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() 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.

(@) 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
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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;

(i) 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
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
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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).
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(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
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
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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,
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]

etc., distribu-

§1.663(b)-1

§1.663(a)-3 Denial of double
tion.

deduc-

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:

(@) 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
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
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