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Chapter 3: Trust Essentials

Please note. Corrections for all of the chapters are available at www.TaxSchool.illinois.edu. For clarification 
about acronyms used throughout this chapter, see the Acronym Glossary at the end of the Index.

For your convenience, in-text website links are also provided as short URLs. Anywhere you see uofi.tax/xxx, 
the link points to the address immediately following in brackets.

About the Author
Tom O’Saben, EA, has been an instructor for the Tax School from 2005–2008 and 2011 to present. He joined the 
Tax School team full-time as Assistant Director, Professional Education and Outreach in 2019. He has presented 
tax-related instruction for various organizations throughout the country since 2003. Tom has been a tax 
practitioner since 1991. Tom earned his bachelor’s degree from Southern Illinois University Edwardsville.

Other chapter contributors and reviewers are listed at the front of this volume.

Trust Basics .............................................................. B90

Trust Terminology..........................................  B91

Federal Employer Identification Number ....  B93

Types of Trusts ......................................................... B94

Grantor (Revocable) Trusts...........................  B94

Nongrantor (Irrevocable) Trusts...................  B99

Simple and Complex Trusts...........................  B99

Defining and Accounting for Trust Income......... B101

Uniform Principal and Income Act.............  B101

Fiduciary Accounting Income .....................  B101

Calculating FAI ............................................  B103

Trust Situs .....................................................  B108

Basis of Trust Property ................................  B108

Determining Taxable Income ....................... B109

Income Tax Issues.......................................... B109

Gross Income and Deductions ...................... B117

Distributions................................................... B122

Filing Requirements ...................................... B125

Taxation of Beneficiaries .......................................B126

Allocation of DNI Among Beneficiaries....... B126

Tier System for DNI Allocation.................... B127

Charitable Contributions.............................. B128

Discretionary Distributions: 65-Day Rule... B128

Specific Gifts and Bequests ...................................B130

Gain and Loss................................................. B130

IRC §645 Election ..................................................B130

http://www.TaxSchool.illinois.edu

	Chapter 3: Trust Essentials
	Trust Basics
	Trust Terminology
	Federal Employer Identification Number

	Types of Trusts
	Grantor (Revocable) Trusts
	Nongrantor (Irrevocable) Trusts
	Simple and Complex Trusts

	Defining and Accounting for Trust Income
	Uniform Principal and Income Act
	Fiduciary Accounting Income
	Calculating FAI
	Trust Situs
	Basis of Trust Property
	Determining Taxable Income
	Income Tax Issues
	Gross Income and Deductions
	Distributions
	Filing Requirements

	Taxation of Beneficiaries
	Allocation of DNI Among Beneficiaries
	Tier System for DNI Allocation
	Charitable Contributions
	Discretionary Distributions: 65-Day Rule

	Specific Gifts and Bequests
	Gain and Loss

	IRC §645 Election




