§665

Pub. L. 105-34, §1089(b)(2), struck out period after ‘‘for
such a use’’.

Subsec. (d)(2)(D). Pub. L. 105-34, §1089(b)(2), added
subpar. (D).

Subsec. (d)(4). Pub. L. 105-34, §1089(b)(4), added par.
4).

Subsec. (g). Pub. L. 105-34, §1530(b), added subsec. (g).

1984—Subsec. (f). Pub. L. 98-369 added subsec. (f).

1976—Subsec. (a). Pub. L. 94-455 struck out ‘“‘or his
delegate’ after ‘‘Secretary’’.

EFFECTIVE DATE OF 2006 AMENDMENT

Pub. L. 109432, div. A, title IV, §424(b), Dec. 20, 2006,
120 Stat. 2974, provided that: ‘“The amendment made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2006.”’

Pub. L. 109-280, title VIII, §868(b), Aug. 17, 2006, 120
Stat. 1025, provided that: ‘“The amendment made by
this section [amending this section] shall take effect on
the date of the enactment of this Act [Aug. 17, 2006].”

EFFECTIVE DATE OF 2001 AMENDMENT

Amendment by Pub. L. 107-16 applicable to years be-
ginning after Dec. 31, 2001, see section 632(a)(4) of Pub.
L. 107-16, set out as a note under section 72 of this title.

EFFECTIVE DATE OF 1998 AMENDMENT

Amendment by Pub. L. 105-206 effective, except as
otherwise provided, as if included in the provisions of
the Taxpayer Relief Act of 1997, Pub. L. 105-34, to which
such amendment relates, see section 6024 of Pub. L.
105-206, set out as a note under section 1 of this title.

EFFECTIVE DATE OF 1997 AMENDMENT

Section 1089(a)(2) of Pub. L. 105-34 provided that:
“The amendment made by paragraph (1) [amending this
section] shall apply to transfers in trust after June 18,
1997.”

Section 1089(b)(6) of Pub. L. 105-34 provided that:

‘““(A) IN GENERAL.—Except as otherwise provided in
this paragraph, the amendments made by this sub-
section [amending this section and section 2055 of this
title] shall apply to transfers in trust after July 28,
1997.

‘“(B) SPECIAL RULE FOR CERTAIN DECEDENTS.—The
amendments made by this subsection shall not apply to
transfers in trust under the terms of a will (or other
testamentary instrument) executed on or before July
28, 1997, if the decedent—

‘(i) dies before January 1, 1999, without having re-
published the will (or amended such instrument) by
codicil or otherwise, or

‘“(ii) was on July 28, 1997, under a mental disability
to change the disposition of his property and did not
regain his competence to dispose of such property be-
fore the date of his death.”

Amendment by section 1530(a), (b), (c)(6) of Pub. L.
105-34 applicable to transfers made by trusts to, or for
the use of, an employee stock ownership plan after
Aug. 5, 1997, see section 15630(d) of Pub. L. 105-34, set out
as a note under section 401 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369, applicable to transfers
after Dec. 31, 1978, see section 1022(e)(2) of Pub. L.
98-369, set out as a note under section 2055 of this title.

EFFECTIVE DATE

Section applicable to transfers in trust made after
July 31, 1969, see section 201(g)(5), set out as an Effec-
tive Date of 1969 Amendment note under section 170 of
this title.

SUBPART D—TREATMENT OF EXCESS
DISTRIBUTIONS BY TRUSTS

Sec.

665. Definitions applicable to subpart D.
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Sec.
666. Accumulation distribution allocated to pre-
ceding years.
667. Treatment of amounts deemed distributed by
trust in preceding years.
668. Interest charge on accumulation distribu-
tions from foreign trusts.
[669. Repealed.]
AMENDMENTS

1976—Pub. L. 94-455, title VII, §701(g)(1), title X,
§1014(c), Oct. 4, 1976, 90 Stat. 1580, 1617, substituted in
item 667 ‘“Treatment of amounts deemed distributed by
trust in preceding years’” for ‘‘Denial of refund to
trusts; authorization of credit to beneficiaries’, in item
668 ‘‘Interest charge on accumulation distributions
from foreign trusts’” for ‘‘Treatment of amounts
deemed distributed in preceding years’’, and struck out
item 669 ‘‘Treatment of capital gain deemed distributed
in preceding years”’.

1969—Pub. L. 91-172, title III, §331(a), Dec. 30, 1969, 83
Stat. 592, struck out ‘5" after ‘‘allocated to” in item
666, inserted ‘‘authorization of credit to beneficiaries”
in item 667, and substituted ‘‘Treatment of capital gain
deemed distributed in preceding years’” for ‘‘Special
rules applicable to certain foreign trusts’ in item 669.

1962—Pub. L. 87-834, §7(i)(1), Oct. 16, 1962, 76 Stat. 988,
added item 669.

§ 665. Definitions applicable to subpart D
(a) Undistributed net income

For purposes of this subpart, the term ‘“‘undis-
tributed net income” for any taxable year
means the amount by which distributable net
income of the trust for such taxable year ex-
ceeds the sum of—

(1) the amounts for such taxable year speci-
fied in paragraphs (1) and (2) of section 661(a),
and

(2) the amount of taxes imposed on the trust
attributable to such distributable net income.

(b) Accumulation distribution

For purposes of this subpart, except as pro-
vided in subsection (c), the term ‘‘accumulation
distribution’ means, for any taxable year of the
trust, the amount by which—

(1) the amounts specified in paragraph (2) of
section 661(a) for such taxable year, exceed

(2) distributable net income for such year re-
duced (but not below zero) by the amounts

specified in paragraph (1) of section 661(a).

For purposes of section 667 (other than sub-
section (c) thereof, relating to multiple trusts),
the amounts specified in paragraph (2) of section
661(a) shall not include amounts properly paid,
credited, or required to be distributed to a bene-
ficiary from a trust (other than a foreign trust)
as income accumulated before the birth of such
beneficiary or before such beneficiary attains
the age of 21. If the amounts properly paid, cred-
ited, or required to be distributed by the trust
for the taxable year do not exceed the income of
the trust for such year, there shall be no accu-
mulation distribution for such year.

(¢) Exception for accumulation distributions
from certain domestic trusts

For purposes of this subpart—
(1) In general

In the case of a qualified trust, any distribu-
tion in any taxable year beginning after the
date of the enactment of this subsection shall
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be computed without regard to any undistrib-
uted net income.

(2) Qualified trust

For purposes of this subsection, the term
“‘qualified trust” means any trust other
than—

(A) a foreign trust (or, except as provided
in regulations, a domestic trust which at
any time was a foreign trust), or

(B) a trust created before March 1, 1984,
unless it is established that the trust would
not be aggregated with other trusts under
section 643(f) if such section applied to such
trust.

(d) Taxes imposed on the trust
For purposes of this subpart—
(1) In general

The term ‘‘taxes imposed on the trust”
means the amount of the taxes which are im-
posed for any taxable year of the trust under
this chapter (without regard to this subpart or
part IV of subchapter A) and which, under reg-
ulations prescribed by the Secretary, are prop-
erly allocable to the undistributed portions of
distributable net income and gains in excess of
losses from sales or exchanges of capital as-
sets. The amount determined in the preceding
sentence shall be reduced by any amount of
such taxes deemed distributed under section
666(b) and (c) to any beneficiary.

(2) Foreign trusts

In the case of any foreign trust, the term
‘““taxes imposed on the trust’” includes the
amount, reduced as provided in the last sen-
tence of paragraph (1), of any income, war
profits, and excess profits taxes imposed by
any foreign country or possession of the
United States on such foreign trust which, as
determined under paragraph (1), are so prop-
erly allocable. Under rules or regulations pre-
scribed by the Secretary, in the case of any
foreign trust of which the settlor or another
person would be treated as owner of any por-
tion of the trust under subpart E but for sec-
tion 672(f), the term ‘‘taxes imposed on the
trust’” includes the allocable amount of any
income, war profits, and excess profits taxes
imposed by any foreign country or possession
of the United States on the settlor or such
other person in respect of trust income.

(e) Preceding taxable year

For purposes of this subpart—

(1) In the case of a foreign trust created by
a United States person, the term ‘‘preceding
taxable year” does not include any taxable
year of the trust to which this part does not
apply.

(2) In the case of a preceding taxable year
with respect to which a trust qualified, with-
out regard to this subpart, under the provi-
sions of subpart B, for purposes of the applica-
tion of this subpart to such trust for such tax-
able year, such trust shall, in accordance with
regulations prescribed by the Secretary, be
treated as a trust to which subpart C applies.

(Aug. 16, 1954, ch. 736, 68A Stat. 223; Pub. L.
87-834, §7(b), Oct. 16, 1962, 76 Stat. 985, Pub. L.
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91-172, title III, §331(a), Dec. 30, 1969, 83 Stat. 592;
Pub. L. 92-178, title III, §306(a), Dec. 10, 1971, 85
Stat. 524; Pub. L. 94-455, title VII, §§701(b), (c),
(@) (2), (3), title XIX, §1906(b)(13)(A), Oct. 4, 1976,
90 Stat. 1577, 1578, 1834; Pub. L. 95-600, title VII,
§701(q)(1)(A), Nov. 6, 1978, 92 Stat. 2909; Pub. L.
99-514, title XVIII, §1847(b)(16), Oct. 22, 1986, 100
Stat. 2857; Pub. L. 101-508, title XI, §11802(f)(2),
Nov. 5, 1990, 104 Stat. 1388-530; Pub. L. 104-188,
title I, §1904(b)(1), (c)(2), Aug. 20, 1996, 110 Stat.
1912; Pub. L. 105-34, title V, §507(a), title XVI,
§1604(g)(2), Aug. 5, 1997, 111 Stat. 856, 1099.)

REFERENCES IN TEXT

The date of the enactment of this subsection, referred
to in subsec. (¢)(1), is the date of enactment of Pub. L.
105-34, which was approved Aug. 5, 1997.

AMENDMENTS

1997—Subsec. (b). Pub. L. 105-34, §507(a)(2), inserted
‘‘except as provided in subsection (c),”” after ‘‘subpart,”
in introductory provisions.

Subsec. (c). Pub. L. 105-34, §507(a)(1), added subsec.
().

Subsec. (d)(1). Pub. L. 105-34, §1604(g)(2), struck out
“or 669(d) and (e)” after *‘666(b) and (c)”.

1996—Subsec. (c). Pub. L. 104-188, §1904(c)(2), struck
out subsec. (¢) which read as follows: ‘‘SPECIAL RULE
APPLICABLE TO DISTRIBUTIONS BY CERTAIN FOREIGN
TRUSTS.—For purposes of this subpart, any amount
paid to a United States person which is from a payor
who is not a United States person and which is derived
directly or indirectly from a foreign trust created by a
United States person shall be deemed in the year of
payment to have been directly paid by the foreign
trust.”

Subsec. (d)(2). Pub. L. 104-188, §1904(b)(1), inserted at
end ‘“‘Under rules or regulations prescribed by the Sec-
retary, in the case of any foreign trust of which the set-
tlor or another person would be treated as owner of any
portion of the trust under subpart E but for section
672(f), the term ‘taxes imposed on the trust’ includes
the allocable amount of any income, war profits, and
excess profits taxes imposed by any foreign country or
possession of the United States on the settlor or such
other person in respect of trust income.”

1990—Subsec. (e). Pub. L. 101-508 amended subsec. (e)
generally. Prior to amendment, subsec. (e) read as fol-
lows: “For purposes of this subpart—

(1) in the case of a trust (other than a foreign
trust created by a United States person), the term
‘preceding taxable year’ does not include any taxable
year of the trust—

““(A) which precedes by more than 5 years the tax-
able year of the trust in which an accumulation dis-
tribution is made, if it is made in a taxable year be-
ginning before January 1, 1974, or

‘(B) which begins before January 1, 1969, in the
case of an accumulation distribution made during a
taxable year beginning after December 31, 1973, and
‘“(2) in the case of a foreign trust created by a

United States person, such term does not include any

taxable year of the trust to which this part does not

apply.

In the case of a preceding taxable year with respect to
which a trust qualifies (without regard to this subpart)
under the provisions of subpart B, for purposes of the
application of this subpart to such trust for such tax-
able year, such trust shall, in accordance with regula-
tions prescribed by the Secretary, be treated as a trust
to which subpart C applies.”’

1986—Subsec. (d)(1). Pub. L. 99-514 substituted ‘‘part
IV” for ‘“‘subpart A of part IV,

1978—Subsec. (d). Pub. L. 95-600 designated existing
provisions as par. (1), defined ‘‘taxes imposed on the
trust” to mean imposition of taxes without regard to
subpart A of part IV of subchapter (A), and added par.
(2).
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1976—Subsec. (b). Pub. L. 94-455, §701(b), (c), inserted
provisions that for purposes of sec. 667 the amounts
specified in par. (2) of sec. 661(a) not include amounts
paid, credited, or required to be distributed to a bene-
ficiary from a trust as income accumulated before the
birth of such beneficiary or before such beneficiary
reaches 21, and that if the amounts paid, credited, or
required to be distributed by the trust for the taxable
year do not exceed the income of the trust for such
year, there be no accumulation distribution for such
year.

Subsecs. (d), (e). Pub. L. 94-455, §1906(b)(13)(A), struck
out ‘‘or his delegate’ after ‘‘Secretary’.

Subsec. (e)(1). Pub. L. 94-455, §701(d)(2), struck out
provision that preceding taxable year does not include
any taxable year of the trust which begins before Jan.
1, 1969, in the case of a capital gain distribution made
during a taxable year beginning after Dec. 31, 1968.

Subsecs. (f), (g). Pub. L. 94-455, §701(d)(3), struck out
subsec. (f) which related to undistributed capital gains,
and subsec. (g) which related to capital gain distribu-
tion.

1971—Subsec. (g). Pub. L. 92-178 struck out ‘‘for such
taxable year’ after ‘‘undistributed capital gain’’ in in-
troductory text.

1969—Subsec. (a)(2). Pub. L. 91-172 inserted ‘‘attrib-
utable to such distributable net income’ after ‘‘on the
trust’.

Subsec. (b). Pub. L. 91-172 substituted ‘‘Accumulation
distribution’ for ‘“‘Accumulation distributions of trusts
other than certain foreign trusts’ in heading, combined
existing provisions of subsecs. (b) and (c) defining ‘‘ac-
cumulation distribution’ in the case of a trust (other
than a foreign trust created by a United States person)
and of a foreign trust created by a United States per-
son, respectively, in provisions now designated as pars.
(1) and (2), deleting ‘‘the amount (if in excess of $2,000)”’
before ‘‘by which’ in introductory text and inserting
‘““(but not below zero)’”’ in par. (2), and deleted second
sentence providing that for purposes of this subsection,
the amount specified in par. (2) of section 661(a) shall be
determined without regard to section 666 and excepting
from ‘‘accumulation distributions’: accumulations be-
fore birth or attainment of age 21; distributions for
emergency needs; distributions, where beneficiary at-
tained specified age or ages and there were not more
than 4 distributions, at intervals of 4 or more years;
and final distribution of trust was made more than 9
years after date of last transfer to the trust.

Subsec. (¢). Pub. L. 91-172 substituted ‘‘Special rule
applicable to distributions by certain foreign trusts’
for ‘‘Accumulation distribution of certain foreign
trusts’” in heading, inserted introductory phrase ‘‘For
purposes of this subpart’, reenacted provisions of
former third sentence as the subsection, struck out
first sentence which defined in the case of a foreign
trust created by a United States person the term ‘‘ac-
cumulation distribution”, (see subsec. (b) of this sec-
tion), and deleted second sentence which stated that
“For purposes of this subsection, the amount specified
in paragraph (2) of section 661(a) shall be determined
without regard to section 666.”

Subsec. (d). Pub. L. 91-172 substituted ‘‘taxable year
of the trust” for ‘‘taxable year on the trust’, ‘‘alloca-
ble to the undistributed portions of distributable net
income and gains to excess of losses from sales or ex-
changes of capital assets’ for ‘‘allocable to the undis-
tributed portion of the distributable net income’, and
“reduced by any amount of such taxes deemed distrib-
uted under section 666(b) and (c) or 669(d) and (e) to any
beneficiary’ for ‘‘reduced by any amount of such taxes
allowed, under sections 667 and 668, as a credit to any
beneficiary on account of any accumulation distribu-
tion determined for any taxable year’.

Subsec. (e). Pub. L. 91-172 substituted provisions of
first sentence contained in pars. 1(A) to (C) and (2) for
prior first sentence which read ‘‘For purposes of this
subpart, the term ‘preceding taxable year’ does not in-
clude any taxable year of the trust to which this part
does not apply’’ and reenacted provisions of second sen-
tence.
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Subsecs. (f), (g). Pub. L. 91-172 added subsecs. (f) and

(8).

1962—Subsec. (b). Pub. L. 87-834, §7(b)(1), substituted
‘““Accumulation distributions of trusts other than cer-
tain foreign trusts’ for ‘‘Accumulation distribution’ in
heading, and inserted ‘‘in the case of a trust (other
than a foreign trust created by a United States per-
son),” after ‘‘purposes of this subpart,”.

Subsecs. (¢) to (e). Pub. L. 87-834, §7(b)(2), added sub-
sec. (¢) and redesignated former subsecs. (¢) and (d) as
(d) and (e), respectively.

EFFECTIVE DATE OF 1997 AMENDMENT

Section 507(c)(1) of Pub. L. 105-34 provided that: ‘“The
amendments made by subsection (a) [amending this
section] shall apply to distributions in taxable years
beginning after the date of the enactment of this Act
[Aug. 5, 1997].”

EFFECTIVE DATE OF 1996 AMENDMENT

Amendment by Pub. L. 104-188 effective Aug. 20, 1996,
with exception for certain trusts, see section 1904(d) of
Pub. L. 104-188, set out as a note under section 643 of
this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 effective, except as
otherwise provided, as if included in the provisions of
the Tax Reform Act of 1984, Pub. L. 98-369, div. A, to
which such amendment relates, see section 1881 of Pub.
L. 99-514, set out as a note under section 48 of this title.

EFFECTIVE DATE OF 1978 AMENDMENT

Section 701(q)(3)(A) of Pub. L. 95-600 provided that:
“The amendments made by paragraph (1) [amending
this section and section 667 of this title] shall apply to
distributions made in taxable years beginning after De-
cember 31, 1975.”

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 701(b), (c¢), (d)(2), (3) of Pub. L.
94-455 applicable to distributions made in taxable years
beginning after Dec. 31, 1975, see section 701(h), set out
as a note under section 667 of this title.

EFFECTIVE DATE OF 1971 AMENDMENT

Section 306(a) of Pub. L. 92-178 provided that the
amendment made by that section is effective with re-
spect to taxable years beginning after Dec. 31, 1968.

EFFECTIVE DATE OF 1969 AMENDMENT

Section 331(d) of Pub. L. 91-172, as amended by Pub.
L. 92-178, title III, §306(b), Dec. 10, 1971, 85 Stat. 524;
Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided
that:

‘(1) GENERAL RULE.—Except as otherwise provided in
this subsection, the amendments made by this section
[amending this section and sections 663, 666 to 669, and
6401 of this title] shall apply to taxable years beginning
after December 31, 1968.

¢(2) EXCEPTIONS.—

‘“(A) Amounts paid, credited, or required to be dis-
tributed by a trust (other than a foreign trust created
by a United States person) on or before the last day
of a taxable year of the trust beginning before Janu-
ary 1, 1974, shall not be deemed to be accumulation
distributions to the extent that such amounts were
accumulated by a trust in taxable years of such trust
beginning before January 1, 1969, and would have been
excepted from the definition of an accumulation dis-
tribution by reason of paragraph (1), (2), (3), or (4) of
section 665(b) of the Internal Revenue Code of 1986
[formerly I.R.C. 1954], as in effect on December 31,
1968, if they had been distributed on the last day of
the last taxable year of the trust beginning before
January 1, 1969.

‘(B) For taxable years of a trust beginning before
January 1, 1970, the first sentence of section 666(a) of
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the Internal Revenue Code of 1986 (as amended by this
section) shall not apply, and the amount of the accu-
mulation distribution of the trust for such taxable
years shall be deemed to be an amount within the
meaning of paragraph (2) of section 661(a) distributed
on the last day of each of the preceding taxable years
to the extent that such amount exceeds the total of
any undistributed net income for any taxable years
intervening between the taxable year with respect of
which the accumulation distribution is determined
and such preceding taxable year.

“(C) In the case of a trust which was in existence on
December 31, 1969, section 669 of the Internal Revenue
Code of 1986, as amended by this section, shall not
apply to capital gain distributions made to a bene-
ficiary before January 1, 1973. If the beneficiary re-
ceives capital gain distributions from more than one
such trust before January 1, 1973, the preceding sen-
tence shall apply to capital gain distributions from
only one such trust, such one to be designated by the
taxpayer in accordance with regulations prescribed
by the Secretary or his delegate. For purposes of the
preceding sentence, capital gain distributions re-
ceived from a trust qualifying under section 2056(b)(5)
of the Internal Revenue Code of 1986 by a surviving
spouse (who is the beneficiary of only one such trust)
shall be disregarded.”

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment of section by Pub. L. 87-834 applicable
with respect to distributions made after Dec. 31, 1962,
see section 7(j) of Pub. L. 87-834, set out as a note under
section 643 of this title.

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 456K of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§666. Accumulation distribution allocated to pre-
ceding years

(a) Amount allocated

In the case of a trust which is subject to sub-
part C, the amount of the accumulation dis-
tribution of such trust for a taxable year shall
be deemed to be an amount within the meaning
of paragraph (2) of section 661(a) distributed on
the last day of each of the preceding taxable
years, commencing with the earliest of such
years, to the extent that such amount exceeds
the total of any undistributed net income for all
earlier preceding taxable years. The amount
deemed to be distributed in any such preceding
taxable year under the preceding sentence shall
not exceed the undistributed net income for
such preceding taxable year. For purposes of
this subsection, undistributed net income for
each of such preceding taxable years shall be
computed without regard to such accumulation
distribution and without regard to any accumu-
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lation distribution determined for any succeed-
ing taxable year.

(b) Total taxes deemed distributed

If any portion of an accumulation distribution
for any taxable year is deemed under subsection
(a) to be an amount within the meaning of para-
graph (2) of section 661(a) distributed on the last
day of any preceding taxable year, and such por-
tion of such distribution is not less than the un-
distributed net income for such preceding tax-
able year, the trust shall be deemed to have dis-
tributed on the last day of such preceding tax-
able year an additional amount within the
meaning of paragraph (2) of section 661(a). Such
additional amount shall be equal to the taxes
(other than the tax imposed by section 55) im-
posed on the trust for such preceding taxable
year attributable to the undistributed net in-
come. For purposes of this subsection, the undis-
tributed net income and the taxes imposed on
the trust for such preceding taxable year attrib-
utable to such undistributed net income shall be
computed without regard to such accumulation
distribution and without regard to any accumu-
lation distribution determined for any succeed-
ing taxable year.

(c) Pro rata portion of taxes deemed distributed

If any portion of an accumulation distribution
for any taxable year is deemed under subsection
(a) to be an amount within the meaning of para-
graph (2) of section 661(a) distributed on the last
day of any preceding taxable year and such por-
tion of the accumulation distribution is less
than the undistributed net income for such pre-
ceding taxable year, the trust shall be deemed to
have distributed on the last day of such preced-
ing taxable year an additional amount within
the meaning of paragraph (2) of section 661(a).
Such additional amount shall be equal to the
taxes (other than the tax imposed by section 55)
imposed on the trust for such taxable year at-
tributable to the undistributed net income mul-
tiplied by the ratio of the portion of the accu-
mulation distribution to the undistributed net
income of the trust for such year. For purposes
of this subsection, the undistributed net income
and the taxes imposed on the trust for such pre-
ceding taxable year attributable to such undis-
tributed net income shall be computed without
regard to the accumulation distribution and
without regard to any accumulation distribu-
tion determined for any succeeding taxable
year.

(d) Rule when information is not available

If adequate records are not available to deter-
mine the proper application of this subpart to
an amount distributed by a trust, such amount
shall be deemed to be an accumulation distribu-
tion consisting of undistributed net income
earned during the earliest preceding taxable
year of the trust in which it can be established
that the trust was in existence.

(e) Denial of refund to trusts and beneficiaries

No refund or credit shall be allowed to a trust
or a beneficiary of such trust for any preceding
taxable year by reason of a distribution deemed
to have been made by such trust in such year
under this section.
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(Aug. 16, 1954, ch. 736, 68A Stat. 224, Pub. L.
87-834, §7(c), Oct. 16, 1962, 76 Stat. 986; Pub. L.
91-172, title III, §331(a), Dec. 30, 1969, 83 Stat. 593;
Pub. L. 94455, title VII, §701(a)(2), Oct. 4, 1976, 90
Stat. 1577; Pub. L. 95-600, title IV, §421(d), Nov.
6, 1978, 92 Stat. 2875; Pub. L. 96-222, title I,
§104(a)(H(H)(vi), Apr. 1, 1980, 94 Stat. 218.)

AMENDMENTS

1980—Subsec. (¢). Pub. L. 96-222 inserted ‘‘(other than
the tax imposed by section 55)” after ‘‘equal to the
taxes’.

1978—Subsec. (b). Pub. L. 95-600 inserted ‘‘(other than
the tax imposed by section 55)” after ‘‘equal to the
taxes’.

1976—Subsec. (e). Pub. L. 94-455 added subsec. (e).

1969—Subsec. (a). Pub. L. 91-172 substituted in first
sentence ‘‘In the case of a trust which is subject to sub-
part (C)” for “‘In the case of a trust (other than a for-
eign trust created by a United States person) which for
a taxable year beginning after December 31, 1953, is sub-
ject to subpart (C)”, ‘“‘for a taxable year’ for ‘‘for such
taxable year’’, and ‘‘undistributed net income for all
earlier preceding taxable years’ for ‘‘undistributed net
incomes for any taxable years intervening between the
taxable year with respect to which the accumulation
distribution is determined and such preceding taxable
year” and in second sentence ‘‘for such’ for ‘‘of such’,
inserted in first sentence ‘‘, commencing with the ear-
liest of such years,” after ‘‘preceding taxable years’’,
struck out ‘5 before ‘‘preceding taxable years’ in first
and third sentences and last sentence which read as fol-
lows: “‘In the case of a foreign trust created by a United
States person, this subsection shall apply to the pre-
ceding taxable years of the trust without regard to any
provision of the preceding sentences which would (but
for this sentence) limit its application to the 5 preced-
ing taxable years.”

Subsec. (b). Pub. L. 91-172 inserted ‘‘attributable to
the undistributed net income’ after ‘‘taxable year’ in
second sentence and ‘‘attributable to such undistrib-
uted net income’ before ‘‘shall be computed” in third
sentence.

Subsec. (¢). Pub. L. 91-172 inserted ‘‘attributable to
the undistributed net income’ before ‘‘multiplied by
the ratio” in second sentence and ‘‘attributable to such
undistributed net income’ before ‘‘shall be computed’’
in third sentence.

Subsec. (d). Pub. L. 91-172 added subsec. (d).

1962—Subsec. (a). Pub. L. 87-834 inserted ‘‘(other than
a foreign trust created by a United States person)’”’
after “In the case of a trust’”’, and inserted sentence
making this subsection applicable, in the case of a for-
eign trust created by a United States person, to the
preceding taxable years of the trust without regard to
any provision of the preceding sentences of this sub-
section which would (but for this sentence) limit its ap-
plication to the 5 preceding taxable years.

EFFECTIVE DATE OF 1980 AMENDMENT

Amendment by Pub. L. 96-222 effective, except as
otherwise provided, as if it had been included in the
provisions of the Revenue Act of 1978, Pub. L. 95-600, to
which such amendment relates, see section 201 of Pub.
L. 96-222, set out as a note under section 32 of this title.

EFFECTIVE DATE OF 1978 AMENDMENT

Amendment by Pub. L. 95-600 applicable to taxable
years beginning after Dec. 31, 1978, see section 421(g) of
Pub. L. 95-600, set out as a note under section 5 of this
title.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by Pub. L. 94-455 applicable to distribu-
tions made in taxable years beginning after Dec. 31,
1975, see section 701(h) of Pub. L. 94-455, set out as a
note under section 667 of this title.

TITLE 26—INTERNAL REVENUE CODE

Page 1580

EFFECTIVE DATE OF 1969 AMENDMENT

Amendment by Pub. L. 91-172 applicable to taxable
yvears beginning after Dec. 31, 1968, except that for tax-
able years of a trust beginning before Jan. 1, 1970, first
sentence of subsec. (a) not applicable and amount of ac-
cumulation distribution stated, see section 331(d)(1),
(2)(B) of Pub. L. 91-172, set out as a note under section
665 of this title.

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-834 applicable with respect
to distributions made after Dec. 31, 1962, see section 7(j)
of Pub. L. 87-834, set out as a note under section 643 of
this title.

§667. Treatment of amounts deemed distributed
by trust in preceding years

(a) General rule

The total of the amounts which are treated
under section 666 as having been distributed by
a trust in a preceding taxable year shall be in-
cluded in the income of a beneficiary of the
trust when paid, credited, or required to be dis-
tributed to the extent that such total would
have been included in the income of such bene-
ficiary under section 662(a)(2) (and, with respect
to any tax-exempt interest to which section 103
applies, under section 662(b)) if such total had
been paid to such beneficiary on the last day of
such preceding taxable year. The tax imposed by
this subtitle on a beneficiary for a taxable year
in which any such amount is included in his in-
come shall be determined only as provided in
this section and shall consist of the sum of—

(1) a partial tax computed on the taxable in-
come reduced by an amount equal to the total
of such amounts, at the rate and in the man-
ner as if this section had not been enacted,

(2) a partial tax determined as provided in
subsection (b) of this section, and

(3) in the case of a foreign trust, the interest
charge determined as provided in section 668.

(b) Tax on distribution

(1) In general

The partial tax imposed by subsection (a)(2)
shall be determined.

(A) by determining the number of preced-
ing taxable years of the trust on the last day
of which an amount is deemed under section
666(a) to have been distributed,

(B) by taking from the 5 taxable years im-
mediately preceding the year of the accumu-
lation distribution the 1 taxable year for
which the beneficiary’s taxable income was
the highest and the 1 taxable year for which
his taxable income was the lowest,

(C) by adding to the beneficiary’s taxable
income for each of the 3 taxable years re-
maining after the application of subpara-
graph (B) an amount determined by dividing
the amount deemed distributed under sec-
tion 666 and required to be included in in-
come under subsection (a) by the number of
preceding taxable years determined under
subparagraph (A), and

(D) by determining the average increase in
tax for the 3 taxable years referred to in sub-
paragraph (C) resulting from the application
of such subparagraph.

The partial tax imposed by subsection (a)(2)
shall be the excess (if any) of the average in-
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crease in tax determined under subparagraph
(D), multiplied by the number of preceding
taxable years determined under subparagraph
(A), over the amount of taxes (other than the
amount of taxes described in section 665(d)(2))
deemed distributed to the beneficiary under
sections 666(b) and (c).

(2) Treatment of loss years

For purposes of paragraph (1), the taxable in-
come of the beneficiary for any taxable year
shall be deemed to be not less than zero.

(3) Certain preceding taxable years not taken
into account

For purposes of paragraph (1), if the amount
of the undistributed net income deemed dis-
tributed in any preceding taxable year of the
trust is less than 25 percent of the amount of
the accumulation distribution divided by the
number of preceding taxable years to which
the accumulation distribution is allocated
under section 666(a), the number of preceding
taxable years of the trust with respect to
which an amount is deemed distributed to a
beneficiary under section 666(a) shall be deter-
mined without regard to such year.

(4) Effect of other accumulation distributions

In computing the partial tax under para-
graph (1) for any beneficiary, the income of
such beneficiary for each of his prior taxable
years shall include amounts previously
deemed distributed to such beneficiary in such
year under section 666 as a result of prior ac-
cumulation distributions (whether from the
same or another trust).

(5) Multiple distributions in the same taxable
year

In the case of accumulation distributions
made from more than one trust which are in-
cludible in the income of a beneficiary in the
same taxable year, the distributions shall be
deemed to have been made consecutively in
whichever order the beneficiary shall deter-
mine.

(6) Adjustment in partial tax for estate and
generation-skipping transfer taxes attrib-
utable to partial tax

(A) In general

The partial tax shall be reduced by an
amount which is equal to the pre-death por-
tion of the partial tax multiplied by a frac-
tion—

(i) the numerator of which is that por-
tion of the tax imposed by chapter 11 or 13,
as the case may be, which is attributable
(on a proportionate basis) to amounts in-
cluded in the accumulation distribution,
and

(ii) the denominator of which is the
amount of the accumulation distribution
which is subject to the tax imposed by
chapter 11 or 13, as the case may be.

(B) Partial tax determined without regard to
this paragraph

For purposes of this paragraph, the term
“partial tax’ means the partial tax imposed
by subsection (a)(2) determined under this
subsection without regard to this paragraph.
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(C) Pre-death portion

For purposes of this paragraph, the pre-
death portion of the partial tax shall be an
amount which bears the same ratio to the
partial tax as the portion of the accumula-
tion distribution which is attributable to the
period before the date of the death of the de-
cedent or the date of the generation-skip-
ping transfer bears to the total accumula-
tion distribution.

(c) Special rule for multiple trusts

(1) In general

If, in the same prior taxable year of the ben-
eficiary in which any part of the accumulation
distribution from a trust (hereinafter in this
paragraph referred to as ‘‘third trust’”) is
deemed under section 666(a) to have been dis-
tributed to such beneficiary, some part of
prior distributions by each of 2 or more other
trusts is deemed under section 666(a) to have
been distributed to such beneficiary, then sub-
sections (b) and (c) of section 666 shall not
apply with respect to such part of the accumu-
lation distribution from such third trust.

(2) Accumulation distributions from trust not
taken into account unless they equal or ex-
ceed $1,000

For purposes of paragraph (1), an accumula-
tion distribution from a trust to a beneficiary
shall be taken into account only if such dis-
tribution, when added to any prior accumula-
tion distributions from such trust which are
deemed under section 666(a) to have been dis-
tributed to such beneficiary for the same prior
taxable year of the beneficiary, equals or ex-
ceeds $1,000.

(d) Special rules for foreign trust

(1) Foreign tax deemed paid by beneficiary
(A) In general

In determining the increase in tax under
subsection (b)(1)(D) for any computation
year, the taxes described in section 665(d)(2)
which are deemed distributed under section
666(b) or (c) and added under subsection
(b)(1)(C) to the taxable income of the bene-
ficiary for any computation year shall, ex-
cept as provided in subparagraphs (B) and
(C), be treated as a credit against the in-
crease in tax for such computation year
under subsection (b)(1)(D).

(B) Deduction in lieu of credit

If the beneficiary did not choose the bene-
fits of subpart A of part III of subchapter N
with respect to the computation year, the
beneficiary may in lieu of treating the
amounts described in subparagraph (A)
(without regard to subparagraph (C)) as a
credit may treat such amounts as a deduc-
tion in computing the beneficiary’s taxable
income under subsection (b)(1)(C) for the
computation year.

(C) Limitation on credit; retention of char-
acter

(i) Limitation on credit

For purposes of determining under sub-
paragraph (A) the amount treated as a
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credit for any computation year, the limi-
tations under subpart A of part III of sub-
chapter N shall be applied separately with
respect to amounts added under subsection
(b)(1)(C) to the taxable income of the bene-
ficiary for such computation year. For
purposes of computing the increase in tax
under subsection (b)(1)(D) for any com-
putation year for which the beneficiary did
not choose the benefits of subpart A of
part IIT of subchapter N, the beneficiary
shall be treated as having chosen such ben-
efits for such computation year.

(ii) Retention of character

The items of income, deduction, and
credit of the Trust shall retain their char-
acter (subject to the application of section
904(f)(5)) to the extent necessary to apply
this paragraph.

(D) Computation year

For purposes of this paragraph, the term
‘“‘computation year’” means any of the three
taxable years remaining after application of
subsection (b)(1)(B).

(e) Retention of character of amounts distrib-
uted from accumulation trust to nonresident
aliens and foreign corporations

In the case of a distribution from a trust to a
nonresident alien individual or to a foreign cor-
poration, the first sentence of subsection (a)
shall be applied as if the reference to the deter-
mination of character under section 662(b) ap-
plied to all amounts instead of just to tax-ex-
empt interest.

(Aug. 16, 1954, ch. 736, 68A Stat. 225; Pub. L.
91-172, title III, §331(a), Dec. 30, 1969, 83 Stat. 594;
Pub. L. 94455, title VII, §701(a)(1), title X,
§1014(a), Oct. 4, 1976, 90 Stat. 1575, 1617; Pub. L.
95-30, title I, §102(b)(8), May 23, 1977, 91 Stat. 138;
Pub. L. 95600, title VII, §§701(q)(1)(B), (C), (r)(1),
702(0)(1), Nov. 6, 1978, 92 Stat. 2909, 2910, 2936;
Pub. L. 99-514, title I, §104(b)(10), Oct. 22, 1986,
100 Stat. 2105.)

AMENDMENTS

1986—Subsec. (b)(2). Pub. L. 99-514 amended par. (2)
generally. Prior to amendment, par. (2) read as follows:
“For purposes of paragraph (1), the taxable income of
the beneficiary for any taxable year shall be deemed to
be not less than—

““(A) in the case of a beneficiary who is an individ-
ual, the zero bracket amount for such year, or

‘“(B) in the case of a beneficiary who is a corpora-
tion, zero.”

1978—Subsec. (b)(1). Pub. L. 95-600, §701(q)(1)(C), in-
serted in last sentence ‘‘(other than the amount of
taxes described in section 665(d)(2))’’ after ‘‘taxes’.

Subsec. (b)(6). Pub. L. 95-600, §702(0)(1), added par. (6).

Subsec. (d). Pub. L. 95-600, §701(q)(1)(B), added subsec.
(d).

Subsec. (e). Pub. L. 95-600, §701(r)(1), added subsec.
(e).

1977—Subsec. (b)(2). Pub. L. 95-30 substituted ‘‘not
less than (A) in the case of a beneficiary who is an indi-
vidual, the zero bracket amount for such year, or (B) in
the case of a beneficiary who is a corporation, zero’ for
“not less than zero”.

1976—Pub. L. 94-455, §§701(a)(1), 1014(a), substituted
provisions relating to the treatment of amounts
deemed distributed by trust in preceding years for pro-
visions that no refund or credit be allowed to a trust
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for any preceding taxable year by reason of a distribu-
tion deemed to have been made by such trust in such
year under section 666 or 669 and that there be allowed
as a credit against the tax imposed by this subtitle on
the beneficiary an amount equal to the amount of the
taxes deemed distributed to such beneficiary by the
trust under sections 666(b) and (c¢) and 669(d) and (e)
during preceding taxable years of the trust on the last
day of which the beneficiary was in being, reduced by
the amount of the taxes deemed distributed to such
beneficiary for such preceding taxable years to the ex-
tent that such taxes are taken into account under sec-
tions 668(b)(1) and 669(b) in determining the amount of
the tax imposed by section 668. See section 666(e) of this
title.

1969—Subsec. (a). Pub. L. 91-172 incorporated existing
provisions of first sentence in provisions designated as
subsec. (a), included distributions made under section
669 of this title, and struck out provisions for credit of
taxes imposed on the trust against tax of beneficiary.
See subsec. (b) of this section.

Subsec. (b). Pub. L. 91-172 incorporated provision of
first sentence for credit of taxes imposed on the trust
against tax of beneficiary, and provided for interest
free credit and method of computation of its amount.
The second sentence had provided that the amount of
taxes which may not be refunded or credited to the
trust shall be an amount equal to the excess of (1) the
taxes imposed on the trust for any preceding taxable
yvear (computed without regard to the accumulation
distribution for the taxable year) over (2) the amount
of taxes for such preceding taxable year imposed on the
undistributed portion of distributable net income of the
trust for such preceding taxable year after the applica-
tion of this subpart on account of the accumulation
distribution determined for such taxable year.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 applicable to taxable
years beginning after Dec. 31, 1986, see section 151(a) of
Pub. L. 99-514, set out as a note under section 1 of this
title.

EFFECTIVE DATE OF 1978 AMENDMENT

Amendment by section 701(q)(1)(B), (C) of Pub. L.
95-600 applicable to distributions made in taxable years
beginning after Dec. 31, 1975, see section 701(q)(3)(A) of
Pub. L. 95-600, set out as a note under section 665 of this
title.

Section 702(0)(2) of Pub. L. 95-600, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
““The amendment made by paragraph (1) [amending this
section] shall apply—

‘“(A) in the case of the tax imposed by chapter 11 of
the Internal Revenue Code of 1986 [formerly I.R.C.
1954, section 2001 et seq. of this title], to the estates
of decedents dying after December 31, 1979, and

‘(B) in the case of the tax imposed by chapter 13
[section 2601 et seq. of this title], to any generation-
skipping transfer (within the meaning of section
2611(a) of such Code) made after June 11, 1976.”
Section 701(r)(2) of Pub. L. 95-600 provided that: ‘“The

amendment made by paragraph (1) [amending this sec-
tion] shall apply to distributions made in taxable years
beginning after December 31, 1975.”’

EFFECTIVE DATE OF 1977 AMENDMENT

Amendment by Pub. L. 95-30 applicable to taxable
years beginning after Dec. 31, 1976, see section 106(a) of
Pub. L. 95-30, set out as a note under section 1 of this
title.

EFFECTIVE DATE OF 1976 AMENDMENT

Section 701(h) of Pub. L. 94-455 provided that: ‘“The
amendments made by subsections (a), (b), (c), (d), and
(f) of this section [amending this section and sections
665, 666, 1302, and 6401 of this title and repealing sec-
tions 668 and 669 of this title] shall apply to distribu-
tions made in taxable years beginning after December
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31, 1975. The amendments made by subsection (e) of this
section [enacting section 644 of this title and amending
section 641 of this title] shall apply to transfers in trust
made after May 21, 1976.”

EFFECTIVE DATE OF 1969 AMENDMENT

Amendment by Pub. L. 91-172 applicable to taxable
years beginning after Dec. 31, 1968, see section 331(d) of
Pub. L. 91-172, set out as a note under section 665 of
this title.

§668. Interest charge on accumulation distribu-
tions from foreign trusts

(a) General rule

For purposes of the tax determined under sec-
tion 667(a)—
(1) Interest determined using underpayment
rates

The interest charge determined under this
section with respect to any distribution is the
amount of interest which would be determined
on the partial tax computed under section
667(b) for the period described in paragraph (2)
using the rates and the method under section
6621 applicable to underpayments of tax.

(2) Period

For purposes of paragraph (1), the period de-
scribed in this paragraph is the period which
begins on the date which is the applicable
number of years before the date of the dis-
tribution and which ends on the date of the
distribution.

(3) Applicable number of years
For purposes of paragraph (2)—
(A) In general

The applicable number of years with re-
spect to a distribution is the number deter-
mined by dividing—

(i) the sum of the products described in
subparagraph (B) with respect to each un-
distributed income year, by

(ii) the aggregate undistributed net in-
come.

The quotient determined under the preced-
ing sentence shall be rounded under proce-
dures prescribed by the Secretary.

(B) Product described

For purposes of subparagraph (A), the
product described in this subparagraph with
respect to any undistributed income year is
the product of—

(i) the undistributed net income for such
year, and

(ii) the sum of the number of taxable
years between such year and the taxable
year of the distribution (counting in each
case the undistributed income year but not
counting the taxable year of the distribu-
tion).

(4) Undistributed income year

For purposes of this subsection, the term
‘“‘undistributed income year’’ means any prior
taxable year of the trust for which there is un-
distributed net income, other than a taxable
year during all of which the beneficiary re-
ceiving the distribution was not a citizen or
resident of the United States.
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(5) Determination of undistributed net income

Notwithstanding section 666, for purposes of
this subsection, an accumulation distribution
from the trust shall be treated as reducing
proportionately the undistributed net income
for undistributed income years.

(6) Periods before 1996

Interest for the portion of the period de-
scribed in paragraph (2) which occurs before
January 1, 1996, shall be determined—

(A) by using an interest rate of 6 percent,
and

(B) without compounding until January 1,
1996.

(b) Limitation

The total amount of the interest charge shall
not, when added to the total partial tax com-
puted under section 667(b), exceed the amount of
the accumulation distribution (other than the
amount of tax deemed distributed by section
666(b) or (c)) in respect of which such partial tax
was determined.

(c) Interest charge not deductible

The interest charge determined under this sec-
tion shall not be allowed as a deduction for pur-
poses of any tax imposed by this title.

(Added Pub. L. 94-455, title X, §1014(b), Oct. 4,
1976, 90 Stat. 1617; amended Pub. L. 101-508, title
XTI, §11802(f)(3), Nov. 5, 1990, 104 Stat. 1388-530;
Pub. L. 104-188, title I, §1906(a), Aug. 20, 1996, 110
Stat. 1914.)

PRIOR PROVISIONS

A prior section 668, acts Aug. 16, 1954, ch. 736, 68A
Stat. 225; Oct. 16, 1962, Pub. L. 87-834, §7(d), 76 Stat. 986;
Dec. 30, 1969, Pub. L. 91-172, title III, §331(a), 83 Stat.
594, related to treatment of amounts deemed distrib-
uted in preceding years, prior to repeal by Pub. L.
94-455, title VII, §701(a)(3), Oct. 4, 1976, 90 Stat. 1577. See
section 667 of this title.

AMENDMENTS

1996—Subsec. (a). Pub. L. 104-188 reenacted heading
without change and amended text generally. Prior to
amendment, text read as follows: ‘“‘For purposes of the
tax determined under section 667(a), the interest charge
is an amount equal to 6 percent of the partial tax com-
puted under section 667(b) multiplied by a fraction—
‘(1) the numerator of which is the sum of the num-
ber of taxable years between each taxable year to
which the distribution is allocated under section
666(a) and the taxable year of the distribution (count-
ing in each case the taxable year to which the dis-
tribution is allocated but not counting the taxable
year of the distribution), and
‘(2) the denominator of which is the number of tax-
able years to which the distribution is allocated
under section 666(a).”
1990—Subsec. (¢). Pub. L. 101-508 substituted heading
for one which read ‘‘Special rules” and amended text
generally, restating provisions of former par. (1) as en-
tire subsection and striking out former par. (2) which
provided that for purposes of this section, undistrib-
uted net income existing in a trust as of January 1,
1977, would be treated as allocated under section 666(a)
to the first taxable year beginning after December 31,
1976.

EFFECTIVE DATE OF 1996 AMENDMENT

Section 1906(d)(1) of Pub. L. 104-188 provided that:
“The amendment made by subsection (a) [amending
this section] shall apply to distributions after the date
of the enactment of this Act [Nov. 20, 1996].”
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EFFECTIVE DATE

Section 1014(d) of Pub. L. 94-455 provided that: ‘“The
amendments made by this section [enacting this sec-
tion and amending section 667 of this title] shall apply
to taxable years beginning after December 31, 1976.”

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 45K of this title.

[§669. Repealed. Pub. L. 94-455, title VII,
§701(d)(1), Oct. 4, 1976, 90 Stat. 1578]

Section, acts Oct. 16, 1962, Pub. L. 87-834, §7(e), 76
Stat. 986; Dec. 30, 1969, Pub. L. 91-172, title III, §331(a),
83 Stat. 596, related to the treatment of capital gain
deemed distributed in preceding years.

EFFECTIVE DATE OF REPEAL

Repeal applicable to distributions made in taxable
years beginning after Dec. 31, 1975, see section 701(h) of
Pub. L. 94-455, set out as an Effective Date of 1976
Amendment note under section 667 of this title.

SUBPART E—GRANTORS AND OTHERS TREATED
AS SUBSTANTIAL OWNERS

Sec.

671. Trust income, deductions, and credits attrib-
utable to grantors and others as substantial
owners.

672. Definitions and rules.

673. Reversionary interests.

674. Power to control beneficial enjoyment.

675. Administrative powers.

676. Power to revoke.

6717. Income for benefit of grantor.

678. Person other than grantor treated as substan-
tial owner.

679. Foreign trusts having one or more United

States beneficiaries.

AMENDMENTS

1976—Pub. L. 94-455, title X, §1013(e)(1), Oct. 4, 1976, 90
Stat. 1616, added item 679.

§671. Trust income, deductions, and credits at-
tributable to grantors and others as substan-
tial owners

Where it is specified in this subpart that the
grantor or another person shall be treated as the
owner of any portion of a trust, there shall then
be included in computing the taxable income
and credits of the grantor or the other person
those items of income, deductions, and credits
against tax of the trust which are attributable
to that portion of the trust to the extent that
such items would be taken into account under
this chapter in computing taxable income or
credits against the tax of an individual. Any re-
maining portion of the trust shall be subject to
subparts A through D. No items of a trust shall
be included in computing the taxable income
and credits of the grantor or of any other person
solely on the grounds of his dominion and con-
trol over the trust under section 61 (relating to
definition of gross income) or any other provi-
sion of this title, except as specified in this sub-
part.
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(Aug. 16, 1954, ch. 736, 68A Stat. 226.)

CERTAIN ENTITIES NOT TREATED AS CORPORATIONS

Pub. L. 99-514, title VI, §646, Oct. 22, 1986, 100 Stat.
2292, as amended by Pub. L. 100-647, title I, §1006(k),
Nov. 10, 1988, 102 Stat. 3411, provided that:

‘‘(a) GENERAL RULE.—For purposes of the Internal
Revenue Code of 1986, if the entity described in sub-
section (b) makes an election under subsection (c), such
entity shall be treated as a trust to which subpart E of
part 1 of subchapter J of chapter 1 of such Code applies.

‘“(b) ENTITY.—An entity is described in this sub-
section if—

‘(1) such entity was created in 1906 as a common
law trust and is governed by the trust laws of the
State of Minnesota,

‘“(2) such entity is exclusively engaged in the leas-
ing of mineral property and activities incidental
thereto, and

“(3) income interests in such entity are publicly
traded as of October 22, 1986, on a national stock ex-
change.

““(c) ELECTION.—

‘(1) IN GENERAL.—AnN election under this subsection
to have the provisions of this section apply—

“‘(A) shall be made by the board of trustees of the
entity before January 1, 1991, and

“(B) shall not be valid unless accompanied by an
agreement described in paragraph (2).

““(2) AGREEMENT.—

‘““(A) IN GENERAL.—The agreement described in
this paragraph is a written agreement signed by the
board of trustees of the entity which provides that
the entity will not acquire any additional property
other than property described in subparagraph (B).

‘(B) PERMISSIBLE ACQUISITIONS.—Property is de-
scribed in this paragraph if it is—

‘(i) surface rights to property the acquisition of
which—

‘“(I) is necessary to mine mineral rights held
on October 22, 1986, and

‘“(IT) is required by a written binding agree-
ment between the entity and an unrelated per-
son entered into on or before October 22, 1986,
‘“(ii) surface rights to property which are not

described in clause (i) and which—

‘() are acquired in an exchange to which sec-
tion 1031 [probably means section 1031 of this
title] applies, and

“(II) are necessary to mine mineral rights
held on October 22, 1986,

‘‘(iii) tangible personal property incidental to
the leasing of mineral property and activities in-
cidental thereto, or

“(iv) part of any required reserves of the entity.

‘(3) BEGINNING OF PERIOD FOR WHICH ELECTION IS IN
EFFECT.—The period during which an election is in ef-
fect under this subsection shall begin on the 1st day
of the 1st taxable year beginning after the date of the
enactment of this Act [Oct. 22, 1986] and following the
taxable year in which the election is made.

‘“(4) MANNER OF ELECTION.—Any election under this
subsection shall be made in such manner as the Sec-
retary of the Treasury or his delegate may prescribe.
““(d) SPECIAL RULES FOR TAXATION OF TRUST.—

‘(1) ELECTION TREATED AS A LIQUIDATION.—If an
election is made under subsection (c) with respect to
any entity—

““(A) such entity shall be treated as having been
liquidated into a trust immediately before the pe-
riod described in subsection (c¢)(3) in a liquidation
to which section 333 of the Internal Revenue Code
of 1954 (as in effect before the amendments made by
this Act) applies, and

“(B) for purposes of section 333 of such Code (as so
in effect)—

‘(i) any person holding an income interest in
such entity as of such time shall be treated as a
qualified electing shareholder, and
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