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TABLE S.—BASED ON LIFE TABLE 80CNSMT SINGLE LIFE REMAINDER FACTORS—Continued
[Applicable After April 30, 1989, and Before May 1, 1999] 

Age 
Interest rate 

12.2% 12.4% 12.6% 12.8% 13.0% 13.2% 13.4% 13.6% 13.8% 14.0% 

72 ...................... .33578 .33151 .32733 .32325 .31925 .31535 .31152 .30778 .30412 .30054 
73 ...................... .35123 .34691 .34269 .33855 .33450 .33054 .32666 .32286 .31914 .31550 
74 ...................... .36715 .36279 .35852 .35434 .35024 .34623 .34230 .33845 .33468 .33098 
75 ...................... .38360 .37921 .37491 .37069 .36656 .36250 .35853 .35464 .35082 .34708 
76 ...................... .40064 .39623 .39190 .38765 .38349 .37941 .37540 .37148 .36762 .36384 
77 ...................... .41823 .41381 .40947 .40521 .40103 .39692 .39290 .38895 .38507 .38126 
78 ...................... .43632 .43189 .42755 .42329 .41910 .41499 .41095 .40698 .40309 .39926 
79 ...................... .45473 .45032 .44599 .44173 .43755 .43344 .42940 .42543 .42153 .41770 
80 ...................... .47333 .46894 .46463 .46040 .45623 .45213 .44811 .44414 .44025 .43642 
81 ...................... .49191 .48755 .48328 .47907 .47493 .47085 .46684 .46290 .45902 .45520 
82 ...................... .51034 .50603 .50179 .49762 .49351 .48947 .48549 .48157 .47772 .47392 
83 ...................... .52852 .52427 .52008 .51595 .51189 .50788 .50394 .50006 .49623 .49246 
84 ...................... .54648 .54228 .53815 .53407 .53006 .52610 .52221 .51836 .51458 .51084 
85 ...................... .56426 .56013 .55606 .55205 .54810 .54420 .54035 .53656 .53282 .52913 
86 ...................... .58169 .57764 .57364 .56970 .56581 .56197 .55818 .55445 .55076 .54713 
87 ...................... .59850 .59452 .59060 .58673 .58291 .57913 .57541 .57174 .56811 .56453 
88 ...................... .61476 .61086 .60702 .60322 .59947 .59577 .59212 .58851 .58494 .58142 
89 ...................... .63078 .62697 .62321 .61950 .61583 .61220 .60862 .60508 .60159 .59813 
90 ...................... .64674 .64302 .63935 .63573 .63215 .62861 .62511 .62165 .61823 .61485 
91 ...................... .66238 .65877 .65520 .65167 .64819 .64474 .64133 .63795 .63462 .63132 
92 ...................... .67730 .67379 .67032 .66689 .66350 .66014 .65682 .65354 .65029 .64708 
93 ...................... .69130 .68789 .68452 .68119 .67789 .67463 .67140 .66820 .66504 .66191 
94 ...................... .70421 .70090 .69762 .69438 .69118 .68800 .68486 .68175 .67867 .67563 
95 ...................... .71594 .71272 .70954 .70639 .70326 .70017 .69712 .69409 .69109 .68812 
96 ...................... .72638 .72325 .72014 .71707 .71403 .71101 .70803 .70507 .70215 .69925 
97 ...................... .73590 .73285 .72982 .72682 .72385 .72090 .71799 .71510 .71224 .70941 
98 ...................... .74448 .74149 .73853 .73560 .73269 .72981 .72696 .72414 .72134 .71856 
99 ...................... .75240 .74948 .74658 .74371 .74086 .73805 .73525 .73248 .72974 .72702 
100 .................... .75974 .75687 .75403 .75121 .74842 .74566 .74292 .74020 .73751 .73484 
101 .................... .76669 .76388 .76109 .75833 .75559 .75287 .75018 .74751 .74486 .74223 
102 .................... .77393 .77117 .76844 .76573 .76304 .76037 .75773 .75511 .75251 .74993 
103 .................... .78158 .77888 .77620 .77355 .77091 .76830 .76571 .76313 .76058 .75805 
104 .................... .79007 .78743 .78482 .78222 .77964 .77709 .77455 .77203 .76953 .76705 
105 .................... .80065 .79809 .79556 .79304 .79054 .78805 .78559 .78314 .78071 .77829 
106 .................... .81631 .81389 .81149 .80911 .80674 .80438 .80204 .79972 .79741 .79511 
107 .................... .83963 .83745 .83529 .83313 .83099 .82886 .82674 .82463 .82254 .82045 
108 .................... .87910 .87739 .87569 .87400 .87232 .87064 .86897 .86731 .86566 .86401 
109 .................... .94563 .94484 .94405 .94326 .94248 .94170 .94092 .94014 .93937 .93860

[Redesignated from 36 FR 6480, Apr. 6, 1971. 
T.D. 8540, 59 FR 30102, 30105, 30116, June 10, 
1994, as amended by T.D. 8819, 64 FR 23190, 
23199, 23228, Apr. 30, 1999; 64 FR 33196, June 22, 
1999; T.D. 8886, 65 FR 36943, June 12, 2000]

TRUSTS WHICH DISTRIBUTE CURRENT 
INCOME ONLY

§ 1.651(a)–1 Simple trusts; deduction 
for distributions; in general. 

Section 651 is applicable only to a 
trust the governing instruments of 
which: 

(a) Requires that the trust distribute 
all of its income currently for the tax-
able year, and 

(b) Does not provide that any 
amounts may be paid, permanently set 
aside, or used in the taxable year for 
the charitable, etc., purposes specified 
in section 642(c), 

and does not make any distribution 
other than of current income. A trust 
to which section 651 applies is referred 
to in this part as a ‘‘simple’’ trust. 
Trusts subject to section 661 are re-
ferred to as ‘‘complex’’ trusts. A trust 
may be a simple trust for one year and 
a complex trust for another year. It 
should be noted that under section 651 
a trust qualifies as a simple trust in a 
taxable year in which it is required to 
distribute all its income currently and 
makes no other distributions, whether 
or not distributions of current income 
are in fact made. On the other hand a 
trust is not a complex trust by reason 
of distributions of amounts other than 
income unless such distributions are in 
fact made during the taxable year, 
whether or not they are required in 
that year.
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§ 1.651(a)–2 Income required to be dis-
tributed currently. 

(a) The determination of whether 
trust income is required to be distrib-
uted currently depends upon the terms 
of the trust instrument and the appli-
cable local law. For this purpose, if the 
trust instrument provides that the 
trustee in determining the distribut-
able income shall first retain a reserve 
for depreciation or otherwise make due 
allowance for keeping the trust corpus 
intact by retaining a reasonable 
amount of the current income for that 
purpose, the retention of current in-
come for that purpose will not dis-
qualify the trust from being a ‘‘simple’’ 
trust. The fiduciary must be under a 
duty to distribute the income cur-
rently even if, as a matter of practical 
necessity, the income is not distributed 
until after the close of the trust’s tax-
able year. For example: Under the 
terms of the trust instrument, all of 
the income is currently distributable 
to A. The trust reports on the calendar 
year basis and as a matter of practical 
necessity makes distribution to A of 
each quarter’s income on the fifteenth 
day of the month following the close of 
the quarter. The distribution made by 
the trust on January 15, 1955, of the in-
come for the fourth quarter of 1954 does 
not disqualify the trust from treat-
ment in 1955 under section 651, since 
the income is required to be distributed 
currently. However, if the terms of a 
trust require that none of the income 
be distributed until after the year of 
its receipt by the trust, the income of 
the trust is not required to be distrib-
uted currently and the trust is not a 
simple trust. For definition of the term 
‘‘income’’ see section 643(b) and 
§ 1.643(b)–1. 

(b) It is immaterial, for purposes of 
determining whether all the income is 
required to be distributed currently, 
that the amount of income allocated to 
a particular beneficiary is not specified 
in the instrument. For example, if the 
fiduciary is required to distribute all 
the income currently, but has discre-
tion to ‘‘sprinkle’’ the income among a 
class of beneficiaries, or among named 
beneficiaries, in such amount as he 
may see fit, all the income is required 
to be distributed currently, even 
though the amount distributable to a 

particular beneficiary is unknown until 
the fiduciary has exercised his discre-
tion. 

(c) If in one taxable year of a trust 
its income for that year is required or 
permitted to be accumulated, and in 
another taxable year its income for the 
year is required to be distributed cur-
rently (and no other amounts are dis-
tributed), the trust is a simple trust for 
the latter year. For example, a trust 
under which income may be accumu-
lated until a beneficiary is 21 years old, 
and thereafter must be distributed cur-
rently, is a simple trust for taxable 
years beginning after the beneficiary 
reaches the age of 21 years in which no 
other amounts are distributed.

§ 1.651(a)–3 Distribution of amounts 
other than income. 

(a) A trust does not qualify for treat-
ment under section 651 for any taxable 
year in which it actually distributes 
corpus. For example, a trust which is 
required to distribute all of its income 
currently would not qualify as a simple 
trust under section 651 in the year of 
its termination since in that year ac-
tual distributions of corpus would be 
made. 

(b) A trust, otherwise qualifying 
under section 651, which may make a 
distribution of corpus in the discretion 
of the trustee, or which is required 
under the terms of its governing in-
strument to make a distribution of cor-
pus upon the happening of a specified 
event, will be disqualified for treat-
ment under section 651 only for the 
taxable year in which an actual dis-
tribution of corpus is made. For exam-
ple: Under the terms of a trust, which 
is required to distribute all of its in-
come currently, half of the corpus is to 
be distributed to beneficiary A when he 
becomes 30 years of age. The trust re-
ports on the calendar year basis. On 
December 28, 1954, A becomes 30 years 
of age and the trustee distributes half 
of the corpus of the trust to him on 
January 3, 1955. The trust will be dis-
qualified for treatment under section 
651 only for the taxable year 1955, the 
year in which an actual distribution of 
corpus is made. 

(c) See section 661 and the regula-
tions thereunder for the treatment of 
trusts which distribute corpus or claim 
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the charitable contributions deduction 
provided by section 642(c).

§ 1.651(a)–4 Charitable purposes. 
A trust is not considered to be a trust 

which may pay, permanently set aside, 
or use any amount for charitable, etc., 
purposes for any taxable year for which 
it is not allowed a charitable, etc., de-
duction under section 642(c). Therefore, 
a trust with a remainder to a chari-
table organization is not disqualified 
for treatment as a simple trust if ei-
ther (a) the remainder is subject to a 
contingency, so that no deduction 
would be allowed for capital gains or 
other amounts added to corpus as 
amounts permanently set aside for a 
charitable, etc., purpose under section 
642 (c), or (b) the trust receives no cap-
ital gains or other income added to cor-
pus for the taxable year for which such 
a deduction would be allowed.

§ 1.651(a)–5 Estates. 
Subpart B has no application to an 

estate.

§ 1.651(b)–1 Deduction for distribu-
tions to beneficiaries. 

In computing its taxable income, a 
simple trust is allowed a deduction for 
the amount of income which is re-
quired under the terms of the trust in-
strument to be distributed currently to 
beneficiaries. If the amount of income 
required to be distributed currently ex-
ceeds the distributable net income, the 
deduction allowable to the trust is lim-
ited to the amount of the distributable 
net income. For this purpose the 
amount of income required to be dis-
tributed currently, or distributable net 
income, whichever is applicable, does 
not include items of trust income (ad-
justed for deductions allocable thereto) 
which are not included in the gross in-
come of the trust. For determination of 
the character of the income required to 
be distributed currently, see § 1.652(b)–
2. Accordingly, for the purposes of de-
termining the deduction allowable to 
the trust under section 651, distribut-
able net income is computed without 
the modifications specified in para-
graphs (5), (6), and (7) of section 643(a), 
relating to tax-exempt interest, foreign 
income, and excluded dividends. For 
example: Assume that the distributable 

net income of a trust as computed 
under section 643(a) amounts to $99,000 
but includes nontaxable income of 
$9,000. Then distributable net income 
for the purpose of determining the de-
duction allowable under section 651 is 
$90,000 ($99,000 less $9,000 nontaxable in-
come).

§ 1.652(a)–1 Simple trusts; inclusion of 
amounts in income of beneficiaries. 

Subject to the rules in §§ 1.652(a)–2 
and 1.652(b)–1, a beneficiary of a simple 
trust includes in his gross income for 
the taxable year the amounts of in-
come required to be distributed to him 
for such year, whether or not distrib-
uted. Thus, the income of a simple 
trust is includible in the beneficiary’s 
gross income for the taxable year in 
which the income is required to be dis-
tributed currently even though, as a 
matter of practical necessity, the in-
come is not distributed until after the 
close of the taxable year of the trust. 
See § 1.642(a)(3)–2 with respect to time 
of receipt of dividends. See § 1.652(c)–1 
for treatment of amounts required to 
be distributed where a beneficiary and 
the trust have different taxable years. 
The term income required to be distrib-
uted currently includes income required 
to be distributed currently which is in 
fact used to discharge or satisfy any 
person’s legal obligation as that term 
is used in § 1.662(a)–4.

§ 1.652(a)–2 Distributions in excess of 
distributable net income. 

If the amount of income required to 
be distributed currently to bene-
ficiaries exceeds the distributable net 
income of the trust (as defined in sec-
tion 643(a)), each beneficiary includes 
in his gross income an amount equiva-
lent to his proportionate share of such 
distributable net income. Thus, if bene-
ficiary A is to receive two-thirds of the 
trust income and B is to receive one-
third, and the income required to be 
distributed currently is $99,000, A will 
receive $66,000 and B, $33,000. However, 
if the distributable net income, as de-
termined under section 643(a) is only 
$90,000, A will include two-thirds 
($60,000) of that sum in his gross in-
come, and B will include one-third 
($30,000) in his gross income. See 
§§ 1.652(b)–1 and 1.652(b)–2, however, for 
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amounts which are not includible in 
the gross income of a beneficiary be-
cause of their tax-exempt character.

§ 1.652(b)–1 Character of amounts. 
In determining the gross income of a 

beneficiary, the amounts includible 
under § 1.652(a)–1 have the same char-
acter in the hands of the beneficiary as 
in the hands of the trust. For example, 
to the extent that the amounts speci-
fied in § 1.652(a)–1 consist of income ex-
empt from tax under section 103, such 
amounts are not included in the bene-
ficiary’s gross income. Similarly, divi-
dends distributed to a beneficiary re-
tain their original character in the 
beneficiary’s hands for purposes of de-
termining the availability to the bene-
ficiary of the dividends received credit 
under section 34 (for dividends received 
on or before December 31, 1964) and the 
dividend exclusion under section 116. 
Also, to the extent that the amounts 
specified in § 1.652(a)–1 consist of 
‘‘earned income’’ in the hands of the 
trust under the provisions of section 
1348 such amount shall be treated 
under section 1348 as ‘‘earned income’’ 
in the hands of the beneficiary. Simi-
larly, to the extent such amounts con-
sist of an amount received as a part of 
a lump sum distribution from a quali-
fied plan and to which the provisions of 
section 72(n) would apply in the hands 
of the trust, such amount shall be 
treated as subject to such section in 
the hands of the beneficiary except 
where such amount is deemed under 
section 666(a) to have been distributed 
in a preceding taxable year of the trust 
and the partial tax described in section 
668(a)(2) is determined under section 
668(b)(1)(B). The tax treatment of 
amounts determined under § 1.652(a)–1 
depends upon the beneficiary’s status 
with respect to them not upon the sta-
tus of the trust. Thus, if a beneficiary 
is deemed to have received foreign in-
come of a foreign trust, the 
includibility of such income in his 
gross income depends upon his taxable 
status with respect to that income. 

[T.D. 7204, 37 FR 17134, Aug. 25, 1972]

§ 1.652(b)–2 Allocation of income items. 
(a) The amounts specified in 

§ 1.652(a)–1 which are required to be in-
cluded in the gross income of a bene-

ficiary are treated as consisting of the 
same proportion of each class of items 
entering into distributable net income 
of the trust (as defined in section 
643(a)) as the total of each class bears 
to such distributable net income, un-
less the terms of the trust specifically 
allocate different classes of income to 
different beneficiaries, or unless local 
law requires such an allocation. For ex-
ample: Assume that under the terms of 
the governing instrument, beneficiary 
A is to receive currently one-half of the 
trust income and beneficiaries B and C 
are each to receive currently one-quar-
ter, and the distributable net income of 
the trust (after allocation of expenses) 
consists of dividends of $10,000, taxable 
interest of $10,000, and tax-exempt in-
terest of $4,000. A will be deemed to 
have received $5,000 of dividends, $5,000 
of taxable interest, and $2,000 of tax-ex-
empt interest; B and C will each be 
deemed to have received $2,500 of divi-
dends, $2,500 of taxable interest, and 
$1,000 of tax-exempt interest. However, 
if the terms of the trust specifically al-
locate different classes of income to 
different beneficiaries, entirely or in 
part, or if local law requires such an al-
location, each beneficiary will be 
deemed to have received those items of 
income specifically allocated to him. 

(b) The terms of the trust are consid-
ered specifically to allocate different 
classes of income to different bene-
ficiaries only to the extent that the al-
location is required in the trust instru-
ment, and only to the extent that it 
has an economic effect independent of 
the income tax consequences of the al-
location. For example: 

(1) Allocation pursuant to a provision 
in a trust instrument granting the 
trustee discretion to allocate different 
classes of income to different bene-
ficiaries is not a specific allocation by 
the terms of the trust. 

(2) Allocation pursuant to a provision 
directing the trustee to pay all of one 
income to A, or $10,000 out of the in-
come to A, and the balance of the in-
come to B, but directing the trustee 
first to allocate a specific class of in-
come to A’s share (to the extent there 
is income of that class and to the ex-
tent it does not exceed A’s share) is not 
a specific allocation by the terms of 
the trust. 
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(3) Allocation pursuant to a provision 
directing the trustee to pay half the 
class of income (whatever it may be) to 
A, and the balance of the income to B, 
is a specific allocation by the terms of 
the trust.

§ 1.652(b)–3 Allocation of deductions. 
Items of deduction of a trust that 

enter into the computation of distrib-
utable net income are to be allocated 
among the items of income in accord-
ance with the following principles: 

(a) All deductible items directly at-
tributable to one class of income (ex-
cept dividends excluded under section 
116) are allocated thereto. For example, 
repairs to, taxes on, and other expenses 
directly attributable to the mainte-
nance of rental property or the collec-
tion of rental income are allocated to 
rental income. See § 1.642(e)–1 for treat-
ment of depreciation of rental prop-
erty. Similarly, all expenditures di-
rectly attributable to a business car-
ried on by a trust are allocated to the 
income from such business. If the de-
ductions directly attributable to a par-
ticular class of income exceed that in-
come, the excess is applied against 
other classes of income in the manner 
provided in paragraph (d) of this sec-
tion. 

(b) The deductions which are not di-
rectly attributable to a specific class of 
income may be allocated to any item 
of income (including capital gains) in-
cluded in computing distributable net 
income, but a portion must be allo-
cated to nontaxable income (except 
dividends excluded under section 116) 
pursuant to section 265 and the regula-
tions thereunder. For example, if the 
income of a trust is $30,000 (after direct 
expenses), consisting equally of $10,000 
of dividends, tax-exempt interest, and 
rents, and income commissions amount 
to $3,000, one-third ($1,000) of such com-
missions should be allocated to tax-ex-
empt interest, but the balance of $2,000 
may be allocated to the rents or divi-
dends in such proportions as the trust-
ee may elect. The fact that the gov-
erning instrument or applicable local 
law treats certain items of deduction 
as attributable to corpus or to income 
not included in distributable net in-
come does not affect allocation under 
this paragraph. For instance, if in the 

example set forth in this paragraph the 
trust also had capital gains which are 
allocable to corpus under the terms of 
the trust instrument, no part of the de-
ductions would be allocable thereto 
since the capital gains are excluded 
from the computation of distributable 
net income under section 643(a)(3). 

(c) Examples of expenses which are 
considered as not directly attributable 
to a specific class of income are trust-
ee’s commissions, the rental of safe de-
posit boxes, and State income and per-
sonal property taxes. 

(d) To the extent that any items of 
deduction which are directly attrib-
utable to a class of income exceed that 
class of income, they may be allocated 
to any other class of income (including 
capital gains) included in distributable 
net income in the manner provided in 
paragraph (b) of this section, except 
that any excess deductions attrib-
utable to tax-exempt income (other 
than dividends excluded under section 
116) may not be offset against any 
other class of income. See section 265 
and the regulations thereunder. Thus, 
if the trust has rents, taxable interest, 
dividends, and tax-exempt interest, and 
the deductions directly attributable to 
the rents exceed the rental income, the 
excess may be allocated to the taxable 
interest or dividends in such propor-
tions as the fiduciary may elect. How-
ever, if the excess deductions are at-
tributable to the tax-exempt interest, 
they may not be allocated to either the 
rents, taxable interest, or dividends.

§ 1.652(c)–1 Different taxable years. 

If a beneficiary has a different tax-
able year (as defined in section 441 or 
442) from the taxable year of the trust, 
the amount he is required to include in 
gross income in accordance with sec-
tion 652 (a) and (b) is based on the in-
come of the trust for any taxable year 
or years ending with or within his tax-
able year. This rule applies to taxable 
years of normal duration as well as to 
so-called short taxable years. Income 
of the trust for its taxable year or 
years is determined in accordance with 
its method of accounting and without 
regard to that of the beneficiary.
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§ 1.652(c)–2 Death of individual bene-
ficiaries. 

If income is required to be distrib-
uted currently to a beneficiary, by a 
trust for a taxable year which does not 
end with or within the last taxable 
year of a beneficiary (because of the 
beneficiary’s death), the extent to 
which the income is included in the 
gross income of the beneficiary for his 
last taxable year or in the gross in-
come of his estate is determined by the 
computations under section 652 for the 
taxable year of the trust in which his 
last taxable year ends. Thus, the dis-
tributable net income of the taxable 
year of the trust determines the extent 
to which the income required to be dis-
tributed currently to the beneficiary is 
included in his gross income for his 
last taxable year or in the gross in-
come of his estate. (Section 652(c) does 
not apply to such amounts.) The gross 
income for the last taxable year of a 
beneficiary on the cash basis includes 
only income actually distributed to the 
beneficiary before his death. Income 
required to be distributed, but in fact 
distributed to his estate, is included in 
the gross income of the estate as in-
come in respect of a decedent under 
section 691. See paragraph (e) of 
§ 1.663(c)–3 with respect to separate 
share treatment for the periods before 
and after the decedent’s death. If the 
trust does not qualify as a simple trust 
for the taxable year of the trust in 
which the last taxable year of the bene-
ficiary ends, see section 662(c) and 
§ 1.662(c)–2.

§ 1.652(c)–3 Termination of existence 
of other beneficiaries. 

If the existence of a beneficiary 
which is not an individual terminates, 
the amount to be included under sec-
tion 652(a) in its gross income for its 
last taxable year is computed with ref-
erence to §§ 1.652(c)–1 and 1.652(c)–2 as if 
the beneficiary were a deceased indi-
vidual, except that income required to 
be distributed prior to the termination 
but actually distributed to the bene-
ficiary’s successor in interest is in-
cluded in the beneficiary’s income for 
its last taxable year.

§ 1.652(c)–4 Illustration of the provi-
sions of sections 651 and 652. 

The rules applicable to a trust re-
quired to distribute all of its income 
currently to its beneficiaries may be il-
lustrated by the following example:

Example. (a) Under the terms of a simple 
trust all of the income is to be distributed 
equally to beneficiaries A and B and capital 
gains are to be allocated to corpus. The trust 
and both beneficiaries file returns on the cal-
endar year basis. No provision is made in the 
governing instrument with respect to depre-
ciation. During the taxable year 1955, the 
trust had the following items of income and 
expense:
Rents ...................................................................... $25,000 
Dividends of domestic corporations ...................... 50,000 
Tax-exempt interest on municipal bonds .............. 25,000 
Long-term capital gains ......................................... 15,000 
Taxes and expenses directly attributable to rents 5,000 
Trustee’s commissions allocable to income ac-

count ................................................................... 2,600 
Trustee’s commissions allocable to principal ac-

count ................................................................... 1,300 
Depreciation ........................................................... 5,000

(b) The income of the trust for fiduciary 
accounting purposes is $92,400, computed as 
follows:
Rents ...................................................................... $25,000 
Dividends ............................................................... 50,000 
Tax-exempt interest ............................................... 25,000

Total ......................................................... 100,000
Deductions: 

Expenses directly attributable to 
rental income .......................... $5,000 

Trustee’s commissions allocable 
to income account ................... 2,600

7,600

Income computed under section 643(b) 92,400

One-half ($46,200) of the income of $92,400 is 
currently distributable to each beneficiary. 

(c) The distributable net income of the 
trust computed under section 643(a) is 
$91,100, determined as follows (cents are dis-
regarded in the computation):
Rents ...................................................................... $25,000 
Dividends ............................................................... 50,000
Tax-exempt interest ........................... $25,000 
Less: Expenses allocable thereto 

(25,000/100,000 ×$3,900) .............. 975
———— 24,025

Total ..................................... ................ 99,025 
Deductions: 

Expenses directly attributable to 
rental income .......................... $5,000 

Trustee’s commissions ($3,900 
less $975 allocable to tax-ex-
empt interest) .......................... 2,925

———— 7,925

Distributable net income ...... ................ 91,100

In computing the distributable net income of 
$91,100, the taxable income of the trust was 
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computed with the following modifications: 
No deductions were allowed for distributions 
to the beneficiaries and for personal exemp-
tion of the trust (section 643(a) (1) and (2)); 
capital gains were excluded and no deduction 
under section 1202 (relating to the 50-percent 
deduction for long-term capital gains) was 
taken into account (section 643(a)(3)); the 
tax-exempt interest (as adjusted for ex-
penses) and the dividend exclusion of $50 
were included (section 643(a) (5) and (7)). 
Since all of the income of the trust is re-
quired to be currently distributed, no deduc-
tion is allowable for depreciation in the ab-
sence of specific provisions in the governing 
instrument providing for the keeping of the 
trust corpus intact. See section 167(h) and 
the regulations thereunder. 

(d) The deduction allowable to the trust 
under section 651(a) for distributions to the 
beneficiaries is $67,025, computed as follows:
Distributable net income computed under section 

643(a) (see paragraph (c)) ................................. $91,100
Less: 

Tax-exempt interest as adjusted $24,025 
Dividend exclusion ...................... 50

———— 24,075

Distributable net income as determined 
under section 651(b) ............................ 67,025

Since the amount of the income ($92,400) re-
quired to be distributed currently by the 
trust exceeds the distributable net income 

($67,025) as computed under section 651(b), 
the deduction allowable under section 651(a) 
is limited to the distributable net income of 
$67,025. 

(e) The taxable income of the trust is $7,200 
computed as follows:
Rents ...................................................................... $25,000 
Dividends ($50,000 less $50 exclusion) ................ 49,950 
Long-term capital gains ......................................... 15,000

Gross income .......................................... 89,950
Deductions: 

Rental expenses ......................... $5,000 
Trustee’s commissions ............... 2,925 
Capital gain deduction ................ 7,500 
Distributions to beneficiaries ...... 67,025 
Personal exemption .................... 300

———— 82,750

Taxable income ................... 7,200

The trust is not allowed a deduction for the 
portion ($975) of the trustee’s commissions 
allocable to tax-exempt interest in com-
puting its taxable income. 

(f) In determining the character of the 
amounts includible in the gross income of A 
and B, it is assumed that the trustee elects 
to allocate to rents the expenses not directly 
attributable to a specific item of income 
other than the portion ($975) of such ex-
penses allocated to tax-exempt interest. The 
allocation of expenses among the items of in-
come is shown below:

Rents Dividends Tax-exempt in-
terest Total 

Income for trust accounting purposes ........ $25,000 $50,000 $25,000 $100,000 
Less: 

Rental expenses ................................. 5,000 ...................... ............................ 5,000 
Trustee’s commissions ........................ 2,925 ...................... 975 3,900 

Total deductions ........................... 7,925 0 975 8,900

Character of amounts in the hands of the 
beneficiaries ............................................ 17,075 50,000 24,025 1 91,100 

1 Distributable net income. 

Inasmuch as the income of the trust is to be 
distributed equally to A and B, each is 
deemed to have received one-half of each 
item of income; that is, rents of $8,537.50, 
dividends of $25,000, and tax-exempt interest 
of $12,012.50. The dividends of $25,000 allo-
cated to each beneficiary are to be aggre-
gated with his other dividends (if any) for 
purposes of the dividend exclusion provided 
by section 116 and the dividend received cred-
it allowed under section 34. Also, each bene-
ficiary is allowed a deduction of $2,500 for de-
preciation of rental property attributable to 

the portion (one-half) of the income of the 
trust distributed to him.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6712, 29 FR 3655, Mar. 24, 
1964]

ESTATES AND TRUSTS WHICH MAY ACCU-
MULATE INCOME OR WHICH DISTRIBUTE 
CORPUS

§ 1.661(a)–1 Estates and trusts accumu-
lating income or distributing cor-
pus; general. 

Subpart C, part I, subchapter J, chap-
ter 1 of the Code, is applicable to all 
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