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§ 1.668(b)–1A. Any capital gain distribu-
tion from the same trust paid, credited, 
or required to be distributed in the 
same taxable year of the beneficiary 
shall not be considered under this para-
graph to be a ‘‘prior capital gain dis-
tribution.’’ 

(c) Multiple distributions in the same 
taxable year. For purposes of paragraph 
(b) of this section, accumulation dis-
tributions made from more than one 
trust in the same taxable year of the 
beneficiary, regardless of when in the 
taxable year they were actually made, 
shall be treated as having been made 
consecutively, in whichever order the 
beneficiary may determine. However, 
the beneficiary must treat them as 
having been made in the same order for 
the purpose of computing the partial 
tax on the several accumulation dis-
tributions. The beneficiary shall indi-
cate the order he has determined to 
deem the accumulation distributions 
to have been received by him on his re-
turn for the taxable year. A failure by 
him so to indicate, however, shall not 
affect his right to make such deter-
mination. The purpose of this rule is to 
assure that the tax resulting from the 
later (as so deemed under this para-
graph) distribution is computed with 
the inclusion of the earlier distribution 
in the taxable base and that the tax re-
sulting from the earlier (as so deemed 
under this paragraph) distribution is 
computed with the later distribution 
excluded from the taxable base. 

(d) Examples. The provisions of para-
graphs (b) and (c) of this section may 
be illustrated by the following exam-
ples: 

Example 1. In 1978, trust X made an accu-
mulation distribution of undistributed net 
income to A, a calendar year taxpayer, of 
which $3,000 was deemed to have been dis-
tributed in 1974. In 1980, trust X makes an-
other accumulation distribution of undis-
tributed net income to A, $10,000 of which is 
deemed under section 666 to have been dis-
tributed in 1974. Also in 1980, trust Y makes 
an accumulation distribution of undistrib-
uted net income to A, of which $5,000 is 
deemed under section 666 to have been dis-
tributed in 1974. A determines to treat the 
1980 distribution from trust Y as having been 
made prior to the 1980 distribution from 
trust X. In computing the tax on the 1980 
trust Y distribution, A’s gross income for 
1974 includes (i) the $3,000 deemed distributed 
from the 1978 distribution, and (ii) the $5,000 

deemed distributed in 1974 from the 1980 
trust Y accumulation distribution. To com-
pute A’s tax under the exact method for 1974 
on the $10,000 from the 1980 trust X accumu-
lation distribution deemed distributed in 
1974, A’s gross income for 1974 includes (i) the 
$10,000, (ii) the $3,000 previously deemed dis-
tributed in 1974 from the 1978 trust X accu-
mulation distribution, and (iii) the $5,000 
deemed distribution in 1974 from the 1980 
trust Y accumulation distribution. 

Example 2. In 1978, trust T makes an accu-
mulation distribution of undistributed net 
income to B, a calendar year taxpayer. De-
termination of the tax on the accumulation 
distribution under the short-cut method re-
quires the use of B’s gross income for 1975, 
1976, and 1977. In 1977, B received an accumu-
lation distribution of undistributed net in-
come from trust U, of which $2,000 was 
deemed to have been distributed in 1975, and 
$3,000 in 1976. B’s gross income for 1975, for 
purposes of using the short-cut method to 
determine the tax from the trust T accumu-
lation distribution, will be deemed to include 
the $2,000 deemed distributed in 1975 by trust 
U, and his gross income for 1976 will be 
deemed to include the $3,000 deemed distrib-
uted by trust U in 1976. 

[T.D. 7204, 37 FR 17151, Aug. 25, 1972] 

§ 1.668(b)–3A Computation of the bene-
ficiary’s income and tax for a prior 
taxable year. 

(a) Basis for computation. (1) The bene-
ficiary’s income and tax paid for any 
prior taxable year for which a re-
computation is involved under either 
the exact method or the short-cut 
method shall be determined by ref-
erence to the information required to 
be furnished by him under § 1.668(b)– 
4A(a). The gross income, related deduc-
tions, and taxes paid for a prior taxable 
year of the beneficiary as finally deter-
mined shall be used for computation 
purposes. The term ‘‘as finally deter-
mined’’ has reference to the final sta-
tus of the gross income, deductions, 
credits, and taxes of the taxable year 
after the expiration of the period of 
limitations or after completion of any 
court action regarding the tax for the 
taxable year. 

(2) If any computations rely on the 
beneficiary’s return for a prior taxable 
year for which the applicable period of 
limitations on assessment under sec-
tion 6501 has expired, and such return 
shows a mathematical error on its face 
which resulted in the wrong amount of 
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tax being paid for such year, the deter-
mination of both the tax for such year 
computed with the inclusion of the sec-
tion 666 amount in the beneficiary’s 
gross income and the tax for such year 
computed without including such 
amounts in such gross income shall be 
based upon the return after the correc-
tion of such mathematical errors, and 
the beneficiary shall be credited for the 
correct amount of tax that should have 
been properly paid. 

(b) Effect of allocation of undistributed 
net income on items based on amount of 
income and with respect to a net oper-
ating loss, a charitable contributions car-
ryover, or a capital loss carryover. (1) In 
computing the tax for any taxable year 
under either the exact method or the 
short-cut method, any item which de-
pends upon the amount of gross in-
come, adjusted gross income, or tax-
able income shall be recomputed to 
take into consideration the amount of 
undistributed net income allocated to 
such year. For example, if $1,000 of un-
distributed net income is allocated to 
1970, adjusted gross income for 1970 is 
increased from $5,000 to $6,000. The al-
lowable 50 percent charitable deduction 
under section 170(b)(1)(A) is then in-
creased and the amount of the non-
deductible medical expenses under sec-
tion 213 (3 percent of adjusted gross in-
come) is also increased. 

(2) In computing the tax attributable 
to the undistributed net income 
deemed distributed to the beneficiary 
in any of his prior taxable years under 
either the exact method or the short- 
cut method, the effect of amounts of 
undistributed net income on a net op-
erating loss carryback or carryover, a 
charitable contributions carryover, or 
a capital loss carryback or carryover, 
shall be taken into account. In deter-
mining the amount of tax attributable 
to such deemed distribution, a com-
putation shall also be made for any 
taxable year which is affected by a net 
operating loss carryback or carryover, 
by a charitable contributions carry-
over, or by a capital loss carryback or 
carryover determined by reference to 
the taxable year to which amounts are 
allocated under either method and 
which carryback or carryover is re-
duced or increased by such amounts so 
allocated. The provisions of this sub-

paragraph may be illustrated by the 
following example: 

Example. In 1978, a trust makes an accumu-
lation distribution of undistributed net in-
come to X of $50,000 that is deemed under 
section 666(a) to have been distributed in 
1972. X had income in 1972, 1973, and 1973, and 
had a net operating loss in 1975 that offset 
his taxable income (computed as provided in 
§ 1.172–5) for those years, as follows: 

Year Actual income 
(or loss) 

Income after net oper-
ating loss carryback 

(n.o.l.c.b.) 

1972 ..................... $10,000 $0 
1973 ..................... 50,000 0 
1974 ..................... 50,000 10,000 
1975 ..................... (100,000) 0 

As a result of the allocation of the 1973 ac-
cumulation distribution to 1972, X’s income 
for 1972, 1973, 1974, and 1975, after taking into 
account the 1975 n.o.l.c.b., is deemed to be as 
follows: 

Year Income deemed to have been earned after consid-
eration of n.o.l.c.b., and accumulation distribution 

1972 .. 0 ($10,000+$50,000¥$60,000 n.o.l.c.b.). 
1973 .. $10,000 ($50,000¥$40,000 balance of n.o.l.c.b.). 
1974 .. $50,000. 
1975 .. 0. 

Therefore, the tax on the 1978 accumula-
tion distribution to X is the tax X would 
have paid in 1973 and 1974 had he had the 
above income in such years. 

(c) Averaging. A beneficiary who uses 
the exact method may recompute his 
tax for a prior taxable year by using in-
come averaging for all of his actual in-
come for that year, plus the amount 
deemed distributed in that year under 
section 666, even though he may not 
have actually used section 1301 to de-
termine his income tax for such tax-
able year. For purposes of such re-
computation, the beneficiary’s income 
for all other taxable years involved 
must include any amounts deemed dis-
tributed in such years from the current 
and all prior accumulation distribu-
tions. See § 1.668(b)–4A(c)(3) for addi-
tional information requirements. The 
beneficiary may not apply the provi-
sions of this paragraph to a taxable 
year in which an amount is deemed to 
be income by reason of § 1.666(d)–1A(b). 
The accumulation distribution itself is 
not eligible for income averaging in 
the years in which it is paid, credited, 

VerDate Mar<15>2010 11:07 Aug 11, 2011 Jkt 223091 PO 00000 Frm 00253 Fmt 8010 Sfmt 8010 Y:\SGML\223091.XXX 223091er
ow

e 
on

 D
S

K
5C

LS
3C

1P
R

O
D

 w
ith

 C
F

R



244 

26 CFR Ch. I (4–1–11 Edition) § 1.668(b)–4A 

or required to be distributed. See sec-
tion 1302 (a)(2)(B) and the regulations 
thereunder. 

[T.D. 7204, 37 FR 17151, Aug. 25, 1972] 

§ 1.668(b)–4A Information require-
ments with respect to beneficiary. 

(a) Information to be supplied by bene-
ficiary—(1) In general. The beneficiary 
must supply the information required 
by subparagraph (3) of this paragraph 
for any prior taxable year for which a 
recomputation is required under either 
the exact method or the short-cut 
method. Such information shall be 
filed with the beneficiary’s return for 
the year in which the tax under section 
668(a)(2) is imposed. 

(2) Failure to furnish. If the bene-
ficiary fails to furnish the information 
required by this paragraph for any 
prior year involved in the exact meth-
od, he may not use such method and 
the tax computed under paragraph (c) 
of § 1.668(b)–1A (the short-cut method) 
shall be deemed to be the amount of 
partial tax imposed by section 668(a)(2). 
See, however, paragraph (b) of this sec-
tion for an exception to this rule where 
the short-cut method is not permitted. 
If he cannot furnish the information 
required for a prior year involved in 
the short-cut method, such year will be 
recomputed on the basis of the best in-
formation available. 

(3) Information required. The bene-
ficiary shall file the following items 
with his income tax return for the tax-
able year in which the accumulation 
distribution is included in income: 

(i) A statement showing the gross in-
come, adjustments, deductions, credits, 
taxes paid, and computations for each 
of his taxable years for which a com-
putation is required under the method 
by which he computes his partial tax 
imposed by section 668(a)(2). Such 
statement shall include such amounts 
for the taxable year as adjusted by any 
events subsequent to such year, such as 
any adjustment resulting from the de-
termination of a deficiency or an over-
payment, or from a court action re-
garding the tax. 

(ii) A copy of the statement required 
by this subparagraph to be furnished 
by the beneficiary for any prior taxable 
year in which an accumulation dis-
tribution was received by him which 

was also deemed distributed in whole 
or in part in the prior taxable year for 
which the statement under subdivision 
(i) of this subparagraph is required. 

(iii) A copy of any statements fur-
nished the beneficiary by the trustee 
(such as schedules E and J of Form 
1041, etc.) with regard to the current 
taxable year or any prior taxable year 
for which a statement is furnished 
under subdivision (i) of this subpara-
graph. 

(b) Exception. If by reason of 
§ 1.668(b)–1A(e) the beneficiary may not 
compute the partial tax on the accu-
mulation distribution under § 1.668(b)– 
1A(c) (the short-cut method), the provi-
sions of subparagraph (2) of paragraph 
(a) of this section shall not apply. In 
such case, if the beneficiary fails to 
provide the information required by 
subparagraph (3) of paragraph (a) of 
this section for any prior taxable year, 
the district director shall, by utilizing 
whatever information is available to 
him (including information supplied by 
the beneficiary), determine the bene-
ficiary’s income and related expenses 
for such prior taxable year. 

(c) Records to be supplied by the bene-
ficiary—(1) Year when return was filed. If 
the beneficiary filed an income tax re-
turn for a taxable year for which a re-
computation is necessary, and the pe-
riod of limitations on assessment under 
section 6501 for such year has expired 
as of the filing of the return for the 
year in which the accumulation dis-
tribution was made, then a copy of 
such return, plus proof of any changes 
of liability for such year due to the de-
termination of a deficiency or an over-
payment, court action, etc., shall, to 
the extent they verify the statements 
required under paragraph (a) of this 
section, serve as proof of such state-
ments. If the period of limitations on 
assessment under section 6501 for a 
prior taxable year has not expired as of 
the filing of the beneficiary’s return for 
the year in which the accumulation 
distribution was received, then the 
records required by section 6001 to be 
retained by the beneficiary for such 
prior taxable year shall serve as the 
basis of proof of the statements re-
quired to be filed under paragraph (a) 
of this section. 
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