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(c) For the purpose of determining 
the items of income, deduction, and 
credit of a trust to be included under 
this section in computing the grantor’s 
tax liability, the income of the trust 
for the taxable year of distribution will 
be deemed to have been first distrib-
uted. For example, in the case of a 
trust reporting on the calendar year 
basis, a distribution made on January 
1, 1956, will be deemed to have been 
made out of ordinary income of the 
trust for the calendar year 1956 to the 
extent of the income for that year even 
though the trust had received no in-
come as of January 1, 1956. Thus, if a 
distribution of $10,000 is made on Janu-
ary 1, 1956, for the support of the 
grantor’s dependent, the grantor will 
be treated as the owner of the trust for 
1956 to that extent. If the trust re-
ceived dividends of $5,000 and incurred 
expenses of $1,000 during that year but 
subsequent to January 1, he will take 
into account dividends of $5,000 and ex-
penses of $1,000 in computing his tax li-
ability for 1956. In addition, the grant-
or will be treated as a beneficiary of 
the trust with respect to the $6,000 
($10,000 less distributable income of 
$4,000 (dividends of $5,000 less expenses 
of $1,000)) paid out of corpus or out of 
other than income of the current year. 
See paragraph (b) of this section. 

(d) The exception provided in section 
677(b) relates solely to the satisfaction 
of the grantor’s legal obligation to sup-
port or maintain a beneficiary. Con-
sequently, the general rule of section 
677(a) is applicable when in the discre-
tion of the grantor or nonadverse par-
ties income of a trust may be applied 
in discharge of a grantor’s obligations 
other than his obligation of support or 
maintenance falling within section 
677(b). Thus, if the grantor creates a 
trust the income of which may in the 
discretion of a nonadverse party be ap-
plied in the payment of the grantor’s 
debts, such as the payment of his rent 
or other household expenses, he is 
treated as an owner of the trust regard-
less of whether the income is actually 
so applied. 

(e) The general rule of section 677(a), 
and not section 677(b), is applicable if 
discretion to apply or distribute in-
come of a trust rests solely in the 
grantor, or in the grantor in conjunc-

tion with other persons, unless in ei-
ther case the grantor has such discre-
tion as trustee or cotrustee. 

(f) The general rule of section 677(a), 
and not section 677(b), is applicable to 
the extent that income is required, 
without any discretionary determina-
tion, to be applied to the support of a 
beneficiary whom the grantor is legally 
obligated to support. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 7148, 36 FR 20750, Oct. 29, 
1971] 

§ 1.678(a)–1 Person other than grantor 
treated as substantial owner; gen-
eral rule. 

(a) Where a person other than the 
grantor of a trust has a power exer-
cisable solely by himself to vest the 
corpus or the income of any portion of 
a testamentary or inter vivos trust in 
himself, he is treated under section 
678(a) as the owner of that portion, ex-
cept as provided in section 678(b) (in-
volving taxation of the grantor) and 
section 678(c) (involving and obligation 
of support). The holder of such a power 
also is treated as an owner of the trust 
even though he has partially released 
or otherwise modified the power so 
that he can no longer vest the corpus 
or income in himself, if he has retained 
such control of the trust as would, if 
retained by a grantor, subject the 
grantor to treatment as the owner 
under sections 671 to 677, inclusive. See 
section 671 and §§ 1.671–2 and 1.671–3 for 
rules for treatment of items of income, 
deduction, and credit where a person is 
treated as the owner of all or only a 
portion of a trust. 

(b) Section 678(a) treats a person as 
an owner of a trust if he has a power 
exercisable solely by himself to apply 
the income or corpus for the satisfac-
tion of his legal obligations, other than 
an obligation to support a dependent 
(see § 1.678(c)–1 subject to the limita-
tion of section 678(b). Section 678 does 
not apply if the power is not exer-
cisable solely by himself. However, see 
§ 1.662(a)–4 for principles applicable to 
income of a trust which, pursuant to 
the terms of the trust instrument, is 
used to satisfy the obligations of a per-
son other than the grantor. 
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