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Example 2. Z Bank’s authorized capital con-
sists of 100 shares of common stock and 100 
shares of preferred stock. A holds 60 shares 
of each (common and preferred) and A’s 
child, B, holds 40 shares of common stock. Z 
holds the balance of its own preferred stock, 
30 shares as part of a common trust fund it 
maintains and 10 shares permanently set 
aside to satisfy a deferred obligation. For 
purposes of section 2701, A holds 60 shares of 
common stock and 66 shares of preferred 
stock in Z, 60 shares of each class directly 
and 6 shares of preferred stock indirectly (60 
percent of the 10 shares set aside to fund the 
deferred obligation). 

Example 3. An irrevocable trust holds a 10- 
percent general partnership interest in Part-
nership Q. One-half of the trust income is re-
quired to be distributed to O Charity. The 
other one-half of the income is to be distrib-
uted to D during D’s life and thereafter to E 
for such time as E survives D. D holds one- 
half of the trust’s interest in Q by reason of 
D’s present right to receive one-half of the 
trust’s income, and E holds one-half of the 
trust’s interest in Q by reason of E’s future 
right to receive one-half of the trust’s in-
come. Nevertheless, no family member is 
treated as holding more than one-half of the 
trust’s interest in Q because at no time will 
either D or E actually hold, in the aggregate, 
any right with respect to income or corpus 
greater than one-half. 

Example 4. An irrevocable trust holds a 10- 
percent general partnership interest in part-
nership M. One-half of the trust income is to 
be paid to D for D’s life. The remaining in-
come may, in the trustee’s discretion, be ac-
cumulated or paid to or for the benefit of a 
class that includes D’s child F, in such 
amounts as the trustee determines. On the 
death of the survivor of D and F, the trust 
corpus is required to be distributed to O 
Charity. The trust’s interest in M is held by 
the trust’s beneficiaries to the extent that 
present and future income or corpus may be 
distributed to them. Accordingly, D holds 
one-half of the trust’s interest in M because 
D is entitled to receive one-half of the trust 
income currently. F holds the entire value of 
the interest because F is a member of the 
class eligible to receive the entire trust in-
come for such time as F survives D. See 
paragraph (a)(5) of this section for rules ap-
plicable in the case of multiple attribution. 

Example 5. The facts are the same as in Ex-
ample 4, except that all the income is re-
quired to be paid to O Charity for the trust’s 
initial year. The result is the same as in Ex-
ample 4. 

[T.D. 8395, 57 FR 4263, Feb. 4, 1992] 

§ 25.2701–7 Separate interests. 
The Secretary may, by regulation, 

revenue ruling, notice, or other docu-
ment of general application, prescribe 

rules under which an applicable re-
tained interest is treated as two or 
more separate interests for purposes of 
section 2701. In addition, the Commis-
sioner may, by ruling issued to a tax-
payer upon request, treat any applica-
ble retained interest as two or more 
separate interests as may be necessary 
and appropriate to carry out the pur-
poses of section 2701. 

[T.D. 8395, 57 FR 4264, Feb. 4, 1992] 

§ 25.2701–8 Effective dates. 
Sections 25.2701–1 through 25.2701–4 

and §§ 25.2701–6 and 25.2701–7 are effec-
tive as of January 28, 1992. For trans-
fers made prior to January 28, 1992, tax-
payers may rely on any reasonable in-
terpretation of the statutory provi-
sions. For these purposes, the provi-
sions of the proposed regulations and 
the final regulations are considered a 
reasonable interpretation of the statu-
tory provisions. 

[T.D. 8395, 57 FR 4264, Feb. 4, 1992] 

§ 25.2702–0 Table of contents. 
This section lists the major para-

graphs contained in §§ 25.2702–1 through 
25.2702–7. 

§ 25.2702–1 Special valuation rules in the case 
of transfers of interests in trust. 
(a) Scope of section 2702. 
(b) Effect of section 2702. 
(c) Exceptions to section 2702. 
(1) Incomplete gift. 
(2) Personal residence trust. 
(3) Charitable remainder trust. 
(4) Pooled income fund. 
(5) Charitable lead trust. 
(6) Certain assignments of remainder inter-

ests. 
(7) Certain property settlements. 

§ 25.2702–2 Definitions and valuation rules. 
(a) Definitions. 
(1) Member of the family. 
(2) Transfer in trust. 
(3) Retained. 
(4) Interest. 
(5) Holder. 
(6) Qualified interest. 
(7) Qualified annuity interest. 
(8) Qualified unitrust interest. 
(9) Qualified remainder interest. 
(10) Governing instrument. 
(b) Valuation of retained interests. 
(1) In general. 
(2) Qualified interest. 
(c) Valuation of a term interest in certain 

tangible property. 
(1) In general. 
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(2) Tangible property subject to rule. 
(3) Evidence of value of property. 
(4) Conversion of property. 
(5) Additions or improvements to property. 
(d) Examples. 

§ 25.2702–3 Qualified interests. 
(a) In general. 
(b) Special rules for qualified annuity in-

terests. 
(1) Payment of annuity amount. 
(2) Incorrect valuations of trust property. 
(3) Computation of annuity amount in cer-

tain circumstances. 
(4) Additional contributions prohibited. 
(c) Special rules for qualified unitrust in-

terests. 
(1) Payment of unitrust amount. 
(2) Incorrect valuations of trust property. 
(3) Computation of unitrust amount in cer-

tain circumstances. 
(d) Requirements applicable to qualified 

annuity interests and qualified unitrust in-
terests. 

(1) In general. 
(2) Contingencies. 
(3) Amounts payable to other persons. 
(4) Term of the annuity or unitrust inter-

est. 
(5) Commutation. 
(6) Use of debt obligations to satisfy the 

annuity or unitrust payment obligation. 
(e) Examples. 
(f) Qualified remainder interest. 
(1) Requirements. 
(2) Remainder interest. 
(3) Examples. 

§ 25.2702–4 Certain property treated as held in 
trust. 
(a) In general. 
(b) Leases. 
(c) Joint purchases. 
(d) Examples. 

§ 25.2702–5 Personal residence trusts. 
(a) In general. 
(b) Personal residence trust. 
(1) In general. 
(2) Personal residence. 
(3) Qualified proceeds. 
(c) Qualified personal residence trust. 
(1) In genera1. 
(2) Personal residence. 
(3) Income of the trust. 
(4) Distributions from the trust to other 

persons. 
(5) Assets of the trust. 
(6) Commutation. 
(7) Cessation of use as a personal residence. 
(8) Disposition of trust assets on cessation 

as qualified personal residence trust. 
(d) Examples. 

§ 25.2702–6 Reduction in taxable gifts. 
(a) Transfers of retained interests in trust. 
(1) Inter vivos transfers. 
(2) Testamentary transfers. 
(3) Gift splitting. 
(b) Amount of reduction. 
(1) In general. 

(2) Treatment of annual exclusion. 
(3) Overlap with section 2001. 
(c) Examples. 

§ 25.2702–7 Effective dates. 

[T.D. 6334, 23 FR 8904, Nov. 15, 1958; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 9181, 
70 FR 9223, Feb. 25, 2005] 

§ 25.2702–1 Special valuation rules in 
the case of transfers of interests in 
trust. 

(a) Scope of section 2702. Section 2702 
provides special rules to determine the 
amount of the gift when an individual 
makes a transfer in trust to (or for the 
benefit of) a member of the individual’s 
family and the individual or an appli-
cable family member retains an inter-
est in the trust. Section 25.2702–4 treats 
certain transfers of property as trans-
fers in trust. Certain transfers, includ-
ing transfers to a personal residence 
trust, are not subject to section 2702. 
See paragraph (c) of this section. Mem-
ber of the family is defined in § 25.2702– 
2(a)(1). Applicable family member is de-
fined in § 25.2701–1(d)(2). 

(b) Effect of section 2702. If section 2702 
applies to a transfer, the value of any 
interest in the trust retained by the 
transferor or any applicable family 
member is determined under § 25.2702– 
2(b). The amount of the gift, if any, is 
then determined by subtracting the 
value of the interests retained by the 
transferor or any applicable family 
member from the value of the trans-
ferred property. If the retained interest 
is not a qualified interest (as defined in 
§ 25.2702–3), the retained interest is gen-
erally valued at zero, and the amount 
of the gift is the entire value of the 
property. 

(c) Exceptions to section 2702. Section 
2702 does not apply to the following 
transfers. 

(1) Incomplete gift. A transfer no por-
tion of which would be treated as a 
completed gift without regard to any 
consideration received by the trans-
feror. If a transfer is wholly incomplete 
as to an undivided fractional share of 
the property transferred (without re-
gard to any consideration received by 
the transferor), for purposes of this 
paragraph the transfer is treated as in-
complete as to that share. 

(2) Personal residence trust. A transfer 
in trust that meets the requirements of 
§ 25.2702–5. 
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