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Guidance Regarding Charitable Reports Clearance Officer, OP:FS:FPsecond method, the unitrust amount is de-
Remainder Trusts and Special Washington, DC 20224, and to théfice termined under the net income method
Valuation Rules for Transfers of  ©f Management and BudgetAttn: Desk plus any amount of income that exceeds
Officer for the Department of the Trea-the current year’s fixed percentage

Interests in Trusts ; : ;
sury, Office of Information and Regula-amount to make up for any shortfall in

AGENCY: Internal Revenue Servicetory Affairs, Washington, DC 205083. payments from prior years when the trust

(IRS), Treasury. Books or records relating to this collecincome was less than the fixed percentage
tion of information must be retained asamount (NIMCRUT method). The short-

ACTION: Final regulations. long as their contents may become matefall in payments from prior years is com-

) _ial in the administration of any internalmonly referred to as the “make-up
SUMMARY: This document contains revenye law. Generally, tax returns andmount.”
final regulations relating to charitable reyay return information are confidential, as The revisions to the proposed regula-

mainder trusts and tq special \_/aluatiorpequired by 26 U.S.C. 6103. tions are discussed below.
rules for transfers of interests in trusts.

The final regulations provide additionalBackground I. Flip Unitrusts

guidance regarding charitable remainder ) . . , )
trusts. The final regulations affect chari- On April 18, 1997, the IRS published inA. Triggering Events

table remainder trusts and their beneficigr'c Federal Register(62 F.R. 19072) a  The proposed regulations provide spe-
ries. notice of proposed rulemaking (REG—ific rules for when a trust may convert
209823-96, 1997-1 C.B. 763) regardingrom one of the income exception meth-

DATES: Effective date: These regula- S€ctions 664 and 2702. Comments rexds of computing the unitrust amount to
tions are effective December 10, 1998. sponding to the proposed regulationgne fixed percentage method (flip uni-

Applicability dates: For dates of ap- Were received, and a public hearing wagust). The proposed rule was designed
plicability of these regulations, see the ex?€ld on November 18, 1997. After confor taxpayers who ultimately wanted the

planations under SUPPLEMENTARY Sidering the comments received and thgnitrust amount to be computed on the

INFORMATION. statements made at the public hearing, thiked percentage method but funded the
proposed regulations are adopted as rgust with unmarketable assets that gener-
FOR FURTHER INFORMATION CON- Vised by this Treasury decision. ate little annual income. A number of

TACT: Mary Beth Collins or Jeff Erick- Exolanation of Provisions commentators agreed with the policy un-
son, (202) 622-3080 (not a toll-free num- P derlying the proposed rule. Some com-
ber). This document amends 26 CFR parts mentators requested that we permit flip

and 25 to provide additional rules unde#nitrusts for all income exception CRUTs
SUPPLEMENTARY INFORMATION: sections 664 and 2702. Section 664 cofiegardless of the marketability of the trust
Paperwork Reduction Act tains the rules for charitable remainde@ssets. cher commentators suggestec
trusts (CRTs). In general, a CRT providethat the final regulations clarify whether
The collection of information con- for a specified periodic distribution to onethe proposed rule was a safe harbor or the
tained in these final regulations has beemr more beneficiaries (at least one o@xclusive circumstance for which a flip
reviewed and approved by the Office ofvhom is a noncharitable beneficiary) forunitrust would be permitted.
Management and Budget in accordandie or for a term of years with an irrevo- In response, the final regulations ex-
with the Paperwork Reduction Act (44cable remainder interest held for the bengpand the availability of the flip unitrust to
U.S.C. 3507) under control number 1545it of charity. certain other situations that the IRS and
1536. Responses to this collection of in- There are two types of CRTs: a charitafreasury believe are consistent with the
formation are required to allow taxpayer$le remainder annuity trust (CRAT) and degislative history indicating that a trustee
alternative means of valuing a charitableharitable remainder unitrust (CRUT). Ashould not have discretion to change the
remainder trust’'s unmarketable assets. CRAT pays a sum certain at least annualljpethod used to calculate the unitrust
An agency may not conduct or sponsotp the beneficiaries (the annuity amountamount. H.R. Conf. Rep. No. 782, 91st
and a person is not required to respond t8, CRUT pays a unitrust amount at leas€ong., 1st Sess. 296 (1969), 1969-3 C.B.
a collection of information unless the col-annually to the beneficiaries. Generally$44, 655.
lection of information displays a validthe unitrust amount is a fixed percentage The final regulations allow the govern-
control number. of the net fair market value of the CRUT’sing instrument of a CRUT to provide that
The estimated annual burden per reassets valued annually (fixed percentaghe CRUT will convert once from one of
spondent varies from .25 to .75 hours, d&RUT). The unitrust amount can insteathe income exception methods to the
pending on individual circumstancespe calculated under one of two incoméixed percentage method for calculating
with an estimated average of .5 hours. exception methods (income exceptiothe unitrust amount if the date or event
Comments concerning the accuracy oc€RUT). Under the first method, the unidtriggering the conversion is outside the
this burden estimate and suggestions forust amount is the lesser of the fixed pecontrol of the trustees or any other per-
reducing this burden should be sent to theentage amount or the trust’s annual nebns. The final regulations include exam-
Internal Revenue Service Attn: IRS income (net income method). Under theles of permissible and impermissible



triggering events. For example, permissifinal regulations expand the circum-ncome under section 664(b)(1), (2), or
ble triggering events with respect to angtances in which reformation is available(3); and/or (b) the trust distributes prop-
individual include marriage, divorce, The final regulations allow income exceperty (other than cash) that it owned as of
death, or birth of a child. Also, the sale ofion CRUTSs to be reformed to add provithe close of the taxable year to pay the an-
an unmarketable asset such as real estatens allowing a conversion to the fixedhuity or unitrust amount and the trustee
is a permissible triggering event. Exampercentage method provided the triggeelects on Form 5227, “Split-Interest Trust
ples of impermissible triggering eventsng event does not occur in a year prior ttnformation Return,” to treat any income
include the sale of marketable assets andlze year in which the court issues thgenerated by the distribution as occurring
request from the unitrust recipient or therder reforming the trust. Adding theon the last day of the taxable year for
unitrust recipient’s financial advisor thatconversion provisions will not cause thevhich the amount is due. In addition, for
the trust convert to the fixed percentag€RUT to fail to function exclusively as aCRATs and fixed percentage CRUTs that
method. CRT and will not be an act of self-dealingwvere created before December 10, 1998,
The final regulations also provide thatuunder section 4941 if the trustee initiatethe annuity or unitrust amount may be
the conversion to the fixed percentagéegal proceedings to reform the trust byaid within a reasonable time after the

method occurs at the beginning of the taxjune 8, 1999. close of the taxable year for which it is
able year that immediately follows the ] . ) due if the percentage used to calculate the
taxable year in which the triggering datd!- Time for Paying the Annuity Amount gnnity or unitrust amount is 15 percent
or event occurs. Any make-up amount OF the Unitrust Amount or less.

described in section 664(d)(3)(B) is for-

feited when the trust converts to the ﬁxeqhe payment of the annuity amount or the

pe_:_cheentagoe ?e;goi lations define nunitrust amount determined under the Under section 664(d)(2)(A), a CRUT
mark tpblz ; ot g; al St otlhe uthfixed percentage method must be made byust value its assets annually. The pro-
casrh ecgsh o Eisvalizntz osrsr(re]asrketablre J close of the taxable year in which it iposed regulations provide that, if a CRT
curiti,es (with?n the me’anin of section ue. The rules were proposed in respond®lds unmarketable assets and the only
731(c)). Commentators ask%d for clarifi-to abuses associated with the use of accélustee is the grantor, a noncharitable ben-
cation .of the termunmarketable assetserated CRTs described in Notice 94—78ficiary, or a related or subordinate party
and recommended chanaing the scope Qf994_2 C.B. 555). After receiving a sigto the grantor or the noncharitable benefi-
. ging Pe n||ficant number of comments on the proeiary within the meaning of section
this class of assets. In response, the fing . . . :
requlations define unmarketable assets osed rules, the IRS issued Notice 97-6872(c) and the applicable regulations, the
as?sets other than cash. cash equivalen §997—48 I.R.B. 11), which providedtrustee must value those assets using &
or assets that can be r,eadil sgld or e)g_didance on complying with the proposedurrent qualified appraisalas defined in
y rules for the 1997 taxable year. 81.170A-13(c)(3), from agualified ap-
changed for cash or cash equivalents. For ; ) .
example, unmarketable assets include re One commentator recommended appraiser,as defined in §1.170A-13(c)(5).
ropert ,closel -held stock and unreqis? ying the proposed rules only to trusts The final regulations follow the pro-
Fergd gécuritieys for WhiCH there isgnocreated after the date the final regulationsosed regulations and provide that the
available exemption permitting puinCare published. Another commentator sugfust’s unmarketable assets must be val-
sale gested adopting the rules in Notice 97-68ed by an independent trustee, or by a
Cc')mmentators requested that the fin r all trusts created after a certain datejualified appraisal from a qualified ap-
regulations permit conversions from th Ithough recent legislative changes havpraiser. The proposed regulations define
fixed percentage method to one of the inr_educed the potential tax benefits of acan independent trustee as a person who is
come exception methods and conversioﬁselerated CRTs, the IRS and Treasurgot the grantor, a noncharitable benefi-
from a CRAT to a CRUT. The flip uni- continue to be concerned about the potegtary or a related or subordinate party to
trust allowed in the final régulations is thetial abuse of the post-year-end grace péhe grantor, or the noncharitable benefi-
only type of permissible conversion riod to produce a tax-free return of appreciary within the meaning of section
Thus. a CRAT cannot convert to a CRLﬂ'ciation in the assets contributed to &72(c) and the applicable regulations.
' CRAT or a fixed percentage CRUT.The final regulations add the grantor’s

without losing its status as a CRT. Simi-:

larly, a CRUT using the fixed percentagérherefore' the final regulations adopspouse to the list of persons to whom an

method cannot convert to an income exX.ul€s similar to those in Notice 97-68ndependent trustee cannot be related or

ception method without losing its statué’v'th gertam modifications. The r'ules aresubordinate. A co- trustee who is an inde-

as a CRT. effective for taxable years ending aftependent trustee may value the trust’s un-
April 18, 1997. marketable assets.

B. Effective Date and Transitional Rules For CRATs and fixed percentage Finally, in response to comments, the
The rules for flip unitrusts are effectiveCRUTS, the annuity or unitrust amounfinal regulations define unmarketable as-
for CRUTSs created on or after Decembemay be paid within a reasonable timeets as assets other than cash, cash equi\
10, 1998. The proposed regulations ahkfter the close of the year for which it isalents, or assets that can be readily sold or
lowed reformations in limited circum- due if (a) the character of the annuity oexchanged for cash or cash equivalents.
stances. In response to comments, thmitrust amount in the recipient’'s hands i§or example, unmarketable assets include

The proposed regulations provide thaf - oppraising Unmarketable Assets



real property, closely-held stock, and unsets when contributed to the trust, must Herafting Information

registered securities for which there is nallocated to trust principal. Some com- o

available exemption permitting publicmentators stated that the rule is inconsis- 1€ Principal authors of these regula-

sale. tent with the rule concerning incomelions are Mary Beth Collins and Jeff Er-
The rules for valuing unmarketable asunder section 643(b). Other commentdSkson, Office of the Assistant Chief

sets are effective for trusts created on @ors questioned whether the make-u?Ounsel (Passthroughs and Special Indus

after December 10, 1998. amount under the NIMCRUT method!"€S): IRS. However, other personnel
should be treated as a liability when valulfom offices of the IRS and Treasury De-
ing the trust's assets. partment participated in their develop-

The final regulations maintain the pro-ment-

Under the proposed regulations, unibibition on allocating precontribution Kok ok ok ok

trust interests in an income exceptioain to trust income for an income excep-
CRUT that are retained by the donor ofion CRUT. However, the governing in-Adoption of Amendments to the

any applicable family member will be val-Strument, if permitted under applicableRegulations

ued at zero when a noncharitable benefiocal law, may allow the allocation of =\, 4ingly CFR parts 1, 25, and 602
ciary of the trust is someone other than (ost-contribution capital gains to trust in- "2 (2" o O

the donor, (2) the donor’s U.S. citizencome. Taxpayers do not have to treat the

spouse, or (3) both the donor and theake-up amount as a liability when valuPART 1—INCOME TAXES

donor’s U.S. citizen spouse. Commentang the assets of a NIMCRUT. -

tors stated that income exception CRUTS, Paragraph 1. The authority citation for

without a make-up provision should be’'- Example lllustrating Rule for part 1 continues to read in part as follows:

exempt from section 2702. The IRS and ~ Characterizing Distributions from Authority: 26 U.S.C. 7805 * * *
Treasury believe that, in addition to the ~CRYTS Par. 2. In §1.664-1, paragraphs (a)(7)

; and (d)(1)(iii) are added, and paragraph
NIMCRUT method, the net income Tphe proposed regulations contain a (A)(L)(in paragrap

method can be used to circumvent the insyample of how the ordering rule unde )(4) is added following the concluding

; . ext of paragraph (f)(3) to read as follows:
tent of section 2702. Therefore, the finalg tion 664(b) operates when the unitrust paragraph (f)(3)

regulations do not exempt from Sectionymqaynt is computed under an income ex§1.664—1 Charitable remainder trusts.
2702 CRUTs that use only the net '”ComEeption method. No comments were re-

IV. Application of Section 2702 to
Certain CRUTs

method. ceived on this example. Thus, the final @& ***

Commentators also stated that the P'sgulations adopt the example without (7) Valuation of unmarketable assets
posed rule encompassed other transfe fiy changes. (i) In general.lf unmarketable assets are
that section 2702 was not intended to in- transferred to or held by a trust, the trust
clude. A commentator noted that the proEffect on Other Documents will not be a trust with respect to which a
posed rule would value a transferor’s in- . _ deduction is available under section 170,
terest at zero even though the transferor Notice 97-68 (1997-48 1.R.B. 11) iSyn55 2106 or 2522, or will be treated as
merely retained a secondary life estat@bsolete as of December 10, 1998. failing to function exclusively as a chari-

The final regulations clarify that SeCtionSpeciaI Analyses table remainder trust unless, whenever the
2702 will not apply when there are only trust is required to value such assets, the
two consecutive noncharitable beneficial It has been determined that this Trearaluation is—
interests and the transferor holds the segury decision is not a significant regula- (a) Performed exclusively by an inde-
ond of the two interests. tory action as defined in EO 12866 pendent trustee; or

Commentators also asked whether seherefore, a regulatory assessment is not(b) Determined by &urrent qualified
tion 2702 may apply to flip unitrusts. Therequired. It also has been determined thappraisal,as defined in §1.170A-13(c)-
potential abuse associated with incomgection 553(b) of the Administrative Pro{3), from aqualified appraiseras defined
exception CRUTs also exists with flipcedure Act (5 U.S.C. chapter 5) does ndh §1.170A-13(c)(5).
unitrusts. Therefore, under the final reguapply to these regulations, and because (i) Unmarketable assetsUnmarket-
lations, section 2702 applies to a flip unithe regulation does not impose a collecable assets are assets that are not casl
trust if the CRUT does not fall within onetjon of information on small entities, thecash equivalents, or other assets that car
of the exemptions. Regulatory Flexibility Act (5 U.S.C. be readily sold or exchanged for cash or
chapter 6) does not apply. Therefore, eash equivalents. For example, unmar-
Regulatory Flexibility Analysis is not re- ketable assets include real property,
quired. Pursuant to section 7805(f), thelosely-held stock, and an unregistered
notice of proposed rulemaking precedingecurity for which there is no available

The proposed regulations clarify thathese regulations was submitted to thexemption permitting public sale.
the proceeds from the sale of an incom€hief Counsel for Advocacy of the Small (iii) Independent trusteeAn indepen-
exception CRUT’s assets, at least to thBusiness Administration for comment ordent trustee is a person who is not the
extent of the fair market value of the asis impact on small business. grantor of the trust, a noncharitable bene-

V. Prohibition on Allocating
Precontribution Gain to Trust Income
and Make-up Amount as a Liability



ficiary, or a related or subordinate party to (a) * * * 15 percent or less of the initial net fair
the grantor, the grantor’s spouse, or a non- (1) * * * (i) Payment of sum certain atmarket value of the property irrevocably
charitable beneficiary (within the meandeast annually. The governing instrument passing in trust as determined for federal
ing of section 672(c) and the applicablgrovides that the trust will pay a sum certax purposes.
regulations). tain not less often than annually to a per- (c) Reasonable time For this para-
son or persons described in paragragdraph (a)(1)(i), a reasonable time will not
(a)(3) of this section for each taxable yeavrdinarily extend beyond the date by
(d) *** (1) *** of the period specified in paragraph (a)(5\vhich the trustee is required to file Form
(i) Example. The following example Of this section. 5227, “Split-Interest Trust Information
illustrates the application of this para- (&) General rule applicable to all Return,” (including extensions) for the
graph (d)(1): trusts. Atrust will not be deemed to havetaxable year.
engaged in an act of self-dealing (within (d) Example. The following example
Example.(i) Xis a charitable remainder unitrustthe meaning of section 4941), to have urifustrates the rules in paragraph (a)(1)-

described in section 664(d)(2) and (3). The annual . . g . . .
unitrust amount is the lesser of the amount of truglelated debt-financed income (Wlthm thdl)(a) of this section:

income, as defined in §1.664-3(a)(1)()(b), or Sbmeanmg .Of section 5.14)’. to hav.e r.ecelved Example. Xis a charitable remainder annuity
percent of the net fair market value of the trust assegsn additional contribution (within the trust described in section 664(d)(1) that was created
valued annually. The net fa|r_ market v_alue of th_emeaning of paragraph (b) of this section)after December 10, 1998. The prorated annuity
trust assets on the valuation date in 1996 i8r to have failed to function exclusivelyamount payable fronx for Year 1 is $100. The

$150,000. During 1996X has $7,500 of income . . o . .
after allocating all expenses. All ¥fs income for S @ charitable remainder trust (within thgustee does not pay the annity amount to the recip

1996 is tax-exempt income. At the end of 1995, meaning of §1.664—1(a)(4)) merely bel*™ by the close of Year 1. Atthe end of Yeaxl,

; ; . . . has only $95 in the ordinary income category under
ordinary income for the current taxable year an¢ause the annuity amount is pa|d after trﬁ%ctiony664(b)(1) and no ix:ome in the cgpii/al gain

ggg:s;rell:gtig Sg(zirt]:lr}é;ri]ncitrar:etrfgrczr:?ern)t/(igizgreeplose of th.e Faxable year if Sl{Ch paymend tax-exempt income categories under section
year is zero and undistributed capital gain for priolS made within a reasonable time after tf_]_es4(b)_(_2) or (3), respectively. By April 15 of Year 2,

years is $30,000; aris tax-exempt income for the close of such taxable year and the entite addlt'lo'n to $95 in cash, the trgstee d|str|bytes to
current year is $7,500 and undistributed tax-exem@nnuity amount in the hands of the reCipi}-:fr rn?;'rpkzn\t/;;hznznzugg : d?j;g t?zziest tv(\)/ |thaa fhse
incame for prior years s $2.500. L ENtis characterized only as income frorg, o, annuity amount due f(J)r Year 1. Theptryust
tha(rl:)tr?:(i‘i(uesde ;;2(:cg:§g;gcgmsu(r)lft g'ggoocl)soletifhe categories described in sectioBwned the asset at the end of Year 1. Under §1.664-
unitrust amount for 1996 is $7,500. The éhara"cteéM(b)(l), (2), or (3), except to the extent(d)(5), the distribution is treated as a saleXbye-

of that amount in the hands of the recipient of thé iS characterized as corpus described f¥lting inX recognizing a $3 capital gain. The

* Kk * *x %

unitrust amount is determined under section 664(bjection 664(b)(4) because— trustee elects to treat the capital gain as occurring or
Because the unitrust amount is less ti&Enundis- (1) The trust distributes property (OtheIIhe last day of Year 1. Under §1.664-1(d)(1), the

character of the annuity amount for Year 1 in the re-

tributed capital gain income, the recipient of th - a : - :
unitrust amount treats the distribution of $7,500 :tshan cash) that it owned at the close of thgient's hands is $95 of ordinary income, $3 of cap-

capital gain. At the beginning of 199%'s undis- taxable year to pay the annuity amountal gain income, and $2 of trust corpus. For Year 1,
tributed capital gain for prior years is reduced t@nd X satisfied paragraph (a)(1)(i)(a) of this section.

$22,500, an’s undistributed tax-exempt income is  (2) The trustee elects to treat any in- Effect] date. Thi h
increased to $10,000. come generated by the distribution as O(ir_ () Effective date.This paragrap

X ok ok Kk curring on the last day of the taxable yeaa)(.l)(') IS appl_lcable for taxable years
) . . . ending after April 18, 1997.
(f) *** in which the annuity amount is due.
: (b) Special rule for trusts created be- X ok ok Kk
(4) Valuation of unmarketable assetsf re December 10, 1998 addition, to

The rules contained in paragraph (a)(7) e circumstances described in paragraph Par. 4. Section 1.664-3 is amended a:
this section are applicable for trusts cre;, . £ thi . llows:
ated on or after December 10, 1998 Aa)(l)(l)(a) of this section, & trust create 1. P h 1)(i 1)(i

; . ’ : (Pefore December 10, 1998, will not be 1. Paragraphs (2)(1)(@) (a)(1)()-
trust in existence as of December 1

deemed to have engaged in an act of seff)(1), and (@)(1)())(2) are revised.

1998, whose governing instrument "®Yealing (within the meaning of section 2- Paragraphs (a)(1)®X(3), (@)(1)()-

quires that an independent trustee Valuf%l), to have unrelated debt-financed ifP)(4), (@)(1)(O)(5), and (a)(1)()¢)

the trust's unmarketable assets may bceome (within the meaning of sectionthrough (a)(1)(i)() are added.

amended or reformed to permit a valua‘314) to have received an additional con- 3: The third sentence of paragraph

tion method that satisfies the require; . ion (within the meaning of para-(a)(l)(iv) is revised.

ments of paragraph (a)(7) of this sechonraph (b) of this section), or to have failed The added and revised provisions reac

for taxable years beginning on or afte? . ; - as follows:
December 10, 1998, o function exclusively as a charitable re

mainder trust (within the meaning ofgy ge4_3 Charitable remainder unitrust.

FoxoE R 81.664-1(a)(4)) merely because the annu-
Par. 3. In §1.664-2, paragraph (a)(l)(i- y amount is paid after the close of the (a)***
is revised to read as follows: axable year if such payment is made (1) *** (i) *** (a) General rule.The

within a reasonable time after the close ajoverning instrument provides that the
§1.664-2 Charitable remainder annuity such taxable year and the sum certain taust will pay not less often than annually
trust. be paid each year as the annuity amountasfixed percentage of the net fair market



value of the trust assets determined anntienary with, or within the control of, the Example 3. ¥s funded with cash and with a se-
ally to a person or persons described ittustees or any other persons; curity that may be publicly traded under the Securi-
paragraph (a)(3) of this section for each (2) The change from the method preiz'negs ;Z?rf:;hringzi?gmzm;;";Sé ;h;nggvﬁ]m'
taxable year of the period specified irscribed in paragraph (a)(1)®)( of this  method for computing the annual unitrust amount is
paragraph (a)(5) of this section. Thisection to the method prescribed in parariggered when the stock is soltt.does not provide
paragraph (a)(1)(ig) is applicable for graph (a)(1)(i)&) of this section occurs atfor a combination of methods that satisfies the re-
taxable years ending after April 18, 1997 the beginning of the taxable year that imduirements of paragraph (a)(1)@)(of this section
(b) * * * mediately follows the taxable year duringﬁﬁi\“&i t(;:cf;i'snogftt?]z t‘:ﬂ:t'elce'y'”aded stock is
(1) The amount of trust income for awhich the date or event specified under gyampie 4. gstablishey for her granddaughter,
taxable year to the extent that sucparagraph (a)(1)(ip)(1) of this section G,whenGis 10 years old. The governing instrument
amount is not more than the amount resccurs; and of Y provides for the change in method for computing

quired to be distributed under paragraph (3) Following the trust's conversion tothe annual unitrust amount as of the first day of the

: ; ; . . ear following the year in whic8 turns 18 years old.
(@)(1)()(@) of this section. the method described in paragrapﬁprovides fo? a co);nbination of methods i/hat satisfies

(2) An amount of trust income for a(a)(1)(i)@) of this section, the trust Will ,aagraph (a)(1)i)(c) of this section.
taxable year that is in excess of thgay at least annually to the permissible re- Example 5The governing instrument of pro-
amount required to be distributed undetipients the amount described only irvides for the change in method for computing the
paragraph (a)(1)(if) of this section for paragraph (a)(1)(i#) of this section and annual unitrust amount as of the first day of the year

h r h xtent th r n : : llowing the year in which the donor is married.
such year to the extent that (by reason @iot any amount described in paragrapg?mvideS for a combination of methods that satisfies

paragraph (a)(l)(lﬂ)(l) of this SeCtion) (a)(l)(l)(b) of this section. paragraph (a)(1)(i)(c) of this section.

the aggregate of the amounts paid in prior (d) Triggering event. For purposes of = Example 6 The governing instrument of pro-

years was less than the aggregate of suphragraph (a)(1)(i9j(1) of this section, a vides that if the donor divorces, the change in

required amounts. triggering event based on the sale of ufvethod for computing the annual unitrust amount
(3) For this paragraph (a)(1)®X trust marketable assets as defined in §1.664R/]—m occur as of the first day of the year following

. . . .. . . e year of the divorceY provides for a combina-
income means income as defined undta_r(a)(7)(||), or the marriage, dlVome'tion of methods that satisfies paragraph (a)(Z)(i)(

section 643(b) and the applicable reguladeath, or birth of a child with respect tof this section.

tions. any individual will not be considered dis- Example 7 The governing instrument of pro-
(4) For this paragraph (a)(1)@) pro- cretionary with, or within the control of, vides for the change in method for computing the
ceeds from the sale or exchange of any age trustees or any other persons. annual unitrust amount as of the first day of the year

. . following the year in which the noncharitable bene-
sets contributed to the trust by the donor (¢) Examples.The following examples ficiary’s first child is born. Y provides for a combi-

must be allocated to principal and not tdllustrate the rules in paragraph (a)(1)nation of methods that satisfies paragraph
trust income at least to the extent of th@i)(c) of this section. For each example(a)(1)(i)() of this section.

fair market value of those assets on thgssume that the governing instrument of Example 8The governing instrument of pro-
date of contribution. charitable remainder unitrust provides vides for the change in method for computing the

. [ annual unitrust amount as of the first day of the year
(5) The rules in paragraphs (2)(L)X  thatY will initially pay not less often than ¢oing the year in which the noncharitable bene-

(1), (2), and @) of this section are applica-annually the amount described in paraiciary’s father dies.Y provides for a combination of
ble for taxable years ending after graph (a)(1)(i)) of this section and then methods that satisfies paragraph (a)(X)i)f this
April 18, 1997, and the rule in para-pay the amount described in paragrap¥gction.

raph (a)(1L)(D)b)(4) of this section is ap- : : : Example 9The governing instrument of pro-
graph (a)(1)()6)(4) P- (a)(1)(i)(@) of this section (calculated “*THEe ehange i methed for compting the an-

plicable for sales or exchanges that occussing the same fixed percentage) for the, " niust amount as of the first day of the year
after April 18, 1997. remaining years of the trust and that thjiowing the year in which the noncharitable benefi-
(c) Combination of methodsinstead requirements of paragraphs (a)(1){jjR) ciary's financial advisor determines that the benefi-
of the amount described in paragraplnd @) of this section are satisfied. Thesiary should begin receiving payments under the sec-
(@)(1)())@) or (b) of this section, the gov- examples are as follows: ond prescribed payment method. Because the

erning instrument may provide that the change in methods for paying the unitrust amount is
. Example 1. Ys funded with the donor’s former triggered by an event that is within a person’s con-
trust will pay not less often than annually ersonal residence. The governing instrument of rol, Y does not provide for a combination of methods

the amount Qescrllbed In paragrap ﬁrovides for the change in method for computing théhat satisfies paragraph (a)(1)g)6f this section.
(@)(1)(i)(b) of this section for an initial pe- annual unitrust amount as of the first day of the year Example 10The governing instrument of pro-
riod and then pay the amount described iillowing the year in which the trust sells the resivides for the change in method for computing the
paragraph (a)(1)(i}) of this section (cal- dence.Y provides for a combination of methods tha@nnual unitrust amount as of the first day of the year

. . tisfies paragraph (a)(1)(i)(c) of this section. following the year in which the noncharitable bene-
culated us'n_g _the same fixed percentagé? Example 2. Ys funded with cash and an unregis_ficiary submits a request to the trustee that the trust
for the remaining years of the trust only if, ., security for which there is no available exemplRonvert to the second prescribed payment method.

the governing instrument provides that—on permitting public sale under the Securities an§€cause the change in methods for paying the uni-
(1) The change from the method pregxchange Commission rules. The governing instrfust amount is triggered by an event that is within a
scribed in paragraph (a)(1)®) of this ment of Y provides that the change in method fO,p_erson’s controlY does n_ot‘prowde for a combm-a-
section to the method prescribed in paré_omputing the annual unitrust amount is triggered ofion of methods that satisfies paragraph (a)(£)(i)(
graph (a)(1)()&) of this section is trig- the earlier of the date when the stock is sold or at tr@f this section.
- . time the restrictions on its public sale lapse or are oth- .
gered on a specific date or by a singlgise lifted. Y provides for a combination of meth-  (f) Effective date-(1) General rule.

event whose occurrence is not discreods that satisfies paragraph (a)(1)(i)(c) of this sectiof?aragraphs (a)(1)(i)(c), (d), and (e) of this



section are applicable for charitable reyear prior to the year in which the courfs made within a reasonable time after the
mainder trusts created on or after Decenissues the order reforming the trust, exceptose of such taxable year and the fixed
ber 10, 1998. for situations in which the governing in-percentage to be paid each year as the uni
(2) General rule regarding reforma- strument prior to reformation already protrust amount is 15 percent or less of the
tions of combination of method unitrustsvided for payment of the unitrust amounhet fair market value of the trust assets as
If a trust is created on or after Decembeunder a combination of methods that is natetermined under paragraph (a)(1)(iv) of
10, 1998, and contains a provision allowpermitted under paragraph (a)(1)X))©f this section.
ing a change in calculating the unitrusthis section and the triggering event oc- (i) ExampleThe following example il-
amount that does not comply with thecurred prior to the reformation. lustrates the rules in paragraph (a)(1)(i)(g)
provisions of paragraph (a)(1)@)(of this (g9) Payment under general rule forof this section:
section, the trust will qualify as a charitafixed percentage trustsWhen the uni- _ _ _
ble remainder unitrust only if it is trust amount is computed under paragraph E@Pe: XS a charitable remainder unitrust that
o . . . . calculates the unitrust amount under paragraph
amended or reformed to use the initiaa)(1)(i)(@) of this section, a trust will Not ) 1yi)(a) of this sectionX was created after De-
method for computing the unitrustbe deemed to have engaged in an act @mber 10, 1998. The prorated unitrust amount
amount throughout the term of the trustself-dealing (within the meaning of sec-ayable fromX for Year 1 is $100. The trustee does
or is reformed in accordance with paration 4941), to have unrelated debt-finot pay the unitrust amount to the recipient by the
graph (a)(1)(){)(3) of this section. If a nanced income (within the meaning ofd °f the Year 1. At the end of Yearxthas only
. . $95 in the ordinary income category under section
trust was creatgd beforei Decembgr 1Qect|on 514), Fo ha\{e .recelved an addb-64(b)(1) and no income in the capital gain or tax-
1998, and contains a provision allowing gional contribution (within the meaning of exempt income categories under section 664(b)(2)
change in calculating the unitrust amourparagraph (b) of this section), or to haver (3), respectively. By April 15 of Year 2, in addi-
that does not comply with the provisiondailed to function exclusively as a charitation to $95 in cash, the trustee distributes to the uni-
of paragraph (a)(1)(i3j of this section, ble remainder trust (within the meaning of'ust recipient a capital asset with a $5 fair market
the trust may be reformed to use the initié81.664—1(a)(4)) merely because the uniﬁl:teai?:uit%u:(‘fjgrstf:a?is'sgﬁep%St:]ivf;gg t‘:]ne'
method for computing the unitrusttrust amount is paid after the close of thgsger 4t the end of Year 1. Under §1.664—1(d)(5),
amount throughout the term of the trustaxable year if such payment is madee distribution is treated as a saleXyesulting in
without causing the trust to fail to func-within a reasonable time after the close of recognizing a $3 capital gain. The trustee elects to
tion exclusively as a charitable remaindesuch taxable year and the entire unitrugtat the capital gain as occurring on the last day of
unitrust under §1.664—1(a)(4), or may bamount in the hands of the recipient igea 1. Under 81.664-1(d)(1), the character of the
. . . . unitrust amount for Year 1 in the recipient’s hands is
reformed in accordance. with paragrapbharact.enzed oply as income from thegg ¢ ordinary income, $3 of capital gain income,
(@)(@)()E )(3) of this section. Except ascategories described in section 664(b)(1nd $2 of trust corpus. For YearXsatisfied para-
provided in paragraph (a)(1){)3) of (2), or (3), except to the extent it is chargraph (a)(1)(i)g) of this section.
this section, a qualified charitable remainacterized as corpus described in section ) )
der unitrust will not continue to qualify as664(b)(4) because— (i) Payment under income exception.
a charitable remainder unitrust if it is (1) The trust distributes property (otheVhen the unitrust amount is computed
amended or reformed to add a provisiothan cash) that it owned at the close of tHgnder paragraph (a)(1)(i)(b) of this sec-
allowing a change in the method for caltaxable year to pay the unitrust amounion, a trust will not be deemed to have
culating the unitrust amount. and engaged in an act of self-dealing (within
(3) Special rule for reformations of (2) The trustee elects to treat any inthe meaning of section 4941), to have un-
trusts that begin by June 8, 199%ot- come generated by the distribution as o¢elated debt-financed income (within the
withstanding paragraph (a)(1)@i)(2) of curring on the last day of the taxable yedheaning of section 514), to have received
this section, if a trust either provides fofor which the unitrust amount is due. ~ @n additional contribution (within the
payment of the unitrust amount under a (h) Special rule for fixed percentagemeaning of paragraph (b) of this section),
combination of methods that is not pertrusts created before December 10, 199®r to have failed to function exclusively
mitted under paragraph (a)(1)@)(f this When the unitrust amount is compute@s a charitable remainder trust (within the
section, or provides for payment of theinder paragraph (a)(1)(i)(a) of this secmeaning of §1.664—1(a)(4)) merely be-
unitrust amount under only the methodion, a trust created before December 1@ause payment of the unitrust amount is
prescribed in paragraph (a)(1)f)©f this 1998, will not be deemed to have engage®iade after the close of the taxable year if
section, then the trust may be reformed tim an act of self-dealing (within the meansuch payment is made within a reasonable
allow for a combination of methods pering of section 4941), to have unrelatedime after the close of such taxable year.
mitted under paragraph (a)(1)6)(of this debt-financed income (within the mean- (k) Reasonable timeror paragraphs
section without causing the trust to fail tdng of section 514), to have received aa)(1)(i)(9), (h), and (j) of this section, a
function exclusively as a charitable readditional contribution (within the mean-reasonable time will not ordinarily extend
mainder unitrust under §1.664—1(a)(4) oing of paragraph (b) of this section), or tdeyond the date by which the trustee is re-
to engage in an act of self-dealing unddrave failed to function exclusively as ajuired to file Form 5227, “Split-Interest
section 4941 if the trustee begins legatharitable remainder trust (within theTrust Information Return,” (including ex-
proceedings to reform by June 8, 1999neaning of §1.664—1(a)(4)) merely betensions) for the taxable year.
The triggering event under the reformedause the unitrust amount is paid after the () Effective dateParagraphs (a)(1)(i)-
governing instrument may not occur in &lose of the taxable year if such paymer(g), (h), (i), (j), and (k) of this section are



applicable for taxable years ending after Pa. 7. The authority citation for part
April 18, 1997. 602 continues to read as follows:
* ok x Kk * AUthOfity: 26 U.S.C. 7805.
Pa. 8. In 8602.101, paragraph (c) i
amended by revising the entry for §1.664
Fo read as follows:

(iv) * * * If the governing instrument
does not specify the valuation date o
dates, the trustee must select such dateo
dates and indicate the selection on th§s02.101 OMB Combl numbers.
first return on Form 5227, “Split-Interest
Trust Information Return,” that the trust
must file. ***

* * % * *

(C)***

* Kk *x *x %

CFR part or sectio Current OMB
where identifiel control No.
and described

PART 25—GIFT TAX; GIFTS MADE
AFTER DECEMBER 31, 1954

Pa. 5. The authority citation for part
25 continues to read in part as follows:

Authority: 26 U.S.C. 7805. * * * 1664-1............... 1545-1536
Pa. 6. In §25.2702-1, paragraph (c)(3)

is revised to read as follows: xR

§25.2702-1 Special valuation rules in the Robert EWenzel,

case of transfers of intests in trust.
Deputy Commissioner of
Internal Revenue.

* * *x X% %

(C) * k% %

(3) Charitableremainder trust (i) For Approved December 1, 1998.
transfers made on or after May 19, 1997, Donald C. Lubick,
a transfer to a pooled income fund de- Assistant Setetary of
scribed in section 642(c)(5); a transfer to the Treasuy,
a charitable remainder annuity trust de- (Tax Policy).

scribed in section 664(d)(1); a transfer to
a charitable remainder unitrust describetfiled by the @fice of the Federal Register on De-
in section 664(d)(2) if under the terms Ofember 9, 1998, 8:45 g.m., and published in th
the governing instrument the unitrus ssue of the Federal Register for December 10, 199
3F.R. 68188)
amount can be computed only under sec-
tion 664(d)(2)(A); and a transfer to a
charitable remainder unitrust if under the
terms of the governing instrument the uni-
trust amount can be computed under sec-
tion 664(d)(2) and (3) and either there are
only two consecutive noncharitable bene-
ficial interests and the transferor holds the
second of the two interests, or the only
permissible recipients of the unitrust
amount are the transferdhe transfends
U.S. citizen spouse, or both the transferor
and the transferts U.S. citizen spouse.

(ii) For transfers made before May 19,
1997, a transfer in trust if the remainder
interest in the trust qualifies for a deduc-
tion under section 2522.

* * *x * %

PART 602—OMB CONTROL
NUMBERS UNDER THE
PAPERWORK REDUCTION ACT



