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and deductions allocable to the period after
A’s death.

[T.D. 6500, 256 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.

§1.663(c)-5

(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,
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
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