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

79 .......................................... .40124 .39630 .39145 .38669 .38201 .37742 .37291 .36848 .36413 .35985 
80 .......................................... .41980 .41485 .40998 .40520 .40050 .39588 .39134 .38688 .38249 .37818 
81 .......................................... .43854 .43358 .42871 .42392 .41921 .41457 .41001 .40553 .40112 .39678 
82 .......................................... .45733 .45238 .44752 .44273 .43802 .43338 .42881 .42431 .41989 .41553 
83 .......................................... .47616 .47123 .46638 .46161 .45690 .45227 .44770 .44320 .43877 .43441 
84 .......................................... .49519 .49030 .48548 .48073 .47604 .47143 .46688 .46239 .45797 .45361 
85 .......................................... .51458 .50974 .50496 .50025 .49560 .49102 .48650 .48204 .47763 .47329 
86 .......................................... .53413 .52935 .52463 .51998 .51538 .51084 .50636 .50194 .49758 .49327 
87 .......................................... .55351 .54881 .54416 .53957 .53503 .53055 .52613 .52176 .51744 .51317 
88 .......................................... .57268 .56806 .56349 .55898 .55451 .55010 .54574 .54144 .53718 .53296 
89 .......................................... .59162 .58710 .58262 .57819 .57382 .56949 .56520 .56097 .55678 .55263 
90 .......................................... .61030 .60588 .60151 .59718 .59290 .58866 .58447 .58032 .57621 .57214 
91 .......................................... .62834 .62403 .61977 .61554 .61136 .60722 .60312 .59907 .59505 .59107 
92 .......................................... .64527 .64107 .63692 .63280 .62872 .62468 .62068 .61672 .61279 .60890 
93 .......................................... .66107 .65699 .65294 .64893 .64495 .64101 .63711 .63323 .62940 .62559 
94 .......................................... .67597 .67200 .66806 .66415 .66027 .65643 .65262 .64884 .64509 .64138 
95 .......................................... .69031 .68645 .68262 .67881 .67504 .67130 .66759 .66390 .66025 .65662 
96 .......................................... .70396 .70021 .69648 .69279 .68912 .68548 .68186 .67828 .67471 .67118 
97 .......................................... .71670 .71305 .70943 .70584 .70227 .69872 .69520 .69171 .68824 .68480 
98 .......................................... .72875 .72521 .72169 .71819 .71472 .71127 .70784 .70444 .70106 .69770 
99 .......................................... .74065 .73721 .73379 .73040 .72703 .72368 .72035 .71704 .71375 .71048 
100 ........................................ .75234 .74901 .74570 .74241 .73914 .73589 .73265 .72944 .72625 .72307 
101 ........................................ .76399 .76077 .75757 .75438 .75122 .74807 .74494 .74183 .73873 .73565 
102 ........................................ .77552 .77241 .76932 .76625 .76319 .76015 .75712 .75411 .75111 .74813 
103 ........................................ .78703 .78404 .78106 .77809 .77514 .77221 .76929 .76638 .76348 .76060 
104 ........................................ .79948 .79662 .79377 .79093 .78810 .78528 .78248 .77969 .77691 .77414 
105 ........................................ .81159 .80885 .80612 .80340 .80069 .79799 .79530 .79262 .78995 .78729 
106 ........................................ .82763 .82506 .82250 .81995 .81741 .81488 .81235 .80983 .80732 .80482 
107 ........................................ .84749 .84516 .84283 .84051 .83819 .83587 .83356 .83126 .82896 .82666 
108 ........................................ .87999 .87808 .87618 .87428 .87238 .87049 .86859 .86670 .86481 .86293 
109 ........................................ .93900 .93800 .93700 .93600 .93500 .93400 .93300 .93200 .93100 .93000 

(7) Effective/applicability dates. Paragraphs (f)(1) through (f)(6) apply after April 
30, 1999, and before May 1, 2009. 

[T.D. 8540, 59 FR 30102, 30116, 30117, 30148, June 10, 1994, as amended by T.D. 8819, 64 FR 23199, 
23209, Apr. 30, 1999; T.D. 8886, 65 FR 36943, June 12, 2000; T.D. 9448, 74 FR 21465, 21482, May 7, 
2009] 

TREATMENT OF EXCESS DISTRIBUTIONS OF 
TRUSTS APPLICABLE TO TAXABLE 
YEARS BEGINNING ON OR AFTER JANU-
ARY 1, 1969 

§ 1.665(a)–0A Excess distributions by 
trusts; scope of subpart D. 

(a) In general. (1) Subpart D (section 
665 and following), part I, subchapter J, 
chapter 1 of the Code as amended by 
the Tax Reform Act of 1969, is designed 
to tax the beneficiary of a trust that 
accumulates, rather than distributes, 
all or part of its income currently (i.e., 
an accumulation trust), in most cases, 
as if the income had been currently dis-
tributed to the beneficiary instead of 
accumulated by the trusts. Accord-
ingly, subpart D provides special rules 
for the treatment of amounts paid, 
credited, or required to be distributed 
by a complex trust (one that is subject 
to subpart C (section 661 and following) 
of such part I) in any year in excess of 
‘‘distributable net income’’ (as defined 

in section 643 (a)) for that year. Such 
an excess distribution is an ‘‘accumu-
lation distribution’’ (as defined in sec-
tion 665(b)). The special rules of sub-
part D are generally inapplicable to 
amounts paid, credited, or required to 
be distributed by a trust in a taxable 
year in which it qualifies as a simple 
trust (one that is subject to subpart B 
(section 651 and following) of such part 
I). However, see § 1.665(e)–1A(b) for rules 
relating to the treatment of a simple 
trust as a complex trust. 

(2) An accumulation distribution is 
deemed to consist of, first, ‘‘undistrib-
uted net income’’ (as defined in section 
665(a)) of the trust from preceding tax-
able years, and, after all the undistrib-
uted net income for all preceding tax-
able years has been deemed distributed, 
‘‘undistributed capital gain’’ (as de-
fined in section 665(f)) of the trust for 
all preceding taxable years com-
mencing with the first year such 
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amounts were accumulated. An accu-
mulation distribution of undistributed 
capital gain is a ‘‘capital gain distribu-
tion’’ (as defined in section 665(g)). To 
the extent an accumulation distribu-
tion exceeds the ‘‘undistributed net in-
come’’ and ‘‘undistributed capital 
gain’’ so determined, it is deemed to 
consist of corpus. 

(3) The accumulation distribution is 
‘‘thrown back’’ to the earliest ‘‘pre-
ceding taxable year’’ of the trust, 
which, in the case of distributions 
made for a taxable year beginning after 
December 31, 1973, from a trust (other 
than a foreign trust created by a U.S. 
person), is any taxable year beginning 
after December 31, 1968. Special transi-
tional rules apply for distributions 
made in taxable years beginning before 
January 1, 1974. In the case of a foreign 
trust created by a U.S. person, a ‘‘pre-
ceding taxable year’’ is any year of the 
trust to which the Code applies. 

(4) A distribution of undistributed 
net income (included in an accumula-
tion distribution) and a capital gain 
distribution will be included in the in-
come of the beneficiary in the year 
they are actually paid, credited, or re-
quired to be distributed to him. The 
tax on the distribution will be approxi-
mately the amount of tax the bene-
ficiary would have paid with respect to 
the distribution had the income and 
capital gain been distributed to the 
beneficiary in the year earned by the 
trust. An additional amount equal to 
the ‘‘taxes imposed on the trust’’ for 
the preceding year is also deemed dis-
tributed. To prevent double taxation, 
however, the beneficiary receives a 
credit for such taxes. 

(b) Effective dates. All regulations sec-
tions under subpart D (sections 665 
through 669) which have an ‘‘A’’ suffix 
(such as § 1.665(a)A and § 1.666(b)–1A) are 
applicable to taxable years beginning 
on or after January 1, 1969, and all ref-
erences therein to sections 665 through 
669 are references to such sections as 
amended by the Tax Reform Act of 
1969. Sections without the ‘‘A’’ suffix 
(such as § 1.666(b)–1) are applicable only 
to taxable years beginning before Janu-
ary 1, 1969, and all references therein to 
sections 665 through 669 are references 
to such sections before amendment by 
the Tax Reform Act of 1969. 

(c) Examples. Where examples con-
tained in the regulations under subpart 
D refer to tax rates for years after 1968, 
such tax rates are not necessarily the 
actual rates for such years, but are 
only used for example purposes. 

(d) Applicability to estates. Subpart D 
does not apply to any estate. 

[T.D. 7204, 37 FR 17135, Aug. 25, 1972] 

§ 1.665(a)–1A Undistributed net in-
come. 

(a) Domestic trusts. The term undis-
tributed net income, in the case of a 
trust (other than a foreign trust cre-
ated by a U.S. person) means, for any 
taxable year beginning after December 
31, 1968, the distributable net income of 
the trust for that year (as determined 
under section 643(a)), less: 

(1) The amount of income required to 
be distributed currently and any other 
amounts properly paid or credited or 
required to be distributed to bene-
ficiaries in the taxable year as speci-
fied in section 661(a), and 

(2) The amount of taxes imposed on 
the trust attributable to such distrib-
utable net income, as defined in § 1.665 
(d)–1A. The application of the rule in 
this paragraph to a taxable year of a 
trust in which income is accumulated 
may be illustrated by the following ex-
ample: 

Example. Under the terms of the trust, 
$10,000 of income is required to be distributed 
currently to A and the trustee has discretion 
to make additional distributions to A. Dur-
ing the taxable year 1971 the trust had dis-
tributable net income of $30,100 derived from 
royalties and the trustee made distributions 
of $20,000 to A. The taxable income of the 
trust is $10,000 on which a tax of $2,190 is 
paid. The undistributed net income of the 
trust for the taxable year 1971 is $7,910, com-
puted as follows: 
Distributable net income .................... $30,100 
Less: 

Income currently distributable to 
A .............................................. $10,000 

Other amounts distributed to A .. 10,000 
Taxes imposed on the trust at-

tributable to the undistributed 
net income (see § 1.665(d)– 
1A) ........................................... 2,190 

Total ..................................... 22,190 

Undistributed net income .... 7,910 

(b) Foreign trusts. The undistributed 
net income of a foreign trust created 
by a U.S. person for any taxable year is 
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the distributable net income of such 
trust (see § 1.643(a)–6 and the examples 
set forth in paragraph (b) thereof), less: 

(1) The amount of income required to 
be distributed currently and any other 
amounts properly paid or credited or 
required to be distributed to bene-
ficiaries in the taxable year as speci-
fied in section 661(a), and 

(2) The amount of taxes imposed on 
such trust by chapter 1 of the Internal 
Revenue Code, which are attributable 
to items of income which are required 
to be included in such distributable net 
income. 
For purposes of subparagraph (2) of this 
paragraph, the amount of taxes im-
posed on the trust for any taxable year 
by chapter 1 of the Internal Revenue 
Code is the amount of taxes imposed 
pursuant to section 871 (relating to tax 
on non-resident alien individuals) 
which is properly allocable to the un-
distributed portion of the distributable 
net income. See § 1.665(d)–1A. The 
amount of taxes imposed pursuant to 
section 871 is the difference between 
the total tax imposed pursuant to that 
section on the foreign trust created by 
a U.S. person for the year and the 
amount which would have been im-
posed on such trust had all the distrib-
utable net income, as determined under 
section 643(a), been distributed. The ap-
plication of the rule in this paragraph 
may be illustrated by the following ex-
amples: 

Example 1. A trust was created in 1952 
under the laws of Country X by the transfer 
to a trustee in Country X of property by a 
U.S. person. The entire trust constitutes a 
foreign trust created by a U.S. person. The 
governing instrument of the trust provides 
that $7,000 of income is required to be dis-
tributed currently to a U.S. beneficiary and 
gives the trustee discretion to make addi-
tional distributions to the beneficiary. Dur-
ing the taxable year 1973 the trust had in-
come of $10,000 from dividends of a U.S. cor-
poration (on which Federal income taxes of 
$3,000 were imposed pursuant to section 871 
and withheld under section 1441, resulting in 
the receipt by the trust of cash in the 
amount of $7,000), $20,000 in capital gains 
from the sale of stock of a Country Y cor-
poration and $30,000 from dividends of a 
Country X corporation, none of the gross in-
come of which was derived from sources 
within the United States. No income taxes 
were required to be paid to Country X or 
Country Y in 1973. The trustee did not file a 

U.S. income tax return for the taxable year 
1973. The distributable net income of the 
trust before distributions to the beneficiary 
for 1973 is $60,000 ($57,000 of which is cash). 
During 1973 the trustee made distributions to 
the U.S. beneficiary equaling one-half of the 
trust’s distributable net income. Thus, the 
U.S. beneficiary is treated as having had dis-
tributed to him $5,000 (composed of $3,500 as 
a cash distribution and $1,500 as the tax im-
posed pursuant to section 871 and withheld 
under section 1441), representing one-half of 
the income from U.S. sources; $10,000 in cash, 
representing one-half of the capital gains 
from the sale of stock of the Country Y cor-
poration; and $15,000 in cash, representing 
one-half of the income from Country X 
sources for a total of $30,000. The undistrib-
uted net income of the trust at the close of 
taxable year 1973 is $28,500 computed as fol-
lows: 
Distributable net income .................... $60,000 
Less: 

(1) Amounts distributed to the 
beneficiary: 

Income currently distributed to 
the beneficiary ......................... $7,000 

Other amounts distributed to the 
beneficiary ............................... 21,500 

Taxes under sec. 871 deemed 
distributed to the beneficiary ... 1,500 

Total amounts distributed to 
the beneficiary ................. 80,000 

(2) Amount of taxes imposed on 
the trust under chapter 1 of 
the Code attributable to the 
undistributed net income (See 
§ 1.665 (d)–1A) $3,000 less 
$1,500) .................................... $1,500 

Total ..................................... $31,500 

Undistributed net income .... 28,500 

Example 2. The facts are the same as in ex-
ample 1 except that property has been trans-
ferred to the trust by a person other than a 
U.S. person, and during 1973 the foreign trust 
created by a U.S. person was 60 percent of 
the entire foreign trust. The trustee paid no 
income taxes to Country X or Country Y in 
1973. 

(1) The undistributed net income of the 
portion of the entire trust which is a foreign 
trust created by a U.S. person for 1973 is 
$17,100, computed as follows: 
Distributable net income (60% of each item of 

gross income of entire trust): 
60% of $10,000 U.S. dividends ...................... $6,000 
60% of $20,000 Country X capital gains ....... 12,000 
60% of $30,000 Country X dividends ............ 18,000 

Total ......................................................... 36,000 
Less: 

(i) Amounts distributed to the 
beneficiary— 

Income currently distributed to 
the beneficiary (60% of 
$7,000) .................................... $4,200 

Other amounts distributed to the 
beneficiary (60% of $21,500) .. 12,900 
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Taxes under sec. 871 deemed 
distributed to the beneficiary 
(60% of $1,500) ...................... 900 

Total amounts distributed to 
the beneficiary ................. 18,000 

(ii) Amount of taxes imposed on 
the trust under chapter 1 of 
the Code attributable to the 
undistributed net income (see 
§ 1.665 (d)–1A) (60% of 
$1,500) .................................... 900 

Total ......................................................... 18,900 

Undistributed net income ........................ 17,100 

(2) The undistributed net income of the 
portion of the entire trust which is not a for-
eign trust created by a U.S. person for 1973 is 
$11,400, computed as follows: 
Distributable net income (40% of each item of 

gross income of entire trust) 
40% of $10,000 U.S. dividends ...................... $4,000 
40% of $20,000 Country X capital gains ....... 8,000 
40% of $30,000 Country X dividends ............ 12,000 

Total ......................................................... 24,000 
Less: 

(i) Amounts distributed to the 
beneficiary— 

Income currently distributed to 
the beneficiary (40% of 
$7,000) .................................... $2,800 

Other amounts distributed to the 
beneficiary (40% of $21,500) .. 8,600 

Taxes under sec. 871 deemed 
distributed to the beneficiary 
(40% of $1,500) ...................... 600 

Total amounts distributed to 
the beneficiary ................. 12,000 

(ii) Amount of taxes imposed on 
the trust under chapter 1 of 
the Code attributable to the 
undistributed net income (See 
§ 1.665 (d)–1A) (40% of 
$1,500) .................................... 600 

Total ......................................................... 12,600 

Undistributed net income ........................ 11,400 

(c) Effect of prior distributions. The un-
distributed net income for any year to 
which an accumulation distribution for 
a later year may be thrown back will 
be reduced by accumulation distribu-
tions in intervening years that are re-
quired to be thrown back to such year. 
For example, if a trust has undistrib-
uted net income for 1975, and an accu-
mulation distribution is made in 1980, 
there must be taken into account the 
effect on undistributed net income for 
1975 of any accumulation distribution 
made in 1976, 1977, 1978, or 1979. How-
ever, undistributed net income for any 
year will not be reduced by any dis-
tributions in any intervening years 
that are excluded under section 

663(a)(1), relating to gifts, bequests, 
etc. See paragraph (d) of § 1.666(a)–1A 
for an illustration of the reduction of 
undistributed net income for any year 
by a subsequent accumulation distribu-
tion. 

(d) Distributions made in taxable years 
beginning before January 1, 1974. For 
special rules relating to accumulation 
distributions of undistributed net in-
come made in taxable years of the 
trust beginning before January 1, 1974, 
see § 1.665(b)–2A. 

[T.D. 7204, 37 FR 17136, Aug. 25, 1972] 

§ 1.665(b)–1A Accumulation distribu-
tions. 

(a) In general. (1) For any taxable 
year of a trust the term accumulation 
distribution means an amount by which 
the amounts properly paid, credited, or 
required to be distributed within the 
meaning of section 661(a)(2) (i.e., all 
amounts properly paid, credited, or re-
quired to be distributed to the bene-
ficiary other than income required to 
be distributed currently within the 
meaning of section 661(a)(1)) for that 
year exceed the distributable net in-
come (determined under section 643(a)) 
of the trust, reduced (but not below 
zero) by the amount of income required 
to be distributed currently. To the ex-
tent provided in section 663(b) and the 
regulations thereunder, distributions 
made within the first 65 days following 
a taxable year may be treated as hav-
ing been distributed on the last day of 
such taxable year. 

(2) An accumulation distribution also 
includes, for a taxable year of the 
trust, any amount to which section 
661(a)(2) and the preceding paragraph 
are inapplicable and which is paid, 
credited, or required to be distributed 
during the taxable year of the trust by 
reason of the exercise of a power to ap-
point, distribute, consume, or with-
draw corpus of the trust or income of 
the trust accumulated in a preceding 
taxable year. No accumulation dis-
tribution is deemed to be made solely 
because the grantor or any other per-
son is treated as owner of a portion of 
the trust by reason of an unexercised 
power to appoint, distribute, consume, 
or withdraw corpus or accumulated in-
come of the trust. Nor will an accumu-
lation distribution be deemed to have 
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been made by reason of the exercise of 
a power that may affect only taxable 
income previously attributed to the 
holders of such power under subpart E 
(section 671 and following). See exam-
ple 4 of paragraph (d) of this section for 
an example of an accumulation dis-
tribution occurring as a result of the 
exercise of a power of withdrawal. 

(3) Although amounts properly paid 
or credited under section 661(a) do not 
exceed the income of the trust during 
the taxable year, an accumulation dis-
tribution may result if the amounts 
properly paid or credited under section 
661(a)(2) exceed distributable net in-
come reduced (but not below zero) by 
the amount required to be distributed 
currently under section 661(a)(1). This 
may occur, for example, when ex-
penses, interest, taxes, or other items 
allocable to corpus are taken into ac-
count in determining taxable income 
and hence causing distributable net in-
come to be less than the trust’s in-
come. 

(b) Payments that are accumulation dis-
tributions. The following are some in-
stances in which an accumulation dis-
tribution may arise: 

(1) One trust to another. A distribution 
from one trust to another trust is gen-
erally an accumulation distribution. 
See § 1.643(c)–1. This general rule will 
apply regardless of whether the dis-
tribution is to an existing trust or to a 
newly created trust and regardless of 
whether the trust to which the dis-
tribution is made was created by the 
same person who created the trust 
from which the distribution is made or 
a different person. However, a distribu-
tion made from one trust to a second 
trust will be deemed an accumulation 
distribution by the first trust to an ul-
timate beneficiary of the second trust 
if the primary purpose of the distribu-
tion to the second trust is to avoid the 
capital gain distribution provisions 
(see section 669 and the regulations 
thereunder). An amount passing from 
one separate share of a trust to another 
separate share of the same trust is not 
an accumulation distribution. See 
§ 1.665(g)–2A. For rules relating to the 
computation of the beneficiary’s tax 
under section 668 by reason of an accu-
mulation distribution from the second 
trust, see paragraphs (b)(1) and (c)(1)(i) 

of § 1.668(b)–1A and paragraphs (b)(1) 
and (c)(1)(i) of § 1.669(b)–1A. 

(2) Income accumulated during minor-
ity. A distribution of income accumu-
lated during the minority of the bene-
ficiary is generally an accumulation 
distribution. For example, if a trust ac-
cumulates income until the bene-
ficiary’s 21st birthday, and then dis-
tributes the income to the beneficiary, 
such a distribution is an accumulation 
distribution. However, see § 1.665(b)–2A 
for rules governing income accumu-
lated in taxable years beginning before 
January 1, 1969. 

(3) Amounts paid for support. To the 
extent that amounts forming all or 
part of an accumulation distribution 
are applied or distributed for the sup-
port of a dependent under the cir-
cumstances specified in section 677(b) 
or section 678(c) or are used to dis-
charge or satisfy any person’s legal ob-
ligation as that term is used in 
§ 1.662(a)–4, such amounts will be con-
sidered as having been distributed di-
rectly to the person whose obligation is 
being satisfied. 

(c) Payments that are not accumulation 
distributions—(1) Gifts, bequests, etc., de-
scribed in section 663(a)(1). A gift or be-
quest of a specific sum of money or of 
specific property described in section 
663(a)(1) is not an accumulation dis-
tribution. 

(2) Charitable payments. Any amount 
paid, permanently set aside, or used for 
the purposes specified in section 642(c) 
is not an accumulation distribution, 
even though no charitable deduction is 
allowed under such section with re-
spect to such payment. 

(3) Income required to be distributed 
currently. No accumulation distribution 
will arise by reason of a payment of in-
come required to be distributed cur-
rently even though such income ex-
ceeds the distributable net income of 
the trust because the payment is an 
amount specified in section 661(a)(1). 

(d) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. A trustee properly makes a dis-
tribution to a beneficiary of $20,000 during 
the taxable year 1976, of which $10,000 is in-
come required to be distributed currently to 
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the beneficiary. The distributable net in-
come of the trust is $15,000. There is an accu-
mulation distribution of $5,000 computed as 
follows. 
Total distribution .................................................... $20,000 
Less: Income required to be distributed currently 

(section 661(a)(1)) .............................................. 10,000 

Other amounts distributed (section 
661(a)(2)) ............................................. 10,000 

Distributable net income .................... $15,000 
Less: Income required to be distrib-

uted currently ................................. 10,000 

Balance of distributable net income ...................... 5,000 

Accumulation distribution ........................ 5,000 

Example 2. Under the terms of the trust in-
strument, an annuity of $15,000 is required to 
be paid to A out of income each year and the 
trustee may in his discretion make distribu-
tions out of income or corpus to B. During 
the taxable year the trust had income of 
$18,000, as defined in section 643(b), and ex-
penses allocable to corpus of $5,000. Distrib-
utable net income amounted to $13,000. The 
trustee distributed $15,000 of income to A 
and, in the exercise of his discretion, paid 
$5,000 to B. There is an accumulation dis-
tribution of $5,000 computed as follows: 
Total distribution .................................................... $20,000 
Less: Income required to be distributed currently 

to A (section 661(a)(1)) ...................................... 15,000 

Other amounts distributed (section 
661(a)(2)) ............................................. 5,000 

Distributable net income .................... $13,000 
Less: Income required to be distrib-

uted currently to A .......................... 15,000 

Balance of distributable net income ...................... 0 

Accumulation distribution to B ................. 5,000 

Example 3. Under the terms of a trust in-
strument, the trustee may either accumu-
late the trust income or make distributions 
to A and B. The trustee may also invade cor-
pus for the benefit of A and B. During the 
taxable year, the trust had income as defined 
in section 643(b) of $22,000 and expenses of 
$5,000 allocable to corpus. Distributable net 
income amounts to $17,000. The trustee dis-
tributed $10,000 each to A and B during the 
taxable year. There is an accumulation dis-
tribution of $3,000 computed as follows: 
Total distribution .................................................... $20,000 
Less: Income required to be distributed currently 0 

Other amounts distributed (section 
661(a)(2)) ............................................. 20,000 

Distributable net income .................... $17,000 
Less: Income required to be distrib-

uted currently ................................. 0 

Balance of distributable net income ...................... 17,000 

Accumulation distribution ........................ 3,000 

Example 4. A dies in 1974 and bequeaths 
one-half the residue of his estate in trust. 
His widow, W, is given a power, exercisable 

solely by her, to require the trustee to pay 
her each year of the trust $5,000 from corpus. 
W’s right to exercise such power was exer-
cisable at any time during the year but was 
not cumulative, so that, upon her failure to 
exercise it before the end of any taxable year 
of the trust, her right as to that year lapsed. 
The trust’s taxable year is the calendar year. 
During the calendar years 1975 and 1976, W 
did not exercise her right and it lapsed as to 
those years. In the calendar years 1977 and 
1978, in which years the trust had not distrib-
utable net income, she exercised her right 
and withdrew $4,000 in 1977 and $5,000 in 1978. 
No accumulation distribution was made by 
the trust in the calendar years 1975 and 1976. 
An accumulation distribution of $4,000 was 
made in 1977 and an accumulation distribu-
tion of $5,000 was made in 1978. The accumu-
lation distribution for the years 1977 and 1978 
is not reduced by any amount of income of 
the trust attributable to her under section 
678 by reason of her power of withdrawal. 

[T.D. 7204, 37 FR 17137, Aug. 25, 1972] 

§ 1.665(b)–2A Special rules for accumu-
lation distributions made in taxable 
years beginning before January 1, 
1974. 

(a) General rule. Section 331(d)(2)(A) 
of the Tax Reform Act of 1969 excludes 
certain accumulated income from the 
tax imposed by section 668(a)(2) by pro-
viding certain exceptions from the defi-
nition of an ‘‘accumulation distribu-
tion.’’ Any amount paid, credited, or 
required to be distributed by a trust 
(other than a foreign trust created by a 
U.S. person) during a taxable year of 
the trust beginning after December 31, 
1968, and before January 1, 1974, shall 
not be subject to the tax imposed by 
section 668(a)(2) to the extent of the 
portion of such amount that (1) would 
be allocated under section 666(a) to a 
preceding taxable year of the trust be-
ginning before January 1, 1969, and (2) 
would not have been deemed an accu-
mulation distribution because of the 
provisions of paragraphs (1), (2), (3), or 
(4) of section 665(b) as in effect on De-
cember 31, 1968, had the trust distrib-
uted such amounts on the last day of 
its last taxable year beginning before 
January 1, 1969. However, the $2,000 de 
minimis exception formerly in section 
665(b) does not apply in the case of any 
distribution made in a taxable year of 
a trust beginning after December 31, 
1968. Amounts to which this exclusion 
applies shall reduce the undistributed 
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net income of the trust for the pre-
ceding taxable year or years to which 
such amounts would be allocated under 
section 666(a). However, since section 
668(a)(2) does not apply to such 
amounts, no amount of taxes imposed 
on the trust allocable to such undis-
tributed net income is deemed distrib-
uted under section 666 (b) and (c). 

(b) Application of general rule. The 
rule expressed in paragraph (a) of this 
section is applied to the exceptions for-
merly in section 665(b) as follows: 

(1) Distributions from amounts accumu-
lated while beneficiary is under 21. (i) 
Paragraph (1) of section 665(b) as in ef-
fect on December 31, 1968, provided that 
amounts paid, credited, or required to 
be distributed to a beneficiary as in-
come accumulated before the birth of 
such beneficiary or before such bene-
ficiary attains the age of 21 were not to 
be considered to be accumulation dis-
tributions. If an accumulation distribu-
tion is made in a taxable year of the 
trust beginning after December 31, 1968, 
and before January 1, 1974, and under 
section 666(a) such accumulation dis-
tribution would be allocated to a pre-
ceding taxable year beginning before 
January 1, 1969, no tax shall be imposed 
under section 668(a)(2) to the extent the 
income earned by the trust for such 
preceding taxable year would be 
deemed under § 1.665(b)–2(b)(1) to have 
been accumulated before the bene-
ficiary’s birth or before his 21st birth-
day. The provisions of this subpara-
graph may be illustrated by the fol-
lowing example: 

Example. A trust on the calendar year basis 
was established on January 1, 1965, to accu-
mulate the income during the minority of B, 
and to pay the accumulated income over to 
B upon his attaining the age of 21. B’s 21st 
birthday is January 1, 1973. On January 2, 
1973, the trustee pays over to B all the accu-
mulated income of the trust. The distribu-
tion is an accumulation distribution that 
may be allocated under section 666(a) to 1968, 
1969, 1970, 1971, and 1972 (the 5 preceding tax-
able years as defined in § 1.665(e)–1A). To the 
extent the distribution is allocated to 1968, 
no tax is imposed under section 668(a)(2). 

(ii) As indicated in paragraph (a) of 
this section, a distribution of an 
amount excepted from the tax other-
wise imposed under section 668(a)(2) 
will reduce undistributed net income 
for the purpose of determining the ef-

fect of a future distribution. Thus, 
under the facts of the example in sub-
division (i) of this subparagraph, the 
undistributed net income for the 
trust’s taxable year 1968 would be re-
duced by the amount of the distribu-
tion allocated to that year under sec-
tion 666(a). 

(2) Emergency distributions. Paragraph 
(2) of section 665(b) as in effect on De-
cember 31, 1968, provided an exclusion 
from the definition of an accumulation 
distribution for amounts properly paid 
or credited to a beneficiary to meet his 
emergency needs. Therefore, if an accu-
mulation distribution is made from a 
trust in a taxable year beginning be-
fore January 1, 1974, and under section 
666(a) such accumulation distribution 
would be allocated to a preceding tax-
able year of the trust beginning before 
January 1, 1969, no tax shall be imposed 
under section 668(a)(2) if such distribu-
tion would have been considered an 
emergency distribution under § 1.665(b)– 
2(b)(2) had it been made in a taxable 
year of the trust beginning before Jan-
uary 1, 1969. For example, assume a 
trust on a calendar year basis in 1972 
makes an accumulation distribution 
which under § 1.665(b)–2(b) (2) would be 
considered an emergency distribution 
and under section 666(a) the distribu-
tion would be allocated to the years 
1967, 1968, and 1969. To the extent such 
amount is allocated to 1967 and 1968, no 
tax would be imposed under section 
668(a)(2). 

(3) Certain distributions at specified 
ages. Paragraph (3) of section 665(b) as 
in effect on December 31, 1968, provided 
an exclusion (in the case of certain 
trusts created before January 1, 1954) 
from the definition of an accumulation 
distribution for amounts properly paid 
or credited to a beneficiary upon his 
attaining a specified age or ages, sub-
ject to certain restrictions (see 
§ 1.665(b)–2(b)(3)). Therefore, a distribu-
tion from a trust in a taxable year be-
ginning after December 31, 1968, will 
not be subject to the tax imposed under 
section 668(a)(2) to the extent such dis-
tribution would be allocated to a pre-
ceding taxable year of the trust begin-
ning before January 1, 1969, if such dis-
tribution would have qualified under 
the provisions of § 1.665(b)–2(b)(3) had it 
been made in a taxable year of the 
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trust to which such section was appli-
cable. 

(4) Certain final distributions. Para-
graph (4) of section 665(b) as in effect 
on December 31, 1968, provided an ex-
clusion from the definition of an accu-
mulation distribution for amounts 
properly paid or credited to a bene-
ficiary as a final distribution of the 
trust if such final distribution was 
made more than 9 years after the date 
of the last transfer to such trust. 
Therefore, amounts properly paid or 
credited to a beneficiary as a final dis-
tribution of a trust in a taxable year of 
a trust beginning after December 31, 
1968, and before January 1, 1974, will 
not be subject to the tax imposed under 
section 668(a)(2) to the extent such dis-
tribution would be allocated to a pre-
ceding taxable year of the trust begin-
ning before January 1, 1969, if such 
final distribution was made more than 
9 years after the date of the last trans-
fer to such trust. The provisions of this 
subparagraph may be illustrated by the 
following example: 

Example. A trust on a calendar year basis 
was established on January 1, 1958, and no 
additional transfers were made to it. On Jan-
uary 1, 1973, the trustee terminates the trust 
and on the same day he makes a final dis-
tribution to the beneficiary, B. The distribu-
tion is an accumulation distribution that 
may be allocated under section 666(a) to 1968, 
1969, 1970, 1971, and 1972 (the 5 preceding tax-
able years as defined in § 1.665(e)–1A). Be-
cause more than 9 years elapsed between the 
date of the last transfer to the trust and the 
date of final distribution, the distribution is 
not taxed under section 668 (a) (2) to the ex-
tent it would be allocated to 1968 under sec-
tion 666(a). 

[T.D. 7204, 37 FR 17138, Aug. 25, 1972] 

§ 1.665(c)–1A Special rule applicable to 
distributions by certain foreign 
trusts. 

(a) In general. Except as provided in 
paragraph (b) of this section, for pur-
poses of section 665 any amount paid to 
a U.S. person which is from a payor 
who is not a U.S. person and which is 
derived directly or indirectly from a 
foreign trust created by a U.S. person 
shall be deemed in the year of payment 
to the U.S. person to have been di-
rectly paid to the U.S. person by the 
trust. For example, if a nonresident 
alien receives a distribution from a for-

eign trust created by a U.S. person and 
then pays the amount of the distribu-
tion over to a U.S. person, the payment 
of such amount to the U.S. person rep-
resents an accumulation distribution 
to the U.S. person from the trust to the 
extent that the amount received would 
have been an accumulation distribu-
tion had the trust paid the amount di-
rectly to the U.S. person in the year in 
which the payment was received by the 
U.S. person. This section also applies 
in a case where a nonresident alien re-
ceives indirectly an accumulation dis-
tribution from a foreign trust created 
by a U.S. person and then pays it over 
to a U.S. person. An example of such a 
transaction is one where the foreign 
trust created by a U.S. person makes 
the distribution to an intervening for-
eign trust created by either a U.S. per-
son or a person other than a U.S. per-
son and the intervening trust distrib-
utes the amount received to a non-
resident alien who in turn pays it over 
to a U.S. person. Under these cir-
cumstances, it is deemed that the pay-
ment received by the U.S. person was 
received directly from a foreign trust 
created by a U.S. person. 

(b) Limitation. In the case of a dis-
tribution to a beneficiary who is a U.S. 
person, paragraph (a) of this section 
does not apply if the distribution is re-
ceived by such beneficiary under cir-
cumstances indicating lack of intent 
on the part of the parties to cir-
cumvent the purposes for which section 
7 of the Revenue Act of 1962 (76 Stat. 
985) was enacted. 

[T.D. 7204, 37 FR 17139 Aug. 25, 1972] 

§ 1.665(d)–1A Taxes imposed on the 
trust. 

(a) In general. (1) For purposes of sub-
part D, the term taxes imposed on the 
trust means the amount of Federal in-
come taxes properly imposed for any 
taxable year on the trust that are at-
tributable to the undistributed por-
tions of distributable net income and 
gains in excess of losses from the sales 
or exchanges of capital assets. Except 
as provided in paragraph (c)(2) of this 
section, the minimum tax for tax pref-
erences imposed by section 56 is not a 
tax attributable to the undistributed 
portions of distributable net income 
and gains in excess of losses from the 
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sales or exchanges of capital assets. 
See section 56 and the regulations 
thereunder. 

(2) In the case of a trust that has re-
ceived an accumulation distribution 
from another trust, the term taxes im-
posed on the trust also includes the 
amount of taxes deemed distributed 
under §§ 1.666(b)–1A, 1.666(c)–1A, 
1.669(d)–1A, and 1.669(e)–1A (whichever 
are applicable) as a result of such accu-
mulation distribution, to the extent 
that they were taken into account 
under paragraphs (b)(2) or (c)(1)(vi) of 
§ 1.668 (b)–1A and (b)(2) or (c)(1)(vi) of 
§ 1.669(b)–1A in computing the partial 
tax on such accumulation distribution. 
For example, assume that trust A, a 
calendar year trust, makes an accumu-
lation distribution in 1975 to trust B, 
also on the calendar year basis, in con-
nection with which $500 of taxes are 
deemed under § 1.666(b)–1A to be distrib-
uted to trust B. The partial tax on the 
accumulation distribution is computed 
under paragraph (b) of § 1.668(b)–1A (the 
exact method) to be $600 and all of the 
$500 is used under paragraph (b)(2) of 
§ 1.668(b)–1A to reduce the partial tax to 
$100. The taxes imposed on trust B for 
1975 will, in addition to the $100 partial 
tax, also include the $500 used to re-
duce the partial tax. 

(b) Taxes imposed on the trust attrib-
utable to undistributed net income. (1) 
For the purpose of subpart D, the term 
taxes imposed on the trust attributable to 
the undistributed net income means the 
amount of Federal income taxes for the 
taxable year properly allocable to the 
undistributed portion of the distribut-
able net income for such taxable year. 
This amount is (i) an amount that 
bears the same relationship to the 
total taxes of the trust for the year 
(other than the minimum tax for tax 
preferences imposed by section 56), 
computed after the allowance of cred-
its under section 642(a), as (a) the tax-
able income of the trust, other than 
the capital gains not included in dis-
tributable net income less their share 
of section 1202 deduction, bears to (b) 
the total taxable income of the trust 
for such year or, (ii) if the alternative 
tax computation under section 1201(b) 
is used and there are no net short-term 
gains, an amount equal to such total 
taxes less the amount of the alter-

native tax imposed on the trust and at-
tributable to the capital gain. Thus, for 
the purposes of subpart D, in deter-
mining the amount of taxes imposed on 
the trust attributable to the undistrib-
uted net income, that portion of the 
taxes paid by the trust attributable to 
capital gain allocable to corpus is ex-
cluded. The rule stated in this subpara-
graph may be illustrated by the fol-
lowing example, which assumes that 
the alternative tax computation is not 
used: 

Example. (1) Under the terms of a trust, 
which reports on the calendar year basis, the 
income may be accumulated or distributed 
to A in the discretion of the trustee and cap-
ital gains are allocable to corpus. During the 
taxable year 1974, the trust had income of 
$20,000 from royalties, long-term capital 
gains of $10,000, and expenses of $2,000. The 
trustee in his discretion made a distribution 
of $10,000 to A. The taxes imposed on the 
trust for such year attributable to the undis-
tributed net income are $2,319, determined as 
shown below. 

(2) The distributable net income of the 
trust computed under section 643(a) is $18,000 
(royalties of $20,000 less expenses of $2,000). 
The total taxes paid by the trust are $3,787, 
computed as follows: 
Royalties ................................................................ $20,000 
Capital gain allocable to corpus ............................ 10,000 

Gross income .......................................... 30,000 
Deductions: 

Expenses .................................... $2,000 
Distributions to A ........................ 10,000 
Capital gain deduction ................ 5,000 
Personal exemption .................... 100 

17,100 

Taxable income ..................................................... 12,900 
Total income taxes .................................. 3,787 

(3) Taxable income other than capital 
gains less the section 1202 deduction is $7,900 
($12,900¥($10,000¥$5,000)). Therefore, the 
amount of taxes imposed on the trust attrib-
utable to the undistributed net income is 
$2,319, computed as follows: 
$3,787 (total taxes) × $7,900 (taxable income 

other than capital gains not included in d.n.i. 
less the 1202 deduction) divided by $12,900 
(taxable income) ................................................. $2,319 

(2) If in any taxable year an accumu-
lation distribution of undistributed net 
income is made by the trust which re-
sults in a throwback to a prior year, 
the taxes of the prior year imposed on 
the trust attributable to any remain-
ing undistributed net income of such 
prior year are the taxes prescribed in 
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subparagraph (1) of this paragraph re-
duced by the taxes of the prior year 
deemed distributed under section 666 
(b) or (c). The provisions of this sub-
paragraph may be illustrated by the 
following example: 

Example. Assume the same facts as in the 
example in subparagraph (1) of this para-
graph. In 1975 the trust makes an accumula-
tion distribution, of which an amount of un-
distributed net income is deemed distributed 
in 1974. Taxes imposed on the trust (in the 
amount of $1,000) attributable to the undis-
tributed net income are therefore deemed 
distributed in such year. Consequently, the 
taxes imposed on the trust subsequent to the 
1975 distribution attributable to the remain-
ing undistributed net income are $1,319 
($2,319 less $1,000). 

(c) Taxes imposed on the trust attrib-
utable to undistributed capital gain—(1) 
Regular tax. For the purpose of subpart 
D the term taxes imposed on the trust at-
tributable to undistributed capital gain 
means the amount of Federal income 
taxes for the taxable year properly at-
tributable to that portion of the excess 
of capital gains over capital losses of 
the trust that is allocable to corpus for 
such taxable year. Such amount is the 
total of: 

(i) The amount computed under sub-
paragraph (2) of this paragraph (the 
minimum tax), plus 

(ii) The amount that bears the same 
relationship to the total taxes of the 
trust for the year (other than the min-
imum tax), computed after the allow-
ance of credits under section 642(a), as 
(a) the excess of capital gains over cap-
ital losses for such year that are not 
included in distributable net income, 
computed after its share of the deduc-
tion under section 1202 (relating to the 
deduction for capital gains) has been 
taken into account, bears to the great-
er of (b) the total taxable income of the 
trust for such year, or (c) the amount 
of capital gains computed under (a) of 
this subdivision. 

However, if the alternative tax com-
putation under section 1201(b) is used 
and there are no net short-term gains, 
the amount is the amount of the alter-
native tax imposed on the trust and at-
tributable to the capital gain. The ap-
plication of this subparagraph may be 
illustrated by the following example, 

which assumes that the alternative tax 
computation is not used: 

Example. Assume the same facts as in the 
example in paragraph (b)(1). The capital 
gains not included in d.n.i. are $10,000, and 
the deduction under section 1202 is $5,000. 
The amount of taxes imposed on the trust 
attributable to undistributed capital gain is 
$1,468, computed as follows: 
$3,787 (total taxes) × $5,000 (capital gains not in-

cluded in d.n.i. less section 1202 deductions) 
divided by $12,900 (taxable income) ................. $1,468 

(2) Minimum tax. The term taxes im-
posed on the trust attributable to the un-
distributed capital gain also includes the 
minimum tax for tax preferences im-
posed on the trust by section 56 with 
respect to the undistributed capital 
gain. The amount of such minimum tax 
so included bears the same relation to 
the total amount of minimum tax im-
posed on the trust by section 56 for the 
taxable year as one-half the net capital 
gain (net section 1201 gain for taxable 
years beginning before January 1, 1977) 
(as defined in section 1222(11)) from 
such taxable year bears to the sum of 
the items of tax preference of the trust 
for such taxable year which are appor-
tioned to the trust in accordance with 
§ 1.58–3(a) (1). 

(3) Reduction for prior distribution. If 
in any taxable year a capital gain dis-
tribution is made by the trust which 
results in a throwback to a prior year, 
the taxes of the prior year imposed on 
the trust attributable to any remain-
ing undistributed capital gain of the 
prior year are the taxes prescribed in 
subparagraph (1) of this paragraph re-
duced by the taxes of the prior year 
deemed distributed under section 669 
(d) or (e). The provisions of this sub-
paragraph may be illustrated by the 
following example: 

Example. Assume the same facts as in the 
example in subparagraph (1) of this para-
graph. In 1976, the trust makes a capital gain 
distribution, of which an amount of undis-
tributed capital gain is deemed distributed 
in 1974. Taxes imposed on the trust (in the 
amount of $500) attributable to the undis-
tributed capital gain are therefore deemed 
distributed in such year. Consequently, the 
taxes imposed on the trust attributable to 
the remaining undistributed capital gain are 
$968 ($1,468 less $500). 

[T.D. 7204, 37 FR 17139, Aug. 25, 1972, as 
amended by T.D. 7728, 45 FR 72650, Nov. 3, 
1980] 
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§ 1.665(e)–1A Preceding taxable year. 

(a) Definition—(1) Domestic trusts—(i) 
In general. For purposes of subpart D, 
in the case of a trust other than a for-
eign trust created by a U.S. person, the 
term preceding taxable year serves to 
identify and limit the taxable years of 
a trust to which an accumulation dis-
tribution consisting of undistributed 
net income or undistributed capital 
gain may be allocated (or ‘‘thrown 
back’’) under section 666(a) and 669(a). 
An accumulation distribution con-
sisting of undistributed net income or 
undistributed capital gain may not be 
allocated or ‘‘thrown back’’ to a tax-
able year of a trust if such year is not 
a ‘‘preceding taxable year.’’ 

(ii) Accumulation distributions. In the 
case of an accumulation distribution 
consisting of undistributed net income 
made in a taxable year beginning be-
fore January 1, 1974, any taxable year 
of the trust that precedes by more than 
5 years the taxable year of the trust in 
which such accumulation distribution 
was made is not a ‘‘preceding taxable 
year.’’ Thus, for a domestic trust on a 
calendar year basis, calendar year 1967 
is not a ‘‘preceding taxable year’’ with 
respect to an accumulation distribu-
tion made in calendar year 1973, where-
as calendar year 1968 is a ‘‘preceding 
taxable year.’’ In the case of an accu-
mulation distribution made during a 
taxable year beginning after December 
31, 1973, any taxable year of the trust 
that begins before January 1, 1969, is 
not a ‘‘preceding taxable year.’’ Thus, 
for a domestic trust on a calendar year 
basis, calendar year 1968 is not a ‘‘pre-
ceding taxable year’’ with respect to an 
accumulation distribution made in cal-
endar year 1975, whereas calendar year 
1969 is a ‘‘preceding taxable year.’’ 

(iii) Capital gain distributions. In the 
case of an accumulation distribution 
that is a capital gain distribution, any 
taxable year of the trust that (a) be-
gins before January 1, 1969, or (b) is 
prior to the first year in which income 
is accumulated, whichever occurs later, 
is not a ‘‘preceding taxable year.’’ 
Thus, for the purpose of capital gain 
distributions and section 669, only tax-
able years beginning after December 31, 
1968, can be ‘‘preceding taxable years.’’ 
See § 1.688(a)–1A(c). 

(2) Foreign trusts created by U.S. per-
sons. For purposes of subpart D, in the 
case of a foreign trust created by a U.S. 
person, the term ‘‘preceding taxable 
year’’ does not include any taxable 
year to which part I of subchapter J 
does not apply. See section 683 and reg-
ulations thereunder. Accordingly, the 
provisions of subpart D may not, in the 
case of a foreign trust created by a U.S. 
person, be applied to any taxable year 
which begins before 1954 or ends before 
August 17, 1954. For example, if a for-
eign trust created by a U.S. person (re-
porting on the calendar year basis) 
makes a distribution during the cal-
endar year 1970 of income accumulated 
during prior years, the earliest year of 
the trust to which the accumulation 
distribution may be allocated under 
such subpart D is 1954, but it may not 
be allocated to 1953 and prior years, 
since the Internal Revenue Code of 1939 
applies to those years. 

(b) Simple trusts. A taxable year of a 
trust during which the trust was a sim-
ple trust (that is, was subject to sub-
part B) for the entire year shall not be 
considered a ‘‘preceding taxable year’’ 
unless during such year the trust re-
ceived ‘‘outside income’’ or unless the 
trustee did not distribute all of the in-
come of the trust that was required to 
be distributed currently for such year. 
In such event, undistributed net in-
come for such year shall not exceed the 
greater of the ‘‘outside income’’ or in-
come not distributed during such year. 
For purposes of this paragraph, the 
term outside income means amounts 
that are included in distributable net 
income of the trust for the year but 
that are not ‘‘income’’ of the trust as 
that term is defined in § 1.643(b)–1. 
Some examples of ‘‘outside income’’ 
are: 

(1) Income taxable to the trust under 
section 691; 

(2) Unrealized accounts receivable 
that were assigned to the trust; and 

(3) Distributions from another trust 
that include distributable net income 
or undistributed net income of such 
other trust. 

The term outside income, however, does 
not include amounts received as dis-
tributions from an estate, other than 
income specified in (1) and (2), for 
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which the estate was allowed a deduc-
tion under section 661(a). The applica-
tion of this paragraph may be illus-
trated by the following examples: 

Example 1. By his will D creates a trust for 
his widow W. The terms of the trust require 
that the income be distributed currently 
(i.e., it is a simple trust), and authorize the 
trustee to make discretionary payments of 
corpus to W. Upon W’s death the trust corpus 
is to be distributed to D’s then living issue. 
The executor of D’s will makes a $10,000 dis-
tribution of corpus to the trust that carries 
out estate income consisting of dividends 
and interest to the trust under section 
662(a)(2). The trust reports this income as its 
only income on its income tax return for its 
taxable year in which ends the taxable year 
of the estate in which the $10,000 distribution 
was made, and pays a tax thereon of $2,106. 
Thus, the trust has undistributed net income 
of $7,894 ($10,000 ¥$2,106). Several years later 
the trustee makes a discretionary corpus 
payment of $15,000 to W. This payment is an 
accumulation distribution under section 
665(b). However, since the trust had no ‘‘out-
side income’’ in the year of the estate dis-
tribution, such year is not a preceding tax-
able year. Thus, W is not treated as receiving 
undistributed net income of $7,894 and taxes 
thereon of $2,106 for the purpose of including 
the same in her gross income under section 
668. The result would be the same if the inva-
sion power were not exercised and the accu-
mulation distribution occurred as a result of 
the distribution of the corpus to D’s issue 
upon the death of W. 

Example 2. Trust A, a simple trust on the 
calendar year basis, received in 1972 extraor-
dinary dividends or taxable stock dividends 
that the trustee in good faith allocated to 
corpus, but that are determined in 1974 to 
have been currently distributable to the ben-
eficiary. See section 643(a)(4) and § 1.643(a)–4. 
Trust A would qualify for treatment under 
subpart C for 1974, the year of distribution of 
the extraordinary dividends or taxable stock 
dividends, because the distribution is not out 
of income of the current taxable year and is 
treated as another amount properly paid or 
credited or required to be distributed for 
such taxable year within the meaning of sec-
tion 661(a) (2). Also, the distribution in 1974 
qualifies as an accumulation distribution for 
the purposes of subpart D. For purposes only 
of such subpart D, trust A would be treated 
as subject to the provisions of such subpart 
C for 1972, the preceding taxable year in 
which the extraordinary or taxable stock 
dividends were received, and, in computing 
undistributed net income for 1972, the ex-
traordinary or taxable stock dividends would 
be included in distributable net income 
under section 643(a). The rule stated in the 
preceding sentence would also apply if the 
distribution in 1974 was made out of corpus 

without regard to a determination that the 
extraordinary dividends or taxable stock 
dividends in question were currently distrib-
utable to the beneficiary. 

[T.D. 7204, 37 FR 17141, Aug. 25, 1972] 

§ 1.665(f)–1A Undistributed capital 
gain. 

(a) Domestic trusts. (1) The term undis-
tributed capital gain means (in the case 
of a trust other than a foreign trust 
created by a U.S. person), for any tax-
able year of the trust beginning after 
December 31, 1968, the gains in excess 
of losses for that year from the sale or 
exchange of capital assets of the trust 
less: 

(i) The amount of such gains that are 
included in distributable net income 
under section 643(a)(3) and § 1.643(a)–3. 

(ii) The amount of taxes imposed on 
the trust for such year attributable to 
such gains, as defined in § 1.665(d)–1A, 
and 

(iii) In the case of a trust that does 
not use the alternative method for 
computing taxes on capital gains of the 
taxable year, the excess of deductions 
(other than deductions allowed under 
section 642(b) relating to personal ex-
emption or section 642(c) relating to 
charitable contributions) over distrib-
utable net income for such year to the 
extent such excess deductions are prop-
erly allowable in determining taxable 
income for such year. 
For purposes of computing the amount 
of capital gain under this paragraph, 
no deduction under section 1202, relat-
ing to deduction for excess of capital 
gains over capital losses, shall be taken 
into account. The application of this 
subparagraph may be illustrated by the 
following example: 

Example. Under the terms of the trust, the 
trustee must distribute all income currently 
and has discretion to distribute capital gain 
to A or to allocate it to corpus. During the 
taxable year 1971 the trust recognized capital 
gain in the amount of $15,000, and capital 
losses of $5,000, and had interest income 
(after expenses) of $6,000. The trustee distrib-
uted $8,000 to A, consisting of $6,000 of inter-
est and $2,000 of capital gain. The $2,000 of 
gain distributed to A is included in the com-
putation of distributable net income under 
§ 1.643(a)–3. The balance of the capital gain is 
not included in distributable net income 
since it is allocated to corpus and not paid, 
credited, or required to be distributed to any 
beneficiary. The trust paid taxes of $671, all 
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of which are attributable under § 1.665(d)–1A 
to the undistributed capital gain. The 
amount of undistributed capital gain of the 
trust for 1971 is therefore $7,329, computed as 
follows: 
Total capital gains .................................................. $15,000 
Less: Capital losses ............................................... 5,000 

Gains in excess of losses ...................................... 10,000 

Less: 
Amount of capital gain included in distributable 

net income .......................................................... 2,000 
Taxes imposed on the trust attributable to 

the undistributed capital gain (see 
§ 1.665(d)–1A) ............................................. 671 

2,671 

Undistributed capital gain ...................................... 7,329 

(2) For purposes of subparagraph (1) 
of this paragraph, the term losses for 
that year includes losses of the trusts 
from the sale or exchange of capital as-
sets in preceding taxable years not in-
cluded in the computation of distribut-
able net income of any year, reduced 
by such losses taken into account in a 
subsequent preceding taxable year in 
computing undistributed capital gain 
but not reduced by such losses taken 
into account in determining the deduc-
tion under section 1211. See section 
1212(b)(2) and the regulations there-
under. For example, assume that a 
trust had a net long-term capital loss 
in 1970 of $5,000. During the years 1971 
through 1975, the trust had no capital 
gains or capital losses. In 1976, it has a 
long-term capital gain of $8,000, which 
it allocates to corpus and does not dis-
tribute to a beneficiary, but has no 
taxes attributable to such gain. The 
undistributed capital gain for 1976 is 
$8,000¥$5,000, or $3,000, even though all 
or a part of the $5,000 loss was claimed 
under section 1211 as a deduction in 
years 1970 through 1975. 

(b) Foreign trusts. Distributable net 
income for a taxable year of a foreign 
trust created by a U.S. person includes 
capital gains in excess of capital losses 
for such year (see § 1.643(a)–6(a)(3)). 
Thus, a foreign trust created by a U.S. 
person can never have any undistrib-
uted capital gain. 

[T.D. 7204, 37 FR 17142, Aug. 25, 1972] 

§ 1.665(g)–1A Capital gain distribution. 
For any taxable year of a trust, the 

term capital gain distribution means, to 

the extent of the undistributed capital 
gain of the trust, that portion of an ac-
cumulation distribution that exceeds 
the amount of such accumulation dis-
tribution deemed under section 666(a) 
to be undistributed net income of the 
trust for all preceding taxable years. 
See § 1.665(b)–1A for the definition of 
‘‘accumulation distribution’’. For any 
such taxable year the undistributed 
capital gain includes the total undis-
tributed capital gain for all years of 
the trust beginning with the first tax-
able year beginning after December 31, 
1968, in which income (as determined 
under section 643(b)) is accumulated, 
and ending before such taxable year. 
See § 1.665(g)–2A for application of the 
separate share rule. The application of 
this section may be illustrated by the 
following example: 

Example. A trust on the calendar year basis 
made the following accumulations. For pur-
poses of this example, the undistributed net 
income is the same as income under applica-
ble local law. No income was accumulated 
prior to 1970. 

Year Undistributed net 
income 

Undistributed cap-
ital gain 

1969 ....................... None $10,000 
1970 ....................... $1,000 3,000 
1971 ....................... None 4,000 

The trust has distributable net income in 
1972 of $2,000 and recognizes capital gains of 
$4,500 that are allocable to corpus. On De-
cember 31, 1972, the trustee makes a distribu-
tion of $20,000 to the beneficiary. There is an 
accumulation distribution of $18,000 $20,000 
distribution less $2,000 d.n.i.) that consists of 
undistributed net income of $1,000 (see 
§ 1.666(a)–1A) and a capital gain distribution 
of $7,000. The capital gain distribution is 
computed as follows: 
Accumulation distribution ....................................... $18,000 
Less: Undistributed net income ............................. 1,000 

Balance .................................................... 17,000 

Capital gain distribution (undistributed capital gain 
of the trust for 1972 ($3,000 from 1970 and 
$4,000 from 1971)) ............................................ 7,000 

Balance (corpus) ..................................... 10,000 

No undistributed capital gain is deemed dis-
tributed from 1969 because 1969 is a year 
prior to the first year in which income is ac-
cumulated (1970). The accumulation distribu-
tion is not deemed to consist of any part of 
the capital gains recognized in 1972. 

[T.D. 7204, 37 FR 17142, Aug. 25, 1972] 
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§ 1.665(g)–2A Application of separate 
share rule. 

(a) In general. If the separate share 
rule of section 663(c) is applicable for 
any taxable year of a trust, subpart D 
is applied as if each share were a sepa-
rate trust except as provided in para-
graph (c) of this section and in 
§ 1.668(a)–1A(c). Thus, the amounts of 
an ‘‘accumulation distribution’’, ‘‘un-
distributed net income’’, ‘‘undistrib-
uted capital gain’’, and ‘‘capital gain 
distribution’’ are computed separately 
for each share. 

(b) Allocation of taxes—undistributed 
net income. The ‘‘taxes imposed on the 
trust attributable to the undistributed 
net income’’ are allocated as follows: 

(1) There is first allocated to each 
separate share that portion of the 
‘‘taxes imposed on the trust attrib-
utable to the undistributed net in-
come’’ (as defined in § 1.665(d)–1A(b)), 
computed before the allowance of any 
credits under section 642(a), that bears 
the same relation to the total of such 
taxes that the distributable net income 
of the separate share bears to the dis-
tributable net income of the trust, ad-
justed for this purpose as follows: 

(i) There is excluded from distribut-
able net income of the trust and of 
each separate share any tax-exempt in-
terest, foreign income of a foreign 
trust, and excluded dividends, to the 
extent such amounts are included in 
distributable net income pursuant to 
section 643(a) (5), (6), and (7); and 

(ii) The distributable net income of 
the trust is reduced by any deductions 
allowable under section 661 for 
amounts paid, credited, or required to 
be distributed during the taxable year, 
and the distributable net income of 
each separate share is reduced by any 
such deduction allocable to that share. 

(2) The taxes so determined for each 
separate share are then reduced by 
that portion of the credits against tax 
allowable to the trust under section 
642(a) in computing the ‘‘taxes imposed 
on the trust’’ that bears the same rela-
tion to the total of such credits that 
the items of distributable net income 
allocable to the separate share with re-
spect to which the credit is allowed 
bear to the total of such items of the 
trust. 

(c) Allocation of taxes—undistributed 
capital gain. The ‘‘taxes imposed on the 
trust attributable to undistributed cap-
ital gain’’ are allocated as follows: 

(1) There is first allocated to each 
separate share that portion of the 
‘‘taxes imposed on the trust attrib-
utable to undistributed capital gain’’ 
(as defined in § 1.665(d)–1A(c)), com-
puted before the allowance of any cred-
its under section 642(a), that bears the 
same relation to the total of such taxes 
that the undistributed capital gain 
(prior to the deduction of taxes under 
section 665(c)(2)) of the separate share 
bears to the total such undistributed 
capital gain of the trust. 

(2) The taxes so determined for each 
separate share are then reduced by 
that portion of the credits against tax 
allowable to the trust under section 
642(a) in computing the ‘‘taxes imposed 
on the trust’’ that bears the same rela-
tion to the total of such credits that 
the capital gain allocable to the sepa-
rate share with respect to which the 
credit is allowed bear to the total of 
such capital gain of the trust. 

(d) Termination of a separate share. (1) 
If upon termination of a separate 
share, an amount is properly paid, 
credited, or required to be distributed 
by the trust under section 661(a)(2) to a 
beneficiary from such share, an accu-
mulation distribution will be deemed 
to have been made to the extent of 
such amount. In determining the dis-
tributable net income of such share, 
only those items of income and deduc-
tion for the taxable year of the trust in 
which such share terminates, properly 
allocable to such share, shall be taken 
into consideration. 

(2) No accumulation distribution will 
be deemed to have been made upon the 
termination of a separate share to the 
extent that the property constituting 
such share, or a portion thereof, con-
tinues to be held as a part of the same 
trust. The undistributed net income, 
undistributed capital gain, and the 
taxes imposed on the trust attributable 
to such items, if any, for all preceding 
taxable years (reduced by any amounts 
deemed distributed under sections 
666(a) and 669(a) by reason of any accu-
mulation distribution of undistributed 
net income or undistributed capital 
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gain in prior years or the current tax-
able year), which were allocable to the 
terminating share, shall be treated as 
being applicable to the trust itself. 
However, no adjustment will be made 
to the amounts deemed distributed 
under sections 666 and 669 by reason of 
an accumulation distribution of undis-
tributed net income or undistributed 
capital gain from the surviving share 
or shares made in years prior to the 
year in which the terminating share 
was added to such surviving share or 
shares. 

(3) The provisions of this paragraph 
may be illustrated by the following ex-
ample: 

Example. A trust was established under the 
will of X for the benefit of his wife and upon 
her death the property was to continue in 
the same trust for his two sons, Y and Z. The 
separate share rule is applicable to this 
trust. The trustee had discretion to pay or 
accumulate the income to the wife, and after 
her death was to pay each son’s share to him 
after he attained the age of 25. When the wife 
died, Y was 23 and Z was 28. 

(1) Upon the death of X’s widow, there is no 
accumulation distribution. The entire trust 
is split into two equal shares, and therefore 
the undistributed net income and the undis-
tributed capital gain of the trust are split 
into two shares. 

(2) The distribution to Z of his share after 
his mother’s death is an accumulation dis-
tribution of his separate share of one-half of 
the undistributed net income and undistrib-
uted capital gain. 

[T.D. 7204, 37 FR 17142, Aug. 25, 1972] 

GRANTORS AND OTHERS TREATED AS 
SUBSTANTIAL OWNERS 

§ 1.671–1 Grantors and others treated 
as substantial owners; scope. 

(a) Subpart E (section 671 and fol-
lowing), part I, subchapter J, chapter 1 
of the Code, contains provisions taxing 
income of a trust to the grantor or an-
other person under certain cir-
cumstances even though he is not 
treated as a beneficiary under subparts 
A through D (section 641 and following) 
of such part I. Sections 671 and 672 con-
tain general provisions relating to the 
entire subpart. Sections 673 through 677 
define the circumstances under which 
income of a trust is taxed to a grantor. 
These circumstances are in general as 
follows: 

(1) If the grantor has retained a re-
versionary interest in the trust, within 
specified time limits (section 673); 

(2) If the grantor or a nonadverse 
party has certain powers over the bene-
ficial interests under the trust (section 
674); 

(3) If certain administrative powers 
over the trust exist under which the 
grantor can or does benefit (section 
675). 

(4) If the grantor or a nonadverse 
party has a power to revoke the trust 
or return the corpus to the grantor 
(section 676); or 

(5) If the grantor or a nonadverse 
party has the power to distribute in-
come to or for the benefit of the grant-
or or the grantor’s spouse (section 677). 
Under section 678, income of a trust is 
taxed to a person other than the grant-
or to the extent that he has the sole 
power to vest corpus or income in him-
self. 

(b) Sections 671 through 677 do not 
apply if the income of a trust is taxable 
to a grantor’s spouse under section 71 
or 682 (relating respectively to alimony 
and separate maintenance payments, 
and the income of an estate or trust in 
the case of divorce, etc.). 

(c) Except as provided in such sub-
part E, income of a trust is not in-
cluded in computing the taxable in-
come and credits of a grantor or an-
other person solely on the grounds of 
his dominion and control over the 
trust. However, the provisions of sub-
part E do not apply in situations in-
volving an assignment of future in-
come, whether or not the assignment is 
to a trust. Thus, for example, a person 
who assigns his right to future income 
under an employment contract may be 
taxed on that income even though the 
assignment is to a trust over which the 
assignor has retained none of the con-
trols specified in sections 671 through 
677. Similarly, a bondholder who as-
signs his right to interest may be taxed 
on interest payments even though the 
assignment is to an uncontrolled trust. 
Nor are the rules as to family partner-
ships affected by the provisions of sub-
part E, even though a partnership in-
terest is held in trust. Likewise, these 
sections have no application in deter-
mining the right of a grantor to deduc-
tions for payments to a trust under a 
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