principal or partly to each ordinary expenses

incurred in connection with the adm ni stration, managenent, or
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preservation of trust property and the distribution of incong,
including, but not limted to, the conpensation of the trustee
and of any person providing investnent advisory, custodian or
income tax return preparation services to the trustee.

§ 8164. Transfers fromincone to principal for depreciation.

(a) Transfers.--A trustee may transfer to principal a
reasonabl e amount of the net cash receipts froma principal
asset that is subject to depreciation. However, a trustee may
not transfer any anount for depreciation:

(1) of that portion of real property used or avail able
for use by a beneficiary as a residence or of tangible
personal property held or nmade avail able for the personal use
or enjoynent of a beneficiary;

(2) during the adm nistration of a decedent's estate; or

(3) under this section if the trustee is accounting
under section 8143 (relating to business and other activities
conducted by trustee) for the business or activity in which
t he asset is used.

(b) Separate fund unnecessary for anmount transferred.--An
anount transferred to principal need not be held as a separate
fund.

(c) Definition.--As used in this section, the term
"depreciation” nmeans a reduction in value due to wear, tear,
decay, corrosion or gradual obsol escence of a fixed asset having
a useful life of nore than one year
§ 8165. Transfers fromincone to reinburse principal.

(a) Perm ssible reinbursenments.--A trustee nmay transfer an
appropriate amount frominconme to principal in one or nore
accounting periods to reinburse principal or to provide a

reserve for future disbursenents, if the trustee makes or
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expects to make a di sbursenment from principal which is allocable
to income under section 8161 (relating to mandatory
di sbursenments fromincone) or 8163 (relating to discretionary
al l ocation of disbursenments) and which:
(1) is paid fromprincipal because it is unusually
| arge; or
(2) is made to prepare property for rental, including
tenant al |l owances, | easehold inprovenents and broker's
conmi Ssi ons.

(b) Continued transfers.--If the asset whose ownership gives
rise to the disbursenents becones subject to a successive incone
interest after an incone interest ends, a trustee may continue
to transfer amounts frominconme to principal as provided in
subsection (a).

(c) Application.--This section shall not apply to the extent
the trustee has been or expects to be reinbursed by a third
party.

§ 8166. Incone taxes.

(a) Receipts allocated to incone.--A tax required to be paid
by a trustee based on receipts allocated to income shall be paid
fromincone.

(b) Receipts allocated to principal.--A tax required to be
paid by a trustee based on receipts allocated to principal shal
be paid fromprincipal, even if the tax is called an incone tax
by the taxing authority.

(c) Tax on entity's taxable incone.--A tax required to be
paid by a trustee on the trust's share of an entity's taxable
i ncome shall be paid proportionately:

(1) fromincone to the extent that receipts fromthe

entity are allocated to incone; and
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(2) fromprincipal to the extent that:

(1) receipts fromthe entity are allocated to
principal; and
(ii) the trust's share of the entity's taxable

i ncome exceeds the total receipts described in paragraph

(1) and subparagraph (i).

(d) Reductions in receipts allocated to principal or
i ncome. - - For purposes of this section, receipts allocated to
principal or income shall be reduced by the anount distributed
to a beneficiary fromprincipal or incone for which the trust
recei ves a deduction in calculating the tax.

8§ 8167. Adjustnents between principal and i nconme because of
t axes.

A trustee may make adjustnents between principal and incone
to offset the shifting of economc interests or tax benefits
bet ween i ncone beneficiaries and remai nder beneficiaries which
arise fromany of the follow ng:

(1) An election or decision which the trustee nakes
regardi ng tax matters.

(2) An inconme tax or any other tax which is inmposed upon
the trustee or a beneficiary as a result of a transaction
involving the trust or distribution fromthe trust.

(3) The ownership by a trust of an interest in an entity
t he taxabl e i nconme of which, whether or not distributed, is
includable in the taxable income of the trust or a
beneficiary.

SUBCHAPTERS F AND G
RESERVED
SUBCHAPTER H
M SCELLANEQUS PROVI SI ONS
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Sec.
8191. Uniformty of application and construction.
§ 8191. Uniformty of application and construction.

In applying and construing this chapter, consideration shal
be given to the need to pronote uniformty of the law with
respect to its subject matter anong states which enact it.

Section 14. (a) Except as otherw se expressly provided in
t he governing instrunment, in the addition of 20 Pa.C.S. Ch. 81
or in subsection (b), this act shall apply to all of the
fol | ow ng:

(1) A trust existing on or after the effective date of
this act.

(2) The estate of a decedent who dies on or after the
effective date of this act.

(b) This act shall apply as follows:

(1) The anmendnent of 20 Pa.C.S. 8§ 724 shall apply to
trusts created before, on or after the effective date of this
act .

(2) The amendnent of 20 Pa.C S. § 2104 shall apply to
i ntestacies occurring on or after the effective date of this
act, even if the trust becane irrevocable before the
effective date of this act.

(3) The amendnent of 20 Pa.C. S. § 6205 shall apply to
di sclaimers nade on or after the effective date of this act
and shall apply to disclainmers nade before the effective date
of this act to the extent the distribution thereunder is nade
after the effective date of this act or, if nmade prior to the
effective date, such distribution was consistent with this
act .

(4) The addition of 20 Pa.C.S. 88 7104 and 7105 shal
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apply to trusts created before, on or after the effective
date of this act.
Seetton—15—Fhis—aet—shat—take—etfect+n-60-days— <—
SECTION 15. TH' S ACT SHALL TAKE EFFECT AS FOLLOWS: <—
(1) THE ADDITION OF 20 PA.C.S. § 5601(E. 1) AND (E.?2)
SHALL TAKE EFFECT APRIL 12, 2000.
(2) THE FOLLOW NG PROVI SI ONS SHALL TAKE EFFECT
| MVEDI ATELY:
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(1) THE ADDITION CF 20 PA.C.S. § 5706.
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(1) TH S SECTI ON.
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(3) THE REMAI NDER OF THI S ACT SHALL TAKE EFFECT I N 60

=
N

DAYS.
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