
Basic Accounting for 

Estates and Trusts

The information is provided for training purposes only and is not intended nor should it be used as legal counsel. This program may not be used or reformulated 
for any commercial purposes.

Presenter
Presentation Notes
Welcome to this presentation on basic accounting for estates and trusts.  The time which we spend in this breakout session is designed to look at only the basic accounting procedures and documentation which is needed to account for estates and trusts.  We are not going to get into the aspects of completing any tax returns, just the accounting side of the work.As you might appreciate, with only one hour, we will not have time to cover much more than just the basic information.   Plus, this presentation is really geared for newer personnel.  Some of you have been working in PGTS for a long while and could probably teach this session yourself.  I welcome any comments which you might like to add to our discussion.As usual, I include my disclaimer that anything I say is not intended to be taken as legal counsel.



Estates Trusts

Presenter
Presentation Notes
We will cover estate accounting first, then move into accounting for trusts.
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Presenter
Presentation Notes
For estate accounting, we will first define the top 10 duties of an executor, then we will describe the 4 steps of the probate process, then we will move into the 3 basic activities of probate accounting.



Define the 
top 10 

duties of 
an 

executor

Presenter
Presentation Notes
So first, let’s look at the top 10 duties of an executor.



Summary of an Executor

Broadly speaking, you will be 
distributing the deceased 
person’s property and arranging 
for payment of estate debts and 
expenses. 

Presenter
Presentation Notes
Even though it might be considered an honor to be chosen as an executor, there is also an obligation.  As employees of the entity who most likely helped with developing the will, we can really do without the honor.  There is often more negatives than positives for a non-family member to serve as an executor.  Therefore, best practices would be for the organization to decline to serve.  However, circumstances may dictate that you have no choice but to serve.An executor is legally responsible for sorting out the finances of the person who died, generally making sure debts and taxes are paid and what remains is properly distributed to the heirs.So, if you do serve as executor, it is mandatory that you have a complete and accurate accounting for all that transpires with the estate.



Top 10 Duties of an Executor

1.Get a copy of the will and file it with 
the local probate court

2.Notify banks, credit card companies, 
and government agencies of the 
decedent’s death

3.Decide what kind of probate is 

Presenter
Presentation Notes
1.The executor is in charge of locating, reading and understanding the will---sometimes, even if probate isn’t necessary.  Hopefully, your organization is custodian of the document if you are executor.2.The Social Security Administration and other retirement accounts, along with the decedent’s bank and credit card companies, are just some examples of who should be notified of the death.Any entity who is making payments to the decedent needs to be notified.  You don’t want to spend a lot of time returning monies which don’t belong to the decedent.3.Because inheritance laws may facilitate the passing of certain properties without probate (such as property held jointly by a husband and wife, or PODs), probate isn’t always necessary.  Additionally, the value of the estate may allow it to pass through an expedited process.  If probate is required, you need to file a petition with the court to be appointed as executor.  You will likely need an attorney’s assistance to accomplish this.



Top 10 Duties of an Executor

4.Represent the estate in court

5.Set up a bank account for incoming 
funds and pay any ongoing bills

6.File an inventory of the estate’s assets 
with the court

Presenter
Presentation Notes
4.An executor may be required to appear in court on behalf of the estate.5.All bank accounts of the decedent should be closed, and the funds deposited into an estate account, which you set up.  If the decedent is owed money such as incoming paychecks, this account can hold them.  As the decedents financial information is being reviewed, an executor should be on the lookout for mortgages, utilities, credit cards, and similar bills that still need to be paid throughout the probate process.6.In many states, the court requires the executor to submit a detailed inventory of the assets in the probate estate.



Top 10 Duties of an Executor

7.Maintain the property until it can be 
distributed or sold

8.Pay the estate’s debts and taxes

9.Distribute assets

10.Dispose of other property

Presenter
Presentation Notes
7.This includes keeping up a house until it is distributed to heirs or sold---even deciding whether the property needs to be sold at all.  Also, an executor must be sure to find all personal property in the estate and protect it until distribution.  If the decedent had a safety deposit box, the executor should locate it and keep it safe.8.State law dictates the procedure for notifying creditors, and the estate must also file income tax returns from the first of the current year until the date of the decedent’s death.  If the estate is large enough, there may be state and/or federal estate taxes to pay as well.9.Distribution occurs according to the wishes expressed in the will.  If there is no will, state intestacy laws apply.10.If there is any property left after paying off the estate’s debts and distribution to heirs, the executor is responsible for disposing of it.



Describe 
the 4 steps 

of the 
probate 
process

Presenter
Presentation Notes
What can we expect to happen in the probate process?  We can break it down into four categories.
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Presenter
Presentation Notes
FilingOnce a will has been located, the first step in the probate process is filing a petition with the probate court requesting that the will be probated.  The probate petition asks that the executor formally be appointed to act on behalf of the estate.All heirs and beneficiaries must receive notice that the petition has been filed.  This allows them to object to the petition and challenge the will.In some states, a notice of the petition must also be published in the newspaper of record so that potential creditors can receive notice.If there is no will, a petition is filed seeking administration of the estate.Notice of administration must be given to all legal heirs.The person filing the petition requests that the court appoint them as the estate’s personal representative, a role similar to that of executor.Inventory of Assets and DebtsOnce the court has appointed the executor or personal representative, they must identify and disclose all of the estate’s assets to the court, and provide a valuation.  Assets include real estate, vehicles, investments, bank accounts, cash, personal property, intellectual property, and pets.  This step is where it gets tricky.  The assets are valued at FMV, and it may be difficult to determine what FMV is for some of the assets.  Also, this is where the accounting process in the general ledger begins.The executor takes legal control of these assets.On the other hand, assets owned by a trust, such as a living trust, are not probate assets and are not distributed by the probate court.  Therefore, you have to search out all trust documents and asset titles, if there are any.The executor or personal representative must inform all known creditors of the estate proceeding.  Creditors have a specific time frame in which they must file their claims against the estate.All known debts must be identified and disclosed to the court.Payment of DebtsThe executor or personal representative must pay all of the estate’s debts from the estate’s assets.In addition to pre-existing debts such as loans, mortgages, utility bills, and credit cards, a final tax return must be filed for the estate, and any taxes due must be paidFuneral expenses must also be paid.If there is not enough cash on hand to pay all creditors, the executor or personal representative can sell the estate’s assets to obtain the funds needed to pay off the debts.Distribution of AssetsOnce all of the creditors have been paid, the executor or personal representative distributes the remaining assets according to the testator’s wishes if there is a will, or according to the state intestacy statutes if there is no will.This may require formal ownership transfers via deeds or titles for things like real property and vehicles.If the will requires establishing a trust, the executor must set one up according to the instructions included in the will.  It may be for minor children, or the care of a relative.A final accounting of the estate must be provided to the court detailing all of the assets and debts and how the property was distributed.The entire probate process can take a few months to a year or longer, depending on the estate’s complexity and the court’s calendar.  Successfully wrapping up an estate through probate requires attention to detail and methodical approach to the steps involved.  So, you can see why it is advisable to decline serving as an executor if possible.



Review 3 
basics of 
probate 

accountin
g

Presenter
Presentation Notes
Let’s move into a little more detail relating specifically to the accounting functions for the estate.If you are the executor or personal representative of a probate estate, one of the most important part of the duties is to provide a probate accounting to the court.The exact procedure, and the specific forms used, will vary from state to state.If all of the beneficiaries sign a form called a waiver of accounting, probate often may be concluded without an accounting to the court.  And, if you are the only beneficiary of the estate, an accounting may not be required.  Some states have procedures specific to small estates, typically those with no real estate and a certain maximum estate value, where no accounting is required.
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Presenter
Presentation Notes
Basically, a probate accounting is a financial record of a probate estate, which has three phases.Taking an inventoryOne of the first steps is to take an inventory of the estate assets, and prepare and file an inventory form with the court.  This lists all the property that is in the estate and establishes the starting value of the estate.Recording receipts and disbursementsAs the estate process progresses, you will need to keep records reflecting all income received and expenses paid, and all assets sold or acquired, from the date of the beginning inventory.Submitting a final accountingAfter all debts have been paid, any property that needs to be sold has been sold, and anything remaining is distributed to the beneficiaries as required by law or the terms of the will, you will prepare and submit a final accounting to the court.The probate final accounting will show the beginning inventory, all additions and subtractions, and the ending inventory distributed to the beneficiaries.Let’s take a little closer look a each of these phases.
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value
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Presenter
Presentation Notes
The inventory form for your state will indicate what information needs to be included.  A fair market value at the time of death needs to be determined for each asset.The value of some items can be determined by financial statements, such as for bank accounts, stocks, and other securities.  For other items, such as real estate, jewelry, or collectibles, it may be necessary to get an appraisal.If there is money owed to the decedent that hasn’t yet been received, that also will be listed on the inventory.



• Assets acquired and 
sold

• Income and expenses

Keeping 
records

Presenter
Presentation Notes
This is the phase where the financial accounting records begin.  Software like TotalTrust or Onesource Fiduciary Accounting or a similar software can be used, but you can also use AASI.  Fund 83 (Matured Estate) can be used to account for the needed activity for each estate.  Since AASI is not designed specifically for tracking estates, you kind of have to manipulate the accounts to produce a needed statement for the courts or beneficiaries, but it can be used.  The advantage for using AASI is that it is free.



RECEIPT SOURCES

Income tax refunds
Interest on bank accounts
Business or rental property income
Lawsuits
Increase (Decrease) in market value 

of stocks and bonds
Sale of assets

Presenter
Presentation Notes
During the course of estate management, funds may come in, such as from income tax refunds, interest on bank accounts, or income from any business or rental properties the decedent owned.  Sometimes these will be from a lawsuit by the estate to collect money owed, or for physical or economic injury to the decedent.  Some assets, such as stocks and bonds, may increase or decrease in value.  Proceeds from the sale of assets will also provide funds to the estate.



DISBURSEMENTS

Funeral expenses
Medical expenses
Credit card balances
Utilities
Property taxes
Home or car insurance 
Maintenance expenses

Presenter
Presentation Notes
The estate’s debts must be paid.  Typically, the first to be paid are the funeral expenses and any medical bills for the decedent’s final illness.  Things such as credit card debt, mortgage and car payments, utility bills, property taxes, and home insurance and maintenance bills may also require payment.  One of your duties will be to determine which claims are valid, which creditors to pay, when to pay them, and in which order.  It may be necessary to sell assets in order to obtain the funds needed to pay off the debts.



RECORDKEEPING

Open separate checking account
Close existing bank accounts
Record receipts and disbursements
Use adequate descriptions on 

transactions

Presenter
Presentation Notes
To keep adequate records of all this, one of your first steps will be to open a separate checking account for the estate.  Or you may use one exclusive bank account for estates, with a separate bank ledger account for each estate.  That way you know the bank balance for each individual estate, even though there is only one account at the bank.Any existing bank accounts of the decedent can be closed, and the funds deposited into the estate account.  Any funds received should be deposited into this account, and all payments should come out of this account.  You will need to keep a record of receipts and disbursements.  For funds received, this should include the date, amount, and source of the funds.  For disbursements, you should include the date, amount, name of payee, and a description of what the payment was for.



DISTRIBUTION

After all funds have been received 
and all debts have been paid

If no will, all assets convert to cash 
and distribution according to state law

If a will, according to document

Presenter
Presentation Notes
Once all funds due to the estate have been received, and all legitimate debts have been paid, you distribute the remaining assets to the beneficiaries.If there is no will, all assets are typically converted to cash, which is divided among the beneficiaries as required by state law.If there is a will, it may give specific property, or specific sums of cash, to certain beneficiaries.  Once all of the assets have been properly distributed, it’s time to prepare and file the final accounting for the estate.



• Beginning inv and 
income
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Presenter
Presentation Notes
The final accounting is a form filed with the court that summarizes the financial changes since the initial inventory.  It generally is a summary report and it varies by state.



FINAL ACCOUNTING 
FORM

Beginning inventory – basic 
information

Total receipts
Total disbursements
Total distributions

Presenter
Presentation Notes
The final accounting will list the basic information that was in the inventory, and will set forth the total amount of funds received and total disbursements, including the total distributions to the beneficiaries.  It will also list the sale of any assets that were listed in the inventory.  If any property was sold for less than the appraised value, it may be necessary to explain the difference.Accurate records in your accounting system will be a great aid in preparing this form.A beneficiary may file an objection to the final accounting if he or she believes it to be inaccurate, or that any transaction was improper.  Also, if you fail to file the final accounting in a timely manner, a beneficiary can file a petition or complaint for an accounting of the detailed records.Complete and accurate probate accounting is essential for avoiding challenges by beneficiaries, and for obtaining a final discharge of your responsibility as the estate’s personal representative.



Presenter
Presentation Notes
Now that we know what type of information we need to track for the final accounting to the court in your state, we can determine how our accounting system needs to be set up to provide that information.There are many of our organizations who use an off-the-shelf software to accumulate this information.  The cost of those programs can be from $2,000 - $4,000 per month.  I have found only a few entities which use the AASI software for this purpose.  Generally, the financial information from estate accounting does not need to be combined with the financial statements of the other funds of the Conference (Operating Fund, Plant Funds, Endowment Fund).  Typically, a Conference will record their beneficiary portion of the estate only once they receive the distribution.  However, if a matured estate has not been distributed by your year-end, and you are the executor/personal representative of the estate, you might include a receivable from the estate and your portion of the distribution as income at year end in your organization’s financial statement, if it can reasonably be estimated.I believe that AASI can do that for you.



How can I best 
use AASI for 

estate 
accounting?

Presenter
Presentation Notes
As with any software, there might be several ways in which you can accomplish the same ending result.  I will suggest one way, but there may be other, maybe even better ways.



Available Funds in 
AASI

81 Irrevocable Trusts
82 Unitrusts
83 Matured Estates
84 Life Income Irrevocable 
Trusts
88 Revocable Trusts

Presenter
Presentation Notes
These are the available choices for Funds in AASI.  For matured estates, we would choose Fund 83 – Matured Estates.



Available Functions in 
AASI

97 IRREVOCABLE TRUSTS
9702 Charitable Remainder Irrevocable 

Trusts
975 ESTATES

9752 Estates
975xxxxxxxxxxxxxxxxx   Jon Doe Estate

98 REVOCABLE TRUSTS
9802 Charitable Remainder Revocable 

Presenter
Presentation Notes
Then we need to create a function for each estate.The 975 category is used for estates.  Since we want a separate function for each estate, we should create a unique number for each one.  So, you add any unique number to 975 up to 20 total digits.  If you have a numbering system for your estate or will filing system, you can use that same number.  You can use consecutive numbers, or whatever.



Available Asset Accounts in 
AASISince this fund will not be combined with the other Funds of the 
Conference, use asset, liability, income and expense accounts which best 
describe the activity you want to record.

Examples are:
102100 – Checking Account (Bank sub-account)
104100 – CD Short (Bank sub-account)
105100 – Money Market Accounts (Bank sub-account)
114100 – Mutual Funds (Bank sub-account)
117100 - Stock
118100 – Revolving Fund
201100 – Land (Property sub-account)
204100 – Residences (Property sub-account)
205100 – Furnishings and Equpiment
206100 - Vehicles

Presenter
Presentation Notes
Since none of the accounts in Fund 83 will be combined with your other funds in your financial statements, you can pretty-much use any asset, liability, income or expense account from the Global Chart of Accounts which best describes the activity you want to track and report on in the final accounting report for the estate.You can get as detailed as you want.  If you feel it is easier, you could keep some of the asset inventory detail off-balance sheet, in Excel, rather than using sub-accounts.



Available Liability Accounts in 
AASIUse liability accounts which best describe the activity you want to record.

Examples are:
331100 – A/P Creditors and Vendors
358120 – Other Notes and Loans Payable (Property sub-account)

502630 – Allocated Matured Estate

Presenter
Presentation Notes
Here are some examples of liability accounts you might use.I don’t think I would set up any sub-accounts for creditors.  Just make sure the description contains the information you need for your final accounting to the court.



Available Income Accounts in 
AASIUse income accounts which best describe the activity you want to record.

Examples are:
711400 - Interest Income
711600 - Dividend Income
712100 - Realized Gain on Sale of Investments
714200 - Rent Income (Property sub-account)
722100 - Matured Wills
736100 - Additions to Split Interest Agreements
761100 – Insurance Proceeds
762100 – Proceeds from Sale of Assets
782100 – Gain on Sale of Other Assets

Presenter
Presentation Notes
Most of these income accounts have a corresponding income account which will take sub-accounts.  But if you make your description descriptive, you would not really need to create a bunch of sub-accounts which will have limited use.



Available Expense Accounts in 
AASIUse expense accounts which best describe the activity you want to 
record.

Examples are:
875100 – Legal Expense
887100 – Telephone Expense
891200 – General Expense (Project sub-account)
902330 – Maintenance Expense
904100 – Property Insurance
907100 – Utilities
912100 – Realized Loss on Sale of Investments
937100 – Payments to Residual Beneficiaries
982100 – Loss on Sale of Other Assets

Presenter
Presentation Notes
Just like the income accounts, there are a lot of expense accounts which already have descriptive names that you can use.If there are expense accounts unique to estates, such as funeral expenses, that would be used quite often, it would be wise to create a sub-account under General Expense to use.



Entry to record acceptance of the estate

83-9751100-102100-250 Checking Accounts – First City 
Bank
83-9751100-118100-100 Revolving Fund
83-9751100-204100-800 Residences
83-9751100-205100-0 Furniture and Equipment
83-9751100-206100-0 Vehicles
83-9751100-722100 Matured Wills Income

Examples of Entries

Presenter
Presentation Notes
Let’s look at some actual entries which might be made for estates in the AASI accounting system.This entry is an example of how you might record the acceptance of an estate.a)  We are using Fund 83 – Matured Estatesb)  Notice that instead of using 0000 as the function number for the assets, we are using function number 1100, preceded with the parent number, 975, used in AASI for Estates.  I’ll show you why we use the function number rather than 0000 in a few minutes.c)  Sub-account 250 has been assigned to First City Bank.  You might use the 0 sub-account if you did not want to create a lot of bank sub-accounts in your system.  When you use the 0 as a sub-account, and you have more than one asset in that account, you should keep an off-GL list of the assets which make up that balance.



Entry to close estate bank accounts and move cash to your 
common bank account

83-9751100-102100-100 Checking Accounts – Chase 
Bank
83-9751100-102100-250 Checking Accounts – First 
City Bank
83-9751100-118100-100 Revolving Fund

Examples of Entries

Presenter
Presentation Notes
One of the first things you may want to do is to close the bank accounts from the testator and move the money to a bank account controlled by the organization.  Many organizations use a common bank account for all estates, but they identify each estate’s portion individually.  You can do this by assigning the function number to the checking G/L account instead of “0000”.



Entry to record the sale of the car

83-9751100-102100-100 Checking Accounts – Chase 
Bank
83-0E-9751100-982100 Realized Loss on Sale of Other 
Assets
83-9751100-206100-0 Vehicles

Examples of Entries

Presenter
Presentation Notes
You have now sold the car owned by the testator.  If you sold it for less than you originally estimated it’s FMV, then you would have a loss.  If you sold it for more, you obviously would have a gain on the sale.



Entry to record proceeds from a life insurance policy owned by the 
testator

83-9751100-102100-100 Checking Accounts – Chase 
Bank
83-2-9751100-761100 Insurance Proceeds

Examples of Entries

Presenter
Presentation Notes
This same type of entry would be made for any type of income the estate received, whether it be insurance proceeds, interest income, or death benefits.



Entry to record the payment of utilities incurred by the estate 
before the house was either sold or distributed

83-0E-9751100-907100 Utilities
83-9751100-102100-100 Checking Accounts –
Chase Bank

Examples of Entries

Presenter
Presentation Notes
All expenses or claims by creditors will need to be paid and recorded by the executor from estate cash.  If there is not enough cash on hand, you may need to sell some of the assets to obtain enough cash to pay all claims.  You use any existing expense account in the chart of accounts or create your own using sub-accounts with the General Expense account.



Entry to record the final distribution of cash and property to the 
beneficiaries when closing the estate

83-0E-9751100-937100 Payments to Residual 
Beneficiaries
83-9751100-102100-100 Checking Accounts –
Chase Bank

83-0E-9751100-937100 Payments to Residual 
Beneficiaries
83-9751100-204100-800 Residences
83-9751100-205100-0 Furniture and Equipment

Examples of Entries

Presenter
Presentation Notes
Once all of your estate work is done, a final distribution will be made to the beneficiaries.  Once the entries are made, all assets and liabilities will be zero, and the balance in the function will net out to zero.



 Reports of self-balancing set of accounts for the 
estate

 Reports of receipts and disbursements
 Records for making final distributions
 Records for final accounting to the court

Reporting of Activity

Reporting of Activity

Presenter
Presentation Notes
To make sure you have all of the information you need to complete your work as the representative of a matured estate, you need this information as a minimum.  Using AASI with the examples just given, you can print out reports giving you the appropriate information.



Self-Balancing Set of Accounts

Presenter
Presentation Notes
By running a trial balance of the function, you can see all of the accounts associated with this estate.Notice that the assets were configured to be allowed to be used in this function.  This is done in the chart of accounts set up for each asset account.  You will need to add the function number to the “0000” designation to allow each account to be used in the function.Naturally, all income and expense accounts will show up in this trial balance also.



Statement of Financial Activity

Presenter
Presentation Notes
If you run a Statement of Financial Activity of the function, you will be able to see all of the income and expense, along with the net increase or decrease associated with this estate for the year.The ending Net Asset balance is really the liability the estate has to the beneficiaries of the estate.  Once again, it will not matter that it is shown as net assets rather than as a liability, because this fund is not combined with any of the other funds of your entity.  It is only used to accumulate the information needed to make the reports to the court and/or beneficiaries.If the estate is still active over a year-end, the activity will close into the net asset balance like normal, and you will have a beginning net asset balance, with the income and expense accounts starting over.



Checking Account 
Reconciliation

Presenter
Presentation Notes
When it is time to do a reconciliation of the shared bank account, all you need to do is run a trial balance of the account, filtered for that sub-account, and you will get the total G/L balance no matter how many funds or functions it is used for.  A G/L report can also be run the same way to identify the specific transactions you have recorded in the G/L.



Final Activity Report

Presenter
Presentation Notes
Once you have closed the estate and made all distributions, you can run another activity report and see that the function has been total closed out to zero.



ESTATE TAX RETURNS

This is covered in another seminar
Is generally due 9 months after death
Is required if value of estate exceeds 

$12,920,000 for 2023, or $600 of gross 
income during the estate 
administration

Presenter
Presentation Notes
We are not going to get into the filing of tax returns in this seminar as it is being covered in another session.These are the parameters of the requirements for filing.



ESTATE TAX RETURNS

Form 1041-US Income Tax Return for Estates 
and Trusts

Schedule K-1-Beneficiary’s Share of Income, 
Deductions, Credits, etc.

Form 706-US Estate Tax Return
Form 8971-Information Regarding Beneficiaries 

Acquiring Property From A Decendent
Form 709-US Gift Tax Return
Form 4768-Application for Extension of Time to 

File A Return and/or Pay US Estate Taxes

Presenter
Presentation Notes
These are the most common forms used for filing the tax returns for an estate.



Provide 
Resource

s

Presenter
Presentation Notes
Let me show you some of the resources available to you for estate management and accounting.



Resources for Estates

Planned Giving & Trust Services 
Manual

The Executors’s Guide - Mary 
Randolph-9th Edition

IRS.gov – Publ 559 and other Forms 
with instructions

Presenter
Presentation Notes
Planned Giving & Trust Services Manual – Last updated in 2011, I think.   It is in the process of being updated now.The Executor’s Guide is now in it’s 9th edition and is a very good resource for both estates and trusts.IRS.gov has all the forms and instructions on their website.



Estates Trusts

Presenter
Presentation Notes
Now, let’s talk about accounting for trusts.



Describe 
the 4 
main 

types of 
trusts

Define the 
top 7 

duties of a 
trustee

Review 
the basics 

of trust 
accountin

g

Provide 
Resources

Presenter
Presentation Notes
For trust accounting, we will first describe the 4 main types of trusts, then we will define top 7 duties of a trustee/fiduciary, then we will review some basics of trust accounting.



Describe 
the 4 
main 

types of 
trusts

Presenter
Presentation Notes
For us to understand what accounting records we need to maintain, we need understand the broad categories of trusts.We will not get into the specifics of the various types of trusts.  There are so many.  We will just focus on the broad categories and how they fit into our duties as record-keepers.



Living Trust

 A living trust (inter vivos trust) is one 
created by the grantor during their 
lifetime.

 Could be either revocable or irrevocable.
 Revocable trusts become irrevocable at 

grantors death.

Presenter
Presentation Notes
Simply put, a living trust is created by a grantor during their lifetime.It may be revocable or irrevocable depending what the terms are.



Testamentary Trust

 A testamentary trust is one which is 
created by the grantor’s will.

 Is irrevocable because of the grantor’s 
death.

 Examples are a Special Needs Trust or 
Dependent Care Trust.

Presenter
Presentation Notes
On the flip side, a testamentary trust is one which is created by the grantor’s last will and testament.Because the grantor is no longer living to change the terms, it is irrevocable.



Revocable Trusts

 The grantor names a trustee for the trust, 
and that trustee has the power to change 
or revoke the trust at any time until the 
death of the grantor.

 Generally the grantor will name themself 
as the trustee.

Presenter
Presentation Notes
A revocable trust offers flexibility since the transfer of assets and the guidelines the grantor/grantors has specified for the handling of those assets doesn’t become permanent until all grantors have passed away.  With a revocable trust, a grantor has the option to name themselves the trustee or co-trustee and choose someone to act as successor trustee when they die or are otherwise unable to manage the trust.



Irrevocable Trust

 No changes or modifications can be made 
to an irrevocable trust.

 Assets transferred to the trust cannot be 
undone.

 Trust assets may be protected from claims 
of creditors, beneficiaries, or even 

d d

Presenter
Presentation Notes
The grantor gives ownership and control of the trust assets to others (Trustees) and no longer own or control the property, thus making the grantor unable to enact changes.



Define 
the top 7 
duties of 
a trustee

Presenter
Presentation Notes
For trust accounting, we will first describe the 4 main types of trusts, then we will define top 7 duties of a trustee/fiduciary, then we will



Summary of a Trustee

Being a trustee means you are a “fiduciary.”  
A fiduciary is a person to whom property or 
power is entrusted for the benefit of another.  
Being a trustee of someone else’s trust gives 
you the legal authority to manage and 
control the assets held in trust;  however, you 
are obligated to do this in a manner that is in 
the best interests of the beneficiaries.

Presenter
Presentation Notes
Being a trustee is as great, if not greater, responsibility as that of an executor of an estate.  It certainly has more liability associated with it.  Because of the amount and longevity of serving as trustee, there are not many trust documents being written these days where the PGTS department is named as the trustee.  But there are still many documents in our system which name the church as the trustee or successor trustee.So, if you do serve as trustee, it is mandatory that you have a complete and accurate accounting for all that transpires with the trust.



Top 7 Duties of a Trustee

1.Duty of Loyalty

2.Duty of Impartiality

3.Duty to Avoid Conflicts of Interest

Presenter
Presentation Notes
1.A trustee must act in the best interests of the trust’s beneficiaries.  In a revocable trust, the trust creator is also the trust beneficiary as well as the initial trustee.  However, if the grantor becomes incapacitated – the named successor trustee takes over the trust, and owes a duty of loyalty primarily to the grantor, and secondarily – to the residual beneficiaries of the trust.  When the grantor dies, the Trustee’s duties are entirely to the residual beneficiaries.2.Trustee must remain impartial when it comes to dealing with beneficiaries.  If a trustee treats one beneficiary differently from another, or gives “preferential treatment” to one beneficiary over another – they are in breach of this duty.  This could be especially challenging if the trustee is also one of the named beneficiaries.3.Trustees are obligated to avoid conflicts of interest that could interfere with their management or administration of a trust.  Personal or professional matters that affect the trustee, such as an investment opportunity or strife with a beneficiary, should not affect the decisions the trustee makes.  Most importantly, trustees may not benefit themselves as a result of having the “position of power’ that they occupy.



Top 7 Duties of a Trustee

4.Duty of Disclosure of Information

5.Duty Not to Delegate

Presenter
Presentation Notes
4.It is the law that Trustees should keep beneficiaries reasonably informed of the status of the trust administration, the assets, income and expenses of the trust, and all important decisions pertaining to the trust management and distribution.  This is one of the most inadvertently “violated” duties by trustees who are not represented by an attorney.  It is also the main reason why a trust beneficiary ends up hiring an attorney – because a trustee fails to provide requested information or the trust document itself.  Most states mandate that trustees have to provide requested information within a certain number of days upon receipt of a written request for information from a beneficiary.  It is understandable why you need to keep careful, complete and accurate records for each trust.  This accounting is done at least annually, at the termination of the trust, and upon a change in trustee.If a trust is revocable by the settlor (the person who established and funded the trust), the only person to whom the trustee is accountable is the settlor.  However, if the settlor’s competence is in doubt, it may be prudent for the trustee to voluntarily account to the eventual remainder beneficiaries, unless the settlor objects.5.A trustee is someone specifically selected to manage trust property.  While trustees are fully permitted to hire financial advisors, attorneys, bookeepers, CPAs, realtors, etc., professionals to assist them with their duties, trustees may not delegate their responsibilities or authority to any other person.



Top 7 Duties of a Trustee

6.Duty to Enforce or Defend Claims

7.Duty to Keep Trust Assets Separate 
From Trustee’s Own Property

Presenter
Presentation Notes
6.Managing trust property also means defending it against claims that could generate loss and enforcing claims that could add or recover property that should go in the Trust.  Because enforcing and defending claims can be costly, trustees aren’t responsible for enforcing or defending every claim. They must instead gauge the cost-effectiveness of doing so.  All actions taken on behalf of the trust are an “expense” of the trust.7.Trustees may be dealing with many different types of assets, but at no point should the trustee commingle trust property with the trustee’s own property (for example, deposit sums drawn from trust accounts into the organizations own account.)  Commingling is not only improper, but it can also put the trust property at risk from the trustee’s own creditors.  Commingling trust property with that of the trustee is a serious breach of this duty that can quickly land the trustee in hot water, including: being removed, being fined by a court, stripped of trustee fees.



Review 
the basics 

of trust 
accountin

g

Presenter
Presentation Notes
Now, lets move on to the basics of trust accounting.



If you are not the trustee, then no accounting is necessary.  You 
should, however, maintain a list of trusts and the assets of each 
trust, if known.  

Providing an annual Trust Summary for the Revocable Trusts to the 
settlor will help to keep the asset list up-do-date and keeps you in 
contact with the trustor.

In AASI, Fund 88 is designated for Revocable Trusts.
If you are the trustee, the accounting would be the same as what 

we already discussed for estates.
Financial activity is not included in the organization’s financial 

statements.
T  t   t i d i  th  t  till b l  t  th  

Presenter
Presentation Notes
Most of us develop self-managed trusts and are, at best, only the successor trustee.  As long as the trust is revocable and we are not the trustee, there is not much record-keeping needed.It is always important to keep in touch with the trustor, and a good way to do that is to provide an annual Trust Summary, listing the assets which the trust holds, and asking the trustor if there has been any changes.AASI provides Fund 88 to keep track of revocable trusts, whether you are trustee or not.  If you are not the trustee, then the assets could all be valued at $1.00 if you track them in Fund 88.  $1.00 is needed so that the assets will show up.  If you are the trustee, then the same accounting procedures we already talked about dealing with estates, would apply to those trusts.  In either case, the financial activity for revocable trusts is not included in the organization’s financial statements.All of assets of revocable trusts still belong to the trustor and any income or financial activity generated by them is reported on the personal tax return of the trustor.  If you are the trustee of the revocable trust, you may need to give the grantor an accounting of this financial activity, but the trust itself is not required to file a tax return.



Unitrusts, CRTs, CLTs, ILITs, IFTs are all examples of irrevocable 
trusts.

Once a revocable trust matures, then it becomes irrevocable.
If you are not the successor trustee, your only duty is to get the 

trust documents to the appropriate trustee, and you can close out 
the file.

If you are the successor trustee, formal accounting for the 
organization’s financial statement and tax returns begins.

Presenter
Presentation Notes
There are several types of irrevocable trusts.  Unitrusts, Charitable Remainder Trusts, Charitable Lead Trusts, Irrevocable Life Insurance Trusts, Irrevocable Funeral Trusts, are just a few examples.  They all have their unique provisions regarding the calculations for the charitable portions and how much is distributed, but the accounting for them is roughly the same.Naturally, once a revocable trust matures, at that point it becomes irrevocable, because it can no longer be changed by the grantor/trustor.If you are not the trustee (or successor trustee; in the case of a revocable trust), you need to get the original trust document to the appropriate trustee.  Once you do that, you can close out the trust file.For an irrevocable trust, once you become the trustee, you must begin keeping formal accounting records for inclusion in the organization’s financial statements, and you must begin preparing tax returns.



In AASI, Fund 81 is designated for Irrevocable Trusts.
If you are the trustee, the accounting would be the same as what 

we already discussed for estates, except, in AASI, you need to use 
accounts in the “72’, “73”, and “93” range of accounts.

Providing an annual Trust Summary for the Irrevocable Trusts to 
the settlor will help to keep you in contact with the trustor.

Trust assets should be properly titled in the name of the trust and 
held under the trust’s tax ID number.

Presenter
Presentation Notes
The creators of AASI have provided Fund 81 to account for Irrevocable Trusts.  For the most part, you only include the net change for the year for the trusts, in the organization’s financial statement.Income accounts for irrevocable trusts are generally in the “72” and “73” range of accounts in the Global Chart of Accounts.  And the expense accounts are in the “93” range of accounts.  There are limited accounts in these ranges, so you might have to do an analysis of a general ledger account as you prepare the tax return, instead of using a separate G/L account in another section of the chart of accounts, like you would for an estate or revocable trust fund.  The reason is that the activity for irrevocable trusts are combined with the organization’s financial statements, while the financial activity of an estate or revocable fund is not combined.  The accounts in the “72”, “73”, and “93” ranges are coded to automatically flow to specific line items in the AASI financial statements.  If you use accounts outside of those ranges, they will not be reflected properly for trust fund activity.Naturally, most states require an annual Trust Summary to be provided to the trustor of the irrevocable trust.  You want to stay in contact with that donor to enhance you relationship with them.  You never know, but a good relationship with your donors may lead to additional donations from them.A final caution.  Assets in true irrevocable trusts need to be titled appropriately and held under the tax ID for the trust.  If they are not, it may be hard for the trustee to dispose of the assets when it is needed.  A trustee should never comingle their personal or organizational funds with trust funds, nor should the trustee ever take title to trust assets in the trustee’s name alone, without mention of the trust.



TRUST TAX RETURNS

 This is covered in another seminar
 Is generally due on the 15th day of 

the 4th month after the close of the 
tax year

 Is required if income is greater than 
$100 for a complex trust or $300 for 
a simple trust

Presenter
Presentation Notes
We are not going to get into the filing of tax returns in this seminar as it is being covered in another session.These are the parameters of the requirements for filing.A simple trust is a trust that a) requires all trust income to be distributed at least annually, b) has no charitable beneficiaries, and c) makes no distributions of trust principal.If the trust does not meet the above definition of simple trust, it is usually either a complex trust or a grantor trust.A grantor trust is a trust where the grantor is treated as the owner for income tax purposes only, by retaining certain powers over the trust assets as described in the trust agreement. Grantor trusts can either be revocable or irrevocable. Because of these grantor-retained powers, the grantor trust is ignored for income tax purposes.



TRUST TAX RETURNS

Form 1041-US Income Tax Return for Estates 
and Trusts

Schedule K-1-Beneficiary’s Share of Income, 
Deductions, Credits, etc.

Form 5227-Split-interest Trust Information 
Return

Form 8868-Application for Automatic Extension 
of Time to File an Exempt Organization Return

Form 56, Notice Concerning Fiduciary 
Relationship

Presenter
Presentation Notes
These are the most common forms used for filing the tax returns for a trust.



Provide 
Resource

s

Presenter
Presentation Notes
For trust accounting, we will first describe the 4 main types of trusts, then we will define top 7 duties of a trustee/fiduciary, then we will review some basics of trust accounting.



Resources for Trusts

Planned Giving & Trust Services 
Manual

The Trustee’s Legal Companion- Liza 
Hanks and Carol Zolla-7th Edition

Estate and Trust Administration For 
Dummies-Margaret Munro and 
Kathryn Murphy-2nd Edition

Presenter
Presentation Notes
Planned Giving & Trust Services Manual – Last updated in 2011, I think.   It is in the process of being updated now.The Legal Companion is now in it’s 7th edition and is a very good resource for and trusts.IRS.gov has all the forms and instructions on their website.







NAD WORKING POLICY BA 70 10.6

6. Plan n ed  Givin g & Tr u st Ser vices Pr ogr am s 

Tr u sts, w ills, ch a r itab le gift an n u ities, an d  oth er  

esta te p lan n in g docu m en ts sh a ll be r eta in ed  

per m an en tly in  th eir  or igin a l for m . Oth er  

docu m en ts in clu d in g in for m a tion  w or ksh eets, 

accou n tin g r epor ts, tax r etu r n s, cor r espon den ce, 

em a il m essages an d  oth er  r ou tin e m a ter ia ls m ay 

be r eta in ed  in  a  secu r e an d  accessib le electr on ic 

for m . Th ese gu idelin es sh a ll be r eview ed 

per iod ica lly, e.g., ever y th r ee to five yea r s.
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Presentation Notes
We are not going to get into the filing of tax returns in this seminar as it is being covered in another session.These are the parameters of the requirements for filing.A simple trust is a trust that a) requires all trust income to be distributed at least annually, b) has no charitable beneficiaries, and c) makes no distributions of trust principal.If the trust does not meet the above definition of simple trust, it is usually either a complex trust or a grantor trust.A grantor trust is a trust where the grantor is treated as the owner for income tax purposes only, by retaining certain powers over the trust assets as described in the trust agreement. Grantor trusts can either be revocable or irrevocable. Because of these grantor-retained powers, the grantor trust is ignored for income tax purposes.



NAD WORKING POLICY BA 70 10.6

Lega l docu m en ts a r e n ow  th e on ly docu m en ts th a t a r e 

r equ ir ed  to be kept in  th eir  or igin a l for m  for ever . Som e 

exam ples given  in  th e policy of docu m en ts th a t m u st be 

per m an en tly r eta in ed  in  th eir  or igin a l for m  a r e tr u sts, w ills, 

ch a r itab le gift an n u ities, an d  oth er  esta te p lan n in g docu m en ts.

In for m a tion a l docu m en ts m ay be kept in  electr on ic for m . With  

d ir ection  fr om  you r  in for m a tion  tech n ology (IT) depa r tm en t 

an d  you r  loca l lega l cou n sel, you r  or gan iza tion  m ay for m u la te 

a  secu r e r ecor d  r eten tion  policy th a t w ill com ply w ith  th e 

w or kin g policy, da ta  secu r ity, an d  loca l sta tu tes. A sch edu le for  

docu m en t destr u ction  of th e or igin a l in for m a tion a l docu m en ts 

a fter  scan n in g th em  sh ou ld  be in clu ded  a s pa r t of th is 

r eten tion  policy.

Presenter
Presentation Notes
We are not going to get into the filing of tax returns in this seminar as it is being covered in another session.These are the parameters of the requirements for filing.A simple trust is a trust that a) requires all trust income to be distributed at least annually, b) has no charitable beneficiaries, and c) makes no distributions of trust principal.If the trust does not meet the above definition of simple trust, it is usually either a complex trust or a grantor trust.A grantor trust is a trust where the grantor is treated as the owner for income tax purposes only, by retaining certain powers over the trust assets as described in the trust agreement. Grantor trusts can either be revocable or irrevocable. Because of these grantor-retained powers, the grantor trust is ignored for income tax purposes.
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