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apply with respect to transfers after 
August 7, 2000. 

(b) Special rules. (1) The rules of 
§ 1.679–4(c) and (d) apply to an obliga-
tion issued after February 6, 1995, 
whether or not in accordance with a 
pre-existing arrangement or under-
standing. For purposes of the rules of 
§ 1.679–4(c) and (d), if an obligation 
issued on or before February 6, 1995, is 
modified after that date, and the modi-
fication is a significant modification 
within the meaning of § 1.1001–3, the ob-
ligation is treated as if it were issued 
on the date of the modification. How-
ever, the penalty provided in section 
6677 applies only to a failure to report 
transfers in exchange for obligations 
issued after August 20, 1996. 

(2) The rules of § 1.679–5 apply to per-
sons whose residency starting date is 
after August 7, 2000. 

(3) The rules of § 1.679–6 apply to 
trusts that become foreign trusts after 
August 7, 2000. 

[T.D. 8955, 66 FR 37889, July 20, 2001] 

MISCELLANEOUS 

§ 1.681(a)–1 Limitation on charitable 
contributions deductions of trusts; 
scope of section 681. 

Under section 681, the unlimited 
charitable contributions deduction oth-
erwise allowable to a trust under sec-
tion 642(c) is, in general, subject to per-
centage limitations, corresponding to 
those applicable to contributions by an 
individual under section 170(b)(1) (A) 
and (B), under the following cir-
cumstances; 

(a) To the extent that the deduction 
is allocable to ‘‘unrelated business in-
come’’; 

(b) For taxable years beginning be-
fore January 1, 1970, if the trust has en-
gaged in a prohibited transaction; 

(c) For taxable years beginning be-
fore January 1, 1970, if income is accu-
mulated for a charitable purpose and 
the accumulation is (1) unreasonable, 
(2) substantially diverted to a non-
charitable purpose, or (3) invested 
against the interests of the charitable 
beneficiaries. 
Further, if the circumstance set forth 
in paragraph (a) or (c) of this section is 
applicable, the deduction is limited to 
income actually paid out for charitable 

purposes, and is not allowed for income 
only set aside or to be used for those 
purposes. If the circumstance set forth 
in paragraph (b) of this section is appli-
cable, deductions for contributions to 
the trust may be disallowed. The provi-
sions of section 681 are discussed in de-
tail in §§ 1.681(a)–2 through 1.681(c)–1. 
For definition of the term ‘‘income’’, 
see section 643(b) and § 1.643(b)–1. 

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

§ 1.681(a)–2 Limitation on charitable 
contributions deduction of trusts 
with trade or business income. 

(a) In general. No charitable contribu-
tions deduction is allowable to a trust 
under section 642(c) for any taxable 
year for amounts allocable to the 
trust’s unrelated business income for 
the taxable year. For the purpose of 
section 681(a) the term unrelated busi-
ness income of a trust means an amount 
which would be computed as the trust’s 
unrelated business taxable income 
under section 512 and the regulations 
thereunder, if the trust were an organi-
zation exempt from tax under section 
501(a) by reason of section 501(c)(3). For 
the purpose of the computation under 
section 512, the term unrelated trade or 
business includes a trade or business 
carried on by a partnership of which a 
trust is a member, as well as one car-
ried on by the trust itself. While the 
charitable contributions deduction 
under section 642(c) is entirely dis-
allowed by section 681(a) for amounts 
allocable to ‘‘unrelated business in-
come’’, a partial deduction is neverthe-
less allowed for such amounts by the 
operation of section 512(b)(11), as illus-
trated in paragraphs (b) and (c) of this 
section. This partial deduction is sub-
ject to the percentage limitations ap-
plicable to contributions by an indi-
vidual under section 170(b)(1) (A) and 
(B), and is not allowed for amounts set 
aside or to be used for charitable pur-
poses but not actually paid out during 
the taxable year. Charitable contribu-
tions deductions otherwise allowable 
under section 170, 545(b)(2), or 642(c) for 
contributions to a trust are not dis-
allowed solely because the trust has 
unrelated business income. 
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