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gains item of tax preference is adjusted in 
the hands of the corporations as provided in 
§ 1.58–2(a). 

Example 3. Trust C has taxable income of 
$200,000 computed without regard to depre-
ciation on section 1250 property and the de-
duction for distributions. The depreciation 
on section 1250 property held by the trust is 
$160,000. The trust instrument provides for 
income to be retained by the trust in an 
amount equal to the depreciation on the 
property determined under the straight line 
method (which method has been used for this 
purpose for the entire period the trust has 
held the property) which, in this case is 
equal to $100,000. The $60,000 excess of the ac-
celerated depreciation of $160,000 over the 
straight line amount which would have re-
sulted had the property been depreciated 
under that method for the entire period for 
which the trust has held the property is an 
item of tax preference pursuant to section 
57(a)(2). Of the remaining $100,000 of net in-
come of the trust (after the reserve for de-
preciation), 80 percent is distributed to the 
beneficiaries. Pursuant to sections 167(h) and 
642(e), 80 percent of the remaining $60,000 of 
depreciation deduction (or $48,000) is taken 
as a deduction directly by the beneficiaries 
and ‘‘shelters’’ the income received by the 
beneficiaries. Thus, the full $48,000 deduction 
taken by the beneficiaries is ‘‘excess acceler-
ated depreciation’’ on section 1250 property 
and is an item of tax preference in the hands 
of the beneficiaries. None of the remaining 
$12,000 of ‘‘excess accelerated depreciation’’ 
is apportioned to the beneficiaries since this 
amount ‘‘shelters’’ income retained at the 
trust level. 

Example 4. G creates a trust the ordinary 
income of which is payable to his adult son. 
Ten years from the date of the transfer, cor-
pus is to revert to G. G retains no other right 
or power which would cause him to be treat-
ed as an owner under subpart E of part 1 of 
subchapter J (section 671 and following). 
Under the terms of the trust instrument and 
applicable local law capital gains must be 
applied to corpus. During the taxable year 
1970 the trust has $200,000 income from divi-
dends and interest and a net long-term cap-
ital gain of $100,000. Since the capital gain is 
held or accumulated for future distribution 
to G, he is treated under section 677(a)(2) as 
an owner of a portion of the trust to which 
the gain is attributable. Therefore, he must 
include the capital gain in the computation 
of his taxable income in 1970 and the capital 
gain item of tax preference is treated as 
being directly received by G. Accordingly, no 
adjustment is made to the trust’s minimum 
tax exemption by reason of the capital gain. 

Example 5. For its taxable year 1971 the 
trust referred to in example (4) has taxable 
income of $200,000 computed without regard 
to depreciation on section 1250 property and 
the deduction for distributions. The depre-

ciation on section 1250 property held by the 
trust is $160,000. The trust instrument pro-
vides for income to be retained by the trust 
in an amount equal to the depreciation on 
the property determined for purposes of the 
Federal income tax. If the property had been 
depreciated under the straight line method 
for the entire period for which the trust held 
the property the resulting depreciation de-
duction would have been $100,000. The $60,000 
excess is, therefore, an item of tax pref-
erence pursuant to section 57(a)(2) and § 1.57– 
1(d). Since this amount of ‘‘income’’ is held 
or accumulated for future distributions to G, 
he is treated under section 677(a)(2) as an 
owner of a portion of the trust to which such 
income is attributable. Therefore, section 671 
requires that in computing the tax liability 
of the grantor the income, deductions, and 
credits against tax of the trust which are at-
tributable to such portion shall be taken 
into account. Thus, the grantor has received 
$160,000 of income and is entitled to a depre-
ciation deduction in the same amount. The 
$60,000 item of tax preference resulting from 
the excess depreciation is treated as being 
directly received by G as he has directly re-
ceived the income sheltered by that pref-
erence. Accordingly, no adjustment is made 
to the trust’s minimum tax exemption by 
reason of such depreciation. 

[T.D. 7564, 43 FR 40482, Sept. 12, 1978] 

§ 1.58–3T Treatment of non-alternative 
tax itemized deductions by trusts 
and estates and their beneficiaries 
in taxable years beginning after De-
cember 31, 1982 (temporary). 

For purposes of section 58(c), in tax-
able years beginning after December 31, 
1982, itemized deductions of a trust or 
estate which are not alternative tax 
itemized deductions (as defined in sec-
tion 55(e)(1)), shall be treated as items 
of tax preference and apportioned be-
tween trusts and their beneficiaries, 
and estates and their beneficiaries. 

[T.D. 8083, 51 FR 15320, Apr. 23, 1986] 

§ 1.58–4 Electing small business cor-
porations. 

(a) In general. Section 58(d)(1) pro-
vides rules for the apportionment of 
the items of tax preference of an elect-
ing small business corporation among 
the shareholders of such corporation. 
Section 58(d)(2) provides rules for the 
imposition of the minimum tax on an 
electing small business corporation 
with respect to certain capital gains. 
For purposes of section 58(d) and this 
section, the items of tax preference are 
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