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Rents Dividends Tax-exempt in-
terest Total 

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

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

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

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

1 Distributable net income. 

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

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

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

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

Subpart C, part I, subchapter J, chap-
ter 1 of the Code, is applicable to all 
decedents’ estates and their bene-
ficiaries, and to trusts and their bene-
ficiaries other than trusts subject to 
the provisions of subpart B of such part 
I (relating to trusts which distribute 
current income only, or ‘‘simple’’ 
trusts). A trust which is required to 
distribute amounts other than income 
during the taxable year may be subject 
to subpart B, and not subpart C, in the 
absence of an actual distribution of 
amounts other than income during the 
taxable year. See §§ 1.651(a)–1 and 
1.651(a)–3. A trust to which subpart C is 
applicable is referred to as a ‘‘com-
plex’’ trust in this part. Section 661 has 
no application to amounts excluded 
under section 663(a). 

§ 1.661(a)–2 Deduction for distribu-
tions to beneficiaries. 

(a) In computing the taxable income 
of an estate or trust there is allowed 
under section 661(a) as a deduction for 
distributions to beneficiaries the sum 
of: 

(1) The amount of income for the tax-
able year which is required to be dis-
tributed currently, and 

(2) Any other amounts properly paid 
or credited or required to be distrib-
uted for such taxable year. 
However, the total amount deductible 
under section 661(a) cannot exceed the 
distributable net income as computed 
under section 643(a) and as modified by 
section 661(c). See § 1.661(c)–1. 

(b) The term income required to be dis-
tributed currently includes any amount 
required to be distributed which may 
be paid out of income or corpus (such 
as an annuity), to the extent it is paid 
out of income for the taxable year. See 
§ 1.651(a)–2 which sets forth additional 
rules which are applicable in deter-
mining whether income of an estate or 
trust is required to be distributed cur-
rently. 

(c) The term any other amounts prop-
erly paid, credited, or required to be dis-
tributed includes all amounts properly 
paid, credited, or required to be distrib-
uted by an estate or trust during the 
taxable year other than income re-
quired to be distributed currently. 
Thus, the term includes the payment of 
an annuity to the extent it is not paid 
out of income for the taxable year, and 
a distribution of property in kind (see 
paragraph (f) of this section). However, 
see section 663(a) and regulations 
thereunder for distributions which are 
not included. Where the income of an 
estate or trust may be accumulated or 
distributed in the discretion of the fi-
duciary, or where the fiduciary has a 
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power to distribute corpus to a bene-
ficiary, any such discretionary dis-
tribution would qualify under section 
661(a)(2). The term also includes an 
amount applied or distributed for the 
support of a dependent of a grantor or 
of a trustee or cotrustee under the cir-
cumstances described in section 677(b) 
or section 678(c) out of corpus or out of 
other than income for the taxable year. 

(d) The terms income required to be 
distributed currently and any other 
amounts properly paid or credited or re-
quired to be distributed also include any 
amount used to discharge or satisfy 
any person’s legal obligation as that 
term is used in § 1.662(a)–4. 

(e) The terms income required to be 
distributed currently and any other 
amounts properly paid or credited or re-
quired to be distributed include amounts 
paid, or required to be paid, during the 
taxable year pursuant to a court order 
or decree or under local law, by a dece-
dent’s estate as an allowance or award 
for the support of the decedent’s widow 
or other dependent for a limited period 
during the administration of the es-
tate. The term any other amounts prop-
erly paid or credited or required to be dis-
tributed does not include the value of 
any interest in real estate owned by a 
decedent, title to which under local law 
passes directly from the decedent to 
his heirs or devisees. 

(f) Gain or loss is realized by the 
trust or estate (or the other bene-
ficiaries) by reason of a distribution of 
property in kind if the distribution is 
in satisfaction of a right to receive a 
distribution of a specific dollar 
amount, of specific property other than 
that distributed, or of income as de-
fined under section 643(b) and the appli-
cable regulations, if income is required 
to be distributed currently. In addi-
tion, gain or loss is realized if the 
trustee or executor makes the election 
to recognize gain or loss under section 
643(e). This paragraph applies for tax-
able years of trusts and estates ending 
after January 2, 2004. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 7287, 
38 FR 26912, Sept. 27, 1973; T.D. 9102, 69 FR 20, 
Jan. 2, 2004] 

§ 1.661(b)–1 Character of amounts dis-
tributed; in general. 

In the absence of specific provisions 
in the governing instrument for the al-
location of different classes of income, 
or unless local law requires such an al-
location, the amount deductible for 
distributions to beneficiaries under 
section 661(a) is treated as consisting of 
the same proportion of each class of 
items entering into the computation of 
distributable net income as the total of 
each class bears to the total distribut-
able net income. For example, if a 
trust has distributable net income of 
$20,000, consisting of $10,000 each of tax-
able interest and royalties and distrib-
utes $10,000 to beneficiary A, the deduc-
tion of $10,000 allowable under section 
661(a) is deemed to consist of $5,000 
each of taxable interest and royalties, 
unless the trust instrument specifi-
cally provides for the distribution or 
accumulation of different classes of in-
come or unless local law requires such 
an allocation. See also § 1.661(c)–1. 

§ 1.661(b)–2 Character of amounts dis-
tributed when charitable contribu-
tions are made. 

In the application of the rule stated 
in § 1.661(b)–1, the items of deduction 
which enter into the computation of 
distributable net income are allocated 
among the items of income which enter 
into the computation of distributable 
net income in accordance with the 
rules set forth in § 1.652(b)–3, except 
that, in the absence of specific provi-
sions in the governing instrument, or 
unless local law requires a different ap-
portionment, amounts paid, perma-
nently set aside, or to be used for the 
charitable, etc., purposes specified in 
section 642(c) are first ratably appor-
tioned among each class of items of in-
come entering into the computation of 
the distributable net income of the es-
tate or trust, in accordance with the 
rules set out in paragraph (b) of 
§ 1.643(a)–5. 

§ 1.661(c)–1 Limitation on deduction. 

An estate or trust is not allowed a 
deduction under section 661(a) for any 
amount which is treated under section 
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661(b) as consisting of any item of dis-
tributable net income which is not in-
cluded in the gross income of the es-
tate or trust. For example, if in 1962, a 
trust, which reports on the calendar 
year basis, has distributable net in-
come of $20,000, which is deemed to 
consist of $10,000 of dividends and 
$10,000 of tax-exempt interest, and dis-
tributes $10,000 to beneficiary A, the 
deduction allowable under section 
661(a) (computed without regard to sec-
tion 661(c)) would amount to $10,000 
consisting of $5,000 of dividends and 
$5,000 of tax-exempt interest. The de-
duction actually allowable under sec-
tion 661(a) as limited by section 661(c) 
is $4,975, since no deduction is allow-
able for the $5,000 of tax-exempt inter-
est and the $25 deemed distributed out 
of the $50 of dividends excluded under 
section 116, items of distributable net 
income which are not included in the 
gross income of the estate or trust. 

[T.D. 6777, 29 FR 17809, Dec. 16, 1964] 

§ 1.661(c)–2 Illustration of the provi-
sions of section 661. 

The provisions of section 661 may be 
illustrated by the following example: 

Example. (a) Under the terms of a trust, 
which reports on the calendar year basis, 
$10,000 a year is required to be paid out of in-

come to a designated charity. The balance of 
the income may, in the trustee’s discretion, 
be accumulated or distributed to beneficiary 
A. Expenses are allocable against income and 
the trust instrument requires a reserve for 
depreciation. During the taxable year 1955 
the trustee contributes $10,000 to charity and 
in his discretion distributes $15,000 of income 
to A. The trust has the following items of in-
come and expense for the taxable year 1955: 

Dividends ..............................................$10,000 
Partially tax-exempt interest ................10,000 
Fully tax-exempt interest......................10,000 
Rents......................................................20,000 
Rental expenses .......................................2,000 
Depreciation of rental property...............3,000 
Trustee’s commissions.............................5,000 

(b) The income of the trust for fiduciary 
accounting purposes is $40,000, computed as 
follows: 
Dividends ............................................................... $10,000 
Partially tax-exempt interest .................................. 10,000 
Fully tax-exempt interest ....................................... 10,000 
Rents ...................................................................... 20,000 

Total ......................................................... 50,000 
Less: 

Rental expenses ......................... $2,000 
Depreciation ................................ 3,000 
Trustee’s commissions ............... 5,000 

10,000 

Income as computed under section 
643(b) ................................................... 40,000 

(c) The distributable net income of the 
trust as computed under section 643(a) is 
$30,000, determined as follows: 

Rents .............................................................................................................................. $20,000 
Dividends ....................................................................................................................... 10,000 
Partially tax-exempt interest .......................................................................................... 10,000 
Fully tax-exempt interest ............................................................................................... $10,000 
Less: 

Expenses allocable thereto (10,000/50,000×$5,000) ............................................. $1,000 
Charitable contributions allocable thereto (10,000/50,000×$10,000) .................... 2,000 

3,000 

7,000 

Total ................................................................................................................. 47,000 
Deductions: 

Rental expenses ..................................................................................................... 2,000 
Depreciation of rental property ............................................................................... 3,000 
Trustee’s commissions ($5,000 less $1,000 allocated to tax-exempt interest) ..... 4,000 
Charitable contributions ($10,000 less $2,000 allocated to tax-exempt interest) .. 8,000 

17,000 

Distributable net income (section 643(a)) ....................................................... 30,000 

(d) The character of the amounts distrib-
uted under section 661(a), determined in ac-
cordance with the rules prescribed in 
§§ 1.661(b)–1 and 1.661(b)–2 is shown by the fol-
lowing table (for the purpose of this alloca-

tion, it is assumed that the trustee elected 
to allocate the trustee’s commissions to 
rental income except for the amount re-
quired to be allocated to tax-exempt inter-
est): 
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Rental in-
come 

Taxable 
dividends 

Excluded 
dividends 

Partially tax- 
exempt inter-

est 

Tax-exempt in-
terest Total 

Trust income ................................. $20,000 $9,950 $50 $10,000 $10,000 $50,000 
Less: 

Charitable contributions ......... 4,000 2,000 .................... 2,000 2,000 10,000 
Rental expenses .................... 2,000 .................... .................... ........................ ........................ 2,000 
Depreciation ........................... 3,000 .................... .................... ........................ ........................ 3,000 
Trustee’s commissions .......... 4,000 .................... .................... ........................ 1,000 5,000 

Total deductions ............. 13,000 2,000 0 2,000 3,000 20,000 
Distributable net income ............... 7,000 7,950 50 8,000 7,000 30,000 
Amounts deemed distributed 

under section 661(a) before ap-
plying the limitation of section 
661(c) ......................................... 3,500 3,975 25 4,000 3,500 15,000 

In the absence of specific provisions in the 
trust instrument for the allocation of dif-
ferent classes of income, the charitable con-
tribution is deemed to consist of a pro rata 
portion of the gross amount of each items of 
income of the trust (except dividends ex-
cluded under section 116) and the trust is 
deemed to have distributed to A a pro rata 
portion (one-half) of each item of income in-
cluded in distributable net income. 

(e) The taxable income of the trust is 
$11,375 computed as follows: 
Rental income ........................................................ $20,000 
Dividends ($10,000 less $50 exclusion) ................ 9,950 
Partially tax-exempt interest .................................. 10,000 

Gross income .......................................... 39,950 
Deductions: 

Rental expenses ......................... $2,000 
Depreciation of rental property ... 3,000 
Trustee’s commissions ............... 4,000 
Charitable contributions .............. 8,000 
Distributions to A ........................ 11,475 
Personal exemption .................... 100 

28,575 

Taxable income ....................................... 11,375 

In computing the taxable income of the trust 
no deduction is allowable for the portions of 
the charitable contributions deduction 
($2,000) and trustee’s commissions ($1,000) 
which are treated under section 661(b) as at-
tributable to the tax-exempt interest exclud-
able from gross income. Also, of the divi-
dends of $4,000 deemed to have been distrib-
uted to A under section 661(a), $25 (25/50ths of 
$50) is deemed to have been distributed from 
the excluded dividends and is not an allow-
able deduction to the trust. Accordingly, the 
deduction allowable under section 661 is 
deemed to be composed of $3,500 rental in-
come, $3,975 of dividends, and $4,000 partially 
tax-exempt interest. No deduction is allow-
able for the portion of tax-exempt interest or 
for the portion of the excluded dividends 
deemed to have been distributed to the bene-
ficiary. 

(f) The trust is entitled to the credit al-
lowed by section 34 with respect to dividends 
of $5,975 ($9,950 less $3,975 distributed to A) 

included in gross income. Also, the trust is 
allowed the credit provided by section 35 
with respect to partially tax-exempt interest 
of $6,000 ($10,000 less $4,000 deemed distrib-
uted to A) included in gross income. 

(g) Dividends of $4,000 allocable to A are to 
be aggregated with his other dividends (if 
any) for purposes of the dividend exclusion 
under section 116 and the dividend received 
credit under section 84. 

§ 1.662(a)–1 Inclusion of amounts in 
gross income of beneficiaries of es-
tates and complex trusts; general. 

There is included in the gross income 
of a beneficiary of an estate or complex 
trust the sum of: 

(a) Amounts of income required to be 
distributed currently to him, and 

(b) All other amounts properly paid, 
credited, or required to be distributed 
to him 

by the estate or trust. The preceding 
sentence is subject to the rules con-
tained in § 1.662(a)–2 (relating to cur-
rently distributable income), § 1.662(a)– 
3 (relating to other amounts distrib-
uted), and §§ 1.662(b)–1 and 1.662(b)–2 (re-
lating to character of amounts). Sec-
tion 662 has no application to amounts 
excluded under section 663(a). 

§ 1.662(a)–2 Currently distributable in-
come. 

(a) There is first included in the gross 
income of each beneficiary under sec-
tion 662(a)(1) the amount of income for 
the taxable year of the estate or trust 
required to be distributed currently to 
him, subject to the provisions of para-
graph (b) of this section. Such amount 
is included in the beneficiary’s gross 
income whether or not it is actually 
distributed. 
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(b) If the amount of income required 
to be distributed currently to all bene-
ficiaries exceeds the distributable net 
income (as defined in section 643(a) but 
computed without taking into account 
the payment, crediting, or setting 
aside of an amount for which a chari-
table contributions deduction is allow-
able under section 642(c)) of the estate 
or trust, then there is included in the 
gross income of each beneficiary an 
amount which bears the same ratio to 
distributable net income (as so com-
puted) as the amount of income re-
quired to be distributed currently to 
the beneficiary bears to the amount re-
quired to be distributed currently to 
all beneficiaries. 

(c) The phrase the amount of income 
for the taxable year required to be distrib-
uted currently includes any amount re-
quired to be paid out of income or cor-
pus to the extent the amount is satis-
fied out of income for the taxable year. 
Thus, an annuity required to be paid in 
all events (either out of income or cor-
pus) would qualify as income required 
to be distributed currently to the ex-
tent there is income (as defined in sec-
tion 643(b)) not paid, credited, or re-
quired to be distributed to other bene-
ficiaries for the taxable year. If an an-
nuity or a portion of an annuity is 
deemed under this paragraph to be in-
come required to be distributed cur-
rently, it is treated in all respects in 
the same manner as an amount of in-
come actually required to be distrib-
uted currently. The phrase the amount 
of income for the taxable year required to 
be distributed currently also includes 
any amount required to be paid during 
the taxable year in all events (either 
out of income or corpus) pursuant to a 
court order or decree or under local 
law, by a decedent’s estate as an allow-
ance or award for the support of the de-
cedent’s widow or other dependent for 
a limited period during the administra-
tion of the estate to the extent there is 
income (as defined in section 643(b)) of 
the estate for the taxable year not 
paid, credited, or required to be distrib-
uted to other beneficiaries. 

(d) If an annuity is paid, credited, or 
required to be distributed tax free, that 
is, under a provision whereby the ex-
ecutor or trustee will pay the income 
tax of the annuitant resulting from the 

receipt of the annuity, the payment of 
or for the tax by the executor or trust-
ee will be treated as income paid, cred-
ited, or required to be distributed cur-
rently to the extent it is made out of 
income. 

(e) The application of the rules stated 
in this section may be illustrated by 
the following examples: 

Example 1. (1) Assume that under the terms 
of the trust instrument $5,000 is to be paid to 
X charity out of income each year; that 
$20,000 of income is currently distributable 
to A; and that an annuity of $12,000 is to be 
paid to B out of income or corpus. All ex-
penses are charges against income and cap-
ital gains are allocable to corpus. During the 
taxable year the trust had income of $30,000 
(after the payment of expenses) derived from 
taxable interest and made the payments to X 
charity and distributions to A and B as re-
quired by the governing instrument. 

(2) The amounts treated as distributed cur-
rently under section 662(a)(1) total $25,000 
($20,000 to A and $5,000 to B). Since the chari-
table contribution is out of income the 
amount of income available for B’s annuity 
is only $5,000. The distributable net income 
of the trust computed under section 643(a) 
without taking into consideration the chari-
table contributions deduction of $5,000 as 
provided by section 661(a)(1), is $30,000. Since 
the amounts treated as distributed currently 
of $25,000 do not exceed the distributable net 
income (as modified) of $30,000, A is required 
to include $20,000 in his gross income and B 
is required to include $5,000 in his gross in-
come under section 662(a)(1). 

Example 2. Assume the same facts as in 
paragraph (1) of example 1, except that the 
trust has, in addition, $10,000 of administra-
tion expenses, commissions, etc., chargeable 
to corpus. The amounts treated as distrib-
uted currently under section 662(a)(1) total 
$25,000 ($20,000 to A and $5,000 to B), since 
trust income under section 643(b) remains 
the same as in example 1. Distributable net 
income of the trust computed under section 
643(a) but without taking into account the 
charitable contributions deduction of $5,000 
as provided by section 662(a)(1) is only 
$20,000. Since the amounts treated as distrib-
uted currently of $25,000 exceed the distribut-
able net income (as so computed) of $20,000, 
A is required to include $16,000 (20,000/25,000 
of $20,000) in his gross income and B is re-
quired to include $4,000 (5,000/25,000 of $20,000) 
in his gross income under section 662(a)(1). 
Because A and B are beneficiaries of 
amounts of income required to be distributed 
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currently, they do not benefit from the re-
duction of distributable net income by the 
charitable contributions deduction. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 7287, 
38 FR 26912, Sept. 27, 1973] 

§ 1.662(a)–3 Other amounts distrib-
uted. 

(a) There is included in the gross in-
come of a beneficiary under section 
662(a)(2) any amount properly paid, 
credited, or required to be distributed 
to the beneficiary for the taxable year, 
other than (1) income required to be 
distributed currently, as determined 
under § 1.662(a)–2, (2) amounts excluded 
under section 663(a) and the regula-
tions thereunder, and (3) amounts in 
excess of distributable net income (see 
paragraph (c) of this section). An 
amount which is credited or required 
to be distributed is included in the 
gross income of a beneficiary whether 
or not it is actually distributed. 

(b) Some of the payments to be in-
cluded under paragraph (a) of this sec-
tion are: (1) A distribution made to a 
beneficiary in the discretion of the fi-
duciary; (2) a distribution required by 
the terms of the governing instrument 
upon the happening of a specified 
event; (3) an annuity which is required 
to be paid in all events but which is 
payable only out of corpus; (4) a dis-
tribution of property in kind (see para-
graph (f) of § 1.661(a)–2); (5) an amount 
applied or distributed for the support 
of a dependent of a grantor or a trustee 
or cotrustee under the circumstances 
specified in section 677(b) or section 
678(c) out of corpus or out of other than 
income for the taxable year; and (6) an 
amount required to be paid during the 
taxable year pursuant to a court order 
or decree or under local law, by a dece-
dent’s estate as an allowance or award 
for the support of the decedent’s widow 
or other dependent for a limited period 
during the administration of the estate 
which is payable only out of corpus of 
the estate under the order or decree or 
local law. 

(c) If the sum of the amounts of in-
come required to be distributed cur-
rently (as determined under § 1.662(a)–2) 
and other amounts properly paid, cred-
ited, or required to be distributed (as 
determined under paragraph (a) of this 

section) exceeds distributable net in-
come (as defined in section 643(a)), then 
such other amounts properly paid, 
credited, or required to be distributed 
are included in gross income of the 
beneficiary but only to the extent of 
the excess of such distributable net in-
come over the amounts of income re-
quired to be distributed currently. If 
the other amounts are paid, credited, 
or required to be distributed to more 
than one beneficiary, each beneficiary 
includes in gross income his propor-
tionate share of the amount includible 
in gross income pursuant to the pre-
ceding sentence. The proportionate 
share is an amount which bears the 
same ratio to distributable net income 
(reduced by amounts of income re-
quired to be distributed currently) as 
the other amounts (as determined 
under paragraphs (a) and (d) of this sec-
tion) distributed to the beneficiary 
bear to the other amounts distributed 
to all beneficiaries. For treatment of 
excess distributions by trusts, see sec-
tions 665 to 668, inclusive, and the regu-
lations thereunder. 

(d) The application of the rules stat-
ed in this section may be illustrated by 
the following example: 

Example. The terms of a trust require the 
distribution annually of $10,000 of income to 
A. If any income remains, it may be accumu-
lated or distributed to B, C, and D in 
amounts in the trustee’s discretion. He may 
also invade corpus for the benefit of A, B, C, 
or D. In the taxable year, the trust has 
$20,000 of income after the deduction of all 
expenses. Distributable net income is $20,000. 
The trustee distributes $10,000 of income to 
A. Of the remaining $10,000 of income, he dis-
tributes $3,000 each to B, C, and D, and also 
distributes an additional $5,000 to A. A in-
cludes $10,000 in income under section 
662(a)(1). The ‘‘other amounts distributed’’ 
amount of $14,000, includible in the income of 
the recipients to the extent of $10,000, dis-
tributable net income less the income cur-
rently distributable to A. A will include an 
additional $3,571 (5,000/14,000×$10,000) in in-
come under this section, and B, C, and D will 
each include $2,143 (3,000/14,000×$10,000). 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 7287, 
38 FR 26913, Sept. 27, 1973] 

§ 1.662(a)–4 Amounts used in discharge 
of a legal obligation. 

Any amount which, pursuant to the 
terms of a will or trust instrument, is 
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used in full or partial discharge or sat-
isfaction of a legal obligation of any 
person is included in the gross income 
of such person under section 662(a) (1) 
or (2), whichever is applicable, as 
though directly distributed to him as a 
beneficiary, except in cases to which 
section 71 (relating to alimony pay-
ments) or section 682 (relating to in-
come of a trust in case of divorce, etc.) 
applies. The term legal obligation in-
cludes a legal obligation to support an-
other person if, and only if, the obliga-
tion is not affected by the adequacy of 
the dependent’s own resources. For ex-
ample, a parent has a ‘‘legal obliga-
tion’’ within the meaning of the pre-
ceding sentence to support his minor 
child if under local law property or in-
come from property owned by the child 
cannot be used for his support so long 
as his parent is able to support him. On 
the other hand, if under local law a 
mother may use the resources of a 
child for the child’s support in lieu of 
supporting him herself, no obligation 
of support exists within the meaning of 
this paragraph, whether or not income 
is actually used for support. Similarly, 
since under local law a child ordinarily 
is obligated to support his parent only 
if the parent’s earnings and resources 
are insufficient for the purpose, no ob-
ligation exists whether or not the par-
ent’s earnings and resources are suffi-
cient. In any event the amount of trust 
income which is included in the gross 
income of a person obligated to support 
a dependent is limited by the extent of 
his legal obligation under local law. In 
the case of a parent’s obligation to sup-
port his child, to the extent that the 
parent’s legal obligation of support, in-
cluding education, is determined under 
local law by the family’s station in life 
and by the means of the parent, it is to 
be determined without consideration of 
the trust income in question. 

§ 1.662(b)–1 Character of amounts; 
when no charitable contributions 
are made. 

In determining the amount includible 
in the gross income of a beneficiary, 
the amounts which are determined 
under section 662(a) and §§ 1.662(a)–1 
through 1.662(a)–4 shall have the same 
character in the hands of the bene-
ficiary as in the hands of the estate or 

trust. The amounts are treated as con-
sisting of the same proportion of each 
class of items entering into the com-
putation of distributable net income as 
the total of each class bears to the 
total distributable net income of the 
estate or trust unless the terms of the 
governing instrument specifically allo-
cate different classes of income to dif-
ferent beneficiaries, or unless local law 
requires such an allocation. For this 
purpose, the principles contained in 
§ 1.652(b)–1 shall apply. 

§ 1.662(b)–2 Character of amounts; 
when charitable contributions are 
made. 

When a charitable contribution is 
made, the principles contained in 
§§ 1.652(b)–1 and 1.662(b)–1 generally 
apply. However, before the allocation 
of other deductions among the items of 
distributable net income, the chari-
table contributions deduction allowed 
under section 642(c) is (in the absence 
of specific allocation under the terms 
of the governing instrument or the re-
quirement under local law of a dif-
ferent allocation) allocated among the 
classes of income entering into the 
computation of estate or trust income 
in accordance with the rules set forth 
in paragraph (b) of § 1.643(a)–5. In the 
application of the preceding sentence, 
for the purpose of allocating items of 
income and deductions to beneficiaries 
to whom income is required to be dis-
tributed currently, the amount of the 
charitable contributions deduction is 
disregarded to the extent that it ex-
ceeds the income of the trust for the 
taxable year reduced by amounts for 
the taxable year required to be distrib-
uted currently. The application of this 
section may be illustrated by the fol-
lowing examples (of which example (1) 
is illustrative of the preceding sen-
tence): 

Example 1. (a) A trust instrument provides 
that $30,000 of its income must be distributed 
currently to A, and the balance may either 
be distributed to B, distributed to a des-
ignated charity, or accumulated. Accumu-
lated income may be distributed to B and to 
the charity. The trust for its taxable year 
has $40,000 of taxable interest and $10,000 of 
tax-exempt income, with no expenses. The 
trustee distributed $30,000 to A, $50,000 to 
charity X, and $10,000 to B. 
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(b) Distributable net income for the pur-
pose of determining the character of the dis-
tribution to A is $30,000 (the charitable con-
tributions deduction, for this purpose, being 
taken into account only to the extent of 
$20,000, the difference between the income of 
the trust for the taxable year, $50,000, and 
the amount required to be distributed cur-
rently, $30,000). 

(c) The charitable contributions deduction 
taken into account, $20,000, is allocated pro-
portionately to the items of income of the 
trust, $16,000 to taxable interest and $4,000 to 
tax-exempt income. 

(d) Under section 662(a)(1), the amount of 
income required to be distributed currently 
to A is $30,000, which consists of the balance 
of these items, $24,000 of taxable interest and 
$6,000 of tax-exempt income. 

(e) In determining the amount to be in-
cluded in the gross income of B under section 
662 for the taxable year, however, the entire 
charitable contributions deduction is taken 
into account, with the result that there is no 
distributable net income and therefore no 
amount to be included in gross income. 

(f) See subpart D (section 665 and fol-
lowing), part I, subchapter J, chapter 1 of the 
Code for application of the throwback provi-
sions to the distribution made to B. 

Example 2. The net income of a trust is pay-
able to A for life, with the remainder to a 
charitable organization. Under the terms of 
the trust instrument and local law capital 
gains are added to corpus. During the tax-
able year the trust receives dividends of 
$10,000 and realized a long-term capital gain 
of $10,000, for which a long-term capital gain 
deduction of $5,000 is allowed under section 
1202. Since under the trust instrument and 
local law the capital gains are allocated to 
the charitable organization, and since the 
capital gain deduction is directly attrib-
utable to the capital gain, the charitable 
contributions deduction and the capital gain 
deduction are both allocable to the capital 
gain, and dividends in the amount of $10,000 
are allocable to A. 

§ 1.662(c)–1 Different taxable years. 
If a beneficiary has a different tax-

able year (as defined in section 441 or 
442) from the taxable year of an estate 
or trust, the amount he is required to 
include in gross income in accordance 
with section 662 (a) and (b) is based 
upon the distributable net income of 
the estate or trust and the amounts 
properly paid, credited, or required to 
be distributed to the beneficiary for 
any taxable year or years of the estate 
or trust ending with or within his tax-
able year. This rule applies as to so- 
called short taxable years as well as 
taxable years of normal duration. In-

come of an estate or trust for its tax-
able year or years is determined in ac-
cordance with its method of accounting 
and without regard to that of the bene-
ficiary. 

§ 1.662(c)–2 Death of individual bene-
ficiary. 

If an amount specified in section 
662(a) (1) or (2) is paid, credited, or re-
quired to be distributed by an estate or 
trust for a taxable year which does not 
end with or within the last taxable 
year of a beneficiary (because of the 
beneficiary’s death), the extent to 
which the amount is included in the 
gross income of the beneficiary for his 
last taxable year or in the gross in-
come of his estate is determined by the 
computations under section 662 for the 
taxable year of the estate or trust in 
which his last taxable year ends. Thus, 
the distributable net income and the 
amounts paid, credited, or required to 
be distributed for the taxable year of 
the estate or trust, determine the ex-
tent to which the amounts paid, cred-
ited, or required to be distributed to 
the beneficiary are included in his 
gross income for his last taxable year 
or in the gross income of his estate. 
(Section 662(c) does not apply to such 
amounts.) The gross income for the 
last taxable year of a beneficiary on 
the cash basis includes only income ac-
tually distributed to the beneficiary 
before his death. Income required to be 
distributed, but in fact distributed to 
his estate, is included in the gross in-
come of the estate as income in respect 
of a decedent under section 691. See 
paragraph (e) of § 1.663(c)–3 with respect 
to separate share treatment for the pe-
riods before and after the death of a 
trust’s beneficiary. 

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

If the existence of a beneficiary 
which is not an individual terminates, 
the amount to be included under sec-
tion 662(a) in its gross income for the 
last taxable year is computed with ref-
erence to §§ 1.662(c)–1 and 1.662(c)–2 as if 
the beneficiary were a deceased indi-
vidual, except that income required to 
be distributed prior to the termination 
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but actually distributed to the bene-
ficiary’s successor in interest is in-
cluded in the beneficiary’s income for 
its last taxable year. 

§ 1.662(c)–4 Illustration of the provi-
sions of sections 661 and 662. 

The provisions of sections 661 and 662 
may be illustrated in general by the 
following example: 

Example. (a) Under the terms of a testa-
mentary trust one-half of the trust income is 
to be distributed currently to W, the dece-
dent’s wife, for her life. The remaining trust 
income may, in the trustee’s discretion, ei-
ther be paid to D, the grantor’s daughter, 
paid to designated charities, or accumulated. 
The trust is to terminate at the death of W 
and the principal will then be payable to D. 
No provision is made in the trust instrument 
with respect to depreciation of rental prop-
erty. Capital gains are allocable to the prin-
cipal account under the applicable local law. 
The trust and both beneficiaries file returns 
on the calendar year basis. The records of 
the fiduciary show the following items of in-
come and deduction for the taxable year 1955: 
Rents ...................................................................... $50,000 
Dividends of domestic corporations ...................... 50,000 
Tax-exempt interest ............................................... 20,000 
Partially tax-exempt interest .................................. 10,000 
Capital gains (long term) ....................................... 20,000 

Depreciation of rental property .............................. 10,000 
Expenses attributable to rental income ................. 15,400 
Trustee’s commissions allocable to income ac-

count ................................................................... 2,800 
Trustee’s commissions allocable to principal ac-

count ................................................................... 1,100 

(b) The income for trust accounting pur-
poses is $111,800, and the trustee distributes 
one-half ($55,900) to W and in his discretion 
makes a contribution of one-quarter ($27,950) 
to charity X and distributes the remaining 
one-quarter ($27,950) to D. The total of the 
distributions to beneficiaries is $83,850, con-
sisting of (1) income required to be distrib-
uted currently to W of $55,900 and (2) other 
amounts properly paid or credited to D of 
$27,950. The income for trust accounting pur-
poses of $111,800 is determined as follows: 
Rents ...................................................................... $50,000 
Dividends ............................................................... 50,000 
Tax-exempt interest ............................................... 20,000 
Partially tax-exempt interest .................................. 10,000 

Total ......................................................... 130,000 
Less: 

Rental expenses ......................... $15,400 
Trustee’s commissions allocable 

to income account ................... 2,800 
———— 18,200 

Income as computed under 
section 643(b) .................. 111,800 

(c) The distributable net income of the 
trust as computed under section 643(a) is 
$82,750, determined as follows: 

Rents .............................................................................................................................. .................... .................... $50,000 
Dividends ....................................................................................................................... .................... .................... 50,000 
Partially tax-exempt interest .......................................................................................... .................... .................... 10,000 
Tax-exempt interest ....................................................................................................... .................... $20,000 
Less: 

Trustee’s commissions allocable thereto (20,000/130,000 of $3,900) .................. $600 
Charitable contributions allocable thereto (20,000/130,000 of $27,950) ............... 4,300 

————— 4,900 
————— 15,100 

Total ................................................................................................................. .................... .................... 125,100 
Deductions: 

Rental expenses ..................................................................................................... .................... 15,400 
Trustee’s commissions ($3,900 less $600 allocated to tax-exempt interest) ........ .................... 3,300 
Charitable deduction ($27,950 less $4,300 attributable to tax-exempt interest) ... .................... 23,650 

————— 42,350 

Distributable net income .................................................................................. .................... .................... 82,750 

In computing the distributable net income of 
$82,750, the taxable income of the trust was 
computed with the following modifications: 
No deductions were allowed for distributions 
to beneficiaries and for personal exemption 
of the trust (section 643(a) (1) and (2)); cap-
ital gains were excluded and no deduction 
under section 1202 (relating to the 50 percent 
deduction for long-term capital gains) was 
taken into account (section 643(a)(3)); and 
the tax-exempt interest (as adjusted for ex-
penses and charitable contributions) and the 

dividend exclusion of $50 were included (sec-
tion 643(a) (5) and (7)). 

(d) Inasmuch as the distributable net in-
come of $82,750 as determined under section 
643(a) is less than the sum of the amounts 
distributed to W and D of $83,850, the deduc-
tion allowable to the trust under section 
661(a) is such distributable net income as 
modified under section 661(c) to exclude 
therefrom the items of income not included 
in the gross income of the trust, as follows: 
Distributable net income ........................................ $82,750 
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Less: 
Tax-exempt interest (as adjusted 

for expenses and the chari-
table contributions) .................. $15,100 

Dividend exclusion allowable 
under section 116 ................... 50 

———— 15,150 

Deduction allowable under section 
661(a) ................................................... 67,600 

(e) For the purpose of determining the 
character of the amounts deductible under 
section 642(c) and section 661(a), the trustee 
elected to offset the trustee’s commissions 
(other than the portion required to be allo-
cated to tax-exempt interest) against the 
rental income. The following table shows the 
determination of the character of the 
amounts deemed distributed to beneficiaries 
and contributed to charity. 

Rents Taxable 
dividends 

Excluded 
dividends 

Tax ex-
empt inter-

est 

Partially 
tax exempt 

interest 
Total 

Trust income ..................................................... $50,000 $49,950 $50 $20,000 $10,000 $130,000 
Less: 

Charitable contribution ............................... 10,750 10,750 .................. 4,300 2,150 27,950 
Rental expenses ........................................ 15,400 .................. .................. .................. .................. 15,400 
Trustee’s commissions .............................. 3,300 .................. .................. 600 .................. 3,900 

Total deductions ................................. 29,450 10,750 0 4,900 2,150 47,250 

Amounts distributable to beneficiaries .............. 20,550 39,200 50 15,100 7,850 82,750 

The character of the charitable contribution 
is determined by multiplying the total chari-
table contribution ($27,950) by a fraction con-
sisting of each item of trust income, respec-
tively, over the total trust income, except 
that no part of the dividends excluded from 
gross income are deemed included in the 
charitable contribution. For example, the 
charitable contribution is deemed to consist 
of rents of $10,750 (50,000/130,000× $27,950). 

(f) The taxable income of the trust is $9,900 
determined as follows: 
Rental income ........................................................ $50,000 
Dividends ($50,000 less $50 exclusion) ................ 49,950 
Partially tax-exempt interest .................................. 10,000 
Capital gains .......................................................... 20,000 

Gross income .......................................... 129,950 
Deductions: 

Rental expenses ......................... 15,400 
Trustee’s commissions ............... 3,300 
Charitable contributions .............. 23,650 
Capital gain deduction ................ 10,000 
Distributions to beneficiaries ...... 67,600 
Personal exemption .................... 100 

120,050 

Taxable income ....................................... 9,900 

(g) In computing the amount includible in 
W’s gross income under section 662(a)(1), the 
$55,900 distribution to her is deemed to be 
composed of the following proportions of the 
items of income deemed to have been distrib-
uted to the beneficiaries by the trust (see 
paragraph (e) of this example): 
Rents (20,550/82,750×$55,900) ............................ $13,882 
Dividends (39,250/82,750×$55,900) ...................... 26,515 
Partially tax-exempt interest (7,850/ 

82,750×$55,900) ................................................ 5,303 
Tax-exempt interest (15,100/82,750×$55,900) ..... 10,200 

Total ......................................................... 55,900 

Accordingly, W will exclude $10,200 of tax-ex-
empt interest from gross income and will re-
ceive the credits and exclusion for dividends 
received and for partially tax-exempt inter-
est provided in sections 34, 116, and 35, re-
spectively, with respect to the dividends and 
partially tax-exempt interest deemed to 
have been distributed to her, her share of the 
dividends being aggregated with other divi-
dends received by her for purposes of the div-
idend credit and exclusion. In addition, she 
may deduct a share of the depreciation de-
duction proportionate to the trust income 
allocable to her; that is, one-half of the total 
depreciation deduction, or $5,000. 

(h) Inasmuch as the sum of the amount of 
income required to be distributed currently 
to W ($55,900) and the other amounts prop-
erly paid, credited, or required to be distrib-
uted to D ($27,950) exceeds the distributable 
net income ($82,750) of the trust as deter-
mined under section 643(a), D is deemed to 
have received $26,850 ($82,750 less $55,900) for 
income tax purposes. The character of the 
amounts deemed distributed to her is deter-
mined as follows: 
Rents (20,550/82,750×$26,850) ............................ $6,668 
Dividends (39,250/82,750×$26,850) ...................... 12,735 
Partially tax-exempt interest (7,850/ 

82,750×$26,850) ................................................ 2,547 
Tax-exempt interest (15,100/82,750×$26,850) ..... 4,900 

Total ......................................................... 26,850 

Accordingly, D will exclude $4,900 of tax-ex-
empt interest from gross income and will re-
ceive the credits and exclusion for dividends 
received and for partially tax-exempt inter-
est provided in sections 34, 116, and 35, re-
spectively, with respect to the dividends and 
partially tax-exempt interest deemed to 
have been distributed to her, her share of the 
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dividends being aggregated with other divi-
dends received by her for purposes of the div-
idend credit and exclusion. In addition, she 
may deduct a share of the depreciation de-
duction proportionate to the trust income 
allocable to her; that is, one-fourth of the 
total depreciation deduction, or $2,500. 

(i) [Reserved] 
(j) The remaining $2,500 of the depreciation 

deduction is allocated to the amount distrib-
uted to charity X and is hence non-deduct-
ible by the trust, W, or D. (See § 1.642(e)–1.) 

§ 1.663(a)–1 Special rules applicable to 
sections 661 and 662; exclusions; 
gifts, bequests, etc. 

(a) In general. A gift or bequest of a 
specific sum of money or of specific 
property, which is required by the spe-
cific terms of the will or trust instru-
ment and is properly paid or credited 
to a beneficiary, is not allowed as a de-
duction to an estate or trust under sec-
tion 661 and is not included in the gross 
income of a beneficiary under section 
662, unless under the terms of the will 
or trust instrument the gift or bequest 
is to be paid or credited to the recipi-
ent in more than three installments. 
Thus, in order for a gift or bequest to 
be excludable from the gross income of 
the recipient, (1) it must qualify as a 
gift or bequest of a specific sum of 
money or of specific property (see para-
graph (b) of this section), and (2) the 
terms of the governing instrument 
must not provide for its payment in 
more than three installments (see 
paragraph (c) of this section). The date 
when the estate came into existence or 
the date when the trust was created is 
immaterial. 

(b) Definition of a gift or bequest of a 
specific sum of money or of specific prop-
erty. (1) In order to qualify as a gift or 
bequest of a specific sum of money or 
of specific property under section 
663(a), the amount of money or the 
identity of the specific property must 
be ascertainable under the terms of a 
testator’s will as of the date of his 
death, or under the terms of an inter 
vivos trust instrument as of the date of 
the inception of the trust. For exam-
ple, bequests to a decedent’s son of the 
decedent’s interest in a partnership 
and to his daughter of a sum of money 
equal to the value of the partnership 
interest are bequests of specific prop-
erty and of a specific sum of money, re-
spectively. On the other hand, a be-

quest to the decedent’s spouse of 
money or property, to be selected by 
the decedent’s executor, equal in value 
to a fraction of the decedent’s ‘‘ad-
justed gross estate’’ is neither a be-
quest of a specific sum of money or of 
specific property. The identity of the 
property and the amount of money 
specified in the preceding sentence are 
dependent both on the exercise of the 
executor’s discretion and on the pay-
ment of administration expenses and 
other charges, neither of which are 
facts existing on the date of the dece-
dent’s death. It is immaterial that the 
value of the bequest is determinable 
after the decedent’s death before the 
bequest is satisfied (so that gain or loss 
may be realized by the estate in the 
transfer of property in satisfaction of 
it). 

(2) The following amounts are not 
considered as gifts or bequests of a sum 
of money or of specific property within 
the meaning of this paragraph: 

(i) An amount which can be paid or 
credited only from the income of an es-
tate or trust, whether from the income 
for the year of payment or crediting, or 
from the income accumulated from a 
prior year; 

(ii) An annuity, or periodic gifts of 
specific property in lieu of or having 
the effect of an annuity; 

(iii) A residuary estate or the corpus 
of a trust; or 

(iv) A gift or bequest paid in a lump 
sum or in not more than three install-
ments, if the gift or bequest is required 
to be paid in more than three install-
ments under the terms of the gov-
erning instrument. 

(3) The provisions of subparagraphs 
(1) and (2) of this paragraph may be il-
lustrated by the following examples, in 
which it is assumed that the gift or be-
quest is not required to be made in 
more than three installments (see 
paragraph (c)): 

Example 1. Under the terms of a will, a leg-
acy of $5,000 was left to A, 1,000 shares of X 
company stock was left to W, and the bal-
ance of the estate was to be divided equally 
between W and B. No provision was made in 
the will for the disposition of income of the 
estate during the period of administration. 
The estate had income of $25,000 during the 
taxable year 1954, which was accumulated 
and added to corpus for estate accounting 
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purposes. During the taxable year, the execu-
tor paid the legacy of $5,000 in a lump sum to 
A, transferred the X company stock to W, 
and made no other distributions to bene-
ficiaries. The distributions to A and W qual-
ify for the exclusion under section 663(a)(1). 

Example 2. Under the terms of a will, the 
testator’s estate was to be distributed to A. 
No provision was made in the will for the 
distribution of the estate’s income during 
the period of administration. The estate had 
income of $50,000 for the taxable year. The 
estate distributed to A stock with a basis of 
$40,000 and with a fair market value of $40,000 
on the date of distribution. No other dis-
tributions were made during the year. The 
distribution does not qualify for the exclu-
sion under section 663(a)(1), because it is not 
a specific gift to A required by the terms of 
the will. Accordingly, the fair market value 
of the property ($40,000) represents a dis-
tribution within the meaning of sections 
661(a) and 662(a) (see § 1.661(a)–2(c)). 

Example 3. Under the terms of a trust in-
strument, trust income is to be accumulated 
for a period of 10 years. During the eleventh 
year, the trustee is to distribute $10,000 to B, 
payable from income or corpus, and $10,000 to 
C, payable out of accumulated income. The 
trustee is to distribute the balance of the ac-
cumulated income to A. Thereafter, A is to 
receive all the current income until the trust 
terminates. Only the distribution to B would 
qualify for the exclusion under section 
663(a)(1). 

(4) A gift or bequest of a specific sum 
of money or of specific property is not 
disqualified under this paragraph sole-
ly because its payment is subject to a 
condition. For example, provision for a 
payment by a trust to beneficiary A of 
$10,000 when he reaches age 25, and 
$10,000 when he reaches age 30, with 
payment over to B of any amount not 
paid to A because of his death, is a gift 
to A of a specific sum of money payable 
in two installments, within the mean-
ing of this paragraph, even though the 
exact amount payable to A cannot be 
ascertained with certainty under the 
terms of the trust instrument. 

(c) Installment payments. (1) In deter-
mining whether a gift or bequest of a 
specific sum of money or of specific 
property, as defined in paragraph (b) of 
this section, is required to be paid or 
credited to a particular beneficiary in 
more than three installments: 

(i) Gifts or bequests of articles for 
personal use (such as personal and 
household effects, automobiles, and the 
like) are disregarded. 

(ii) Specifically devised real prop-
erty, the title to which passes directly 
from the decedent to the devisee under 
local law, is not taken into account, 
since it would not constitute an 
amount paid, credited, or required to 
be distributed under section 661 (see 
paragraph (e) of § 1.661(a)–2). 

(iii) All gifts and bequests under a de-
cedent’s will (which are not dis-
regarded pursuant to subdivisions (i) 
and (ii) of this subparagraph) for which 
no time of payment or crediting is 
specified, and which are to be paid or 
credited in the ordinary course of ad-
ministration of the decedent’s estate, 
are considered as required to be paid or 
credited in a single installment. 

(iv) All gifts and bequests (which are 
not disregarded pursuant to subdivi-
sions (i) and (ii) of this subparagraph) 
payable at any one specified time 
under the terms of the governing in-
strument are taken into account as a 
single installment. 
For purposes of determining the num-
ber of installments paid or credited to 
a particular beneficiary, a decedent’s 
estate and a testamentary trust shall 
each be treated as a separate entity. 

(2) The application of the rules stated 
in subparagraph (1) of this paragraph 
may be illustrated by the following ex-
amples: 

Example (1). (i) Under the terms of a dece-
dent’s will, $10,000 in cash, household fur-
niture, a watch, an automobile, 100 shares of 
X company stock, 1,000 bushels of grain, 500 
head of cattle, and a farm (title to which 
passed directly to A under local law) are be-
queathed or devised outright to A. The will 
also provides for the creation of a trust for 
the benefit of A, under the terms of which 
there are required to be distributed to A, 
$10,000 in cash and 100 shares of Y company 
stock when he reaches 25 years of age, $25,000 
in cash and 200 shares of Y company stock 
when he reaches 30 years of age, and $50,000 
in cash and 300 shares of Y company stock 
when he reaches 35 years of age. 

(ii) The furniture, watch, automobile, and 
the farm are excluded in determining wheth-
er any gift or bequest is required to be paid 
or credited to A in more than three install-
ments. These items qualify for the exclusion 
under section 663(a)(1) regardless of the 
treatment of the other items of property be-
queathed to A. 

(iii) The $10,000 in cash, the shares of X 
company stock, the grain, the cattle and the 
assets required to create the trust, to be paid 
or credited by the estate to A and the trust 
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are considered as required to be paid or cred-
ited in a single installment to each, regard-
less of the manner of payment or distribu-
tion by the executor, since no time of pay-
ment or crediting is specified in the will. The 
$10,000 in cash and shares of Y company 
stock required to be distributed by the trust 
to A when he is 25 years old are considered as 
required to be paid or distributed as one in-
stallment under the trust. Likewise, the dis-
tributions to be made by the trust to A when 
he is 30 and 35 years old are each considered 
as one installment under the trust. Since the 
total number of installments to be made by 
the estate does not exceed three, all of the 
items of money and property distributed by 
the estate qualify for the exclusion under 
section 663(a)(1). Similarly, the three dis-
tributions by the trust qualify. 

Example (2). Assume the same facts as in 
example (1), except that another distribution 
of a specified sum of money is required to be 
made by the trust to A when he becomes 40 
years old. This distribution would also qual-
ify as an installment, thus making four in-
stallments in all under the trust. None of the 
gifts to A under the trust would qualify for 
the exclusion under section 663(a)(1). The sit-
uation as to the estate, however, would not 
be changed. 

Example (3). A trust instrument provides 
that A and B are each to receive $75,000 in in-
stallments of $25,000, to be paid in alternate 
years. The trustee distributes $25,000 to A in 
1954, 1956, and 1958, and to B in 1955, 1957, and 
1959. The gifts to A and B qualify for exclu-
sion under section 663(a)(1), although a total 
of six payments is made. The gifts of $75,000 
to each beneficiary are to be separately 
treated. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 8849, 
64 FR 72543, Dec. 28, 1999] 

§ 1.663(a)–2 Charitable, etc., distribu-
tions. 

Any amount paid, permanently set 
aside, or to be used for the charitable, 
etc., purposes specified in section 642(c) 
and which is allowable as a deduction 
under that section is not allowed as a 
deduction to an estate or trust under 
section 661 or treated as an amount dis-
tributed for purposes of determining 
the amounts includible in gross income 
of beneficiaries under section 662. 
Amounts paid, permanently set aside, 
or to be used for charitable, etc., pur-
poses are deductible by estates or 
trusts only as provided in section 
642(c). For purposes of this section, the 
deduction provided in section 642(c) is 
computed without regard to the provi-
sions of section 508(d), section 681, or 

section 4948(c)(4) (concerning unrelated 
business income and private founda-
tions). 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 7428, 41 FR 34627, Aug. 16, 
1976] 

§ 1.663(a)–3 Denial of double deduc-
tion. 

No amount deemed to have been dis-
tributed to a beneficiary in a preceding 
year under section 651 or 661 is included 
in amounts falling within section 661(a) 
or 662(a). For example, assume that all 
of the income of a trust is required to 
be distributed currently to beneficiary 
A and both the trust and A report on 
the calendar year basis. For adminis-
trative convenience, the trustee dis-
tributes in January and February 1956 
a portion of the income of the trust re-
quired to be distributed in 1955. The 
portion of the income for 1955 which 
was distributed by the trust in 1956 
may not be claimed as a deduction by 
the trust for 1956 since it is deductible 
by the trust and includible in A’s gross 
income for the taxable year 1955. 

§ 1.663(b)–1 Distributions in first 65 
days of taxable year; scope. 

(a) Taxable years beginning after De-
cember 31, 1968—(1) General rule. With 
respect to taxable years beginning 
after December 31, 1968, the fiduciary of 
a trust may elect under section (b) to 
663 treat any amount or portion thereof 
that is properly paid or credited to a 
beneficiary within the first 65 days fol-
lowing the close of the taxable year as 
an amount that was properly paid or 
credited on the last day of such taxable 
year. 

(2) Effect of election. (i) An election is 
effective only with respect to the tax-
able year for which the election is 
made. In the case of distributions made 
after May 8, 1972, the amount to which 
the election applies shall not exceed: 

(a) The amount of income of the 
trust (as defined in § 1.643(b)–1) for the 
taxable year for which the election is 
made, or 

(b) The amount of distributable net 
income of the trust (as defined in 
§§ 1.643(a)–1 through 1.643(a)–7) for such 
taxable year, if greater, 

reduced by any amounts paid, credited, 
or required to be distributed in such 
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taxable year other than those amounts 
considered paid or credited in a pre-
ceding taxable year by reason of sec-
tion 663(b) and this section. An election 
shall be made for each taxable year for 
which the treatment is desired. The ap-
plication of this paragraph may be il-
lustrated by the following example: 

Example. X Trust, a calendar year trust, 
has $1,000 of income (as defined in § 1.643(b)– 
1) and $800 of distributable net income (as de-
fined in §§ 1.643(a)–1 through 1.643(a)–7) in 
1972. The trust properly pays $550 to A, a ben-
eficiary, on January 15, 1972, which the trust-
ee elects to treat under section 663(b) as paid 
on December 31, 1971. The trust also properly 
pays to A $600 on July 19, 1972, and $450 on 
January 17, 1973. For 1972, the maximum 
amount that may be elected under this sub-
division to be treated as properly paid or 
credited on the last day of 1972 is $400 
($1,000¥$600). The $550 paid on January 15, 
1972, does not reduce the maximum amount 
to which the election may apply, because 
that amount is treated as properly paid on 
December 31, 1971. 

(ii) If an election is made with re-
spect to a taxable year of a trust, this 
section shall apply only to those 
amounts which are properly paid or 
credited within the first 65 days fol-
lowing such year and which are so des-
ignated by the fiduciary in his election. 
Any amount considered under section 
663(b) as having been distributed in the 
preceding taxable year shall be so 
treated for all purposes. For example, 
in determining the beneficiary’s tax li-
ability, such amount shall be consid-
ered as having been received by the 
beneficiary in his taxable year in which 
or with which the last day of the pre-
ceding taxable year of the trust ends. 

(b) Taxable years beginning before Jan-
uary 1, 1969. With respect to taxable 
years of a trust beginning before Janu-
ary 1, 1969, the fiduciary of the trust 
may elect under section 663(b) to treat 
distributions within the first 65 days 
following such taxable year as amounts 
which were paid or credited on the last 
day of such taxable year, if: 

(1) The trust was in existence prior to 
January 1, 1954; 

(2) An amount in excess of the in-
come of the immediately preceding 
taxable year may not (under the terms 
of the governing instrument) be dis-
tributed in any taxable year; and 

(3) The fiduciary elects (as provided 
in § 1.663(b)–2) to have section 663(b) 
apply. 

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

§ 1.663(b)–2 Election. 

(a) Manner and time of election; irrevo-
cability—(1) When return is required to be 
filed. If a trust return is required to be 
filed for the taxable year of the trust 
for which the election is made, the 
election shall be made in the appro-
priate place on such return. The elec-
tion under this subparagraph shall be 
made not later than the time pre-
scribed by law for filing such return 
(including extensions thereof). Such 
election shall become irrevocable after 
the last day prescribed for making it. 

(2) When no return is required to be 
filed. If no return is required to be filed 
for the taxable year of the trust for 
which the election is made, the elec-
tion shall be made in a statement filed 
with the internal revenue office with 
which a return by such trust would be 
filed if such trust were required to file 
a return for such taxable year. See sec-
tion 6091 and the regulations there-
under for place for filing returns. The 
election under this subparagraph shall 
be made not later than the time pre-
scribed by law for filing a return if 
such trust were required to file a re-
turn for such taxable year. Such elec-
tion shall become irrevocable after the 
last day prescribed for making it. 

(b) Elections under prior law. Elections 
made pursuant to section 663(b) prior 
to its amendment by section 331(b) of 
the Tax Reform Act of 1969 (83 Stat. 
598), which, under prior law, were irrev-
ocable for the taxable year for which 
the election was made and all subse-
quent years, are not effective for tax-
able years beginning after December 31, 
1968. In the case of a trust for which an 
election was made under prior law, the 
fiduciary shall make the election for 
each taxable year beginning after De-
cember 31, 1968, for which the treat-
ment provided by section 663(b) is de-
sired. 

[T.D. 7204, 37 FR 17135, Aug. 25, 1972] 
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§ 1.663(c)–1 Separate shares treated as 
separate trusts or as separate es-
tates; in general. 

(a) If a single trust (or estate) has 
more than one beneficiary, and if dif-
ferent beneficiaries have substantially 
separate and independent shares, their 
shares are treated as separate trusts 
(or estates) for the sole purpose of de-
termining the amount of distributable 
net income allocable to the respective 
beneficiaries under sections 661 and 662. 
Application of this rule will be signifi-
cant in, for example, situations in 
which income is accumulated for bene-
ficiary A but a distribution is made to 
beneficiary B of both income and cor-
pus in an amount exceeding the share 
of income that would be distributable 
to B had there been separate trusts (or 
estates). In the absence of a separate 
share rule B would be taxed on income 
which is accumulated for A. The divi-
sion of distributable net income into 
separate shares will limit the tax li-
ability of B. Section 663(c) does not af-
fect the principles of applicable law in 
situations in which a single trust (or 
estate) instrument creates not one but 
several separate trusts (or estates), as 
opposed to separate shares in the same 
trust (or estate) within the meaning of 
this section. 

(b) The separate share rule does not 
permit the treatment of separate 
shares as separate trusts (or estates) 
for any purpose other than the applica-
tion of distributable net income. It 
does not, for instance, permit the 
treatment of separate shares as sepa-
rate trusts (or estates) for purposes of: 

(1) The filing of returns and payment 
of tax, 

(2) The deduction of personal exemp-
tion under section 642(b), and 

(3) The allowance to beneficiaries 
succeeding to the trust (or estate) 
property of excess deductions and un-
used net operating loss and capital loss 
carryovers on termination of the trust 
(or estate) under section 642(h). 

(c) The separate share rule may be 
applicable even though separate and 
independent accounts are not main-
tained and are not required to be main-
tained for each share on the books of 
account of the trust (or estate), and 
even though no physical segregation of 
assets is made or required. 

(d) Separate share treatment is not 
elective. Thus, if a trust (or estate) is 
properly treated as having separate 
and independent shares, such treat-
ment must prevail in all taxable years 
of the trust (or estate) unless an event 
occurs as a result of which the terms of 
the trust (or estate) instrument and 
the requirements of proper administra-
tion require different treatment. 

[T. D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, as amended by T.D. 8849, 64 FR 72543, 
Dec. 28, 1999] 

§ 1.663(c)–2 Rules of administration. 
(a) When separate shares come into ex-

istence. A separate share comes into ex-
istence upon the earliest moment that 
a fiduciary may reasonably determine, 
based upon the known facts, that a sep-
arate economic interest exists. 

(b) Computation of distributable net in-
come for each separate share—(1) General 
rule. The amount of distributable net 
income for any share under section 
663(c) is computed as if each share con-
stituted a separate trust or estate. Ac-
cordingly, each separate share shall 
calculate its distributable net income 
based upon its portion of gross income 
that is includible in distributable net 
income and its portion of any applica-
ble deductions or losses. 

(2) Section 643(b) income. This para-
graph (b)(2) governs the allocation of 
the portion of gross income includible 
in distributable net income that is in-
come within the meaning of section 
643(b). Such gross income is allocated 
among the separate shares in accord-
ance with the amount of income that 
each share is entitled to under the 
terms of the governing instrument or 
applicable local law. 

(3) Income in respect of a decedent. 
This paragraph (b)(3) governs the allo-
cation of the portion of gross income 
includible in distributable net income 
that is income in respect of a decedent 
within the meaning of section 691(a) 
and is not income within the meaning 
of section 643(b). Such gross income is 
allocated among the separate shares 
that could potentially be funded with 
these amounts irrespective of whether 
the share is entitled to receive any in-
come under the terms of the governing 
instrument or applicable local law. The 
amount of such gross income allocated 
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to each share is based on the relative 
value of each share that could poten-
tially be funded with such amounts. 

(4) Gross income not attributable to 
cash. This paragraph (b)(4) governs the 
allocation of the portion of gross in-
come includible in distributable net in-
come that is not attributable to cash 
received by the estate or trust (for ex-
ample, original issue discount, a dis-
tributive share of partnership tax 
items, and the pro rata share of an S 
corporation’s tax items). Such gross in-
come is allocated among the separate 
shares in the same proportion as sec-
tion 643(b) income from the same 
source would be allocated under the 
terms of the governing instrument or 
applicable local law. 

(5) Deductions and losses. Any deduc-
tion or any loss which is applicable 
solely to one separate share of the 
trust or estate is not available to any 
other share of the same trust or estate. 

(c) Computations and valuations. For 
purposes of calculating distributable 
net income for each separate share, the 
fiduciary must use a reasonable and eq-
uitable method to make the alloca-
tions, calculations, and valuations re-
quired by paragraph (b) of this section. 

[T.D. 8849, 64 FR 72543, Dec. 28, 1999] 

§ 1.663(c)–3 Applicability of separate 
share rule to certain trusts. 

(a) The applicability of the separate 
share rule provided by section 663(c) to 
trusts other than qualified revocable 
trusts within the meaning of section 
645(b)(1) will generally depend upon 
whether distributions of the trust are 
to be made in substantially the same 
manner as if separate trusts had been 
created. Thus, if an instrument directs 
a trustee to divide the testator’s resid-
uary estate into separate shares (which 
under applicable law do not constitute 
separate trusts) for each of the tes-
tator’s children and the trustee is 
given discretion, with respect to each 
share, to distribute or accumulate in-
come or to distribute principal or accu-
mulated income, or to do both, sepa-
rate shares will exist under section 
663(c). In determining whether separate 
shares exist, it is immaterial whether 
the principal and any accumulated in-
come of each share is ultimately dis-
tributable to the beneficiary of such 

share, to his descendants, to his ap-
pointees under a general or special 
power of appointment, or to any other 
beneficiaries (including a charitable or-
ganization) designated to receive his 
share of the trust and accumulated in-
come upon termination of the bene-
ficiary’s interest in the share. Thus, a 
separate share may exist if the instru-
ment provides that upon the death of 
the beneficiary of the share, the share 
will be added to the shares of the other 
beneficiaries of the trust. 

(b) Separate share treatment will not 
be applied to a trust or portion of a 
trust subject to a power to: (1) Dis-
tribute, apportion, or accumulate in-
come, or (2) distribute corpus to or for 
one or more beneficiaries within a 
group or class of beneficiaries, unless 
payment of income, accumulated in-
come, or corpus of a share of one bene-
ficiary cannot affect the proportionate 
share of income, accumulated income, 
or corpus of any shares of the other 
beneficiaries, or unless substantially 
proper adjustment must thereafter be 
made (under the governing instrument) 
so that substantially separate and 
independent shares exist. 

(c) A share may be considered as sep-
arate even though more than one bene-
ficiary has an interest in it. For exam-
ple, two beneficiaries may have equal, 
disproportionate, or indeterminate in-
terests in one share which is separate 
and independent from another share in 
which one or more beneficiaries have 
an interest. Likewise, the same person 
may be a beneficiary of more than one 
separate share. 

(d) Separate share treatment may be 
given to a trust or portion of a trust 
otherwise qualifying under this section 
if the trust or portion of a trust is sub-
ject to a power to pay out to a bene-
ficiary of a share (of such trust or por-
tion) an amount of corpus in excess of 
his proportionate share of the corpus of 
the trust if the possibility of exercise 
of the power is remote. For example, if 
the trust is subject to a power to in-
vade the entire corpus for the health, 
education, support, or maintenance of 
A, separate share treatment is applied 
if exercise of the power requires consid-
eration of A’s other income which is so 
substantial as to make the possibility 
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of exercise of the power remote. If in-
stead it appears that A and B have sep-
arate shares in a trust, subject to a 
power to invade the entire corpus for 
the comfort, pleasure, desire, or happi-
ness of A, separate share treatment 
shall not be applied. 

(e) For taxable years ending before 
December 31, 1978, the separate share 
rule may also be applicable to succes-
sive interests in point of time, as for 
instance in the case of a trust pro-
viding for a life estate to A and a sec-
ond life estate or outright remainder to 
B. In such a case, in the taxable year of 
a trust in which a beneficiary dies 
items of income and deduction prop-
erly allocable under trust accounting 
principles to the period before a bene-
ficiary’s death are attributed to one 
share, and those allocable to the period 
after the beneficiary’s death are attrib-
uted to the other share. Separate share 
treatment is not available to a suc-
ceeding interest, however, with respect 
to distributions which would otherwise 
be deemed distributed in a taxable year 
of the earlier interest under the throw-
back provisions of subpart D (section 
665 and following), part I, subchapter J, 
chapter 1 of the Code. The application 
of this paragraph may be illustrated by 
the following example: 

Example. A trust instrument directs that 
the income of a trust is to be paid to A for 
her life. After her death income may be dis-
tributed to B or accumulated. A dies on June 
1, 1956. The trust keeps its books on the basis 
of the calendar year. The trust instrument 
permits invasions of corpus for the benefit of 
A and B, and an invasion of corpus was in 
fact made for A’s benefit in 1956. In deter-
mining the distributable net income of the 
trust for the purpose of determining the 
amounts includible in A’s income, income 
and deductions properly allocable to the pe-
riod before A’s death are treated as income 
and deductions of a separate share; and for 
that purpose no account is taken of income 
and deductions allocable to the period after 
A’s death. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 7633, 
44 FR 57926, Oct. 9, 1979; T.D. 8849, 64 FR 
72543, Dec. 28, 1999] 

§ 1.663(c)–4 Applicability of separate 
share rule to estates and qualified 
revocable trusts. 

(a) General rule. The applicability of 
the separate share rule provided by sec-

tion 663(c) to estates and qualified rev-
ocable trusts within the meaning of 
section 645(b)(1) will generally depend 
upon whether the governing instru-
ment and applicable local law create 
separate economic interests in one ben-
eficiary or class of beneficiaries of such 
estate or trust. Ordinarily, a separate 
share exists if the economic interests 
of the beneficiary or class of bene-
ficiaries neither affect nor are affected 
by the economic interests accruing to 
another beneficiary or class of bene-
ficiaries. Separate shares include, for 
example, the income on bequeathed 
property if the recipient of the specific 
bequest is entitled to such income and 
a surviving spouse’s elective share that 
under local law is entitled to income 
and appreciation or depreciation. Fur-
thermore, a qualified revocable trust 
for which an election is made under 
section 645 is always a separate share 
of the estate and may itself contain 
two or more separate shares. Con-
versely, a gift or bequest of a specific 
sum of money or of property as defined 
in section 663(a)(1) is not a separate 
share. 

(b) Special rule for certain types of ben-
eficial interests. Notwithstanding the 
provisions of paragraph (a) of this sec-
tion, a surviving spouse’s elective 
share that under local law is deter-
mined as of the date of the decedent’s 
death and is not entitled to income or 
any appreciation or depreciation is a 
separate share. Similarly, notwith-
standing the provisions of paragraph 
(a) of this section, a pecuniary formula 
bequest that, under the terms of the 
governing instrument or applicable 
local law, is not entitled to income or 
to share in appreciation or deprecia-
tion constitutes a separate share if the 
governing instrument does not provide 
that it is to be paid or credited in more 
than three installments. 

(c) Shares with multiple beneficiaries 
and beneficiaries of multiple shares. A 
share may be considered as separate 
even though more than one beneficiary 
has an interest in it. For example, two 
beneficiaries may have equal, dis-
proportionate, or indeterminate inter-
ests in one share which is economically 
separate and independent from another 
share in which one or more bene-
ficiaries have an interest. Moreover, 
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the same person may be a beneficiary 
of more than one separate share. 

[T.D. 8849, 64 FR 72544, Dec. 28, 1999] 

§ 1.663(c)–5 Examples. 

Section 663(c) may be illustrated by 
the following examples: 

Example 1. (i) A single trust was created in 
1940 for the benefit of A, B, and C, who were 
aged 6, 4, and 2, respectively. Under the 
terms of the instrument, the trust income is 
required to be divided into three equal 
shares. Each beneficiary’s share of the in-
come is to be accumulated until he becomes 
21 years of age. When a beneficiary reaches 
the age of 21, his share of the income may 
thereafter be either accumulated or distrib-
uted to him in the discretion of the trustee. 
The trustee also has discretion to invade cor-
pus for the benefit of any beneficiary to the 
extent of his share of the trust estate, and 
the trust instrument requires that the bene-
ficiary’s right to future income and corpus 
will be proportionately reduced. When each 
beneficiary reaches 35 years of age, his share 
of the trust estate shall be paid over to him. 
The interest in the trust estate of any bene-
ficiary dying without issue and before he has 
attained the age of 35 is to be equally divided 
between the other beneficiaries of the trust. 
All expenses of the trust are allocable to in-
come under the terms of the trust instru-
ment. 

(ii) No distributions of income or corpus 
were made by the trustee prior to 1955, al-
though A became 21 years of age on June 30, 
1954. During the taxable year of 1955, the 
trust has income from royalties of $20,000 
and expenses of $5,000. The trustee in his dis-
cretion distributes $12,000 to A. Both A and 
the trust report on the calendar year basis. 

(iii) The trust qualifies for the separate 
share treatment under section 663(c) and the 
distributable net income must be divided 
into three parts for the purpose of deter-
mining the amount deductible by the trust 
under section 661 and the amount includible 
in A’s gross income under section 662. 

(iv) The distributable net income of each 
share of the trust is $5,000 ($6,667 less $1,667). 
Since the amount ($12,000) distributed to A 
during 1955 exceeds the distributable net in-
come of $5,000 allocated to his share, the 
trust is deemed to have distributed to him 
$5,000 of 1955 income and $7,000 of amounts 
other than 1955 income. Accordingly, the 
trust is allowed a deduction of $5,000 under 
section 661. The taxable income of the trust 
for 1955 is $9,900, computed as follows: 
Royalties ............................................ $20,000 
Deductions: 

Expenses .................................... $5,000 
Distribution to A .......................... 5,000 
Personal exemption .................... 100 

................ 10,100 

Taxable income ....................................... 9,900 

(v) In accordance with section 662, A must 
include in his gross income for 1955 an 
amount equal to the portion ($5,000) of the 
distributable net income of the trust allo-
cated to his share. Also, the excess distribu-
tion of $7,000 made by the trust is subject to 
the throwback provisions of subpart D (sec-
tion 665 and following), part I, subchapter J, 
chapter 1 of the Code, and the regulations 
thereunder. 

Example 2. (i) Facts. Testator, who dies in 
2000, is survived by a spouse and two chil-
dren. Testator’s will contains a fractional 
formula bequest dividing the residuary es-
tate between the surviving spouse and a 
trust for the benefit of the children. Under 
the fractional formula, the marital bequest 
constitutes 60% of the estate and the chil-
dren’s trust constitutes 40% of the estate. 
During the year, the executor makes a par-
tial proportionate distribution of $1,000,0000, 
($600,000 to the surviving spouse and $400,000 
to the children’s trust) and makes no other 
distributions. The estate receives dividend 
income of $20,000, and pays expenses of $8,000 
that are deductible on the estate’s federal in-
come tax return. 

(ii) Conclusion. The fractional formula be-
quests to the surviving spouse and to the 
children’s trust are separate shares. Because 
Testator’s will provides for fractional for-
mula residuary bequests, the income and any 
appreciation in the value of the estate assets 
are proportionately allocated between the 
marital share and the trust’s share. There-
fore, in determining the distributable net in-
come of each share, the income and expenses 
must be allocated 60% to the marital share 
and 40% to the trust’s share. The distribut-
able net income is $7,200 (60% of income less 
60% of expenses) for the marital share and 
$4,800 (40% of income less 40% of expenses) 
for the trust’s share. Because the amount 
distributed in partial satisfaction of each be-
quest exceeds the distributable net income of 
each share, the estate’s distribution deduc-
tion under section 661 is limited to the sum 
of the distributable net income for both 
shares. The estate is allowed a distribution 
deduction of $12,000 ($7,200 for the marital 
share and $4,800 for the trust’s share). As a 
result, the estate has zero taxable income 
($20,000 income less $8,000 expenses and 
$12,000 distribution deduction). Under section 
662, the surviving spouse and the trust must 
include in gross income $7,200 and $4,800, re-
spectively. 

Example 3. The facts are the same as in Ex-
ample 2, except that in 2000 the executor 
makes the payment to partially fund the 
children’s trust but makes no payment to 
the surviving spouse. The fiduciary must use 
a reasonable and equitable method to allo-
cate income and expenses to the trust’s 
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share. Therefore, depending on when the dis-
tribution is made to the trust, it may no 
longer be reasonable or equitable to deter-
mine the distributable net income for the 
trust’s share by allocating to it 40% of the 
estate’s income and expenses for the year. 
The computation of the distributable net in-
come for the trust’s share should take into 
consideration that after the partial distribu-
tion the relative size of the trust’s separate 
share is reduced and the relative size of the 
spouse’s separate share is increased. 

Example 4. (i) Facts. Testator, who dies in 
2000, is survived by a spouse and one child. 
Testator’s will provides for a pecuniary for-
mula bequest to be paid in not more than 
three installments to a trust for the benefit 
of the child of the largest amount that can 
pass free of Federal estate tax and a bequest 
of the residuary to the surviving spouse. The 
will provides that the bequest to the child’s 
trust is not entitled to any of the estate’s in-
come and does not participate in apprecia-
tion or depreciation in estate assets. During 
the 2000 taxable year, the estate receives div-
idend income of $200,000 and pays expenses of 
$15,000 that are deductible on the estate’s 
federal income tax return. The executor par-
tially funds the child’s trust by distributing 
to it securities that have an adjusted basis 
to the estate of $350,000 and a fair market 
value of $380,000 on the date of distribution. 
As a result of this distribution, the estate re-
alizes long-term capital gain of $30,000. 

(ii) Conclusion. The estate has two separate 
shares consisting of a formula pecuniary be-
quest to the child’s trust and a residuary be-
quest to the surviving spouse. Because, 
under the terms of the will, no estate income 
is allocated to the bequest to the child’s 
trust, the distributable net income for that 
trust’s share is zero. Therefore, with respect 
to the $380,000 distribution to the child’s 
trust, the estate is allowed no deduction 
under section 661, and no amount is included 
in the trust’s gross income under section 662. 
Because no distributions were made to the 
spouse, there is no need to compute the dis-
tributable net income allocable to the mar-
ital share. The taxable income of the estate 
for the 2000 taxable year is $214,400 ($200,000 
(dividend income) plus $30,000 (capital gain) 
minus $15,000 (expenses) and minus $600 (per-
sonal exemption)). 

Example 5. The facts are the same as in Ex-
ample 4, except that during 2000 the estate re-
ports on its federal income tax return a pro 
rata share of an S corporation’s tax items 
and a distributive share of a partnership’s 
tax items allocated on Form K–1s to the es-
tate by the S corporation and by the partner-
ship, respectively. Because, under the terms 
of the will, no estate income from the S cor-
poration or the partnership would be allo-
cated to the pecuniary bequest to child’s 
trust, none of the tax items attributable to 
the S corporation stock or the partnership 

interest is allocated to the trust’s separate 
share. Therefore, with respect to the $380,000 
distribution to the trust, the estate is al-
lowed no deduction under section 661, and no 
amount is included in the trust’s gross in-
come under section 662. 

Example 6. The facts are the same as in Ex-
ample 4, except that during 2000 the estate re-
ceives a distribution of $900,000 from the de-
cedent’s individual retirement account that 
is included in the estate’s gross income as in-
come in respect of a decedent under section 
691(a). The entire $900,000 is allocated to cor-
pus under applicable local law. Both the sep-
arate share for the child’s trust and the sepa-
rate share for the surviving spouse may po-
tentially be funded with the proceeds from 
the individual retirement account. There-
fore, a portion of the $900,000 gross income 
must be allocated to the trust’s separate 
share. The amount allocated to the trust’s 
share must be based upon the relative values 
of the two separate shares using a reasonable 
and equitable method. The estate is entitled 
to a deduction under section 661 for the por-
tion of the $900,000 properly allocated to the 
trust’s separate share, and the trust must in-
clude this amount in income under section 
662. 

Example 7. (i) Facts. Testator, who dies in 
2000, is survived by a spouse and three adult 
children. Testator’s will divides the residue 
of the estate equally among the three chil-
dren. The surviving spouse files an election 
under the applicable state’s elective share 
statute. Under this statute, a surviving 
spouse is entitled to one-third of the dece-
dent’s estate after the payment of debts and 
expenses. The statute also provides that the 
surviving spouse is not entitled to any of the 
estate’s income and does not participate in 
appreciation or depreciation of the estate’s 
assets. However, under the statute, the sur-
viving spouse is entitled to interest on the 
elective share from the date of the court 
order directing the payment until the execu-
tor actually makes payment. During the es-
tate’s 2001 taxable year, the estate distrib-
utes to the surviving spouse $5,000,000 in par-
tial satisfaction of the elective share and 
pays $200,000 of interest on the delayed pay-
ment of the elective share. During that year, 
the estate receives dividend income of 
$3,000,000 and pays expenses of $60,000 that 
are deductible on the estate’s federal income 
tax return. 

(ii) Conclusion. The estate has four sepa-
rate shares consisting of the surviving 
spouse’s elective share and each of the three 
children’s residuary bequests. Because the 
surviving spouse is not entitled to any estate 
income under state law, none of the estate’s 
gross income is allocated to the spouse’s sep-
arate share for purposes of determining that 
share’s distributable net income. Therefore, 
with respect to the $5,000,000 distribution, 
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the estate is allowed no deduction under sec-
tion 661, and no amount is included in the 
spouse’s gross income under section 662. The 
$200,000 of interest paid to the spouse must 
be included in the spouse’s gross income 
under section 61. Because no distributions 
were made to any other beneficiaries during 
the year, there is no need to compute the 
distributable net income of the other three 
separate shares. Thus, the taxable income of 
the estate for the 2000 taxable year is 
$2,939,400 ($3,000,000 (dividend income) minus 
$60,000 (expenses) and $600 (personal exemp-
tion)). The estate’s $200,000 interest payment 
is a nondeductible personal interest expense 
described in section 163(h). 

Example 8. The will of Testator, who dies in 
2000, directs the executor to distribute the X 
stock and all dividends therefrom to child A 
and the residue of the estate to child B. The 
estate has two separate shares consisting of 
the income on the X stock bequeathed to A 
and the residue of the estate bequeathed to 
B. The bequest of the X stock meets the defi-
nition of section 663(a)(1) and therefore is not 
a separate share. If any distributions, other 
than shares of the X stock, are made during 
the year to either A or B, then for purposes 
of determining the distributable net income 
for the separate shares, gross income attrib-
utable to dividends on the X stock must be 
allocated to A’s separate share and any other 
income must be allocated to B’s separate 
share. 

Example 9. The will of Testator, who dies in 
2000, directs the executor to divide the res-
idue of the estate equally between Testator’s 
two children, A and B. The will directs the 
executor to fund A’s share first with the pro-
ceeds of Testator’s individual retirement ac-
count. The date of death value of the estate 
after the payment of debts, expenses, and es-
tate taxes is $9,000,000. During 2000, the 
$900,000 balance in Testator’s individual re-
tirement account is distributed to the es-
tate. The entire $900,000 is allocated to cor-
pus under applicable local law. This amount 
is income in respect of a decedent within the 
meaning of section 691(a). The estate has two 
separate shares, one for the benefit of A and 
one for the benefit of B. If any distributions 
are made to either A or B during the year, 
then, for purposes of determining the distrib-
utable net income for each separate share, 
the $900,000 of income in respect of a dece-
dent must be allocated to A’s share. 

Example 10. The facts are the same as in 
Example 9, except that the will directs the 
executor to fund A’s share first with X stock 
valued at $3,000,000, rather than with the pro-
ceeds of the individual retirement account. 
The estate has two separate shares, one for 
the benefit of A and one for the benefit of B. 
If any distributions are made to either A or 
B during the year, then, for purposes of de-
termining the distributable net income for 
each separate share, the $900,000 of gross in-

come attributable to the proceeds from the 
individual retirement account must be allo-
cated between the two shares to the extent 
that they could potentially be funded with 
those proceeds. The maximum amount of A’s 
share that could potentially be funded with 
the income in respect of decedent is $1,500,000 
($4,500,000 value of share less $3,000,000 to be 
funded with stock) and the maximum 
amount of B’s share that could potentially 
be funded with income in respect of decedent 
is $4,500,000. Based upon the relative values 
of these amounts, the gross income attrib-
utable to the proceeds of the individual re-
tirement account is allocated $225,000 (or 
one-fourth) to A’s share and $675,000 (or 
three-fourths) to B’s share. 

Example 11. The will of Testator, who dies 
in 2000, provides that after the payment of 
specific bequests of money, the residue of the 
estate is to be divided equally among the 
Testator’s three children, A, B, and C. The 
will also provides that during the period of 
administration one-half of the income from 
the residue is to be paid to a designated 
charitable organization. After the specific 
bequests of money are paid, the estate ini-
tially has three equal separate shares. One 
share is for the benefit of the charitable or-
ganization and A, another share is for the 
benefit of the charitable organization and B, 
and the last share is for the benefit of the 
charitable organization and C. During the 
period of administration, payments of in-
come to the charitable organization are de-
ductible by the estate to the extent provided 
in section 642(c) and are not subject to the 
distribution provisions of sections 661 and 
662. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR 
14021, Dec. 31, 1960. Redesignated and amend-
ed by T.D. 8849, 64 FR 72543, 72544, Dec. 28, 
1999; 65 FR 16317, Mar. 28, 2000] 

§ 1.663(c)–6 Effective dates. 

Sections 1.663(c)–1 through 1.663(c)–5 
are applicable for estates and qualified 
revocable trusts within the meaning of 
section 645(b)(1) with respect to dece-
dents who die on or after December 28, 
1999. However, for estates and qualified 
revocable trusts with respect to dece-
dents who died after the date that sec-
tion 1307 of the Tax Reform Act of 1997 
became effective but before December 
28, 1999, the IRS will accept any reason-
able interpretation of the separate 
share provisions, including those provi-
sions provided in 1999–11 I.R.B. 41 (see 
§ 601.601(d)(2)(ii)(b) of this chapter). For 
trusts other than qualified revocable 
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trusts, § 1.663(c)–2 is applicable for tax-
able years of such trusts beginning 
after December 28, 1999. 

[T.D. 8849, 64 FR 72545, Dec. 28, 1999; 65 FR 
16317, Mar. 28, 2000] 

§ 1.664–1 Charitable remainder trusts. 
(a) In general—(1) Introduction—(i) 

General description of a charitable re-
mainder trust. Generally, a charitable 
remainder trust is a trust which pro-
vides for a specified distribution, at 
least annually, to one or more bene-
ficiaries, at least one of which is not a 
charity, for life or for a term of years, 
with an irrevocable remainder interest 
to be held for the benefit of, or paid 
over to, charity. The specified distribu-
tion to be paid at least annually must 
be a sum certain which is not less than 
5 percent of the initial net fair market 
value of all property placed in trust (in 
the case of a charitable remainder an-
nuity trust) or a fixed percentage 
which is not less than 5 percent of the 
net fair market value of the trust as-
sets, valued annually (in the case of a 
charitable remainder unitrust). A trust 
created after July 31, 1969, which is a 
charitable remainder trust, is exempt 
from all of the taxes imposed by sub-
title A of the Code for any taxable year 
of the trust, except for a taxable year 
beginning before January 1, 2007, in 
which it has unrelated business taxable 
income. For taxable years beginning 
after December 31, 2006, an excise tax, 
treated as imposed by chapter 42, is im-
posed on charitable remainder trusts 
that have unrelated business taxable 
income. See paragraph (c) of this sec-
tion. 

(ii) Scope. This section provides defi-
nitions, general rules governing the 
creation and administration of a chari-
table remainder trust, and rules gov-
erning the taxation of the trust and its 
beneficiaries. For the application of 
certain foundation rules to charitable 
remainder trusts, see paragraph (b) of 
this section. If the trust has unrelated 
business taxable income, see paragraph 
(c) of this section. For the treatment of 
distributions to recipients, see para-
graph (d) of this section. For the treat-
ment of distributions to charity, see 
paragraph (e) of this section. For the 
time limitations for amendment of 
governing instruments, see paragraph 

(f) of this section. For transitional 
rules under which particular require-
ments are inapplicable to certain 
trusts, see paragraph (g) of this sec-
tion. Section 1.664–2 provides rules re-
lating solely to a charitable remainder 
annuity trust. Section 1.664–3 provides 
rules relating solely to a charitable re-
mainder unitrust. Section 1.664–4 pro-
vides rules governing the calculation of 
the fair market value of the remainder 
interest in a charitable remainder 
unitrust. For rules relating to the fil-
ing of returns for a charitable remain-
der trust, see paragraph (a)(6) of 
§ 1.6012–3 and section 6034 and the regu-
lations thereunder. 

(iii) Definitions. As used in this sec-
tion and §§ 1.664–2, 1.664–3, and 1.664–4: 

(a) Charitable remainder trust. The 
term charitable remainder trust means a 
trust with respect to which a deduction 
is allowable under section 170, 2055, 
2106, or 2522 and which meets the de-
scription of a charitable remainder an-
nuity trust (as described in § 1.664–2) or 
a charitable remainder unitrust (as de-
scribed in § 1.664–3). 

(b) Annuity amount. The term annuity 
amount means the amount described in 
paragraph (a)(1) of § 1.664–2 which is 
payable, at least annually, to the bene-
ficiary of a charitable remainder annu-
ity trust. 

(c) Unitrust amount. The term unitrust 
amount means the amount described in 
paragraph (a)(1) of § 1.664–3 which is 
payable, at least annually, to the bene-
ficiary of a charitable remainder 
unitrust. 

(d) Recipient. The term recipient 
means the beneficiary who receives the 
possession or beneficial enjoyment of 
the annuity amount or unitrust 
amount. 

(e) Governing instrument. The term 
governing instrument has the same 
meaning as in section 508(e) and the 
regulations thereunder. 

(2) Requirement that the trust must be 
either a charitable remainder annuity 
trust or a charitable remainder unitrust. 
A trust is a charitable remainder trust 
only if it is either a charitable remain-
der annuity trust in every respect or a 
charitable remainder unitrust in every 
respect. For example, a trust which 
provides for the payment each year to 
a noncharitable beneficiary of the 
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greater of a sum certain or a fixed per-
centage of the annual value of the 
trust assets is not a charitable remain-
der trust inasmuch as the trust is nei-
ther a charitable remainder annuity 
trust (for the reason that the payment 
for the year may be a fixed percentage 
of the annual value of the trust assets 
which is not a ‘‘sum certain’’) nor a 
charitable remainder unitrust (for the 
reason that the payment for the year 
may be a sum certain which is not a 
‘‘fixed percentage’’ of the annual value 
of the trust assets). 

(3) Restrictions on investments. A trust 
is not a charitable remainder trust if 
the provisions of the trust include a 
provision which restricts the trustee 
from investing the trust assets in a 
manner which could result in the an-
nual realization of a reasonable 
amount of income or gain from the sale 
or disposition of trust assets. In the 
case of transactions with, or for the 
benefit of, a disqualified person, see 
section 4941(d) and the regulations 
thereunder for rules relating to the def-
inition of self-dealing. 

(4) Requirement that trust must meet 
definition of and function exclusively as a 
charitable remainder trust from its cre-
ation. In order for a trust to be a chari-
table remainder trust, it must meet 
the definition of and function exclu-
sively as a charitable remainder trust 
from the creation of the trust. Solely 
for the purposes of section 664 and the 
regulations thereunder, the trust will 
be deemed to be created at the earliest 
time that neither the grantor nor any 
other person is treated as the owner of 
the entire trust under subpart E, part 
1, subchapter J, chapter 1, subtitle A of 
the Code (relating to grantors and oth-
ers treated as substantial owners), but 
in no event prior to the time property 
is first transferred to the trust. For 
purposes of the preceding sentence, nei-
ther the grantor nor his spouse shall be 
treated as the owner of the trust under 
such subpart E merely because the 
grantor or his spouse is named as a re-
cipient. See examples 1 through 3 of 
subparagraph (6) of this paragraph for 
illustrations of the foregoing rule. 

(5) Rules applicable to testamentary 
transfers—(i) Deferral of annuity or 
unitrust amount. Notwithstanding sub-
paragraph (4) of this paragraph and 

§§ 1.664–2 and 1.664–3, for purposes of 
sections 2055 and 2106 a charitable re-
mainder trust shall be deemed created 
at the date of death of the decedent 
(even though the trust is not funded 
until the end of a reasonable period of 
administration or settlement) if the 
obligation to pay the annuity or 
unitrust amount with respect to the 
property passing in trust at the death 
of the decedent begins as of the date of 
death of the decedent, even though the 
requirement to pay such amount is de-
ferred in accordance with the rules pro-
vided in this subparagraph. If per-
mitted by applicable local law or au-
thorized by the provisions of the gov-
erning instrument, the requirement to 
pay such amount may be deferred until 
the end of the taxable year of the trust 
in which occurs the complete funding 
of the trust. Within a reasonable period 
after such time, the trust must pay (in 
the case of an underpayment) or must 
receive from the recipient (in the case 
of an overpayment) the difference be-
tween: 

(a) Any annuity or unitrust amounts 
actually paid, plus interest on such 
amounts computed at the rate of inter-
est specified in paragraph (a)(5)(iv) of 
this section, compounded annually, and 

(b) The annuity or unitrust amounts 
payable, plus interest on such amounts 
computed at the rate of interest speci-
fied in paragraph (a)(5)(iv) of this sec-
tion, compounded annually. 
The amounts payable shall be retro-
actively determined by using the tax-
able year, valuation method, and valu-
ation dates which are ultimately 
adopted by the charitable remainder 
trust. See subdivision (ii) of this sub-
paragraph for rules relating to retro-
active determination of the amount 
payable under a charitable remainder 
unitrust. See paragraph (d)(4) of this 
section for rules relating to the year of 
inclusion in the case of an under-
payment to a recipient and the allow-
ance of a deduction in the case of an 
overpayment to a recipient. 

(ii) For purposes of retroactively de-
termining the amount under subdivi-
sion (i)(b) of this subparagraph, the 
governing instrument of a charitable 
remainder unitrust may provide that 
the amount described in subdivision 
(i)(b) of this subparagraph with respect 
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to property passing in trust at the 
death of the decedent for the period 
which begins on the date of death of 
the decedent and ends on the earlier of 
the date of death of the last recipient 
or the end of the taxable year of the 
trust in which occurs the complete 
funding of the trust shall be computed 
by multiplying: 

(a) The sum of (1) the value, on the 
earlier of the date of death of the last 
recipient or the last day in such tax-
able year, of the property held in trust 
which is attributable to property pass-
ing to the trust at the death of the de-
cedent, (2) any distributions in respect 
of unitrust amounts made by the trust 
or estate before such date, and (3) in-
terest on such distributions computed 
at the rate of interest specified in para-
graph (a)(5)(iv) of this section, com-
pounded annually, from the date of dis-
tribution to such date by: 

(b)(1) In the case of transfers made 
after November 30, 1983, for which the 
valuation date is before May 1, 1989, a 
factor equal to 1.000000 less the factor 
under the appropriate adjusted payout 
rate in Table D in § 1.664–4(e)(6) oppo-
site the number of years in column 1 
between the date of death of the dece-
dent and the date of the earlier of the 
death of the last recipient or the last 
day of such taxable year. 

(2) In the case of transfers for which 
the valuation date is after April 30, 
1989, a factor equal to 1.000000 less the 
factor under the appropriate adjusted 
payout rate in Table D in § 1.664–4(e)(6) 
opposite the number of years in column 
1 between the date of death of the dece-
dent and the date of the earlier of the 
death of the last recipient or the last 
day of such taxable year. The appro-
priate adjusted payout rate is deter-
mined by using the appropriate Table F 
contained in § 1.664–4(e)(6) for the sec-
tion 7520 rate for the month of the 
valuation date. 

(3) If the number of years between 
the date of death and the date of the 
earlier of the death of the last recipi-
ent or the last day of such taxable year 
is between periods for which factors are 
provided, a linear interpolation must 
be made. 

(iii) Treatment of distributions. The 
treatment of a distribution to a chari-
table remainder trust, or to a recipient 

in respect of an annuity or unitrust 
amount, paid, credited, or required to 
be distributed by an estate, or by a 
trust which is not a charitable remain-
der trust, shall be governed by the 
rules of subchapter J, chapter 1, sub-
title A of the Code other than section 
664. In the case of a charitable remain-
der trust which is partially or fully 
funded during the period of administra-
tion of an estate or settlement of a 
trust (which is not a charitable re-
mainder trust), the treatment of any 
amount paid, credited, or required to 
be distributed by the charitable re-
mainder trust shall be governed by the 
rules of section 664. 

(iv) Rate of interest. The following 
rates of interest shall apply for pur-
poses of paragraphs (a)(5) (i) through 
(ii) of this section: 

(a) The section 7520 rate for the 
month in which the valuation date 
with respect to the transfer is (or one 
of the prior two months if elected 
under § 1.7520–2(b)) after April 30, 1989; 

(b) 10 percent for instruments exe-
cuted or amended (other than in the 
case of a reformation under section 
2055(e)(3)) on or after August 9, 1984, 
and before May 1, 1989, and not subse-
quently amended; 

(c) 6 percent or 10 percent for instru-
ments executed or amended (other than 
in the case of a reformation under sec-
tion 2055(e)(3)) after October 24, 1983, 
and before August 9, 1984; and 

(d) 6 percent for instruments exe-
cuted before October 25, 1983, and not 
subsequently amended (other than in 
the case of a reformation under section 
2055(e)(3)). 

(6) Examples. The application of the 
rules in paragraphs (a)(4) and (a)(5) of 
this section require the use of actuarial 
factors contained in §§ 1.664–4(e) and 
1.664–4A and may be illustrated by use 
of the following examples: 

Example 1. On September 19, 1971, H trans-
fers property to a trust over which he retains 
an inter vivos power of revocation. The trust 
is to pay W 5 percent of the value of the trust 
assets, valued annually, for her life, remain-
der to charity. The trust would satisfy all of 
the requirements of section 664 if it were ir-
revocable. For purposes of section 664, the 
trust is not deemed created in 1971 because H 
is treated as the owner of the entire trust 
under subpart E. On May 26, 1975, H 
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predeceases W at which time the trust be-
comes irrevocable. For purposes of section 
664, the trust is deemed created on May 26, 
1975, because that is the earliest date on 
which H is not treated as the owner of the 
entire trust under subpart E. The trust be-
comes a charitable remainder trust on May 
26, 1975, because it meets the definition of a 
charitable remainder trust from its creation. 

Example 2. The facts are the same as in ex-
ample 1, except that H retains the inter vivos 
power to revoke only one-half of the trust. 
For purposes of section 664, the trust is 
deemed created on September 19, 1971, be-
cause on that date the grantor is not treated 
as the owner of the entire trust under sub-
part E. Consequently, a charitable deduction 
is not allowable either at the creation of the 
trust or at H’s death because the trust does 
not meet the definition of a charitable re-
mainder trust from the date of its creation. 
The trust does not meet the definition of a 
charitable remainder trust from the date of 
its creation because the trust is subject to a 
partial power to revoke on such date. 

Example 3. The facts are the same as in ex-
ample 1, except that the residue of H’s estate 
is to be paid to the trust and the trust is re-
quired to pay H’s debts. The trust is not a 
charitable remainder trust at H’s death be-
cause it does not function exclusively as a 
charitable remainder trust from the date of 
its creation which, in this case, is the date it 
becomes irrevocable. 

Example 4. (i) In 1971, H transfers property 
to Trust A over which he retains an inter 
vivos power of revocation. Trust A, which is 
not a charitable remainder trust, is to pro-
vide income or corpus to W until the death of 
H. Upon H’s death the trust is required by its 
governing instrument to pay the debts and 
administration expenses of H’s estate, and 
then to terminate and distribute all of the 
remaining assets to a separate Trust B which 
meets the definition of a charitable remain-
der annuity trust. 

(ii) Trust B will be charitable remainder 
trust from the date of its funding because it 
will function exclusively as a charitable re-
mainder trust from its creation. For pur-
poses of section 2055, Trust B will be deemed 
created at H’s death if the obligation to pay 
the annuity amount begins on the date of H’s 
death. For purposes of section 664, Trust B 
becomes a charitable remainder trust as 
soon as it is partially or completely funded. 
Consequently, unless Trust B has unrelated 
business taxable income, the income of the 
trust is exempt from all taxes imposed by 
subtitle A of the Code, and any distributions 
by the trust, even before it is completely 
funded, are governed by the rules of section 
664. Any distributions made by Trust A, in-
cluding distributions to a recipient in re-
spect of annuity amounts, are governed by 
the rules of subchapter J, chapter 1, subtitle 
A of the Code other than section 664. 

Example 5. In 1973, H dies testate leaving 
the net residue of his estate (after payment 
by the estate of all debts and administration 
expenses) to a trust which meets the defini-
tion of a charitable remainder unitrust. For 
purposes of section 2055, the trust is deemed 
created at H’s death if the requirement to 
pay the unitrust amount begins on H’s death 
and is a charitable remainder trust even 
though the estate is obligated to pay debts 
and administration expenses. 

For purposes of section 664, the trust be-
comes a charitable remainder trust as soon 
as it is partially or completely funded. Con-
sequently, unless the trust has unrelated 
business taxable income, the income of the 
trust is exempt from all taxes imposed by 
subtitle A of the Code, and any distributions 
by the trust, even before it is completely 
funded, are governed by the rules of section 
664. Any distributions made by H’s estate, in-
cluding distributions to a recipient in re-
spect of unitrust amounts, are governed by 
the rules of subchapter J, chapter 1, subtitle 
A of the Code other than section 664. 

Example 6. (i) On January 1, 1974, H dies 
testate leaving the residue of his estate to a 
charitable remainder unitrust. The gov-
erning instrument provides that, beginning 
at H’s death, the trustee is to make annual 
payments to W, on December 31 of each year 
of 5 percent of the net fair market value of 
the trust assets, valued as of December 31 of 
each year, for W’s life and to pay the remain-
der to charity at the death of W. The gov-
erning instrument also provides that the ac-
tual payment of the unitrust amount need 
not be made until the end of the taxable year 
of the trust in which occurs the complete 
funding of the trust. The governing instru-
ment also provides that the amount payable 
with respect to the period between the date 
of death and the end of such taxable year 
shall be computed under the special method 
provided in subparagraph (5)(ii) of this para-
graph. The governing instrument provides 
that, within a reasonable period after the 
end of the taxable year of the trust in which 
occurs the complete funding of the trust, the 
trustee shall pay (in the case of an under-
payment) or shall receive from the recipient 
(in the case of an overpayment) the dif-
ference between the unitrust amounts paid 
(plus interest at 6 percentage compounded 
annually) and the amount computed under 
the special method. The trust is completely 
funded on September 20, 1976. No amounts 
were paid before June 30, 1977. The trust 
adopts a fiscal year of July 1 to June 30. The 
net fair market value of the trust assets on 
June 30, 1977, is $100,000. 

(ii) Because no amounts were paid prior to 
the end of the taxable year in which the 
trust was completely funded, the amount 
payable at the end of such taxable year is 
equal to the net fair market value of the 
trust assets on the last day of such taxable 
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year (June 30, 1977) multiplied by a factor 
equal to 1.0 minus the factor in Table D cor-
responding to the number of years in the pe-
riod between the date of death and the end of 
such taxable year. The adjusted payout rate 
(determined under § 1.664–4A(c)) is 5 percent. 
Because the last day of the taxable year in 
which the trust is completely funded in June 
30, 1977, there are 3 181/365 years in such pe-
riod. Because there is no factor given in 
Table D for such a period, a linear interpola-
tion must be made: 
1.0 minus 0.814506 (factor at 5 percent for 4 

years) ............................................................... 0.185494 
1.0 minus 0.857375 (factor at 5 percent for 3 

years) ............................................................... .142625 

Difference .............................................. .042869 
181÷365=X÷0.042869 

X=0.021258 

1.0 minus 0.857375 (factor at 5 percent for 3 
years ................................................................. 0.142625 

Plus: X ................................................................. .021258 

Interpolated factor ................................. .163883 

Thus, the amount payable for the period 
from January 1, 1974, to June 30, 1977, is 
$16,388.30 ($100,000×0.163883). Thereafter, the 
trust assets must be valued on December 31 
of each year and 5 percent of such value paid 
annually to W for her life. 

(7) Valuation of unmarketable assets— 
(i) In general. If unmarketable assets 
are transferred to or held by a trust, 
the trust will not be a trust with re-
spect to which a deduction is available 
under section 170, 2055, 2106, or 2522, or 
will be treated as failing to function 
exclusively as a charitable remainder 
trust unless, whenever the trust is re-
quired to value such assets, the valu-
ation is— 

(a) Performed exclusively by an inde-
pendent trustee; or 

(b) Determined by a current qualified 
appraisal, as defined in § 1.170A–13(c)(3), 
from a qualified appraiser, as defined in 
§ 1.170A–13(c)(5). 

(ii) Unmarketable assets. Unmarket-
able assets are assets that are not cash, 
cash equivalents, or other assets that 
can be readily sold or exchanged for 
cash or cash equivalents. For example, 
unmarketable assets include real prop-
erty, closely-held stock, and an unreg-
istered security for which there is no 
available exemption permitting public 
sale. 

(iii) Independent trustee. An inde-
pendent trustee is a person who is not 
the grantor of the trust, a nonchari-

table beneficiary, or a related or subor-
dinate party to the grantor, the 
grantor’s spouse, or a noncharitable 
beneficiary (within the meaning of sec-
tion 672(c) and the applicable regula-
tions). 

(b) Application of certain foundation 
rules to charitable remainder trusts. See 
section 4947(a)(2) and section 
4947(b)(3)(B) and the regulations there-
under for the application to charitable 
remainder trusts of certain provisions 
relating to private foundations. See 
section 508(e) for rules relating to re-
quired provisions in governing instru-
ments prohibiting certain activities 
specified in section 4947(a)(2). 

(c) Excise tax on charitable remainder 
trusts—(1) In general. For each taxable 
year beginning after December 31, 2006, 
in which a charitable remainder annu-
ity trust or a charitable remainder 
unitrust has any unrelated business 
taxable income, an excise tax is im-
posed on that trust in an amount equal 
to the amount of such unrelated busi-
ness taxable income. For this purpose, 
unrelated business taxable income is as 
defined in section 512, determined as if 
part III, subchapter F, chapter 1, sub-
title A of the Internal Revenue Code 
applied to such trust. Such excise tax 
is treated as imposed by chapter 42 
(other than subchapter E) and is re-
ported and payable in accordance with 
the appropriate forms and instructions. 
Such excise tax shall be allocated to 
corpus and, therefore, is not deductible 
in determining taxable income distrib-
uted to a beneficiary. (See paragraph 
(d)(2) of this section.) The charitable 
remainder trust income that is unre-
lated business taxable income con-
stitutes income of the trust for pur-
poses of determining the character of 
the distribution made to the bene-
ficiary. Income of the charitable re-
mainder trust is allocated among the 
charitable remainder trust income cat-
egories in paragraph (d)(1) of this sec-
tion without regard to whether any 
part of that income constitutes unre-
lated business taxable income under 
section 512. 

(2) Examples. The application of the 
rules in this paragraph (c) may be illus-
trated by the following examples: 

Example 1. For 2007, a charitable remainder 
annuity trust with a taxable year beginning 
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on January 1, 2007, has $60,000 of ordinary in-
come, including $10,000 of gross income from 
a partnership that constitutes unrelated 
business taxable income to the trust. The 
trust has no deductions that are directly 
connected with that income. For that same 
year, the trust has administration expenses 
(deductible in computing taxable income) of 
$16,000, resulting in net ordinary income of 
$44,000. The amount of unrelated business 
taxable income is computed by taking gross 
income from an unrelated trade or business 
and deducting expenses directly connected 
with carrying on the trade or business, both 
computed with modifications under section 
512(b). Section 512(b)(12) provides a specific 
deduction of $1,000 in computing the amount 
of unrelated business taxable income. Under 
the facts presented in this example, there are 
no other modifications under section 512(b). 
The trust, therefore, has unrelated business 
taxable income of $9,000 ($10,000 minus the 
$1,000 deduction under section 512(b)(12)). Un-
distributed ordinary income from prior years 
is $12,000 and undistributed capital gains 
from prior years are $50,000. Under the terms 
of the trust agreement, the trust is required 
to pay an annuity of $100,000 for year 2007 to 
the noncharitable beneficiary. Because the 
trust has unrelated business taxable income 
of $9,000, the excise tax imposed under sec-
tion 664(c) is equal to the amount of such un-
related business taxable income, $9,000. The 
character of the $100,000 distribution to the 
noncharitable beneficiary is as follows: 
$56,000 of ordinary income ($44,000 from cur-
rent year plus $12,000 from prior years), and 
$44,000 of capital gains. The $9,000 excise tax 
is allocated to corpus, and does not reduce 
the amount in any of the categories of in-
come under paragraph (d)(1) of this section. 
At the beginning of year 2008, the amount of 
undistributed capital gains is $6,000, and 
there is no undistributed ordinary income. 

Example 2. During 2007, a charitable re-
mainder annuity trust with a taxable year 
beginning on January 1, 2007, sells real es-
tate generating gain of $40,000. Because the 
trust had obtained a loan to finance part of 
the purchase price of the asset, some of the 
income from the sale is treated as debt-fi-
nanced income under section 514 and thus 
constitutes unrelated business taxable in-
come under section 512. The unrelated debt- 
financed income computed under section 514 
is $30,000. Assuming the trust receives no 
other income in 2007, the trust will have un-
related business taxable income under sec-
tion 512 of $29,000 ($30,000 minus the $1,000 de-
duction under section 512(b)(12)). Except for 
section 512(b)(12), no other exceptions or 
modifications under sections 512–514 apply 
when calculating unrelated business taxable 
income based on the facts presented in this 
example. Because the trust has unrelated 
business taxable income of $29,000, the excise 
tax imposed under section 664(c) is equal to 

the amount of such unrelated business tax-
able income, $29,000. The $29,000 excise tax is 
allocated to corpus, and does not reduce the 
amount in any of the categories of income 
under paragraph (d)(1) of this section. Re-
gardless of how the trust’s income might be 
treated under sections 511–514, the entire 
$40,000 is capital gain for purposes of section 
664 and is allocated accordingly to and with-
in the second of the categories of income 
under paragraph (d)(1) of this section. 

(3) Effective/applicability date. This 
paragraph (c) is applicable for taxable 
years beginning after December 31, 
2006. The rules that apply with respect 
to taxable years beginning before Janu-
ary 1, 2007, are contained in § 1.664–1(c) 
as in effect prior to June 24, 2008. (See 
26 CFR part 1, § 1.664–1(c)(1) revised as 
of April 1, 2007.) 

(d) Treatment of annual distributions to 
recipients—(1) Character of distribu-
tions—(i) Assignment of income to cat-
egories and classes at the trust level. (a) A 
trust’s income, including income in-
cludible in gross income and other in-
come, is assigned to one of three cat-
egories in the year in which it is re-
quired to be taken into account by the 
trust. These categories are— 

(1) Gross income, other than gains 
and amounts treated as gains from the 
sale or other disposition of capital as-
sets (referred to as the ordinary income 
category); 

(2) Gains and amounts treated as 
gains from the sale or other disposition 
of capital assets (referred to as the cap-
ital gains category); and 

(3) Other income (including income 
excluded under part III, subchapter B, 
chapter 1, subtitle A of the Internal 
Revenue Code). 

(b) Items within the ordinary income 
and capital gains categories are as-
signed to different classes based on the 
Federal income tax rate applicable to 
each type of income in that category in 
the year the items are required to be 
taken into account by the trust. For 
example, for a trust with a taxable 
year ending December 31, 2004, the ordi-
nary income category may include a 
class of qualified dividend income as 
defined in section 1(h)(11) and a class of 
all other ordinary income, and the cap-
ital gains category may include sepa-
rate classes for short-term and long- 
term capital gains and losses, such as a 
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short-term capital gain class, a 28-per-
cent long-term capital gain class (gains 
and losses from collectibles and section 
1202 gains), an unrecaptured section 
1250 long-term capital gain class (long- 
term gains not treated as ordinary in-
come that would be treated as ordinary 
income if section 1250(b)(1) included all 
depreciation), a qualified 5-year long- 
term capital gain class as defined in 
section 1(h)(9) prior to amendment by 
the Jobs and Growth Tax Relief Rec-
onciliation Act of 2003 (JGTRRA), Pub-
lic Law 108–27 (117 Stat. 752), and an all 
other long-term capital gain class. 
After items are assigned to a class, the 
tax rates may change so that items in 
two or more classes would be taxed at 
the same rate if distributed to the re-
cipient during a particular year. If the 
changes to the tax rates are perma-
nent, the undistributed items in those 
classes are combined into one class. If, 
however, the changes to the tax rates 
are only temporary (for example, the 
new rate for one class will sunset in a 
future year), the classes are kept sepa-
rate. 

(ii) Order of distributions. (a) The cat-
egories and classes of income (deter-
mined under paragraph (d)(1)(i) of this 
section) are used to determine the 
character of an annuity or unitrust dis-
tribution from the trust in the hands of 
the recipient irrespective of whether 
the trust is exempt from taxation 
under section 664(c) for the year of the 
distribution. The determination of the 
character of amounts distributed or 
deemed distributed at any time during 
the taxable year of the trust shall be 
made as of the end of that taxable 
year. The tax rate or rates to be used 
in computing the recipient’s tax on the 
distribution shall be the tax rates that 
are applicable, in the year in which the 
distribution is required to be made, to 
the classes of income deemed to make 
up that distribution, and not the tax 
rates that are applicable to those class-
es of income in the year the income is 
received by the trust. The character of 
the distribution in the hands of the an-
nuity or unitrust recipient is deter-
mined by treating the distribution as 
being made from each category in the 
following order: 

(1) First, from ordinary income to 
the extent of the sum of the trust’s or-

dinary income for the taxable year and 
its undistributed ordinary income for 
prior years. 

(2) Second, from capital gain to the 
extent of the trust’s capital gains de-
termined under paragraph (d)(1)(iv) of 
this section. 

(3) Third, from other income to the 
extent of the sum of the trust’s other 
income for the taxable year and its un-
distributed other income for prior 
years. 

(4) Finally, from trust corpus (with 
corpus defined for this purpose as the 
net fair market value of the trust as-
sets less the total undistributed in-
come (but not loss) in paragraphs 
(d)(1)(i)(a) (1) through (3) of this sec-
tion). 

(b) If the trust has different classes of 
income in the ordinary income cat-
egory, the distribution from that cat-
egory is treated as being made from 
each class, in turn, until exhaustion of 
the class, beginning with the class sub-
ject to the highest Federal income tax 
rate and ending with the class subject 
to the lowest Federal income tax rate. 
If the trust has different classes of net 
gain in the capital gains category, the 
distribution from that category is 
treated as being made first from the 
short-term capital gain class and then 
from each class of long-term capital 
gain, in turn, until exhaustion of the 
class, beginning with the class subject 
to the highest Federal income tax rate 
and ending with the class subject to 
the lowest rate. If two or more classes 
within the same category are subject 
to the same current tax rate, but at 
least one of those classes will be sub-
ject to a different tax rate in a future 
year (for example, if the current rate 
sunsets), the order of that class in rela-
tion to other classes in the category 
with the same current tax rate is de-
termined based on the future rate or 
rates applicable to those classes. With-
in each category, if there is more than 
one type of income in a class, amounts 
treated as distributed from that class 
are to be treated as consisting of the 
same proportion of each type of income 
as the total of the current and undis-
tributed income of that type bears to 
the total of the current and undistrib-
uted income of all types of income in-
cluded in that class. For example, if 
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rental income and interest income are 
subject to the same current and future 
Federal income tax rate and, therefore, 
are in the same class, a distribution 
from that class will be treated as con-
sisting of a proportional amount of 
rental income and interest income. 

(iii) Treatment of losses at the trust 
level—(a) Ordinary income category. A 
net ordinary loss for the current year 
is first used to reduce undistributed or-
dinary income for prior years that is 
assigned to the same class as the loss. 
Any excess loss is then used to reduce 
the current and undistributed ordinary 
income from other classes, in turn, be-
ginning with the class subject to the 
highest Federal income tax rate and 
ending with the class subject to the 
lowest Federal income tax rate. If any 
of the loss exists after all the current 
and undistributed ordinary income 
from all classes has been offset, the ex-
cess is carried forward indefinitely to 
reduce ordinary income for future 
years and retains its class assignment. 
For purposes of this section, the 
amount of current income and prior 
years’ undistributed income shall be 
computed without regard to the deduc-
tion for net operating losses provided 
by section 172 or 642(d). 

(b) Other income category. A net loss 
in the other income category for the 
current year is used to reduce undis-
tributed income in this category for 
prior years and any excess is carried 
forward indefinitely to reduce other in-
come for future years. 

(iv) Netting of capital gains and losses 
at the trust level. Capital gains of the 
trust are determined on a cumulative 
net basis under the rules of this para-
graph (d)(1) without regard to the pro-
visions of section 1212. For each tax-
able year, current and undistributed 
gains and losses within each class are 
netted to determine the net gain or 
loss for that class, and the classes of 
capital gains and losses are then netted 
against each other in the following 
order. First, a net loss from a class of 
long-term capital gain and loss (begin-
ning with the class subject to the high-
est Federal income tax rate and ending 
with the class subject to the lowest 
rate) is used to offset net gain from 
each other class of long-term capital 
gain and loss, in turn, until exhaustion 

of the class, beginning with the class 
subject to the highest Federal income 
tax rate and ending with the class sub-
ject to the lowest rate. Second, ei-
ther— 

(a) A net loss from all the classes of 
long-term capital gain and loss (begin-
ning with the class subject to the high-
est Federal income tax rate and ending 
with the class subject to the lowest 
rate) is used to offset any net gain 
from the class of short-term capital 
gain and loss; or 

(b) A net loss from the class of short- 
term capital gain and loss is used to 
offset any net gain from each class of 
long-term capital gain and loss, in 
turn, until exhaustion of the class, be-
ginning with the class subject to the 
highest Federal income tax rate and 
ending with the class subject to the 
lowest Federal income tax rate. 

(v) Carry forward of net capital gain or 
loss by the trust. If, at the end of a tax-
able year, a trust has, after the appli-
cation of paragraph (d)(1)(iv) of this 
section, any net loss or any net gain 
that is not treated as distributed under 
paragraph (d)(1)(ii)(a)(2) of this section, 
the net gain or loss is carried over to 
succeeding taxable years and retains 
its character in succeeding taxable 
years as gain or loss from its particular 
class. 

(vi) Special transitional rules. To be el-
igible to be included in the class of 
qualified dividend income, dividends 
must meet the definition of section 
1(h)(11) and must be received by the 
trust after December 31, 2002. Long- 
term capital gain or loss properly 
taken into account by the trust before 
January 1, 1997, is included in the class 
of all other long-term capital gains and 
losses. Long-term capital gain or loss 
properly taken into account by the 
trust on or after January 1, 1997, and 
before May 7, 1997, if not treated as dis-
tributed in 1997, is included in the class 
of all other long-term capital gains and 
losses. Long-term capital gain or loss 
(other than 28-percent gain (gains and 
losses from collectibles and section 
1202 gains), unrecaptured section 1250 
gain (long-term gains not treated as or-
dinary income that would be treated as 
ordinary income if section 1250(b)(1) in-
cluded all depreciation), and qualified 
5-year gain as defined in section 1(h)(9) 
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prior to amendment by JGTRRA), 
properly taken into account by the 
trust before January 1, 2003, and dis-
tributed during 2003 is treated as if it 
were properly taken into account by 
the trust after May 5, 2003. Long-term 
capital gain or loss (other than 28-per-
cent gain, unrecaptured section 1250 
gain, and qualified 5-year gain), prop-
erly taken into account by the trust on 
or after January 1, 2003, and before May 
6, 2003, if not treated as distributed 
during 2003, is included in the class of 
all other long-term capital gain. Quali-
fied 5-year gain properly taken into ac-
count by the trust after December 31, 
2000, and before May 6, 2003, if not 
treated as distributed by the trust in 
2003 or a prior year, must be main-
tained in a separate class within the 
capital gains category until distrib-
uted. Qualified 5-year gain properly 
taken into account by the trust before 
January 1, 2003, and deemed distributed 
during 2003 is subject to the same cur-
rent tax rate as deemed distributions 
from the class of all other long-term 
capital gain realized by the trust after 
May 5, 2003. Qualified 5-year gain prop-
erly taken into account by the trust on 
or after January 1, 2003, and before May 
6, 2003, if treated as distributed by the 
trust in 2003, is subject to the tax rate 
in effect prior to the amendment of 
section 1(h)(9) by JGTRRA. 

(vii) Application of section 643(a)(7). 
For application of the anti-abuse rule 
of section 643(a)(7) to distributions 
from charitable remainder trusts, see 
§ 1.643(a)–8. 

(viii) Examples. The following exam-
ples illustrate the rules in this para-
graph (d)(1): 

Example 1. (i) X, a charitable remainder an-
nuity trust described in section 664(d)(1), is 
created on January 1, 2003. The annual annu-
ity amount is $100. X’s income for the 2003 
tax year is as follows: 
Interest income ............................................................ $80 
Qualified dividend income ........................................... 50 
Capital gains and losses ............................................. 0 
Tax-exempt income ..................................................... 0 

(ii) In 2003, the year this income is received 
by the trust, qualified dividend income is 
subject to a different rate of Federal income 
tax than interest income and is, therefore, a 
separate class of income in the ordinary in-
come category. The annuity amount is 
deemed to be distributed from the classes 
within the ordinary income category, begin-
ning with the class subject to the highest 

Federal income tax rate and ending with the 
class subject to the lowest rate. Because dur-
ing 2003 qualified dividend income is taxed at 
a lower rate than interest income, the inter-
est income is deemed distributed prior to the 
qualified dividend income. Therefore, in the 
hands of the recipient, the 2003 annuity 
amount has the following characteristics: 
Interest income ............................................................ $80 
Qualified dividend income ........................................... 20 

(iii) The remaining $30 of qualified divi-
dend income that is not treated as distrib-
uted to the recipient in 2003 is carried for-
ward to 2004 as undistributed qualified divi-
dend income. 

Example 2. (i) The facts are the same as in 
Example 1, and at the end of 2004, X has the 
following classes of income: 
Interest income class ................................................... $5 
Qualified dividend income class ($10 from 2004 and 

$30 carried forward from 2003) ............................... 40 
Net short-term capital gain class ................................. 15 
Net long-term capital loss in 28-percent class ............ (325) 
Net long-term capital gain in unrecaptured section 

1250 gain class ........................................................ 175 
Net long-term capital gain in all other long-term cap-

ital gain class ........................................................... 350 

(ii) In 2004, gain in the unrecaptured sec-
tion 1250 gain class is subject to a 25-percent 
Federal income tax rate, and gain in the all 
other long-term capital gain class is subject 
to a lower rate. The net long-term capital 
loss in the 28-percent gain class is used to 
offset the net capital gains in the other 
classes of long-term capital gain and loss, 
beginning with the class subject to the high-
est Federal income tax rate and ending with 
the class subject to the lowest rate. The $325 
net loss in the 28-percent gain class reduces 
the $175 net gain in the unrecaptured section 
1250 gain class to $0. The remaining $150 loss 
from the 28-percent gain class reduces the 
$350 gain in the all other long-term capital 
gain class to $200. As in Example 1, qualified 
dividend income is taxed at a lower rate than 
interest income during 2004. The annuity 
amount is deemed to be distributed from all 
the classes in the ordinary income category 
and then from the classes in the capital 
gains category, beginning with the class sub-
ject to the highest Federal income tax rate 
and ending with the class subject to the low-
est rate. In the hands of the recipient, the 
2004 annuity amount has the following char-
acteristics: 
Interest income ............................................................ $ 5 
Qualified dividend income ........................................... 40 
Net short-term capital gain .......................................... 15 
Net long-term capital gain in all other long-term cap-

ital gain class ........................................................... 40 

(iii) The remaining $160 gain in the all 
other long-term capital gain class that is not 
treated as distributed to the recipient in 2004 
is carried forward to 2005 as gain in that 
same class. 
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Example 3. (i) The facts are the same as in 
Examples 1 and 2, and at the end of 2005, X 
has the following classes of income: 
Interest income class ................................................... $ 5 
Qualified dividend income ........................................... 20 
Net loss in short-term capital gain class ..................... (50) 
Net long-term capital gain in 28-percent gain class .... 10 
Net long-term capital gain in unrecaptured section 

1250 gain class ........................................................ 135 
Net long-term capital gain in all other long-term cap-

ital gain class (carried forward from 2004) .............. 160 

(ii) There are no long-term capital losses 
to net against the long-term capital gains. 
Thus, the net short-term capital loss is used 
to offset the net capital gains in the classes 
of long-term capital gain and loss, in turn, 
until exhaustion of the class, beginning with 
the class subject to the highest Federal in-
come tax rate and ending with the class sub-
ject to the lowest rate. The $50 net short- 
term loss reduces the $10 net gain in the 28- 
percent gain class to $0. The remaining $40 
net loss reduces the $135 net gain in the 
unrecaptured section 1250 gain class to $95. 
As in Examples 1 and 2, during 2005, qualified 
dividend income is taxed at a lower rate than 
interest income; gain in the unrecaptured 
section 1250 gain class is taxed at 25 percent; 
and gain in the all other long-term capital 
gain class is taxed at a rate lower than 25 
percent. The annuity amount is deemed to be 
distributed from all the classes in the ordi-
nary income category and then from the 
classes in the capital gains category, begin-
ning with the class subject to the highest 
Federal income tax rate and ending with the 
class subject to the lowest rate. Therefore, in 
the hands of the recipient, the 2005 annuity 
amount has the following characteristics: 
Interest income ............................................................ $ 5 
Qualified dividend income ........................................... 20 
Unrecaptured section 1250 gain ................................. 75 

(iii) The remaining $20 gain in the 
unrecaptured section 1250 gain class and the 
$160 gain in the all other long-term capital 
gain class that are not treated as distributed 
to the recipient in 2005 are carried forward to 
2006 as gains in their respective classes. 

Example 4. (i) The facts are the same as in 
Examples 1, 2 and 3, and at the end of 2006, 
X has the following classes of income: 
Interest income class ................................................... $ 95 
Qualified dividend income class .................................. 10 
Net loss in short-term capital gain class ..................... (20) 
Net long-term capital loss in 28-percent gain class .... (350) 
Net long-term capital gain in unrecaptured section 

1250 gain class (carried forward from 2005) ........... 20 
Net long-term capital gain in all other long-term cap-

ital gain class (carried forward from 2005) .............. 160 

(ii) A net long-term capital loss in one 
class is used to offset the net capital gains in 
the other classes of long-term capital gain 
and loss, in turn, until exhaustion of the 
class, beginning with the class subject to the 
highest Federal income tax rate and ending 
with the class subject to the lowest rate. The 
$350 net loss in the 28-percent gain class re-

duces the $20 net gain in the unrecaptured 
section 1250 gain class to $0. The remaining 
$330 net loss reduces the $160 net gain in the 
all other long-term capital gain class to $0. 
As in Examples 1, 2 and 3, during 2006, quali-
fied dividend income is taxed at a lower rate 
than interest income. The annuity amount is 
deemed to be distributed from all the classes 
in the ordinary income category and then 
from the classes in the capital gains cat-
egory, beginning with the class subject to 
the highest Federal income tax rate and end-
ing with the class subject to the lowest rate. 
In the hands of the recipient, the 2006 annu-
ity amount has the following characteristics: 
Interest income ............................................................ $ 95 
Qualified dividend income ........................................... 5 

(iii) The remaining $5 of qualified dividend 
income that is not treated as distributed to 
the recipient in 2006 is carried forward to 
2007 as qualified dividend income. The $20 net 
loss in the short-term capital gain class and 
the $170 net loss in the 28-percent gain class 
are carried forward to 2007 as net losses in 
their respective classes. 

Example 5. (i) X, a charitable remainder an-
nuity trust described in section 664(d)(1), is 
created on January 1, 2002. The annual annu-
ity amount is $100. Except for qualified 5- 
year gain of $200 realized before May 6, 2003, 
but not distributed, X has no other gains or 
losses carried over from former years. X’s in-
come for the 2007 tax year is as follows: 
Interest income class ................................................... $ 10 
Net gain in short-term capital gain class ..................... 5 
Net long-term capital gain in 28-percent gain class .... 5 
Net long-term capital gain in unrecaptured section 

1250 gain class ........................................................ 10 
Net long-term capital gain in all other long-term cap-

ital gain class ........................................................... 10 

(ii) The annuity amount is deemed to be 
distributed from all the classes in the ordi-
nary income category and then from the 
classes in the capital gains category, begin-
ning with the class subject to the highest 
Federal income tax rate and ending with the 
class subject to the lowest rate. In 2007, gains 
distributed to a recipient from both the 
qualified 5-year gain class and the all other 
long-term capital gains class are taxed at a 
15/5 percent tax rate. Since after December 
31, 2008, gains distributed from the qualified 
5-year gain class will be taxed at a lower rate 
than gains distributed from the other classes 
of long-term capital gain and loss, distribu-
tions from the qualified 5-year gain class are 
made after distributions from the other 
classes of long-term capital gain and loss. In 
the hands of the recipient, the 2007 annuity 
amount has the following characteristics: 
Interest income ............................................................ $10 
Short-term capital gain ................................................ 5 
28-percent gain ............................................................ 5 
Unrecaptured section 1250 gain ................................. 10 
All other long-term capital gain .................................... 10 
Qualified 5-year gain (taxed as all other long-term 

capital gain) .............................................................. 60 
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(iii) The remaining $140 of qualified 5-year 
gain that is not treated as distributed to the 
recipient in 2007 is carried forward to 2008 as 
qualified 5-year gain. 

(ix) Effective dates. The rules in this 
paragraph (d)(1) that require long-term 
capital gains to be distributed in the 
following order: first, 28-percent gain 
(gains and losses from collectibles and 
section 1202 gains); second, 
unrecaptured section 1250 gain (long- 
term gains not treated as ordinary in-
come that would be treated as ordinary 
income if section 1250(b)(1) included all 
depreciation); and then, all other long- 
term capital gains are applicable for 
taxable years ending on or after De-
cember 31, 1998. The rules in this para-
graph (d)(1) that provide for the net-
ting of capital gains and losses are ap-
plicable for taxable years ending on or 
after December 31, 1998. The rule in the 
second sentence of paragraph (d)(1)(vi) 
of this section is applicable for taxable 
years ending on or after December 31, 
1998. The rule in the third sentence of 
paragraph (d)(1)(vi) of this section is 
applicable for distributions made in 
taxable years ending on or after De-
cember 31, 1998. All other provisions of 
this paragraph (d)(1) are applicable for 
taxable years ending after November 
20, 2003. 

(2) Allocation of deductions. Items of 
deduction of the trust for a taxable 
year of the trust which are deductible 
in determining taxable income (other 
than the deductions permitted by sec-
tions 642(b), 642(c), 661, and 1202) which 
are directly attributable to one or 
more classes of items within a category 
of income (determined under paragraph 
(d)(1)(i)(a) of this section) or to corpus 
shall be allocated to such classes of 
items or to corpus. All other allowable 
deductions for such taxable year which 
are not directly attributable to one or 
more classes of items within a category 
of income or to corpus (other than the 
deductions permitted by sections 
642(b), 642(c), 661, and 1202) shall be al-
located among the classes of items 
within the category (excluding classes 
of items with net losses) on the basis of 
the gross income of such classes for 
such taxable year reduced by the de-
ductions allocated thereto under the 
first sentence of this subparagraph, but 
in no event shall the amount of ex-

penses allocated to any class of items 
exceed such income of such class for 
the taxable year. Items of deduction 
which are not allocable under the 
above two sentences (other than the 
deductions permitted by sections 
642(b), 642(c), 661, and 1202) may be allo-
cated in any manner. All taxes imposed 
by chapter 42 of the Code (including 
without limitation taxes treated under 
section 664(c)(2) as imposed by chapter 
42) and, for taxable years beginning 
prior to January 1, 2007, all taxes im-
posed by subtitle A of the Code for 
which the trust is liable because it has 
unrelated business taxable income, 
shall be allocated to corpus. Any ex-
pense which is not deductible in deter-
mining taxable income and which is 
not allocable to any class of items de-
scribed in paragraph (d)(1)(i)(a)(3) of 
this section shall be allocated to cor-
pus. The deductions allowable to a 
trust under sections 642(b), 642(c), 661, 
and 1202 are not allowed in determining 
the amount or character of any class of 
items within a category of income de-
scribed in paragraph (d)(1)(i)(a) of this 
section or to corpus. 

(3) Allocation of income among recipi-
ents. If there are two or more recipi-
ents, each will be treated as receiving 
his pro rata portion of the categories of 
income and corpus. The application of 
this rule may be illustrated by the fol-
lowing example: 

Example. X transfers $40,000 to a charitable 
remainder annuity trust which is to pay 
$3,000 per year to X and $2,000 per year to Y 
for a term of 5 years. During the first taxable 
year the trust has $3,000 of ordinary income, 
$500 of capital gain, and $500 of tax-exempt 
income after allocation of all expenses. X is 
treated as receiving ordinary income of 
$1,800 ($3,000/$5,000×$3,000), capital gain of $300 
($3,000/$5,000×$500), tax exempt income of $300 
($3,000/$5,000×$500), and corpus of $600 ($3,000/ 
$5,000×[$5,000¥$4,000] ). Y is treated as receiv-
ing ordinary income of $1,200 ($2,000/ 
$5,000×$3,000), capital gain of $200 ($2,000/ 
$5,000×$500), tax exempt income of $200 ($2,000/ 
$5,000×$500), and corpus of $400 ($2,000/ 
$5,000×[$5,000¥$4,000] ). 

(4) Year of inclusion—(i) General rule. 
To the extent required by this para-
graph, the annuity or unitrust amount 
is includible in the recipient’s gross in-
come for the taxable year in which the 
annuity or unitrust amount is required 
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to be distributed even though the an-
nuity or unitrust amount is not dis-
tributed until after the close of the 
taxable year of the trust. If a recipient 
has a different taxable year (as defined 
in section 441 or 442) from the taxable 
year of the trust, the amount he is re-
quired to include in gross income to 
the extent required by this paragraph 
shall be included in his taxable year in 
which or with which ends the taxable 
year of the trust in which such amount 
is required to be distributed. 

(ii) Payments resulting from incorrect 
valuations. Notwithstanding subdivi-
sion (i) of this subparagraph, any pay-
ments which are made or required to be 
distributed by a charitable remainder 
trust pursuant to paragraph (a)(5) of 
this section, under paragraph (f)(3) of 
this section because of an amendment 
to the governing instrument, or under 
paragraphs (a)(1) of §§ 1.664–2 and 1.664– 
3 because of an incorrect valuation, 
shall, to the extent required by this 
paragraph, be included in the gross in-
come of the recipient in his taxable 
year in which or with which ends the 
taxable year of the trust in which the 
amount is paid, credited, or required to 
be distributed. For rules relating to re-
quired adjustments of underpayments 
and overpayments of the annuity or 
unitrust amounts in respect of pay-
ments made prior to the amendment of 
a governing instrument, see paragraph 
(f)(3) of this section. There is allowable 
to a recipient a deduction from gross 
income for any amounts repaid to the 
trust because of an overpayment dur-
ing the reasonable period of adminis-
tration or settlement or until the trust 
is fully funded, because of an amend-
ment, or because of an incorrect valu-
ation, to the extent such amounts were 
included in his gross income. See sec-
tion 1341 and the regulations there-
under for rules relating to the com-
putation of tax where a taxpayer re-
stores substantial amounts held under 
a claim of right. 

(iii) Rules applicable to year of recipi-
ent’s death. If the taxable year of the 
trust does not end with or within the 
last taxable year of the recipient be-
cause of the recipient’s death, the ex-
tent to which the annuity or unitrust 
amount required to be distributed to 
him is included in the gross income of 

the recipient for his last taxable year, 
or in the gross income of his estate, is 
determined by making the computa-
tions required under this paragraph for 
the taxable year of the trust in which 
his last taxable year ends. (The last 
sentence of subdivision (i) of this sub-
paragraph does not apply to such 
amounts.) The gross income for the 
last taxable year of a recipient on the 
cash basis includes (to the extent re-
quired by this paragraph) amounts ac-
tually distributed to the recipient be-
fore his death. Amounts required to be 
distributed which are distributed to his 
estate, are included (to the extent re-
quired by this paragraph) in the gross 
income of the estate as income in re-
spect of a decedent under section 691. 

(5) Distributions in kind. The annuity 
or unitrust amount may be paid in 
cash or in other property. In the case 
of a distribution made in other prop-
erty, the amount paid, credited, or re-
quired to be distributed shall be consid-
ered as an amount realized by the trust 
from the sale or other disposition of 
property. The basis of the property in 
the hands of the recipient is its fair 
market value at the time it was paid, 
credited, or required to be distributed. 
The application of these rules may be 
illustrated by the following example: 

Example. On January 1, 1971, X creates a 
charitable remainder annuity trust, whose 
taxable year is the calendar year, under 
which X is to receive $5,000 per year. During 
1971, the trust receives $500 of ordinary in-
come. On December 31, 1971, the trust dis-
tributed cash of $500 and a capital asset of 
the trust having a fair market value of $4,500 
and a basis of $2,200. The trust is deemed to 
have realized a capital gain of $2,300. X 
treats the distribution of $5,000 as being ordi-
nary income of $500, capital gain of $2,300 and 
trust corpus of $2,200. The basis of the dis-
tributed property is $4,500 in the hands of X. 

(e) Other distributions—(1) Character of 
distributions. An amount distributed by 
the trust to an organization described 
in section 170(c) other than the annuity 
or unitrust amount shall be considered 
as a distribution of corpus and of those 
categories of income specified in para-
graph (d)(1)(i)(a) of this section in an 
order inverse to that prescribed in such 
paragraph. The character of such 
amount shall be determined as of the 
end of the taxable year of the trust in 
which the distribution is made after 
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the character of the annuity or 
unitrust amount has been determined. 

(2) Distributions in kind. In the case of 
a distribution of an amount to which 
subparagraph (1) of this paragraph ap-
plies, no gain or loss is realized by the 
trust by reason of a distribution in 
kind unless such distribution is in sat-
isfaction of a right to receive a dis-
tribution of a specific dollar amount or 
in specific property other than that 
distributed. 

(f) Effective date—(1) General rule. The 
provisions of this section are effective 
with respect to transfers in trust made 
after July 31, 1969. Any trust created 
(within the meaning of applicable local 
law) prior to August 1, 1969, is not a 
charitable remainder trust even if it 
otherwise satisfies the definition of a 
charitable remainder trust. 

(2) Transfers to pre-1970 trusts. Prop-
erty transferred to a trust created 
(within the meaning of applicable local 
law) before August 1, 1969, whose gov-
erning instrument provides that an or-
ganization described in section 170(c) 
receives an irrevocable remainder in-
terest in such trust, shall, for purposes 
of subparagraphs (1) and (3) of this 
paragraph, be deemed transferred to a 
trust created on the date of such trans-
fer provided that the transfer occurs 
after July 31, 1969, and prior to October 
18, 1971, and the transferred property 
and any undistributed income there-
from is severed and placed in a sepa-
rate trust before December 31, 1972, or 
if later, on or before the 30th day after 
the date on which any judicial pro-
ceedings begun before December 31, 
1972, which are required to sever such 
property, become final. 

(3) Amendment of post-1969 trusts. A 
trust created (within the meaning of 
applicable local law) subsequent to 
July 31, 1969, and prior to December 31, 
1972, which is not a charitable remain-
der trust at the date of its creation, 
may be treated as a charitable remain-
der trust from the date it would be 
deemed created under § 1.664–1(a) (4) 
and (5)(i) for all purposes: Provided, 
That all the following requirements are 
met: 

(i) At the time of the creation of the 
trust, the governing instrument pro-
vides that an organization described in 

section 170(c) receives an irrevocable 
remainder interest in such trust. 

(ii) The governing instrument of the 
trust is amended so that the trust will 
meet the definition of a charitable re-
mainder trust and, if applicable, will 
meet the requirement of paragraph 
(a)(5)(i) of this section that obligation 
to make payment of the annuity or 
unitrust amount with respect to prop-
erty passing at death begin as of the 
date of death, before December 31, 1972, 
or if later, on or before the 30th day 
after the date on which any judicial 
proceedings which are begun before De-
cember 31, 1972, and which are required 
to amend its governing instrument, be-
come final. In the case of a trust cre-
ated (within the meaning of applicable 
local law) subsequent to July 31, 1969, 
and prior to December 31, 1972, the pro-
visions of section 508(d)(2)(A) shall not 
apply if the governing instrument of 
the trust is amended so as to comply 
with the requirements of section 508(e) 
before December 31, 1972, or if later, on 
or before the 30th day after the date on 
which any judicial proceedings which 
are begun before December 31, 1972, and 
which are required to amend its gov-
erning instrument, become final. Not-
withstanding the provisions of para-
graphs (a)(3) and (a)(4) of §§ 1.664–2 and 
1.664–3, the governing instrument may 
grant to the trustee a power to amend 
the governing instrument for the sole 
purpose of complying with the require-
ments of this section and § 1.664–2 or 
§ 1.664–3: Provided, That at the creation 
of the trust, the governing instrument 
(a) provides for the payment of a 
unitrust amount described in § 1.664– 
3(a)(1)(i) or an annuity which meets the 
requirements of paragraph (a)(2) of 
§ 1.664–2 or § 1.664–3, (b) designates the 
recipients of the trust and the period 
for which the amount described in (a) 
of this subdivision (ii) is to be paid, and 
(c) provides that an organization de-
scribed in section 170(c) receives an ir-
revocable remainder interest in such 
trust. The mere granting of such a 
power is not sufficient to meet the re-
quirements of this subparagraph that 
the governing instrument be amended 
in the manner and within the time lim-
itations of this subparagraph. 

(iii)(a) Where the amount of the dis-
tributions which would have been made 
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by the trust to a recipient if the 
amended provisions of such trust had 
been in effect from the time of creation 
of such trust exceeds the amount of the 
distributions made by the trust prior 
to its amendment, the trust pays an 
amount equal to such excess to the re-
cipient. 

(b) Where the amount of distributions 
made to the recipient prior to the 
amendment of the trust exceeds the 
amount of the distributions which 
would have been made by such trust if 
the amended provisions of such trust 
had been in effect from the time of cre-
ation of such trust, such excess is re-
paid to the trust by the recipient. 
See paragraph (d)(4) of this section for 
rules relating to the year of inclusion 
in the case of an underpayment to a re-
cipient and the allowance of a deduc-
tion in the case of an overpayment to 
a recipient. A deduction for a transfer 
to a charitable remainder trust shall 
not be allowed until the requirements 
of this paragraph are met and then 
only if the deduction is claimed on a 
timely filed return (including exten-
sions) or on a claim for refund filed 
within the period of limitations pre-
scribed by section 6511(a). 

(4) Valuation of unmarketable assets. 
The rules contained in paragraph (a)(7) 
of this section are applicable for trusts 
created on or after December 10, 1998. A 
trust in existence as of December 10, 
1998, whose governing instrument re-
quires that an independent trustee 
value the trust’s unmarketable assets 
may be amended or reformed to permit 
a valuation method that satisfies the 
requirements of paragraph (a)(7) of this 
section for taxable years beginning on 
or after December 10, 1998. 

(g) Transitional effective date. Not-
withstanding any other provision of 
this section, § 1.664–2 or § 1.664–3, the re-
quirement of paragraph (a)(5)(i) of this 
section that interest accrue on over-
payments and underpayments, the re-
quirement of paragraph (a)(5)(ii) of this 
section that the unitrust amount ac-
cruing under the formula provided 
therein cease with the death of the last 
recipient, and the requirement that the 
governing instrument of the trust con-
tain the provisions specified in para-
graph (a)(1)(iv) of § 1.664–2 (relating to 
computation of the annuity amount in 

certain circumstances), paragraph 
(a)(1)(v) of § 1.664–3 (relating to com-
putation of the unitrust amount in cer-
tain circumstances), paragraphs (b) of 
§§ 1.664–2 and 1.664–3 (relating to addi-
tional contributions), and paragraph 
(a)(1)(iii) of § 1.664–3 (relating to incor-
rect valuations), paragraphs (a)(6)(iv) 
of §§ 1.664–2 and 1.664–3 (relating to al-
ternative remaindermen) shall not 
apply to: 

(1) A will executed on or before De-
cember 31, 1972, if: 

(i) The testator dies before December 
31, 1975, without having republished the 
will after December 31, 1972, by codicil 
or otherwise. 

(ii) The testator at no time after De-
cember 31, 1972, had the right to change 
the provisions of the will which pertain 
to the trust, or 

(iii) The will is not republished by 
codicil or otherwise before December 
31, 1975, and the testator is on such 
date and at all times thereafter under 
a mental disability to republish the 
will by codicil or otherwise, or 

(2) A trust executed on or before De-
cember 31, 1972, if: 

(i) The grantor dies before December 
31, 1975, without having amended the 
trust after December 31, 1972, 

(ii) The trust is irrevocable on De-
cember 31, 1972, or 

(iii) The trust is not amended before 
December 31, 1975, and the grantor is on 
such date and at all times thereafter 
under a mental disability to change the 
terms of the trust. 

[T.D. 7202, 37 FR 16913, Aug. 23, 1972] 

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting § 1.664–1, see the List of CFR 
Sections Affected, which appears in the 
Finding Aids section of the printed volume 
and at www.fdsys.gov. 

§ 1.664–2 Charitable remainder annu-
ity trust. 

(a) Description. A charitable remain-
der annuity trust is a trust which com-
plies with the applicable provisions of 
§ 1.664–1 and meets all of the following 
requirements: 

(1) Required payment of annuity 
amount—(i) Payment of sum certain at 
least annually. The governing instru-
ment provides that the trust will pay a 
sum certain not less often than annu-
ally to a person or persons described in 
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paragraph (a)(3) of this section for each 
taxable year of the period specified in 
paragraph (a)(5) of this section. 

(a) General rule applicable to all trusts. 
A trust will not be deemed to have en-
gaged in an act of self-dealing (within 
the meaning of section 4941), to have 
unrelated debt-financed income (within 
the meaning of section 514), to have re-
ceived an additional contribution 
(within the meaning of paragraph (b) of 
this section), or to have failed to func-
tion exclusively as a charitable re-
mainder trust (within the meaning of 
§ 1.664–1(a)(4)) merely because the annu-
ity amount is paid after the close of 
the taxable year if such payment is 
made within a reasonable time after 
the close of such taxable year and the 
entire annuity amount in the hands of 
the recipient is characterized only as 
income from the categories described 
in section 664(b)(1), (2), or (3), except to 
the extent it is characterized as corpus 
described in section 664(b)(4) because— 

(1) The trust pays the annuity 
amount by distributing property (other 
than cash) that it owned at the close of 
the taxable year to pay the annuity 
amount, and the trustee elects to treat 
any income generated by the distribu-
tion as occurring on the last day of the 
taxable year in which the annuity 
amount is due; 

(2) The trust pays the annuity 
amount by distributing cash that was 
contributed to the trust (with respect 
to which a deduction was allowable 
under section 170, 2055, 2106, or 2522); or 

(3) The trust pays the annuity 
amount by distributing cash received 
as a return of basis in any asset that 
was contributed to the trust (with re-
spect to which a deduction was allow-
able under section 170, 2055, 2106, or 
2522), and that is sold by the trust dur-
ing the year for which the annuity 
amount is due. 

(b) Special rule for trusts created before 
December 10, 1998. In addition to the 
circumstances described in paragraph 
(a)(1)(i)(a) of this section, a trust cre-
ated before December 10, 1998, will not 
be deemed to have engaged in an act of 
self-dealing (within the meaning of sec-
tion 4941), to have unrelated debt-fi-
nanced income (within the meaning of 
section 514), to have received an addi-
tional contribution (within the mean-

ing of paragraph (b) of this section), or 
to have failed to function exclusively 
as a charitable remainder trust (within 
the meaning of § 1.664–1(a)(4)) merely 
because the annuity amount is paid 
after the close of the taxable year if 
such payment is made within a reason-
able time after the close of such tax-
able year and the sum certain to be 
paid each year as the annuity amount 
is 15 percent or less of the initial net 
fair market value of the property irrev-
ocably passing in trust as determined 
for federal tax purposes. 

(c) Reasonable time. For this para-
graph (a)(1)(i), a reasonable time will 
not ordinarily extend beyond the date 
by which the trustee is required to file 
Form 5227, ‘‘Split-Interest Trust Infor-
mation Return,’’ (including extensions) 
for the taxable year. 

(d) Example. The following example 
illustrates the rules in paragraph 
(a)(1)(i)(a) of this section: 

Example. X is a charitable remainder annu-
ity trust described in section 664(d)(1) that 
was created after December 10, 1998. The pro-
rated annuity amount payable from X for 
Year 1 is $100. The trustee does not pay the 
annuity amount to the recipient by the close 
of Year 1. At the end of Year 1, X has only $95 
in the ordinary income category under sec-
tion 664(b)(1) and no income in the capital 
gain or tax-exempt income categories under 
section 664(b)(2) or (3), respectively. By April 
15 of Year 2, in addition to $95 in cash, the 
trustee distributes to the recipient of the an-
nuity a capital asset with a $5 fair market 
value and a $2 adjusted basis to pay the $100 
annuity amount due for Year 1. The trust 
owned the asset at the end of Year 1. Under 
§ 1.664–1(d)(5), the distribution is treated as a 
sale by X, resulting in X recognizing a $3 
capital gain. The trustee elects to treat the 
capital gain as occurring on the last day of 
Year 1. Under § 1.664–1(d)(1), the character of 
the annuity amount for Year 1 in the recipi-
ent’s hands is $95 of ordinary income, $3 of 
capital gain income, and $2 of trust corpus. 
For Year 1, X satisfied paragraph (a)(1)(i)(a) 
of this section. 

(e) Effective date. This paragraph 
(a)(1)(i) is applicable for taxable years 
ending after April 18, 1997. However, 
paragraphs (a)(1)(i)(a)(2) and (3) of this 
section apply only to distributions 
made on or after January 5, 2001. 

(ii) Definition of sum certain. A sum 
certain is a stated dollar amount which 
is the same either as to each recipient 
or as to the total amount payable for 
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each year of such period. For example, 
a provision for an amount which is the 
same every year to A until his death 
and concurrently an amount which is 
the same every year to B until his 
death, with the amount to each recipi-
ent to terminate at his death, would 
satisfy the above rule. Similarly, pro-
visions for an amount to A and B for 
their joint lives and then to the sur-
vivor would satisfy the above rule. In 
the case of a distribution to an organi-
zation described in section 170(c) at the 
death of a recipient or the expiration of 
a term of years, the governing instru-
ment may provide for a reduction of 
the stated amount payable after such a 
distribution: Provided, That: 

(a) The reduced amount payable is 
the same either as to each recipient or 
as to the total amount payable for each 
year of the balance of such period, and 

(b) The requirements of subparagraph 
(2)(ii) of this paragraph are met. 

(iii) Sum certain stated as a fraction or 
percentage. The stated dollar amount 
may be expressed as a fraction or a per-
centage of the initial net fair market 
value of the property irrevocably pass-
ing in trust as finally determined for 
Federal tax purposes. If the stated dol-
lar amount is so expressed and such 
market value is incorrectly determined 
by the fiduciary, the requirement of 
this subparagraph will be satisfied if 
the governing instrument provides that 
in such event the trust shall pay to the 
recipient (in the case of an undervalu-
ation) or be repaid by the recipient (in 
the case of an overvaluation) an 
amount equal to the difference between 
the amount which the trust should 
have paid the recipient if the correct 
value were used and the amount which 
the trust actually paid the recipient. 
Such payments or repayments must be 
made within a reasonable period after 
the final determination of such value. 
Any payment due to a recipient by rea-
son of such incorrect valuation shall be 
considered to be a payment required to 
be distributed at the time of such final 
determination for purposes of para-
graph (d)(4)(ii) of § 1.664–1. See para-
graph (d)(4) of § 1.664–1 for rules relat-
ing to the year of inclusion of such 
payments and the allowance of a de-
duction for such repayments. See para-
graph (b) of this section for rules relat-

ing to future contributions. For rules 
relating to required adjustments for 
underpayments or overpayments of the 
amount described in this paragraph in 
respect of payments made during a rea-
sonable period of administration, see 
paragraph (a)(5) of § 1.664–1. The appli-
cation of the rule permitting the stated 
dollar amount to be expressed as a 
fraction or a percentage of the initial 
net fair market value of the property 
irrevocably passing in trust as finally 
determined for Federal tax purposes 
may be illustrated by the following ex-
ample: 

Example. The will of X provides for the 
transfer of one-half of his residuary estate to 
a charitable remainder annuity trust which 
is required to pay to W for life an annuity 
equal to 5 percent of the initial net fair mar-
ket value of the interest passing in trust as 
finally determined for Federal tax purposes. 
The annuity is to be paid on December 31 of 
each year computed from the date of X’s 
death. The will also provides that if such ini-
tial net fair market value is incorrectly de-
termined, the trust shall pay to W, in the 
case of an undervaluation, or be repaid by W, 
in the case of an overvaluation, an amount 
equal to the difference between the amount 
which the trust should have paid if the cor-
rect value were used and the amount which 
the trust actually paid. X dies on March 1, 
1971. The executor files an estate tax return 
showing the value of the residuary estate as 
$250,000 before reduction for taxes and ex-
penses of $50,000. The executor paid to W 
$4,192 ([$250,000¥ $50,000]×1/2×5 percent×306/ 
365) on December 31, 1971. On January 1, 1972, 
the executor transfers one-half of the residue 
of the estate to the trust. The trust adopts 
the calendar year as its taxable year. The 
value of the residuary estate is finally deter-
mined for Federal tax purposes to be $240,000 
($290,000¥$50,000). Accordingly, the amount 
which the executor should have paid to W is 
$5,030 ( [$290,000¥$50,000]× 1/2×5 percent×306/ 
365). Consequently, an additional amount of 
$838 ($5,030¥$4,192) must be paid to W within 
a reasonable period after the final deter-
mination of value for Federal tax purposes. 

(iv) Computation of annuity amount in 
certain circumstances—(a) Short taxable 
years. The governing instrument pro-
vides that, in the case of a taxable year 
which is for a period of less than 12 
months other than the taxable year in 
which occurs the end of the period 
specified in subparagraph (5) of this 
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paragraph, the annuity amount deter-
mined under subdivision (i) of this sub-
paragraph shall be the amount other-
wise determined under that subdivision 
multiplied by a fraction the numerator 
of which is the number of days in the 
taxable year of the trust and the de-
nominator of which is 365 (366 if Feb-
ruary 29 is a day included in the nu-
merator). 

(b) Last taxable year of period. The 
governing instrument provides that, in 
the case of the taxable year in which 
occurs the end of the period specified 
in subparagraph (5) of this paragraph, 
the annuity amount which must be dis-
tributed under subdivision (i) of this 
subparagraph shall be the amount oth-
erwise determined under that subdivi-
sion multiplied by a fraction the nu-
merator of which is the number of days 
in the period beginning on the first day 
of such taxable year and ending on the 
last day of the period specified in sub-
paragraph (5) of this paragraph and the 
denominator of which is 365 (366 if Feb-
ruary 29 is a day included in the nu-
merator). See subparagraph (5) of this 
paragraph for a special rule allowing 
termination of payment of the annuity 
amount with the regular payment next 
preceding the termination of the period 
specified therein. 

(2) Minimum annuity amount—(i) Gen-
eral rule. The total amount payable 
under subparagraph (1) of this para-
graph is not less than 5 percent of the 
initial net fair market value of the 
property placed in trust as finally de-
termined for Federal tax purposes. 

(ii) Reduction of annuity amount in 
certain cases. A trust will not fail to 
meet the requirements of this subpara-
graph by reason of the fact that it pro-
vides for a reduction of the stated 
amount payable upon the death of a re-
cipient or the expiration of a term of 
years provided that: 

(a) A distribution is made to an orga-
nization described in section 170(c) at 
the death of such recipient or the expi-
ration of such term of years, and 

(b) The total amounts payable each 
year under subparagraph (1) of this 
paragraph after such distribution are 
not less than a stated dollar amount 
which bears the same ratio to 5 percent 
of the initial net fair market value of 
the trust assets as the net fair market 

value of the trust assets immediately 
after such distribution bears to the net 
fair market value of the trust assets 
immediately before such distribution. 

(iii) Rule applicable to inter vivos trust 
which does not provide for payment of 
minimum annuity amount. In the case 
where the grantor of an inter vivos 
trust underestimates in good faith the 
initial net fair market value of the 
property placed in trust as finally de-
termined for Federal tax purposes and 
specifies a fixed dollar amount for the 
annuity which is less than 5 percent of 
the initial net fair market value of the 
property placed in trust as finally de-
termined for Federal tax purposes, the 
trust will be deemed to have met the 5 
percent requirement if the grantor or 
his representative consents, by appro-
priate agreement with the District Di-
rector, to accept an amount equal to 20 
times the annuity as the fair market 
value of the property placed in trust 
for purposes of determining the appro-
priate charitable contributions deduc-
tion. 

(3) Permissible recipients—(i) General 
rule. The amount described in subpara-
graph (1) of this paragraph is payable 
to or for the use of a named person or 
persons, at least one of which is not an 
organization described in section 
170(c). If the amount described in sub-
paragraph (1) of this paragraph is to be 
paid to an individual or individuals, all 
such individuals must be living at the 
time of the creation of the trust. A 
named person or persons may include 
members of a named class provided 
that, in the case of a class which in-
cludes any individual, all such individ-
uals must be alive and ascertainable at 
the time of the creation of the trust 
unless the period for which the annuity 
amount is to be paid to such class con-
sists solely of a term of years. For ex-
ample, in the case of a testamentary 
trust, the testator’s will may provide 
that an amount shall be paid to his 
children living at his death. 

(ii) Power to alter amount paid to re-
cipients. A trust is not a charitable re-
mainder annuity trust if any person 
has the power to alter the amount to 
be paid to any named person other 
than an organization described in sec-
tion 170(c) if such power would cause 
any person to be treated as the owner 
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of the trust, or any portion thereof, if 
subpart E, part 1, subchapter J, chapter 
1, subtitle A of the Code were applica-
ble to such trust. See paragraph (a)(4) 
of this section for a rule permitting the 
retention by a grantor of a testa-
mentary power to revoke or terminate 
the interest of any recipient other than 
an organization described in section 
170(c). For example, the governing in-
strument may not grant the trustee 
the power to allocate the annuity 
among members of a class unless such 
power falls within one of the excep-
tions to section 674(a). 

(4) Other payments. No amount other 
than the amount described in subpara-
graph (1) of this paragraph may be paid 
to or for the use of any person other 
than an organization described in sec-
tion 170(c). An amount is not paid to or 
for the use of any person other than an 
organization described in section 170(c) 
if the amount is transferred for full and 
adequate consideration. The trust may 
not be subject to a power to invade, 
alter, amend, or revoke for the bene-
ficial use of a person other than an or-
ganization described in section 170(c). 
Notwithstanding the preceding sen-
tence, the grantor may retain the 
power exercisable only by will to re-
voke or terminate the interest of any 
recipient other than an organization 
described in section 170(c). The gov-
erning instrument may provide that 
any amount other than the amount de-
scribed in subparagraph (1) of this 
paragraph shall be paid (or may be paid 
in the discretion of the trustee) to an 
organization described in section 170(c) 
provided that in the case of distribu-
tions in kind, the adjusted basis of the 
property distributed is fairly represent-
ative of the adjusted basis of the prop-
erty available for payment on the date 
of payment. For example, the gov-
erning instrument may provide that a 
portion of the trust assets may be dis-
tributed currently, or upon the death 
of one or more recipients, to an organi-
zation described in section 170(c). 

(5) Period of payment of annuity 
amount—(i) General rules. The period for 
which an amount described in subpara-
graph (1) of this paragraph is payable 
begins with the first year of the chari-
table remainder trust and continues ei-
ther for the life or lives of a named in-

dividual or individuals or for a term of 
years not to exceed 20 years. Only an 
individual or an organization described 
in section 170(c) may receive an 
amount for the life of an individual. If 
an individual receives an amount for 
life, it must be solely for his life. Pay-
ment of the amount described in sub-
paragraph (1) of this paragraph may 
terminate with the regular payment 
next preceding the termination of the 
period described in this subparagraph. 
The fact that the recipient may not re-
ceive such last payment shall not be 
taken into account for purposes of de-
termining the present value of the re-
mainder interest. In the case of an 
amount payable for a term of years, 
the length of the term of years shall be 
ascertainable with certainty at the 
time of the creation of the trust, ex-
cept that the term may be terminated 
by the death of the recipient or by the 
grantor’s exercise by will of a retained 
power to revoke or terminate the inter-
est of any recipient other than an orga-
nization described in section 170(c). In 
any event, the period may not extend 
beyond either the life or lives of a 
named individual or individuals or a 
term of years not to exceed 20 years. 
For example, the governing instrument 
may not provide for the payment of an 
annuity amount to A for his life and 
then to B for a term of years because it 
is possible for the period to last longer 
than either the lives of recipients in 
being at the creation of the trust or a 
term of years not to exceed 20 years. 
On the other hand, the governing in-
strument may provide for the payment 
of an annuity amount to A for his life 
and then to B for his life or a term of 
years (not to exceed 20 years), which-
ever is shorter (but not longer), if both 
A and B are in being at the creation of 
the trust because it is not possible for 
the period to last longer than the lives 
of recipients in being at the creation of 
the trust. 

(ii) Relationship to 5 percent require-
ment. The 5 percent requirement pro-
vided in subparagraph (2) of this para-
graph must be met until the termi-
nation of all of the payments described 
in subparagraph (1) of this paragraph. 
For example, the following provisions 
would satisfy the above rules: 

VerDate Mar<15>2010 18:05 Apr 27, 2012 Jkt 226093 PO 00000 Frm 00173 Fmt 8010 Sfmt 8010 Q:\26\26V8 ofr150 PsN: PC150



164 

26 CFR Ch. I (4–1–12 Edition) § 1.664–2 

(a) An amount equal to at least 5 per-
cent of the initial net fair market 
value of the property placed in trust to 
A and B for their joint lives and then 
to the survivor for his life; 

(b) An amount equal to at least 5 per-
cent of the initial net fair market 
value of the property placed in trust to 
A for life or for a term of years not 
longer than 20 years, whichever is 
longer (or shorter); 

(c) An amount equal to at least 5 per-
cent of the initial net fair market 
value of the property placed in trust to 
A for a term of years not longer than 20 
years and then to B for life (provided B 
was living at the date of creation of the 
trust); 

(d) An amount to A for his life and 
concurrently an amount to B for his 
life (the amount to each recipient to 
terminate at his death) if the amount 
given to each individual is not less 
than 5 percent of the initial net fair 
market value of the property placed in 
trust; or 

(e) An amount to A for his life and 
concurrently an equal amount to B for 
his life, and at the death of the first to 
die, the trust to distribute one-half of 
the then value of its assets to an orga-
nization described in section 170(c), if 
the total of the amounts given to A 
and B is not less than 5 percent of the 
initial net fair market value of the 
property placed in trust. 

(6) Permissible remaindermen—(i) Gen-
eral rule. At the end of the period speci-
fied in subparagraph (5) of this para-
graph the entire corpus of the trust is 
required to be irrevocably transferred, 
in whole or in part, to or for the use of 
one or more organizations described in 
section 170(c) or retained, in whole or 
in part, for such use. 

(ii) Treatment of trust. If all of the 
trust corpus is to be retained for such 
use, the taxable year of the trust shall 
terminate at the end of the period spec-
ified in subparagraph (5) of this para-
graph and the trust shall cease to be 
treated as a charitable remainder trust 
for all purposes. If all or any portion of 
the trust corpus is to be transferred to 
or for the use of such organization or 
organizations, the trustee shall have a 
reasonable time after the period speci-
fied in subparagraph (5) of this para-
graph to complete the settlement of 

the trust. During such time, the trust 
shall continue to be treated as a chari-
table remainder trust for all purposes, 
such as sections 664, 4947(a)(2), and 
4947(b)(3)(B). Upon the expiration of 
such period, the taxable year of the 
trust shall terminate and the trust 
shall cease to be treated as a charitable 
remainder trust for all purposes. If the 
trust continues in existence, it will be 
subject to the provisions of section 
4947(a)(1) unless the trust is exempt 
from taxation under section 501(a). For 
purposes of determining whether the 
trust is exempt under section 501(a) as 
an organization described in section 
501(c)(3), the trust shall be deemed to 
have been created at the time it ceases 
to be treated as a charitable remainder 
trust. 

(iii) Concurrent or successive 
remaindermen. Where interests in the 
corpus of the trust are given to more 
than one organization described in sec-
tion 170(c) such interests may be en-
joyed by them either concurrently or 
successively. 

(iv) Alternative remaindermen. The 
governing instrument shall provide 
that if an organization to or for the use 
of which the trust corpus is to be trans-
ferred or for the use of which the trust 
corpus is to be retained is not an orga-
nization described in section 170(c) at 
the time any amount is to be irrev-
ocably transferred to or for the use of 
such organization, such amount shall 
be transferred to or for the use of one 
or more alternative organizations 
which are described in section 170(c) at 
such time or retained for such use. 
Such alternative organization or orga-
nizations may be selected in any man-
ner provided by the terms of the gov-
erning instrument. 

(b) Additional contributions. A trust is 
not a charitable remainder annuity 
trust unless its governing instrument 
provides that no additional contribu-
tions may be made to the charitable re-
mainder annuity trust after the initial 
contribution. For purposes of this sec-
tion, all property passing to a chari-
table remainder annuity trust by rea-
son of death of the grantor shall be 
considered one contribution. 

(c) Calculation of the fair market value 
of the remainder interest of a charitable 
remainder annuity trust. For purposes of 
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sections 170, 2055, 2106, and 2522, the fair 
market value of the remainder interest 
of a charitable remainder annuity trust 
(as described in this section) is the net 
fair market value (as of the appro-
priate valuation date) of the property 
placed in trust less the present value of 
the annuity. For purposes of this sec-
tion, valuation date means, in general, 
the date on which the property is 
transferred to the trust by the donor 
regardless of when the trust is created. 
In the case of transfers to a charitable 
remainder annuity trust for which the 
valuation date is after April 30, 1989, if 
an election is made under section 7520 
and § 1.7520–2(b) to compute the present 
value of the charitable interest by use 
of the interest rate component for ei-
ther of the 2 months preceding the 
month in which the transfer is made, 
the month so elected is the valuation 
date for purposes of determining the 
interest rate and mortality tables. For 
purposes of section 2055 or 2106, the 
valuation date is the date of death un-
less the alternate valuation date is 
elected in accordance with section 2032 
in which event, and within the limita-
tions set forth in section 2032 and the 
regulations under that section, the 
valuation date is the alternate valu-
ation date. If the decedent’s estate 
elects the alternate valuation date 
under section 2032 and also elects, 
under section 7520 and § 1.7520–2(b), to 
use the interest rate component for one 
of the 2 months preceding the alternate 
valuation date, the month so elected is 
the valuation date for purposes of de-
termining the interest rate and mor-
tality tables. The present value of an 
annuity is computed under § 20.2031–7(d) 
of this chapter for transfers for which 
the valuation date is on or after May 1, 
2009, or under § 20.2031–7A(a) through 
(f), whichever is applicable, for trans-
fers for which the valuation date is be-
fore May 1, 2009. See, however, § 1.7520– 
3(b) (relating to exceptions to the use 
of prescribed tables under certain cir-
cumstances). 

(d) Deduction for transfers to a chari-
table remainder annuity trust. For rules 
relating to a deduction for transfers to 
a charitable remainder annuity trust, 
see section 170, 2055, 2106, or 2522 and 
the regulations thereunder. Any claim 
for deduction on any return for the 

value of a remainder interest in a char-
itable remainder annuity trust must be 
supported by a full statement attached 
to the return showing the computation 
of the present value of such interest. 
The deduction allowed by section 170 is 
limited to the fair market value of the 
remainder interest of a charitable re-
mainder annuity trust regardless of 
whether an organization described in 
section 170(c) also receives a portion of 
the annuity. For a special rule relating 
to the reduction of the amount of a 
charitable contribution deduction with 
respect to a contribution of certain or-
dinary income property or capital gain 
property, see section 170(e)(1)(A) or 
170(e)(1)(B)(i) and the regulations 
thereunder. For rules for postponing 
the time for deduction of a charitable 
contribution of a future interest in 
tangible personal property, see section 
170(a)(3) and the regulations there-
under. 

(e) Effective/applicability date. Para-
graph (c) applies after April 30, 1989. 

[T.D. 7202, 37 FR 16918, Aug. 23, 1972, as 
amended by T.D. 7955, 49 FR 19983, May 11, 
1984; T.D. 8540, 59 FR 30116, June 10, 1994; T.D. 
8791, 63 FR 68191, Dec. 10, 1998; T.D. 8819, 64 
FR 23229, Apr. 30, 1999; T.D. 8819, Mar. 9, 2000, 
65 FR 12471; T.D. 8926, 66 FR 1037, Jan. 5, 2001; 
T.D. 9448, 74 FR 21464, May 7, 2009; T.D. 9540, 
76 FR 49595, Aug. 10, 2011] 

§ 1.664–3 Charitable remainder 
unitrust. 

(a) Description. A charitable remain-
der unitrust is a trust which complies 
with the applicable provisions of 
§ 1.664–1 and meets all of the following 
requirements: 

(1) Required payment of unitrust 
amount—(i) Payment of fixed percentage 
at least annually—(a) General rule. The 
governing instrument provides that the 
trust will pay not less often than annu-
ally a fixed percentage of the net fair 
market value of the trust assets deter-
mined annually to a person or persons 
described in paragraph (a)(3) of this 
section for each taxable year of the pe-
riod specified in paragraph (a)(5) of this 
section. This paragraph (a)(1)(i)(a) is 
applicable for taxable years ending 
after April 18, 1997. 

(b) Income exception. Instead of the 
amount described in (a) of this subdivi-
sion (i), the governing instrument may 
provide that the trust shall pay for any 
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year either the amount described in (1) 
or the total of the amounts described 
in (1) and (2) of this subdivision (b). 

(1) The amount of trust income for a 
taxable year to the extent that such 
amount is not more than the amount 
required to be distributed under para-
graph (a)(1)(i)(a) of this section. 

(2) An amount of trust income for a 
taxable year that is in excess of the 
amount required to be distributed 
under paragraph (a)(1)(i)(a) of this sec-
tion for such year to the extent that 
(by reason of paragraph (a)(1)(i)(b)(1) of 
this section) the aggregate of the 
amounts paid in prior years was less 
than the aggregate of such required 
amounts. 

(3) For purposes of this paragraph 
(a)(1)(i)(b), trust income generally 
means income as defined under section 
643(b) and the applicable regulations. 
However, trust income may not be de-
termined by reference to a fixed per-
centage of the annual fair market 
value of the trust property, notwith-
standing any contrary provision in ap-
plicable state law. Proceeds from the 
sale or exchange of any assets contrib-
uted to the trust by the donor must be 
allocated to principal and not to trust 
income at least to the extent of the 
fair market value of those assets on 
the date of their contribution to the 
trust. Proceeds from the sale or ex-
change of any assets purchased by the 
trust must be allocated to principal 
and not to trust income at least to the 
extent of the trust’s purchase price of 
those assets. Except as provided in the 
two preceding sentences, proceeds from 
the sale or exchange of any assets con-
tributed to the trust by the donor or 
purchased by the trust may be allo-
cated to income, pursuant to the terms 
of the governing instrument, if not pro-
hibited by applicable local law. A dis-
cretionary power to make this alloca-
tion may be granted to the trustee 
under the terms of the governing in-
strument but only to the extent that 
the state statute permits the trustee to 
make adjustments between income and 
principal to treat beneficiaries impar-
tially. 

(4) The rules in paragraph 
(a)(1)(i)(b)(1) and (2) of this section are 
applicable for taxable years ending 
after April 18, 1997. The rule in the first 

sentence of paragraph (a)(1)(i)(b)(3) is 
applicable for taxable years ending 
after April 18, 1997. The rules in the 
second, fourth, and fifth sentences of 
paragraph (a)(1)(i)(b)(3) are applicable 
for taxable years ending after January 
2, 2004. The rule in the third sentence 
of paragraph (a)(1)(i)(b)(3) is applicable 
for sales or exchanges that occur after 
April 18, 1997. The rule in the sixth sen-
tence of paragraph (a)(1)(i)(b)(3) is ap-
plicable for trusts created after Janu-
ary 2, 2004. 

(c) Combination of methods. Instead of 
the amount described in paragraph 
(a)(1)(i)(a) or (b) of this section, the 
governing instrument may provide 
that the trust will pay not less often 
than annually the amount described in 
paragraph (a)(1)(i)(b) of this section for 
an initial period and then pay the 
amount described in paragraph 
(a)(1)(i)(a) of this section (calculated 
using the same fixed percentage) for 
the remaining years of the trust only if 
the governing instrument provides 
that— 

(1) The change from the method pre-
scribed in paragraph (a)(1)(i)(b) of this 
section to the method prescribed in 
paragraph (a)(1)(i)(a) of this section is 
triggered on a specific date or by a sin-
gle event whose occurrence is not dis-
cretionary with, or within the control 
of, the trustees or any other persons; 

(2) The change from the method pre-
scribed in paragraph (a)(1)(i)(b) of this 
section to the method prescribed in 
paragraph (a)(1)(i)(a) of this section oc-
curs at the beginning of the taxable 
year that immediately follows the tax-
able year during which the date or 
event specified under paragraph 
(a)(1)(i)(c)(1) of this section occurs; and 

(3) Following the trust’s conversion 
to the method described in paragraph 
(a)(1)(i)(a) of this section, the trust will 
pay at least annually to the permis-
sible recipients the amount described 
only in paragraph (a)(1)(i)(a) of this 
section and not any amount described 
in paragraph (a)(1)(i)(b) of this section. 

(d) Triggering event. For purposes of 
paragraph (a)(1)(i)(c)(1) of this section, 
a triggering event based on the sale of 
unmarketable assets as defined in 
§ 1.664–1(a)(7)(ii), or the marriage, di-
vorce, death, or birth of a child with 
respect to any individual will not be 
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considered discretionary with, or with-
in the control of, the trustees or any 
other persons. 

(e) Examples. The following examples 
illustrate the rules in paragraph 
(a)(1)(i)(c) of this section. For each ex-
ample, assume that the governing in-
strument of charitable remainder 
unitrust Y provides that Y will ini-
tially pay not less often than annually 
the amount described in paragraph 
(a)(1)(i)(b) of this section and then pay 
the amount described in paragraph 
(a)(1)(i)(a) of this section (calculated 
using the same fixed percentage) for 
the remaining years of the trust and 
that the requirements of paragraphs 
(a)(1)(i)(c)(2) and (3) of this section are 
satisfied. The examples are as follows: 

Example 1. Y is funded with the donor’s 
former personal residence. The governing in-
strument of Y provides for the change in 
method for computing the annual unitrust 
amount as of the first day of the year fol-
lowing the year in which the trust sells the 
residence. Y provides for a combination of 
methods that satisfies paragraph (a)(1)(i)(c) 
of this section. 

Example 2. Y is funded with cash and an un-
registered security for which there is no 
available exemption permitting public sale 
under the Securities and Exchange Commis-
sion rules. The governing instrument of Y 
provides that the change in method for com-
puting the annual unitrust amount is trig-
gered on the earlier of the date when the 
stock is sold or at the time the restrictions 
on its public sale lapse or are otherwise lift-
ed. Y provides for a combination of methods 
that satisfies paragraph (a)(1)(i)(c) of this 
section. 

Example 3. Y is funded with cash and with 
a security that may be publicly traded under 
the Securities and Exchange Commission 
rules. The governing instrument of Y pro-
vides that the change in method for com-
puting the annual unitrust amount is trig-
gered when the stock is sold. Y does not pro-
vide for a combination of methods that satis-
fies the requirements of paragraph (a)(1)(i)(c) 
of this section because the sale of the pub-
licly-traded stock is within the discretion of 
the trustee. 

Example 4. S establishes Y for her grand-
daughter, G, when G is 10 years old. The gov-
erning instrument of Y provides for the 
change in method for computing the annual 
unitrust amount as of the first day of the 
year following the year in which G turns 18 
years old. Y provides for a combination of 
methods that satisfies paragraph (a)(1)(i)(c) 
of this section. 

Example 5. The governing instrument of Y 
provides for the change in method for com-

puting the annual unitrust amount as of the 
first day of the year following the year in 
which the donor is married. Y provides for a 
combination of methods that satisfies para-
graph (a)(1)(i)(c) of this section. 

Example 6. The governing instrument of Y 
provides that if the donor divorces, the 
change in method for computing the annual 
unitrust amount will occur as of the first 
day of the year following the year of the di-
vorce. Y provides for a combination of meth-
ods that satisfies paragraph (a)(1)(i)(c) of this 
section. 

Example 7. The governing instrument of Y 
provides for the change in method for com-
puting the annual unitrust amount as of the 
first day of the year following the year in 
which the noncharitable beneficiary’s first 
child is born. Y provides for a combination of 
methods that satisfies paragraph (a)(1)(i)(c) 
of this section. 

Example 8. The governing instrument of Y 
provides for the change in method for com-
puting the annual unitrust amount as of the 
first day of the year following the year in 
which the noncharitable beneficiary’s father 
dies. Y provides for a combination of meth-
ods that satisfies paragraph (a)(1)(i)(c) of this 
section. 

Example 9. The governing instrument of Y 
provides for the change in method for com-
puting the annual unitrust amount as of the 
first day of the year following the year in 
which the noncharitable beneficiary’s finan-
cial advisor determines that the beneficiary 
should begin receiving payments under the 
second prescribed payment method. Because 
the change in methods for paying the 
unitrust amount is triggered by an event 
that is within a person’s control, Y does not 
provide for a combination of methods that 
satisfies paragraph (a)(1)(i)(c) of this section. 

Example 10. The governing instrument of Y 
provides for the change in method for com-
puting the annual unitrust amount as of the 
first day of the year following the year in 
which the noncharitable beneficiary submits 
a request to the trustee that the trust con-
vert to the second prescribed payment meth-
od. Because the change in methods for pay-
ing the unitrust amount is triggered by an 
event that is within a person’s control, Y 
does not provide for a combination of meth-
ods that satisfies paragraph (a)(1)(i)(c) of this 
section. 

(f) Effective date—(1) General rule. 
Paragraphs (a)(1)(i)(c), (d), and (e) of 
this section are applicable for chari-
table remainder trusts created on or 
after December 10, 1998. 

(2) General rule regarding reformations 
of combination of method unitrusts. If a 
trust is created on or after December 
10, 1998, and contains a provision allow-
ing a change in calculating the 
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unitrust amount that does not comply 
with the provisions of paragraph 
(a)(1)(i)(c) of this section, the trust will 
qualify as a charitable remainder 
unitrust only if it is amended or re-
formed to use the initial method for 
computing the unitrust amount 
throughout the term of the trust, or is 
reformed in accordance with paragraph 
(a)(1)(i)(f)(3) of this section. If a trust 
was created before December 10, 1998, 
and contains a provision allowing a 
change in calculating the unitrust 
amount that does not comply with the 
provisions of paragraph (a)(1)(i)(c) of 
this section, the trust may be reformed 
to use the initial method for com-
puting the unitrust amount throughout 
the term of the trust without causing 
the trust to fail to function exclusively 
as a charitable remainder unitrust 
under § 1.664–1(a)(4), or may be reformed 
in accordance with paragraph 
(a)(1)(i)(f)(3) of this section. Except as 
provided in paragraph (a)(1)(i)(f)(3) of 
this section, a qualified charitable re-
mainder unitrust will not continue to 
qualify as a charitable remainder 
unitrust if it is amended or reformed to 
add a provision allowing a change in 
the method for calculating the unitrust 
amount. 

(3) Special rule for reformations of 
trusts that begin by June 8, 1999. Not-
withstanding paragraph (a)(1)(i)(f)(2) of 
this section, if a trust either provides 
for payment of the unitrust amount 
under a combination of methods that is 
not permitted under paragraph 
(a)(1)(i)(c) of this section, or provides 
for payment of the unitrust amount 
under only the method prescribed in 
paragraph (a)(1)(i)(b) of this section, 
then the trust may be reformed to 
allow for a combination of methods 
permitted under paragraph (a)(1)(i)(c) 
of this section without causing the 
trust to fail to function exclusively as 
a charitable remainder unitrust under 
§ 1.664–1(a)(4) or to engage in an act of 
self-dealing under section 4941 if the 
trustee begins legal proceedings to re-
form by June 8, 1999. The triggering 
event under the reformed governing in-
strument may not occur in a year prior 
to the year in which the court issues 
the order reforming the trust, except 
for situations in which the governing 
instrument prior to reformation al-

ready provided for payment of the 
unitrust amount under a combination 
of methods that is not permitted under 
paragraph (a)(1)(i)(c) of this section and 
the triggering event occurred prior to 
the reformation. 

(g) Payment under general rule for fixed 
percentage trusts. When the unitrust 
amount is computed under paragraph 
(a)(1)(i)(a) of this section, a trust will 
not be deemed to have engaged in an 
act of self-dealing (within the meaning 
of section 4941), to have unrelated debt- 
financed income (within the meaning 
of section 514), to have received an ad-
ditional contribution (within the 
meaning of paragraph (b) of this sec-
tion), or to have failed to function ex-
clusively as a charitable remainder 
trust (within the meaning of § 1.664– 
1(a)(4)) merely because the unitrust 
amount is paid after the close of the 
taxable year if such payment is made 
within a reasonable time after the 
close of such taxable year and the en-
tire unitrust amount in the hands of 
the recipient is characterized only as 
income from the categories described 
in section 664(b)(1), (2), or (3), except to 
the extent it is characterized as corpus 
described in section 664(b)(4) because— 

(1) The trust pays the unitrust 
amount by distributing property (other 
than cash) that it owned at the close of 
the taxable year, and the trustee elects 
to treat any income generated by the 
distribution as occurring on the last 
day of the taxable year in which the 
unitrust amount is due; 

(2) The trust pays the unitrust 
amount by distributing cash that was 
contributed to the trust (with respect 
to which a deduction was allowable 
under section 170, 2055, 2106, or 2522); or 

(3) The trust pays the unitrust 
amount by distributing cash received 
as a return of basis in any asset that 
was contributed to the trust (with re-
spect to which a deduction was allow-
able under section 170, 2055, 2106, or 
2522), and that is sold by the trust dur-
ing the year for which the unitrust 
amount is due. 

(h) Special rule for fixed percentage 
trusts created before December 10, 1998. 
When the unitrust amount is computed 
under paragraph (a)(1)(i)(a) of this sec-
tion, a trust created before December 
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10, 1998, will not be deemed to have en-
gaged in an act of self-dealing (within 
the meaning of section 4941), to have 
unrelated debt-financed income (within 
the meaning of section 514), to have re-
ceived an additional contribution 
(within the meaning of paragraph (b) of 
this section), or to have failed to func-
tion exclusively as a charitable re-
mainder trust (within the meaning of 
§ 1.664–1(a)(4)) merely because the 
unitrust amount is paid after the close 
of the taxable year if such payment is 
made within a reasonable time after 
the close of such taxable year and the 
fixed percentage to be paid each year 
as the unitrust amount is 15 percent or 
less of the net fair market value of the 
trust assets as determined under para-
graph (a)(1)(iv) of this section. 

(i) Example. The following example il-
lustrates the rules in paragraph 
(a)(1)(i)(g) of this section: 

Example. X is a charitable remainder 
unitrust that calculates the unitrust amount 
under paragraph (a)(1)(i)(a) of this section. X 
was created after December 10, 1998. The pro-
rated unitrust amount payable from X for 
Year 1 is $100. The trustee does not pay the 
unitrust amount to the recipient by the end 
of the Year 1. At the end of Year 1, X has 
only $95 in the ordinary income category 
under section 664(b)(1) and no income in the 
capital gain or tax-exempt income categories 
under section 664(b) (2) or (3), respectively. 
By April 15 of Year 2, in addition to $95 in 
cash, the trustee distributes to the unitrust 
recipient a capital asset with a $5 fair mar-
ket value and a $2 adjusted basis to pay the 
$100 unitrust amount due for Year 1. The 
trust owned the asset at the end of Year 1. 
Under § 1.664–1(d)(5), the distribution is treat-
ed as a sale by X, resulting in X recognizing 
a $3 capital gain. The trustee elects to treat 
the capital gain as occurring on the last day 
of Year 1. Under § 1.664–1(d)(1), the character 
of the unitrust amount for Year 1 in the re-
cipient’s hands is $95 of ordinary income, $3 
of capital gain income, and $2 of trust cor-
pus. For Year 1, X satisfied paragraph 
(a)(1)(i)(g) of this section. 

(j) Payment under income exception. 
When the unitrust amount is computed 
under paragraph (a)(1)(i)(b) of this sec-
tion, a trust will not be deemed to have 
engaged in an act of self-dealing (with-
in the meaning of section 4941), to have 
unrelated debt-financed income (within 
the meaning of section 514), to have re-
ceived an additional contribution 
(within the meaning of paragraph (b) of 

this section), or to have failed to func-
tion exclusively as a charitable re-
mainder trust (within the meaning of 
§ 1.664–1(a)(4)) merely because payment 
of the unitrust amount is made after 
the close of the taxable year if such 
payment is made within a reasonable 
time after the close of such taxable 
year. 

(k) Reasonable time. For paragraphs 
(a)(1)(i) (g), (h), and (j) of this section, 
a reasonable time will not ordinarily 
extend beyond the date by which the 
trustee is required to file Form 5227, 
‘‘Split-Interest Trust Information Re-
turn,’’ (including extensions) for the 
taxable year. 

(l) Effective date. Paragraphs (a)(1)(i) 
(g), (h), (i), (j), and (k) of this section 
are applicable for taxable years ending 
after April 18, 1997. Paragraphs 
(a)(1)(i)(g)(2) and (3) apply only to dis-
tributions made on or after January 5, 
2001. 

(ii) Definition of fixed percentage. The 
fixed percentage may be expressed ei-
ther as a fraction or as a percentage 
and must be payable each year in the 
period specified in subparagraph (5) of 
this paragraph. A percentage is fixed if 
the percentage is the same either as to 
each recipient or as to the total per-
centage payable each year of such pe-
riod. For example, provision for a fixed 
percentage which is the same every 
year to A until his death and concur-
rently a fixed percentage which is the 
same every year to B until his death, 
the fixed percentage to each recipient 
to terminate at his death, would sat-
isfy the rule. Similarly, provision for a 
fixed percentage to A and B for their 
joint lives and then to the survivor 
would satisfy the rule. In the case of a 
distribution to an organization de-
scribed in section 170(c) at the death of 
a recipient or the expiration of a term 
of years, the governing instrument 
may provide for a reduction of the 
fixed percentage payable after such dis-
tribution Provided That: 

(a) The reduced fixed percentage is 
the same either as to each recipient or 
as to the total amount payable for each 
year of the balance of such period, and 

(b) The requirements of subparagraph 
(2)(ii) of this paragraph are met. 
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(iii) Rules applicable to incorrect valu-
ations. The governing instrument pro-
vides that in the case where the net 
fair market value of the trust assets is 
incorrectly determined by the fidu-
ciary, the trust shall pay to the recipi-
ent (in the case of an undervaluation) 
or be repaid by the recipient (in the 
case of an overvaluation) an amount 
equal to the difference between the 
amount which the trust should have 
paid the recipient if the correct value 
were used and the amount which the 
trust actually paid the recipient. Such 
payments or repayments must be made 
within a reasonable period after the 
final determination of such value. Any 
payment due to a recipient by reason 
of such incorrect valuation shall be 
considered to be a payment required to 
be distributed at the time of such final 
determination for purposes of para-
graph (d)(4)(ii) of § 1.664–1. See para-
graph (d)(4) of § 1.664–1 for rules relat-
ing to the year of inclusion of such 
payments and the allowance of a de-
duction for such repayments. See para-
graph (b) of this section for rules relat-
ing to additional contributions. 

(iv) Rules applicable to valuation. In 
computing the net fair market value of 
the trust assets there shall be taken 
into account all assets and liabilities 
without regard to whether particular 
items are taken into account in deter-
mining the income of the trust. The 
net fair market value of the trust as-
sets may be determined on any one 
date during the taxable year of the 
trust, or by taking the average of valu-
ations made on more than one date 
during the taxable year of the trust, so 
long as the same valuation date or 
dates and valuation methods are used 
each year. If the governing instrument 
does not specify the valuation date or 
dates, the trustee must select such 
date or dates and indicate the selection 
on the first return on Form 5227, 
‘‘Split-Interest Trust Information Re-
turn,’’ that the trust must file. The 
amount described in subdivision (i)(a) 
of this subparagraph which must be 
paid each year must be based upon the 
valuation for such year. 

(v) Computation of unitrust amount in 
certain circumstances—(a) Short taxable 
years. The governing instrument pro-
vides that, in the case of a taxable year 

which is for a period of less than 12 
months other than the taxable year in 
which occurs the end of the period 
specified in subparagraph (5) of this 
paragraph: 

(1) The amount determined under 
subdivision (i)(a) of this subparagraph 
shall be the amount otherwise deter-
mined under that subdivision multi-
plied by a fraction the numerator of 
which is the number of days in the tax-
able year of the trust and the denomi-
nator of which is 365 (366 if February 29 
is a day included in the numerator), 

(2) The amount determined under 
subdivision (i)(b) of this subparagraph 
shall be computed by using the amount 
determined under subdivision (a)(1) of 
this subdivision (v), and 

(3) If no valuation date occurs before 
the end of the taxable year of the trust, 
the trust assets shall be valued as of 
the last day of the taxable year of the 
trust. 

(b) Last taxable year of period. (1) The 
governing instrument provides that, in 
the case of the taxable year in which 
occurs the end of the period specified 
in subparagraph (5) of this paragraph: 

(i) The unitrust amount which must 
be distributed under subdivision (i)(a) 
of this subparagraph shall be the 
amount otherwise determined under 
that subdivision multiplied by a frac-
tion the numerator of which is the 
number of days in the period beginning 
on the first day of such taxable year 
and ending on the last day of the pe-
riod specified in subparagraph (5) of 
this paragraph and the denominator of 
which is 365 (366 if February 29 is a day 
included in the numerator), 

(ii) The amount determined under 
subdivision (i)(b) of this subparagraph 
shall be computed by using the amount 
determined under (b)(1)(i) of this sub-
division (v), and 

(iii) If no valuation date occurs before 
the end of such period, the trust assets 
shall be valued as of the last day of 
such period. 

(2) See subparagraph (5) of this para-
graph for a special rule allowing termi-
nation of payment of the unitrust 
amount with the regular payment next 
preceding the termination of the period 
specified therein. 
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(2) Minimum unitrust amount—(i) Gen-
eral rule. The fixed percentage de-
scribed in subparagraph (1)(i) of this 
paragraph with respect to all bene-
ficiaries taken together is not less than 
5 percent. 

(ii) Reduction of unitrust amount in 
certain cases. A trust will not fail to 
meet the requirements of this subpara-
graph by reason of the fact that it pro-
vides for a reduction of the fixed per-
centage payable upon the death of a re-
cipient or the expiration of a term of 
years Provided That: 

(a) A distribution is made to an orga-
nization described in section 170(c) at 
the death of such recipient or the expi-
ration of such term of years, and 

(b) The total of the percentage pay-
able under subparagraph (1) of this 
paragraph after such distribution is 
not less than 5 percent. 

(3) Permissible recipients—(i) General 
rule. The amount described in subpara-
graph (1) of this paragraph is payable 
to or for the use of a named person or 
persons, at least one of which is not an 
organization described in section 
170(c). If the amount described in sub-
paragraph (1) of this paragraph is to be 
paid to an individual or individuals, all 
such individuals must be living at the 
time of creation of the trust. A named 
person or persons may include mem-
bers of a named class except in the case 
of a class which includes any indi-
vidual, all such individuals must be 
alive and ascertainable at the time of 
the creation of the trust unless the pe-
riod for which the unitrust amount is 
to be paid to such class consists solely 
of a term of years. For example, in the 
case of a testamentary trust, the tes-
tator’s will may provide that the re-
quired amount shall be paid to his chil-
dren living at his death. 

(ii) Power to alter amount paid to re-
cipients. A trust is not a charitable re-
mainder unitrust if any person has the 
power to alter the amount to be paid to 
any named person other than an orga-
nization described in section 170(c) if 
such power would cause any person to 
be treated as the owner of the trust, or 
any portion thereof, if subpart E, part 
1, subchapter J, chapter 1, subtitle A of 
the Code were applicable to such trust. 
See paragraph (a)(4) of this section for 
a rule permitting the retention by a 

grantor of a testamentary power to re-
voke or terminate the interest of any 
recipient other than an organization 
described in section 170(c). For exam-
ple, the governing instrument may not 
grant the trustee the power to allocate 
the fixed percentage among members 
of a class unless such power falls with-
in one of the exceptions to section 
674(a). 

(4) Other payments. No amount other 
than the amount described in subpara-
graph (1) of this paragraph may be paid 
to or for the use of any person other 
than an organization described in sec-
tion 170(c). An amount is not paid to or 
for the use of any person other than an 
organization described in section 170(c) 
if the amount is transferred for full and 
adequate consideration. The trust may 
not be subject to a power to invade, 
alter, amend, or revoke for the bene-
ficial use of a person other than an or-
ganization described in section 170(c). 
Notwithstanding the preceding sen-
tence, the grantor may retain the 
power exercisable only by will to re-
voke or terminate the interest of any 
recipient other than an organization 
described in section 170(c). The gov-
erning instrument may provide that 
any amount other than the amount de-
scribed in subparagraph (1) of this 
paragraph shall be paid (or may be paid 
in the discretion of the trustee) to an 
organization described in section 170(c) 
provided that, in the case of distribu-
tions in kind, the adjusted basis of the 
property distributed is fairly represent-
ative of the adjusted basis of the prop-
erty available for payment on the date 
of payment. For example, the gov-
erning instrument may provide that a 
portion of the trust assets may be dis-
tributed currently, or upon the death 
of one or more recipients, to an organi-
zation described in section 170(c). 

(5) Period of payment of unitrust 
amount—(i) General rules. The period for 
which an amount described in subpara-
graph (1) of this paragraph is payable 
begins with the first year of the chari-
table remainder trust and continues ei-
ther for the life or lives of a named in-
dividual or individuals or for a term of 
years not to exceed 20 years. Only an 
individual or an organization described 
in section 170(c) may receive an 
amount for the life of an individual. If 
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an individual receives an amount for 
life, it must be solely for his life. Pay-
ment of the amount described in sub-
paragraph (1) of this paragraph may 
terminate with the regular payment 
next preceding the termination of the 
period described in this subparagraph. 
The fact that the recipient may not re-
ceive such last payment shall not be 
taken into account for purposes of de-
termining the present value of the re-
mainder interest. In the case of an 
amount payable for a term of years, 
the length of the term of years shall be 
ascertainable with certainty at the 
time of the creation of the trust, ex-
cept that the term may be terminated 
by the death of the recipient or by the 
grantor’s exercise by will of a retained 
power to revoke or terminate the inter-
est of any recipient other than an orga-
nization described in section 170(c). In 
any event, the period may not extend 
beyond either the life or lives of a 
named individual or individuals or a 
term of years not to exceed 20 years. 
For example, the governing instrument 
may not provide for the payment of a 
unitrust amount to A for his life and 
then to B for a term of years because it 
is possible for the period to last longer 
than either the lives of recipients in 
being at the creation of the trust or a 
term of years not to exceed 20 years. 
On the other hand, the governing in-
strument may provide for the payment 
of a unitrust amount to A for his life 
and then to B for his life or a term of 
years (not to exceed 20 years), which-
ever is shorter (but not longer), if both 
A and B are in being at the creation of 
the trust because it is not possible for 
the period to last longer than the lives 
of recipients in being at the creation of 
the trust. 

(ii) Relationship to 5 percent require-
ment. The 5 percent requirement pro-
vided in subparagraph (2) of this para-
graph must be met until the termi-
nation of all of the payments described 
in subparagraph (1) of this paragraph. 
For example, the following provisions 
would satisfy the above rules: 

(a) A fixed percentage of at least 5 
percent to A and B for their joint lives 
and then to the survivor for his life; 

(b) A fixed percentage of at least 5 
percent to A for life or for a term of 

years not longer than 20 years, which-
ever is longer (or shorter); 

(c) A fixed percentage of at least 5 
percent to A for life or for a term of 
years not longer than 20 years and then 
to B for life (provided B was living at 
the creation of the trust); 

(d) A fixed percentage to A for his life 
and concurrently a fixed percentage to 
B for his life (the percentage to each 
recipient to terminate at his death) if 
the percentage given to each individual 
is not less than 5 percent; 

(e) A fixed percentage to A for his life 
and concurrently an equal percentage 
to B for his life, and at the death of the 
first to die, the trust to distribute one- 
half of the then value of its assets to 
an organization described in section 
170(c) if the total of the percentages is 
not less than 5 percent for the entire 
period described in this subparagraph. 

(6) Permissible remaindermen—(i) Gen-
eral rule. At the end of the period speci-
fied in subparagraph (5) of this para-
graph, the entire corpus of the trust is 
required to be irrevocably transferred, 
in whole or in part, to or for the use of 
one or more organizations described in 
section 170(c) or retained, in whole or 
in part, for such use. 

(ii) Treatment of trust. If all of the 
trust corpus is to be retained for such 
use, the taxable year of the trust shall 
terminate at the end of the period spec-
ified in subparagraph (5) of this para-
graph and the trust shall cease to be 
treated as a charitable remainder trust 
for all purposes. If all or any portion of 
the trust corpus is to be transferred to 
or for the use of such organization or 
organizations, the trustee shall have a 
reasonable time after the period speci-
fied in subparagraph (5) of this para-
graph to complete the settlement of 
the trust. During such time, the trust 
shall continue to be treated as a chari-
table remainder trust for all purposes, 
such as section 664, 4947(a)(2), and 
4947(b)(3)(B). Upon the expiration of 
such period, the taxable year of the 
trust shall terminate and the trust 
shall cease to be treated as a charitable 
remainder trust for all purposes. If the 
trust continues in existence, it will be 
subject to the provisions of section 
4947(a)(1) unless the trust is exempt 
from taxation under section 501(a). For 
purposes of determining whether the 
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trust is exempt under section 501(a) as 
an organization described in section 
501(c)(3), the trust shall be deemed to 
have been created at the time it ceases 
to be treated as a charitable remainder 
trust. 

(iii) Concurrent or successive 
remaindermen. Where interests in the 
corpus of the trust are given to more 
than one organization described in sec-
tion 170(c) such interests may be en-
joyed by them either concurrently or 
successively. 

(iv) Alternative remaindermen. The 
governing instrument shall provide 
that if an organization to or for the use 
of which the trust corpus is to be trans-
ferred or for the use of which the trust 
corpus is to be retained is not an orga-
nization described in section 170(c) at 
the time any amount is to be irrev-
ocably transferred to or for the use of 
such organization, such amount shall 
be transferred to or for the use of or re-
tained for the use of one or more alter-
native organizations which are de-
scribed in section 170(c) at such time. 
Such alternative organization or orga-
nizations may be selected in any man-
ner provided by the terms of the gov-
erning instrument. 

(b) Additional contributions. A trust is 
not a charitable remainder annuity 
trust unless its governing instrument 
either prohibits additional contribu-
tions to the trust after the initial con-
tribution or provides that for the tax-
able year of the trust in which the ad-
ditional contribution is made: 

(1) Where no valuation date occurs 
after the time of the contribution and 
during the taxable year in which the 
contribution is made, the additional 
property shall be valued as of the time 
of contribution; and 

(2) The amount described in para-
graph (a)(1)(i)(a) of this section shall be 
computed by multiplying the fixed per-
centage by the sum of (i) the net fair 
market value of the trust assets (ex-
cluding the value of the additional 
property and any earned income from 
and any appreciation on such property 
after its contribution), and (ii) that 
proportion of the value of the addi-
tional property (that was excluded 
under subdivision (i) of this paragraph), 
which the number of days in the period 
which begins with the date of contribu-

tion and ends with the earlier of the 
last day of such taxable year or the 
last day of the period described in para-
graph (a)(5) of this section bears to the 
number of days in the period which be-
gins with the first day of such taxable 
year and ends with the earlier of the 
last day of such taxable year or the 
last day of the period described in para-
graph (a)(5) of this section. 

For purposes of this section, all prop-
erty passing to a charitable remainder 
unitrust by reason of death of the 
grantor shall be considered one con-
tribution. The application of the pre-
ceding rules may be illustrated by the 
following examples: 

Example 1. On March 2, 1971, X makes an 
additional contribution of property to a 
charitable remainder unitrust. The taxable 
year of the trust is the calendar year and the 
regular valuation date is January 1 of each 
year. For purposes of computing the required 
payout with respect to the additional con-
tribution for the year of contribution, the 
additional contribution is valued on March 2, 
1971, the time of contribution. The property 
had a value on that date of $5,000. Income 
from such property in the amount of $250 was 
received on December 31, 1971. The required 
payout with respect to the additional con-
tribution for the year of contribution is $208 
(5 percent×$5,000×305/365). The income earned 
after the date of the contribution and after 
the regular valuation date does not enter 
into the computation. 

Example 2. On July 1, 1971, X makes an ad-
ditional contribution of $10,000 to a chari-
table remainder unitrust. The taxable year 
of the trust is the calendar year and the reg-
ular valuation date is December 31 of each 
year. The fixed percentage is 5 percent. Be-
tween July 1, 1971, and December 31, 1971, the 
additional property appreciates in value to 
$12,500 and earns $500 of income. Because the 
regular valuation date for the year of con-
tribution occurs after the date of the addi-
tional contribution, the additional contribu-
tion including income earned by it is valued 
on the regular valuation date. Thus, the re-
quired payout with respect to the additional 
contribution is $325.87 (5 per-
cent×[$12,500+$500]×183/365). 

(c) Calculation of the fair market value 
of the remainder interest of a charitable 
remainder unitrust. See § 1.664–4 for rules 
relating to the calculation of the fair 
market value of the remainder interest 
of a charitable remainder unitrust. 

(d) Deduction for transfers to a chari-
table remainder unitrust. For rules relat-
ing to a deduction for transfers to a 
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charitable remainder unitrust, see sec-
tion 170, 2055, 2106, or 2522 and the regu-
lations thereunder. The deduction al-
lowed by section 170 for transfers to 
charity is limited to the fair market 
value of the remainder interest of a 
charitable remainder unitrusts regard-
less of whether an organization de-
scribed in section 170(c) also receives a 
portion of the amount described in 
§ 1.664–3(a)(1). For a special rule relat-
ing to the reduction of the amount of a 
charitable contribution deduction with 
respect to a contribution of certain or-
dinary income property or capital gain 
property, see section 170(e)(1) (A) or 
(B)(i) and the regulations thereunder. 
For rules for postponing the time for 
deduction of a charitable contribution 
of a future interest in tangible personal 
property, see section 170(a)(3) and the 
regulations thereunder. 

[T.D. 7202, 37 FR 16920, Aug. 23, 1972, as 
amended by T.D. 8791, 63 FR 68192, Dec. 10, 
1998; T.D. 8926, 66 FR 1038, Jan. 5, 2001; T.D. 
9102, 69 FR 20, Jan. 2, 2004] 

§ 1.664–4 Calculation of the fair market 
value of the remainder interest in a 
charitable remainder unitrust. 

(a) Rules for determining present value. 
For purposes of sections 170, 2055, 2106, 
and 2522, the fair market value of a re-
mainder interest in a charitable re-
mainder unitrust (as described in 
§ 1.664–3) is its present value deter-
mined under paragraph (d) of this sec-
tion. The present value determined 
under this section shall be computed 
on the basis of— 

(1) Life contingencies determined as 
to each life involved, from the values 
of lx set forth in Table 2000CM con-
tained in § 20.2031–7(d)(7) of this chapter 
in the case of transfers for which the 
valuation date is on or after May 1, 
2009; or from Table 90CM contained in 
§ 20.2031–7A(f)(4) in the case of transfers 
for which the valuation date is after 
April 30, 1999, and before May 1, 2009. 
See § 20.2031–7A(a) through (e), which-
ever is applicable, for transfers for 
which the valuation date is before May 
1, 1999; 

(2) Interest at the section 7520 rate in 
the case of transfers for which the 
valuation date is after April 30, 1989, or 
10 percent in the case of transfers to 
charitable remainder unitrusts made 

after November 30, 1983, for which the 
valuation date is before May 1, 1989. 
See § 20.2031–7A (a) through (c) of this 
chapter, whichever is applicable, for 
transfers for which the valuation date 
is before December 1, 1983; and 

(3) The assumption that the amount 
described in § 1.664–3(a)(1)(i)(a) is dis-
tributed in accordance with the payout 
sequence described in the governing in-
strument. If the governing instrument 
does not prescribe when the distribu-
tion is made during the period for 
which the payment is made, for pur-
poses of this section, the distribution is 
considered payable on the first day of 
the period for which the payment is 
made. 

(b) Actuarial Computations by the In-
ternal Revenue Service. The regulations 
in this and in related sections provide 
tables of actuarial factors and exam-
ples that illustrate the use of the ta-
bles in determining the value of re-
mainder interests in property. Section 
1.7520–1(c)(2) refers to government pub-
lications that provide additional tables 
of factors and examples of computa-
tions for more complex situations. If 
the computation requires the use of a 
factor that is not provided in this sec-
tion, the Commissioner may supply the 
factor upon a request for a ruling. A re-
quest for a ruling must be accompanied 
by a recitation of the facts including 
the date of birth of each measuring 
life, and copies of the relevant docu-
ments. A request for a ruling must 
comply with the instructions for re-
questing a ruling published periodi-
cally in the Internal Revenue Bulletin 
(See § 601.601(d)(2)(ii)(b) of this chapter) 
and include payment of the required 
user fee. If the Commissioner furnishes 
the factor, a copy of the letter sup-
plying the factor should be attached to 
the tax return in which the deduction 
is claimed. If the Commissioner does 
not furnish the factor, the taxpayer 
must furnish a factor computed in ac-
cordance with the principles set forth 
in this section. 

(c) Statement supporting deduction re-
quired. Any claim for a deduction on 
any return for the value of a remainder 
interest in a charitable remainder 
unitrust must be supported by a full 
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statement attached to the return show-
ing the computation of the present 
value of such interest. 

(d) Valuation. The fair market value 
of a remainder interest in a charitable 
remainder unitrust (as described in 
§ 1.664–3) for transfers for which the 
valuation date is on or after May 1, 
2009, is its present value determined 
under paragraph (e) of this section. The 
fair market value of a remainder inter-
est in a charitable remainder unitrust 
(as described in § 1.664–3) for transfers 
for which the valuation date is before 
May 1, 2009, is its present value deter-
mined under the following sections: 

Valuation dates Applicable reg-
ulations After Before 

— ........................................... 01–01–52 1.664–4A(a) 
12–31–51 ............................... 01–01–71 1.664–4A(b) 
12–31–70 ............................... 12–01–83 1.664–4A(c) 
11–30–83 ............................... 05–01–89 1.664–4A(d) 
04–30–89 ............................... 05–01–99 1.664–4A(e) 
04–30–99 ............................... 05–01–09 1.664–4A(f) 

(e) Valuation of charitable remainder 
unitrusts having certain payout sequences 
for transfers for which the valuation date 
is on or after May 1, 2009—(1) In general. 
Except as otherwise provided in para-
graph (e)(2) of this section, in the case 
of transfers for which the valuation 
date is on or after May 1, 2009, the 
present value of a remainder interest is 
determined under paragraphs (e)(3) 
through (e)(7) of this section, provided 
that the amount of the payout as of 
any payout date during any taxable 
year of the trust is not larger than the 
amount that the trust could distribute 
on such date under § 1.664–3(a)(1)(v) if 
the taxable year of the trust were to 
end on such date. See, however, § 1.7520– 
3(b) (relating to exceptions to the use 
of the prescribed tables under certain 
circumstances). 

(2) Transitional rules for valuation of 
charitable remainder unitrusts. (i) For 
purposes of sections 2055, 2106, or 2624, 
if on May 1, 2009, the decedent was 
mentally incompetent so that the dis-
position of the property could not be 
changed, and the decedent died on or 
after May 1, 2009, without having re-
gained competency to dispose of the 
decedent’s property, or the decedent 
died within 90 days of the date that the 
decedent first regained competency on 
or after May 1, 2009, the present value 

of a remainder interest under this sec-
tion is determined as if the valuation 
date with respect to the decedent’s 
gross estate is either before or after 
May 1, 2009, at the option of the dece-
dent’s executor. 

(ii) For purposes of sections 170, 2055, 
2106, 2522, or 2624, in the case of trans-
fers to a charitable remainder unitrust 
for which the valuation date is on or 
after May 1, 2009, and before July 1, 
2009, the present value of a remainder 
interest based on one or more meas-
uring lives is determined under this 
section by use of the section 7520 inter-
est rate for the month in which the 
valuation date occurs (see §§ 1.7520–1(b) 
and 1.7520–2(a)(2)) and the appropriate 
actuarial tables under either paragraph 
(e)(7) of this section or § 1.664–4A(f)(6), 
at the option of the donor or the dece-
dent’s executor, as the case may be. 

(iii) For purposes of paragraphs 
(e)(2)(i) and (e)(2)(ii) of this section, 
where the donor or decedent’s executor 
is given the option to use the appro-
priate actuarial tables under either 
paragraph (e)(7) of this section or 
§ 1.664–4A(f)(6), the donor or decedent’s 
executor must use the same actuarial 
table with respect to each individual 
transaction and with respect to all 
transfers occurring on the valuation 
date (for example, gift and income tax 
charitable deductions with respect to 
the same transfer must be determined 
based on the same tables, and all assets 
includible in the gross estate and/or es-
tate tax deductions claimed must be 
valued based on the same tables). 

(3) Adjusted payout rate. For transfers 
for which the valuation date is after 
April 30, 1989, the adjusted payout rate 
is determined by using the appropriate 
Table F in paragraph (e)(6) of this sec-
tion, for the section 7520 interest rate 
applicable to the transfer. If the inter-
est rate is between 4.2 and 14 percent, 
see paragraph (e)(6) of this section. If 
the interest rate is below 4.2 percent or 
greater than 14 percent, see paragraph 
(b) of this section. The adjusted payout 
rate is determined by multiplying the 
fixed percentage described in § 1.664– 
3(a)(1)(i)(a) by the factor describing the 
payout sequence of the trust and the 
number of months by which the valu-
ation date for the first full taxable 
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year of the trust precedes the first pay-
out date for such taxable year. If the 
governing instrument does not pre-
scribe when the distribution or dis-
tributions shall be made during the 
taxable year of the trust, see paragraph 
(a) of this section. In the case of a trust 
having a payout sequence for which no 
figures have been provided by the ap-
propriate table, and in the case of a 
trust that determines the fair market 
value of the trust assets by taking the 
average of valuations on more than one 
date during the taxable year, see para-
graph (b) of this section. 

(4) Period is a term of years. If the pe-
riod described in § 1.664–3(a)(5) is a term 
of years, the factor that is used in de-
termining the present value of the re-
mainder interest for transfers for 
which the valuation date is after No-
vember 30, 1983, is the factor under the 
appropriate adjusted payout rate in 
Table D of paragraph (e)(6) of this sec-
tion corresponding to the number of 
years in the term. If the adjusted pay-
out rate is an amount that is between 
adjusted payout rates for which factors 
are provided in Table D, a linear inter-
polation must be made. The present 
value of the remainder interest is de-
termined by multiplying the net fair 
market value (as of the appropriate 
valuation date) of the property placed 
in trust by the factor determined under 
this paragraph. For purposes of this 
section, the valuation date is, in the 
case of an inter vivos transfer, the date 
on which the property is transferred to 
the trust by the donor. However, if an 
election is made under section 7520 and 
§ 1.7520–2(b) to compute the present 
value of the charitable interest by use 
of the interest rate component for ei-
ther of the 2 months preceding the 
month in which the date of transfer 
falls, the month so elected is the valu-
ation date for purposes of determining 
the interest rate and mortality tables. 
In the case of a testamentary transfer 
under section 2055, 2106, or 2624, the 
valuation date is the date of death, un-
less the alternate valuation date is 
elected under section 2032, in which 
event, and within the limitations set 
forth in section 2032 and the regula-
tions thereunder, the valuation date is 
the alternate valuation date. If the de-
cedent’s estate elects the alternate 

valuation date under section 2032 and 
also elects, under section 7520 and 
§ 1.7520–2(b), to use the interest rate 
component for one of the 2 months pre-
ceding the alternate valuation date, 
the month so elected is the valuation 
date for purposes of determining the 
interest rate and mortality tables. The 
application of this paragraph (e)(4) 
may be illustrated by the following ex-
ample: 

Example. D transfers $100,000 to a chari-
table remainder unitrust on January 1. The 
trust instrument requires that the trust pay 
8 percent of the fair market value of the 
trust assets as of January 1st for a term of 
12 years to D in quarterly payments (March 
31, June 30, September 30, and December 31). 
The section 7520 rate for January (the month 
that the transfer occurred) is 9.6 percent. 
Under Table F(9.6) in paragraph (e)(6) of this 
section, the appropriate adjustment factor is 
.944628 for quarterly payments payable at the 
end of each quarter. The adjusted payout 
rate is 7.557 (8%× .944628). Based on the re-
mainder factors in Table D in paragraph 
(e)(6) of this section, the present value of the 
remainder interest is $38,950.30, computed as 
follows: 
Factor at 7.4 percent for 12 years ......................... .397495 
Factor at 7.6 percent for 12 years ......................... .387314 

Difference ....................................................... .010181 

Interpolation adjustment: 

7 557% 7

0 2% 010181

007992

. .4%

. .

.

− =

=

x

x
Factor at 7.4 percent for 12 years ......................... .397495 
Less: Interpolation adjustment ............................... .007992 

Interpolated factor ........................................... .389503 

Present value of remainder interest: 

($100,000×.389503)..........$38,950.30 

(5) Period is the life of one individual. 
(i) If the period described in § 1.664– 
3(a)(5) is the life of one individual, the 
factor that is used in determining the 
present value of the remainder interest 
for transfers for which the valuation 
date is on or after May 1, 2009, is the 
factor in Table U(1) in paragraph (e)(7) 
of this section under the appropriate 
adjusted payout. For purposes of the 
computations described in this para-
graph (e)(5), the age of an individual is 
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the age of that individual at the indi-
vidual’s nearest birthday. If the ad-
justed payout rate is an amount that is 
between adjusted payout rates for 
which factors are provided in the ap-
propriate table, a linear interpolation 
must be made. The present value of the 
remainder interest is determined by 
multiplying the net fair market value 
(as of the valuation date as determined 
in paragraph (e)(4) of this section) of 
the property placed in trust by the fac-
tor determined under this paragraph 
(e)(5). If the adjusted payout rate is be-
tween 4.2 and 14 percent, see paragraph 
(e)(7) of this section. If the adjusted 
payout rate is below 4.2 percent or 
greater than 14 percent, see paragraph 
(b) of this section. 

(ii) The application of paragraph 
(e)(5)(i) of this section may be illus-
trated by the following example: 

Example. A, who is 44 years and 11 months 
old, transfers $100,000 to a charitable remain-
der unitrust on January 1st. The trust in-
strument requires that the trust pay to A 
semiannually (on June 30 and December 31) 8 
percent of the fair market value of the trust 
assets as of January 1st during A’s life. The 
section 7520 rate for January is 6.6 percent. 
Under Table F(6.6) in paragraph (e)(6) of this 
section, the appropriate adjustment factor is 
.953317 for semiannual payments payable at 
the end of the semiannual period. The ad-
justed payout rate is 7.627% (8% × .953317). 
Based on the remainder factors in Table U(1) 
in this section, the present value of the re-
mainder interest is $11,075.00, computed as 
follows: 

(6) Actuarial Table D and F (4.2 
through 14.0) for transfers for which the 
valuation date is after April 30, 1989. For 
transfers for which the valuation date 
is after April 30, 1989, the present value 
of a charitable remainder unitrust in-
terest that is dependent upon a term of 
years is determined by using the sec-
tion 7520 rate and the tables in this 

paragraph (e)(6). For transfers for 
which the valuation date is on or after 
May 1, 2009, where the present value of 
a charitable remainder unitrust inter-
est is dependent on the termination of 
a life interest, see Paragraph (e)(5) of 
this section. See, however, § 1.7520–3(b) 
(relating to exceptions to the use of 
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prescribed tables under certain cir-
cumstances). Many actuarial factors 
not contained in the following tables 
are contained in Internal Revenue 
Service Publication 1458, ‘‘Actuarial 

Valuations Version 3B’’ (2009). This 
publication will be available beginning 
May 1, 2009, at no charge, electroni-
cally via the IRS Internet site at http:// 
www.irs.gov. 

TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

4.2% 4.4% 4.6% 4.8% 5.0% 5.2% 5.4% 5.6% 5.8% 6.0% 

1 ........................ .958000 .956000 .954000 .952000 .950000 .948000 .946000 .944000 .942000 .940000 
2 ........................ .917764 .913936 .910116 .906304 .902500 .898704 .894916 .891136 .887364 .883600 
3 ........................ .879218 .873723 .868251 .862801 .857375 .851971 .846591 .841232 .835897 .830584 
4 ........................ .842291 .835279 .828311 .821387 .814506 .807669 .800875 .794123 .787415 .780749 
5 ........................ .806915 .798527 .790209 .781960 .773781 .765670 .757627 .749652 .741745 .733904 
6 ........................ .773024 .763392 .753859 .744426 .735092 .725855 .716716 .707672 .698724 .689870 
7 ........................ .740557 .729802 .719182 .708694 .698337 .688111 .678013 .668042 .658198 .648478 
8 ........................ .709454 .697691 .686099 .674677 .663420 .652329 .641400 .630632 .620022 .609569 
9 ........................ .679657 .666993 .654539 .642292 .630249 .618408 .606765 .595317 .584061 .572995 
10 ...................... .651111 .637645 .624430 .611462 .598737 .586251 .573999 .561979 .550185 .538615 
11 ...................... .623764 .609589 .595706 .582112 .568800 .555766 .543003 .530508 .518275 .506298 
12 ...................... .597566 .582767 .568304 .554170 .540360 .526866 .513681 .500800 .488215 .475920 
13 ...................... .572469 .557125 .542162 .527570 .513342 .499469 .485942 .472755 .459898 .447365 
14 ...................... .548425 .532611 .517222 .502247 .487675 .473496 .459701 .446281 .433224 .420523 
15 ...................... .525391 .509177 .493430 .478139 .463291 .448875 .434878 .421289 .408097 .395292 
16 ...................... .503325 .486773 .470732 .455188 .440127 .425533 .411394 .397697 .384427 .371574 
17 ...................... .482185 .465355 .449079 .433339 .418120 .403405 .389179 .375426 .362131 .349280 
18 ...................... .461933 .444879 .428421 .412539 .397214 .382428 .368163 .354402 .341127 .328323 
19 ...................... .442532 .425304 .408714 .392737 .377354 .362542 .348282 .334555 .321342 .308624 
20 ...................... .423946 .406591 .389913 .373886 .358486 .343690 .329475 .315820 .302704 .290106 

TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

6.2% 6.4% 6.6% 6.8% 7.0% 7.2% 7.4% 7.6% 7.8% 8.0% 

1 ........................ .938000 .936000 .934000 .932000 .930000 .928000 .926000 .924000 .922000 .920000 
2 ........................ .879844 .876096 .872356 .868624 .864900 .861184 .857476 .853776 .850084 .846400 
3 ........................ .825294 .820026 .814781 .809558 .804357 .799179 .794023 .788889 .783777 .778688 
4 ........................ .774125 .767544 .761005 .754508 .748052 .741638 .735265 .728933 .722643 .716393 
5 ........................ .726130 .718421 .710779 .703201 .695688 .688240 .680855 .673535 .666277 .659082 
6 ........................ .681110 .672442 .663867 .655383 .646990 .638687 .630472 .622346 .614307 .606355 
7 ........................ .638881 .629406 .620052 .610817 .601701 .592701 .583817 .575048 .566391 .557847 
8 ........................ .599270 .589124 .579129 .569282 .559582 .550027 .540615 .531344 .522213 .513219 
9 ........................ .562115 .551420 .540906 .530571 .520411 .510425 .500609 .490962 .481480 .472161 
10 ...................... .527264 .516129 .505206 .494492 .483982 .473674 .463564 .453649 .443925 .434388 
11 ...................... .494574 .483097 .471863 .460866 .450104 .439570 .429260 .419171 .409298 .399637 
12 ...................... .463910 .452179 .440720 .429527 .418596 .407921 .397495 .387314 .377373 .367666 
13 ...................... .435148 .423239 .411632 .400320 .389295 .378550 .368081 .357879 .347938 .338253 
14 ...................... .408169 .396152 .384465 .373098 .362044 .351295 .340843 .330680 .320799 .311193 
15 ...................... .382862 .370798 .359090 .347727 .336701 .326002 .315620 .305548 .295777 .286297 
16 ...................... .359125 .347067 .335390 .324082 .313132 .302529 .292264 .282326 .272706 .263394 
17 ...................... .336859 .324855 .313254 .302044 .291213 .280747 .270637 .260870 .251435 .242322 
18 ...................... .315974 .304064 .292579 .281505 .270828 .260533 .250610 .241044 .231823 .222936 
19 ...................... .296383 .284604 .273269 .262363 .251870 .241775 .232065 .222724 .213741 .205101 
20 ...................... .278008 .266389 .255233 .244522 .234239 .224367 .214892 .205797 .197069 .188693 

TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

8.2% 8.4% 8.6% 8.8% 9.0% 9.2% 9.4% 9.6% 9.8% 10.0% 

1 ........................ .918000 .916000 .914000 .912000 .910000 .908000 .906000 .904000 .902000 .900000 
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TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST—Continued 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

8.2% 8.4% 8.6% 8.8% 9.0% 9.2% 9.4% 9.6% 9.8% 10.0% 

2 ........................ .842724 .839056 .835396 .831744 .828100 .824464 .820836 .817216 .813604 .810000 
3 ........................ .773621 .768575 .763552 .758551 .753571 .748613 .743677 .738763 .733871 .729000 
4 ........................ .710184 .704015 .697886 .691798 .685750 .679741 .673772 .667842 .661951 .656100 
5 ........................ .651949 .644878 .637868 .630920 .624032 .617205 .610437 .603729 .597080 .590490 
6 ........................ .598489 .590708 .583012 .575399 .567869 .560422 .553056 .545771 .538566 .531441 
7 ........................ .549413 .541089 .532873 .524764 .516761 .508863 .501069 .493377 .485787 .478297 
8 ........................ .504361 .495637 .487046 .478585 .470253 .462048 .453968 .446013 .438180 .430467 
9 ........................ .463003 .454004 .445160 .436469 .427930 .419539 .411295 .403196 .395238 .387420 
10 ...................... .425037 .415867 .406876 .398060 .389416 .380942 .372634 .364489 .356505 .348678 
11 ...................... .390184 .380934 .371885 .363031 .354369 .345895 .337606 .329498 .321567 .313811 
12 ...................... .358189 .348936 .339902 .331084 .322475 .314073 .305871 .297866 .290054 .282430 
13 ...................... .328817 .319625 .310671 .301949 .293453 .285178 .277119 .269271 .261628 .254187 
14 ...................... .301854 .292777 .283953 .275377 .267042 .258942 .251070 .243421 .235989 .228768 
15 ...................... .277102 .268184 .259533 .251144 .243008 .235119 .227469 .220053 .212862 .205891 
16 ...................... .254380 .245656 .237213 .229043 .221137 .213488 .206087 .198928 .192001 .185302 
17 ...................... .233521 .225021 .216813 .208887 .201235 .193847 .186715 .179830 .173185 .166772 
18 ...................... .214372 .206119 .198167 .190505 .183124 .176013 .169164 .162567 .156213 .150095 
19 ...................... .196794 .188805 .181125 .173741 .166643 .159820 .153262 .146960 .140904 .135085 
20 ...................... .180657 .172946 .165548 .158452 .151645 .145117 .138856 .132852 .127096 .121577 

TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

10.2% 10.4% 10.6% 10.8% 11.0% 11.2% 11.4% 11.6% 11.8% 12.0% 

1 ........................ .898000 .896000 .894000 .892000 .890000 .888000 .886000 .884000 .882000 .880000 
2 ........................ .806404 .802816 .799236 .795664 .792100 .788544 .784996 .781456 .777924 .774400 
3 ........................ .724151 .719323 .714517 .709732 .704969 .700227 .695506 .690807 .686129 .681472 
4 ........................ .650287 .644514 .638778 .633081 .627422 .621802 .616219 .610673 .605166 .599695 
5 ........................ .583958 .577484 .571068 .564708 .558406 .552160 .545970 .539835 .533756 .527732 
6 ........................ .524394 .517426 .510535 .503720 .496981 .490318 .483729 .477214 .470773 .464404 
7 ........................ .470906 .463613 .456418 .449318 .442313 .435402 .428584 .421858 .415222 .408676 
8 ........................ .422874 .415398 .408038 .400792 .393659 .386637 .379726 .372922 .366226 .359635 
9 ........................ .379741 .372196 .364786 .357506 .350356 .343334 .336437 .329663 .323011 .316478 
10 ...................... .341007 .333488 .326118 .318896 .311817 .304881 .298083 .291422 .284896 .278501 
11 ...................... .306224 .298805 .291550 .284455 .277517 .270734 .264102 .257617 .251278 .245081 
12 ...................... .274989 .267729 .260645 .253734 .246990 .240412 .233994 .227734 .221627 .215671 
13 ...................... .246941 .239886 .233017 .226331 .219821 .213486 .207319 .201317 .195475 .189791 
14 ...................... .221753 .214937 .208317 .201887 .195641 .189575 .183684 .177964 .172409 .167016 
15 ...................... .199134 .192584 .186236 .180083 .174121 .168343 .162744 .157320 .152065 .146974 
16 ...................... .178822 .172555 .166495 .160634 .154967 .149488 .144191 .139071 .134121 .129337 
17 ...................... .160582 .154609 .148846 .143286 .137921 .132746 .127754 .122939 .118295 .113817 
18 ...................... .144203 .138530 .133069 .127811 .122750 .117878 .113190 .108678 .104336 .100159 
19 ...................... .129494 .124123 .118963 .114007 .109247 .104676 .100286 .096071 .092024 .088140 
20 ...................... .116286 .111214 .106353 .101694 .097230 .092952 .088853 .084927 .081166 .077563 

TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

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

1 ........................ .878000 .876000 .874000 .872000 .870000 .868000 .866000 .864000 .862000 .860000 
2 ........................ .770884 .767376 .763876 .760384 .756900 .753424 .749956 .746496 .743044 .739600 
3 ........................ .676836 .672221 .667628 .663055 .658503 .653972 .649462 .644973 .640504 .636056 
4 ........................ .594262 .588866 .583507 .578184 .572898 .567648 .562434 .557256 .552114 .547008 
5 ........................ .521762 .515847 .509985 .504176 .498421 .492718 .487068 .481469 .475923 .470427 
6 ........................ .458107 .451882 .445727 .439642 .433626 .427679 .421801 .415990 .410245 .404567 
7 ........................ .402218 .395848 .389565 .383368 .377255 .371226 .365279 .359415 .353631 .347928 
8 ........................ .353147 .346763 .340480 .334297 .328212 .322224 .316332 .310535 .304830 .299218 
9 ........................ .310063 .303764 .297579 .291507 .285544 .279690 .273944 .268302 .262764 .257327 

VerDate Mar<15>2010 18:05 Apr 27, 2012 Jkt 226093 PO 00000 Frm 00189 Fmt 8010 Sfmt 8010 Q:\26\26V8 ofr150 PsN: PC150



180 

26 CFR Ch. I (4–1–12 Edition) § 1.664–4 

TABLE D—SHOWING THE PRESENT WORTH OF A REMAINDER INTEREST POSTPONED FOR A TERM 
CERTAIN IN A CHARITABLE REMAINDER UNITRUST—Continued 

[Applicable after April 30, 1989] 

Years 
Adjusted payout rate 

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

10 ...................... .272236 .266098 .260084 .254194 .248423 .242771 .237235 .231813 .226502 .221302 
11 ...................... .239023 .233102 .227314 .221657 .216128 .210725 .205446 .200286 .195245 .190319 
12 ...................... .209862 .204197 .198672 .193285 .188032 .182910 .177916 .173047 .168301 .163675 
13 ...................... .184259 .178877 .173640 .168544 .163588 .158766 .154075 .149513 .145076 .140760 
14 ...................... .161779 .156696 .151761 .146971 .142321 .137809 .133429 .129179 .125055 .121054 
15 ...................... .142042 .137266 .132639 .128158 .123819 .119618 .115550 .111611 .107798 .104106 
16 ...................... .124713 .120245 .115927 .111754 .107723 .103828 .100066 .096432 .092922 .089531 
17 ...................... .109498 .105334 .101320 .097450 .093719 .090123 .086657 .083317 .080098 .076997 
18 ...................... .096139 .092273 .088554 .084976 .081535 .078227 .075045 .071986 .069045 .066217 
19 ...................... .084410 .080831 .077396 .074099 .070936 .067901 .064989 .062196 .059517 .056947 
20 ...................... .074112 .070808 .067644 .064614 .061714 .058938 .056280 .053737 .051303 .048974 

TABLE F(4.2)—WITH INTEREST AT 4.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .989820 .984755 .981389 
1 2 .996577 .986432 .981385 .978030 
2 3 .993166 .983056 .978026 
3 4 .989767 .979691 .974679 
4 5 .986380 .976338 
5 6 .983004 .972996 
6 7 .979639 .969666 
7 8 .976286 
8 9 .972945 
9 10 .969615 

10 11 .966296 
11 12 .962989 
12 ............................... .959693 

TABLE F(4.4)—WITH INTEREST AT 4.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .989350 .984054 .980533 
1 2 .996418 .985806 .980529 .977021 
2 3 .992849 .982275 .977017 
3 4 .989293 .978757 .973517 
4 5 .985749 .975251 
5 6 .982219 .971758 
6 7 .978700 .968277 
7 8 .975195 
8 9 .971702 
9 10 .968221 

10 11 .964753 
11 12 .961298 
12 ............................... .957854 
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TABLE F(4.6)—WITH INTEREST AT 4.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .988882 .983354 .979680 
1 2 .996259 .985183 .979676 .976015 
2 3 .992532 .981498 .976011 
3 4 .988820 .977826 .972360 
4 5 .985121 .974168 
5 6 .981436 .970524 
6 7 .977764 .966894 
7 8 .974107 
8 9 .970463 
9 10 .966832 

10 11 .963216 
11 12 .959613 
12 ............................... .956023 

TABLE F(4.8)—WITH INTEREST AT 4.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .988415 .982657 .978830 
1 2 .996101 .984561 .978825 .975013 
2 3 .992217 .980722 .975008 
3 4 .988348 .976898 .971206 
4 5 .984494 .973089 
5 6 .980655 .969294 
6 7 .976831 .965515 
7 8 .973022 
8 9 .969228 
9 10 .965448 

10 11 .961684 
11 12 .957934 
12 ............................... .954198 

TABLE F(5.0)—WITH INTEREST AT 5.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .987950 .981961 .977982 
1 2 .995942 .983941 .977977 .974014 
2 3 .991901 .979949 .974009 
3 4 .987877 .975973 .970057 
4 5 .983868 .972013 
5 6 .979876 .968069 
6 7 .975900 .964141 
7 8 .971940 
8 9 .967997 
9 10 .964069 

10 11 .960157 
11 12 .956261 
12 ............................... .952381 
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TABLE F(5.2)—WITH INTEREST AT 5.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .987486 .981268 .977137 
1 2 .995784 .983323 .977132 .973018 
2 3 .991587 .979178 .973012 
3 4 .987407 .975050 .968911 
4 5 .983244 .970940 
5 6 .979099 .966847 
6 7 .974972 .962771 
7 8 .970862 
8 9 .966769 
9 10 .962694 

10 11 .958636 
11 12 .954594 
12 ............................... .950570 

TABLE F(5.4)—WITH INTEREST AT 5.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .987023 .980577 .976295 
1 2 .995627 .982707 .976289 .972026 
2 3 .991273 .978409 .972019 
3 4 .986938 .974131 .967769 
4 5 .982622 .969871 
5 6 .978325 .965629 
6 7 .974047 .961407 
7 8 .969787 
8 9 .965546 
9 10 .961323 

10 11 .957119 
11 12 .952934 
12 ............................... .948767 

TABLE F(5.6)—WITH INTEREST AT 5.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .986562 .979888 .975455 
1 2 .995470 .982092 .975449 .971036 
2 3 .990960 .977643 .971029 
3 4 .986470 .973214 .966630 
4 5 .982001 .968805 
5 6 .977552 .964416 
6 7 .973124 .960047 
7 8 .968715 
8 9 .964326 
9 10 .959958 

10 11 .955609 
11 12 .951279 
12 ............................... .946970 

VerDate Mar<15>2010 18:05 Apr 27, 2012 Jkt 226093 PO 00000 Frm 00192 Fmt 8010 Sfmt 8010 Q:\26\26V8 ofr150 PsN: PC150



183 

Internal Revenue Service, Treasury § 1.664–4 

TABLE F(5.8)—WITH INTEREST AT 5.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .986102 .979201 .974618 
1 2 .995313 .981480 .974611 .970050 
2 3 .990647 .976879 .970043 
3 4 .986004 .972300 .965496 
4 5 .981382 .967743 
5 6 .976782 .963206 
6 7 .972203 .958692 
7 8 .967646 
8 9 .963111 
9 10 .958596 

10 11 .954103 
11 12 .949631 
12 ............................... .945180 

TABLE F(6.0)—WITH INTEREST AT 6.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .985643 .978516 .973784 
1 2 .995156 .980869 .973776 .969067 
2 3 .990336 .976117 .969059 
3 4 .985538 .971389 .964365 
4 5 .980764 .966684 
5 6 .976014 .962001 
6 7 .971286 .957341 
7 8 .966581 
8 9 .961899 
9 10 .957239 

10 11 .952603 
11 12 .947988 
12 ............................... .943396 

TABLE F(6.2)—WITH INTEREST AT 6.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .985185 .977833 .972952 
1 2 .995000 .980259 .972944 .968087 
2 3 .990024 .975358 .968079 
3 4 .985074 .970481 .963238 
4 5 .980148 .965628 
5 6 .975247 .960799 
6 7 .970371 .955995 
7 8 .965519 
8 9 .960691 
9 10 .955887 

10 11 .951107 
11 12 .946352 
12 ............................... .941620 
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TABLE F(6.4)—WITH INTEREST AT 6.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .984729 .977152 .972122 
1 2 .994844 .979652 .972114 .967110 
2 3 .989714 .974600 .967101 
3 4 .984611 .969575 .962115 
4 5 .979534 .964576 
5 6 .974483 .959602 
6 7 .969458 .954654 
7 8 .964460 
8 9 .959487 
9 10 .954539 

10 11 .949617 
11 12 .944721 
12 ............................... .939850 

TABLE F(6.6)—WITH INTEREST AT 6.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .984274 .976473 .971295 
1 2 .994688 .979046 .971286 .966136 
2 3 .989404 .973845 .966127 
3 4 .984149 .968672 .960995 
4 5 .978921 .963527 
5 6 .973721 .958408 
6 7 .968549 .953317 
7 8 .963404 
8 9 .958286 
9 10 .953196 

10 11 .948132 
11 12 .943096 
12 ............................... .938086 

TABLE F(6.8)—WITH INTEREST AT 6.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .983821 .975796 .970471 
1 2 .994533 .978442 .970461 .965165 
2 3 .989095 .973092 .965156 
3 4 .983688 .967772 .959879 
4 5 .978309 .962481 
5 6 .972961 .957219 
6 7 .967641 .951985 
7 8 .962351 
8 9 .957089 
9 10 .951857 

10 11 .946653 
11 12 .941477 
12 ............................... .936330 
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TABLE F(7.0)—WITH INTEREST AT 7.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .983368 .975122 .969649 
1 2 .994378 .977839 .969639 .964198 
2 3 .988787 .972342 .964187 
3 4 .983228 .966875 .958766 
4 5 .977700 .961439 
5 6 .972203 .956033 
6 7 .966736 .950658 
7 8 .961301 
8 9 .955896 
9 10 .950522 

10 11 .945178 
11 12 .939864 
12 ............................... .934579 

TABLE F(7.2)—WITH INTEREST AT 7.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .982917 .974449 .968830 
1 2 .994223 .977239 .968819 .963233 
2 3 .988479 .971593 .963222 
3 4 .982769 .965980 .957658 
4 5 .977091 .960400 
5 6 .971446 .954851 
6 7 .965834 .949335 
7 8 .960255 
8 9 .954707 
9 10 .949192 

10 11 .943708 
11 12 .938256 
12 ............................... .932836 

TABLE F(7.4)—WITH INTEREST AT 7.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .982467 .973778 .968013 
1 2 .994068 .976640 .968002 .962271 
2 3 .988172 .970847 .962260 
3 4 .982311 .965088 .956552 
4 5 .976484 .959364 
5 6 .970692 .953673 
6 7 .964935 .948017 
7 8 .959211 
8 9 .953521 
9 10 .947866 

10 11 .942243 
11 12 .936654 
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TABLE F(7.4)—WITH INTEREST AT 7.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS—Continued 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

12 ............................... .931099 

TABLE F(7.6)—WITH INTEREST AT 7.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .982019 .973109 .967199 
1 2 .993914 .976042 .967187 .961313 
2 3 .987866 .970103 .961301 
3 4 .981854 .964199 .955451 
4 5 .975879 .958331 
5 6 .969940 .952499 
6 7 .964037 .946703 
7 8 .958171 
8 9 .952340 
9 10 .946544 

10 11 .940784 
11 12 .935058 
12 ............................... .929368 

TABLE F(7.8)—WITH INTEREST AT 7.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.0000000 .981571 .972442 .966387 
1 2 .993761 .975447 .966374 .960357 
2 3 .987560 .969361 .960345 
3 4 .981398 .963312 .954353 
4 5 .975275 .957302 
5 6 .969190 .951329 
6 7 .963143 .945393 
7 8 .957133 
8 9 .951161 
9 10 .945227 

10 11 .939329 
11 12 .933468 
12 ............................... .927644 
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TABLE F(8.0)—WITH INTEREST AT 8.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .981125 .971777 .965578 
1 2 .993607 .974853 .965564 .959405 
2 3 .987255 .968621 .959392 
3 4 980944 .962429 .953258 
4 5 .974673 .956276 
5 6 .968442 .950162 
6 7 .962250 .944088 
7 8 .956099 
8 9 .949987 
9 10 .943913 

10 11 .937879 
11 12 .931883 
12 ............................... .925926 

TABLE F(8.2)—WITH INTEREST AT 8.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .980680 .971114 .964771 
1 2 .993454 .974261 .964757 .958455 
2 3 .986951 .967883 .958441 
3 4 .980490 .961547 .952167 
4 5 .974072 .955253 
5 6 .967695 .949000 
6 7 .961361 .942788 
7 8 .955068 
8 9 .948816 
9 10 .942605 

10 11 .936434 
11 12 .930304 
12 ............................... .924214 

TABLE F(8.2)—WITH INTEREST AT 8.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .980237 .970453 .963966 
1 2 .993301 .973670 .963952 .957509 
2 3 .986647 .967148 .957494 
3 4 .980037 .960669 .951080 
4 5 .973472 .954233 
5 6 .966951 .947841 
6 7 .960473 .941491 
7 8 .954039 
8 9 .947648 
9 10 .941300 

10 11 .934994 
11 12 .928731 
12 ............................... .922509 
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TABLE F(8.6)—WITH INTEREST AT 8.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .979794 .969794 .963164 
1 2 .993148 .973081 .963149 .956565 
2 3 .986344 .966414 .956550 
3 4 .979586 .959793 .949996 
4 5 .972874 .953217 
5 6 .966209 .946686 
6 7 .959589 .940199 
7 8 .953014 
8 9 .946484 
9 10 .940000 

10 11 .933559 
11 12 .927163 
12 ............................... .920810 

TABLE F(8.8)—WITH INTEREST AT 8.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .979353 .969136 .962364 
1 2 .992996 .972494 .962349 .955624 
2 3 .986041 .965683 .955609 
3 4 .979135 .958919 .948916 
4 5 .972278 .952203 
5 6 .965468 .945534 
6 7 .958706 .938912 
7 8 .951992 
8 9 .945324 
9 10 .938703 

10 11 .932129 
11 12 .925600 
12 ............................... .919118 

TABLE F(9.0)—WITH INTEREST AT 9.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .978913 .968481 .961567 
1 2 .992844 .971908 .961551 .954686 
2 3 .985740 .964954 .954670 
3 4 .978686 .958049 .947839 
4 5 .971683 .951193 
5 6 .964730 .944387 
6 7 .957826 .937629 
7 8 .950972 
8 9 .944167 
9 10 .937411 

10 11 .930703 
11 12 .924043 
12 ............................... .917431 
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TABLE F(9.2)—WITH INTEREST AT 9.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .978474 .967827 .960772 
1 2 .992693 .971324 .960755 .953752 
2 3 .985439 .964226 .953734 
3 4 .978238 .957180 .946765 
4 5 .971089 .950186 
5 6 .963993 .943242 
6 7 .956949 .936350 
7 8 .949956 
8 9 .943014 
9 10 .936123 

10 11 .929283 
11 12 .922492 
12 ............................... .915751 

TABLE F(9.4)—WITH INTEREST AT 9.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .978037 .967176 .959980 
1 2 .992541 .970742 .959962 .952820 
2 3 .985138 .963501 .952802 
3 4 .977790 .956315 .945695 
4 5 .970497 .949182 
5 6 .963258 .942102 
6 7 .956074 .935075 
7 8 .948942 
8 9 .941865 
9 10 .934839 

10 11 .927867 
11 12 .920946 
12 ............................... .914077 

TABLE F(9.6)—WITH INTEREST AT 9.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .977600 .966526 .959190 
1 2 .992390 .970161 .959171 .951890 
2 3 .984838 .962778 .951872 
3 4 .977344 .955452 .944628 
4 5 .969906 .948181 
5 6 .962526 .940965 
6 7 .955201 .933805 
7 8 .947932 
8 9 .940718 
9 10 .933560 

10 11 .926455 
11 12 .919405 
12 ............................... .912409 
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TABLE F(9.8)—WITH INTEREST AT 9.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .977165 .965878 .958402 
1 2 .992239 .969582 .958382 .950964 
2 3 .984539 .962057 .950945 
3 4 .976898 .954591 .943565 
4 5 .969317 .947183 
5 6 .961795 .939832 
6 7 .954331 .932539 
7 8 .946924 
8 9 .939576 
9 10 .932284 

10 11 .925049 
11 12 .917870 
12 ............................... .910747 

TABLE F(10.0)—WITH INTEREST AT 10.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .976731 .965232 .957616 
1 2 .992089 .969004 .957596 .950041 
2 3 .984240 .961338 .950021 
3 4 .976454 .953733 .942505 
4 5 .968729 .946188 
5 6 .961066 .938703 
6 7 .953463 .931277 
7 8 .945920 
8 9 .938436 
9 10 .931012 

10 11 .923647 
11 12 .916340 
12 ............................... .909091 

TABLE F(10.2)—WITH INTEREST AT 10.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .976298 .964588 .956833 
1 2 .991939 .968428 .956812 .949120 
2 3 .983943 .960622 .949099 
3 4 .976011 .952878 .941448 
4 5 .968143 .945196 
5 6 .960338 .937577 
6 7 .952597 .930019 
7 8 .944918 
8 9 .937301 
9 10 .929745 

10 11 .922250 
11 12 .914816 
12 ............................... .907441 
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TABLE F(10.4)—WITH INTEREST AT 10.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .975867 .963946 .956052 
1 2 .991789 .967854 .956031 .948202 
2 3 .983645 .959907 .948181 
3 4 .975568 .952025 .940395 
4 5 .967558 .944208 
5 6 .959613 .936455 
6 7 .951734 .928765 
7 8 .943919 
8 9 .936168 
9 10 .928481 

10 11 .920858 
11 12 .913296 
12 ............................... .905797 

TABLE F(10.6)—WITH INTEREST AT 10.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .975436 .963305 .955274 
1 2 .991639 .967281 .955252 .947287 
2 3 .983349 .959194 .947265 
3 4 .975127 .951174 .939345 
4 5 .966974 .943222 
5 6 .958890 .935336 
6 7 .950873 .927516 
7 8 .942923 
8 9 .935039 
9 10 .927222 

10 11 .919470 
11 12 .911782 
12 ............................... .904159 

TABLE F(10.8)—WITH INTEREST AT 10.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .975007 .962667 .954498 
1 2 .991490 .966710 .954475 .946375 
2 3 .983052 .958483 .946352 
3 4 .974687 .950327 .938299 
4 5 .966392 .942239 
5 6 .958168 .934221 
6 7 .950014 .926271 
7 8 .941930 
8 9 .933914 
9 10 .925966 

10 11 .918086 
11 12 .910273 
12 ............................... .902527 
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TABLE F(11.0)—WITH INTEREST AT 11.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .974579 .962030 .953724 
1 2 .991341 .966140 .953700 .945466 
2 3 .982757 .957774 .945442 
3 4 .974247 .949481 .937255 
4 5 .965811 .941260 
5 6 .957449 .933109 
6 7 .949158 .925029 
7 8 .940939 
8 9 .932792 
9 10 .924715 

10 11 .916708 
11 12 .908770 
12 ............................... .900901 

TABLE F(11.2)—WITH INTEREST AT 11.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .974152 .961395 .952952 
1 2 .991192 .965572 .952927 .944559 
2 3 .982462 .957068 .944534 
3 4 .973809 .948638 .936215 
4 5 .965232 .940283 
5 6 .956731 .932001 
6 7 .948304 .923792 
7 8 .939952 
8 9 .931673 
9 10 .923467 

10 11 .915333 
11 12 .907272 
12 ............................... .899281 

TABLE F(11.4)—WITH INTEREST AT 11.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .973726 .960762 .952183 
1 2 .991044 .965005 .952157 .943655 
2 3 .982168 .956363 .943630 
3 4 .973372 .947798 .935178 
4 5 .964654 .939309 
5 6 .956015 .930896 
6 7 .947452 .922559 
7 8 .938967 
8 9 .930557 
9 10 .922223 

10 11 .913964 
11 12 .905778 
12 ............................... .897666 
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TABLE F(11.6)—WITH INTEREST AT 11.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .973302 .960130 .951416 
1 2 .990896 .964440 .951389 .942754 
2 3 .981874 .955660 .942728 
3 4 .972935 .946959 .934145 
4 5 .964077 .938338 
5 6 .955300 .929795 
6 7 .946603 .921330 
7 8 .937985 
8 9 .929445 
9 10 .920984 

10 11 .912599 
11 12 .904290 
12 ............................... .896057 

TABLE F(11.8)—WITH INTEREST AT 11.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .972878 .959501 .950651 
1 2 .990748 .963877 .950624 .941855 
2 3 .981582 .954959 .941828 
3 4 .972500 .946124 .933114 
4 5 .963502 .937370 
5 6 .954588 .928698 
6 7 .945756 .920105 
7 8 .937006 
8 9 .928337 
9 10 .919748 

10 11 .911238 
11 12 .902807 
12 ............................... .894454 

TABLE F(12.0)—WITH INTEREST AT 12.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .972456 .958873 .949888 
1 2 .990600 .963315 .949860 .940960 
2 3 .981289 .954260 .940932 
3 4 .972065 .945290 .932087 
4 5 .962928 .936405 
5 6 .953877 .927603 
6 7 .944911 .918884 
7 8 .936029 
8 9 .927231 
9 10 .918515 

10 11 .909882 
11 12 .901329 
12 ............................... .892857 
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TABLE F(12.2)—WITH INTEREST AT 12.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .972034 .958247 .949128 
1 2 .990453 .962754 .949099 .940067 
2 3 .980997 .953563 .940038 
3 4 .971632 .944460 .931063 
4 5 .962356 .935443 
5 6 .953168 .926512 
6 7 .944069 .917667 
7 8 .935056 
8 9 .926129 
9 10 .917287 

10 11 .908530 
11 12 .899856 
12 ............................... .891266 

TABLE F(12.4)—WITH INTEREST AT 12.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .971614 .957623 .948370 
1 2 .990306 .962195 .948340 .939176 
2 3 .980706 .952868 .939147 
3 4 .971199 .943631 .930043 
4 5 .961785 .934484 
5 6 .952461 .925425 
6 7 .943228 .916454 
7 8 .934085 
8 9 .925030 
9 10 .916063 

10 11 .907183 
11 12 .898389 
12 ............................... .889680 

TABLE F(12.6)—WITH INTEREST AT 12.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least but less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .971195 .957000 .947614 
1 2 .990159 .961638 .947583 .938289 
2 3 .980416 .952175 .938258 
3 4 .970768 .942805 .929025 
4 5 .961215 .933527 
5 6 .951756 .924341 
6 7 .942390 .915245 
7 8 .933117 
8 9 .923934 
9 10 .914842 

10 11 .905840 
11 12 .896926 
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TABLE F(12.6)—WITH INTEREST AT 12.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS—Continued 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least but less than 
Annual period Semiannual period Quarterly period Monthly period 

12 ............................... .888099 

TABLE F(12.8)—WITH INTEREST AT 12.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least but less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .970777 .956379 .946860 
1 2 .990013 .961082 .946828 .937403 
2 3 .980126 .951484 .937372 
3 4 .970337 .941981 .928011 
4 5 .960647 .932574 
5 6 .951053 .923260 
6 7 .941554 .914040 
7 8 .932151 
8 9 .922842 
9 10 .913625 

10 11 .904501 
11 12 .895468 
12 ............................... .886525 

TABLE F(13.0)—WITH INTEREST AT 13.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .970360 .955760 .946108 
1 2 .989867 .960528 .946075 .936521 
2 3 .979836 .950795 .936489 
3 4 .969908 .941160 .926999 
4 5 .960079 .931623 
5 6 .950351 .922183 
6 7 .940721 .912838 
7 8 .931188 
8 9 .921753 
9 10 .912412 

10 11 .903167 
11 12 .894015 
12 ............................... .884956 
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TABLE F(13.2)—WITH INTEREST AT 13.2 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .969945 .955143 .945359 
1 2 .989721 .959975 .945325 .935641 
2 3 .979548 .950107 .935608 
3 4 .969479 .940341 .925991 
4 5 .959514 .930675 
5 6 .949651 .921109 
6 7 .939889 .911641 
7 8 .930228 
8 9 .920667 
9 10 .911203 

10 11 .901837 
11 12 .892567 
12 ............................... .883392 

TABLE F(13.4)—WITH INTEREST AT 13.4 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .969530 .954527 .944611 
1 2 .989575 .959423 .944577 .934764 
2 3 .979260 .949422 .934730 
3 4 .969051 .939524 .924986 
4 5 .958949 .929730 
5 6 .948953 .920038 
6 7 .939060 .910447 
7 8 .929271 
8 9 .919584 
9 10 .909998 

10 11 .900511 
11 12 .891124 
12 ............................... .881834 

TABLE F(13.6)—WITH INTEREST AT 13.6 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .969117 .953913 .943866 
1 2 .989430 .958873 .943831 .933890 
2 3 .978972 .948738 .933854 
3 4 .968624 .938710 .923984 
4 5 .958386 .928788 
5 6 .948256 .918971 
6 7 .938233 .909257 
7 8 .928316 
8 9 .918504 
9 10 .908796 

10 11 .899190 
11 12 .889686 
12 ............................... .880282 

VerDate Mar<15>2010 18:05 Apr 27, 2012 Jkt 226093 PO 00000 Frm 00206 Fmt 8010 Sfmt 8010 Q:\26\26V8 ofr150 PsN: PC150



197 

Internal Revenue Service, Treasury § 1.664–4 

TABLE F(13.8)—WITH INTEREST AT 13.8 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first full taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .968704 .953301 .943123 
1 2 .989285 .958325 .943087 .933018 
2 3 .978685 .948056 .932982 
3 4 .968199 .937898 .922985 
4 5 .957824 .927849 
5 6 .947561 .917907 
6 7 .937408 .908072 
7 8 .927364 
8 9 .917428 
9 10 .907598 

10 11 .897873 
11 12 .888252 
12 ............................... .878735 

TABLE F(14.0)—WITH INTEREST AT 14.0 PERCENT, SHOWING FACTORS FOR COMPUTATION OF THE 
ADJUSTED PAYOUT RATE FOR CERTAIN VALUATIONS 

[Applicable after April 30, 1989] 

1 
Number of months by which the valuation 

date for the first rull taxable year of the 
trust precedes the first payout 

2 
Factors for payout at the end of each period 

At least But less than 
Annual period Semiannual period Quarterly period Monthly period 

1 1.000000 .968293 .952691 .942382 
1 2 .989140 .957778 .942345 .932148 
2 3 .978399 .947377 .932111 
3 4 .967774 .937088 .921989 
4 5 .957264 .926912 
5 6 .946868 .916846 
6 7 .936586 .906889 
7 8 .926415 
8 9 .916354 
9 10 .906403 

10 11 .896560 
11 12 .886824 
12 ............................... .877193 

(7) Actuarial Table U(1) for transfers for 
which the valuation date is on or after 
May 1, 2009. For transfers for which the 
valuation date is on or after May 1, 
2009, the present value of a charitable 
remainder unitrust interest that is de-
pendent on the termination of a life in-
terest is determined by using the sec-
tion 7520 rate, Table U(1) in this para-
graph (e)(7) and Table F(4.2) through 
(14.0) in paragraph (e)(6) of this section. 

See, however, § 1.7520–3(b) (relating to 
exceptions to the use of prescribed ta-
bles under certain circumstances). 
Many actuarial factors not contained 
in the following tables are contained in 
Internal Revenue Service Publication 
1458, ‘‘Actuarial Valuations Version 
3B’’ (2009). This publication is avail-
able, at no charge, electronically via 
the IRS Internet site at http:// 
www.irs.gov. 
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(f) Effective/applicability date. This 
section applies on and after May 1, 
2009. 

[T.D. 8540, 59 FR 30117, June 10, 1994, as 
amended by T.D. 8819, 64 FR 23199, Apr. 30, 
1999; T.D. 8886, 65 FR 36919, 36943, June 12, 
2000; T.D. 9448, 74 FR 21465, May 7, 2009; T.D. 
9540, 76 FR 49595, Aug. 10, 2011] 

TREATMENT OF EXCESS DISTRIBUTIONS OF 
TRUSTS APPLICABLE TO TAXABLE 
YEARS BEGINNING BEFORE JANUARY 1, 
1969 

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

Subpart D (section 665 and following), 
part I, subchapter J, chapter 1 of the 
Internal Revenue Code, in the case of 
trusts other than foreign trusts created 
by U.S. persons, is designed generally 
to prevent a shift of tax burden to a 
trust from a beneficiary or bene-
ficiaries. In the case of a foreign trust 
created by a U.S. person, subpart D is 
designed to prevent certain other tax 
avoidance possibilities. To accomplish 
these ends, subpart D provides special 
rules for treatment of amounts paid, 
credited, or required to be distributed 
by a complex trust (subject to subpart 
C (section 661 and following) of such 
part I) in any year in excess of distrib-
utable net income for that year. Such 
an excess distribution is defined as an 
accumulation distribution, subject to 
the limitations in section 665 (b) or (c). 
An accumulation distribution, in the 
case of a trust other than a foreign 
trust created by a U.S. person, is 
‘‘thrown back’’ to each of the 5 pre-
ceding years in inverse order. In the 
case of a foreign trust created by a U.S. 
person such an accumulation distribu-
tion is ‘‘thrown back,’’ in inverse 
order, to each of the preceding years to 
which the Internal Revenue Code of 
1954 applies. That is, an accumulation 
distribution will be taxed to the bene-
ficiaries of the trust in the year the 
distribution is made or required, but, 
in general, only to the extent of the 
distributable net income of those years 
which was not in fact distributed. How-
ever, with respect to a distribution by 
a trust other than a foreign trust cre-
ated by a U.S. person, the resulting tax 
will not be greater than the aggregate 
of the taxes that would have been at-

tributable to the amount thrown back 
to previous years had they been in-
cluded in gross income of the bene-
ficiaries in those years. In the case of a 
foreign trust created by a U.S. person, 
the resulting tax is computed under 
the provisions of section 669. To pre-
vent double taxation, both in the case 
of a foreign trust created by a U.S. per-
son, and a trust other than a foreign 
trust created by a U.S. person, the 
beneficiaries receive a credit for any 
taxes previously paid by the trust 
which are attributable to the excess 
thrown back and which are creditable 
under the provisions of chapter 1 of the 
Internal Revenue Code. Subpart D does 
not apply to any estate. 

[T.D. 6989, 34 FR 733, Jan. 17, 1969] 

§ 1.665(a)–1 Undistributed net income. 
(a) The term undistributed net income 

means for any taxable year the distrib-
utable 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 paragraphs (1) and (2) of section 
661(a), and 

(2) The amount of taxes imposed on 
the trust, as defined in § 1.665(d)–1. 

The application of the rule in this 
paragraph to the first year of a trust in 
which income is accumulated may be 
illustrated by the following example: 

Example. Assume that 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 distribu-
tions to A. During the taxable year 1954 the 
trust had distributable net income of $30,100 
derived from royalties and the trustee made 
distributions of $20,000 to A. The taxable in-
come of the trust is $10,000 on which a tax of 
$2,640 is paid. The undistributed net income 
of the trust as of the close of the taxable 
year 1954 is $7,460 computed 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 (see 

§ 1.665(d)–1) ........................... 2,640 

22,640 

Undistributed net income ........................ 7,460 
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