Internal Revenue Service, Treasury

year and amounts used to discharge or
satisfy any person’s legal obligation as
that term is used in §1.662(a)—4.)

(b) Although amounts properly paid,
credited, or required to be distributed
under section 661(a)(2) do not exceed
the income of the trust during the tax-
able year, an accumulation distribu-
tion may result if such amounts exceed
distributable net income reduced (but
not below zero) by the amount required
to be distributed currently. This may
result from the fact that expenses allo-
cable to corpus are taken into account
in determining taxable income and
hence distributable net income. How-
ever, the provisions of subpart D will
not apply unless there is undistributed
net income in at least one of the pre-
ceding taxable years which began after
December 31, 1953, and ended after Au-
gust 16, 1954. See section 666 and the
regulations thereunder.

(c) The provisions of paragraphs (a)
and (b) of this section may be illus-
trated by the examples provided in
paragraph (c) of §1.665(b)-1.

[T.D. 6989, 34 FR 735, Jan. 17, 1969]

§1.665(c)-2 Indirect payments to the
beneficiary.

(a) In general. Except as provided in
paragraph (b) of this section, for pur-
poses of section 665 any amount paid to
a U.S. person which is from a payor
who is not a U.S. person and which is
derived directly or indirectly from a
foreign trust created by a U.S. person
shall be deemed in the year of payment
to the U.S. person to have been di-
rectly paid to the U.S. person by the
trust. For example, if a nonresident
alien receives a distribution from a for-
eign trust created by a U.S. person and
then pays the amount of the distribu-
tion over to a U.S. person, the payment
of such amount to the U.S. person rep-
resents an accumulation distribution
to the U.S. person from the trust to the
extent that the amount received would
have been an accumulation distribu-
tion had the trust paid the amount di-
rectly to the U.S. person in the year in
which the payment was received by the
U.S. person. This section also applies
in a case where a nonresident alien re-
ceives indirectly an accumulation dis-
tribution from a foreign trust created
by a U.S. person and then pays it over

§1.665(d)-1

to a U.S. person. An example of such a
transaction is one where the foreign
trust created by a U.S. person makes
the distribution to an intervening for-
eign trust created by either a U.S. per-
son or a person other than a U.S. per-
son and the intervening trust distrib-
utes the amount received to a non-
resident alien who in turn pays it over
to a U.S. person. Under these cir-
cumstances, it is deemed that the pay-
ment received by the U.S. person was
received directly from a foreign trust
created by a U.S. person.

(b) Limitation. In the case of a dis-
tribution to a beneficiary who is a U.S.
person, paragraph (a) of this section
does not apply if the distribution is re-
ceived by such beneficiary under cir-
cumstances indicating lack of intent
on the part of the parties to cir-
cumvent the purposes for which section
7 of the Revenue Act of 1962 (76 Stat.
985) was enacted.

[T.D. 6989, 34 FR 735, Jan. 17, 1969]

§1.665(d)-1 Taxes
trust.

(a) For the purpose of subpart D (sec-
tion 665 and following), part 1, sub-
chapter J, chapter 1 of the Code, the
term taxes imposed on the trust means
(for any taxable year) the amount of
Federal income taxes which are prop-
erly allocable to the undistributed por-
tion of the distributable net income.
This amount is the difference between
the total taxes of the trust for the year
and the amount which would have been
paid by the trust had all of the distrib-
utable net income, as determined under
section 643(a), been distributed. Thus,
in determining the amount of taxes im-
posed on the trust for the purposes of
subpart D, there is excluded the por-
tion of the taxes paid by the trust
which is attributable to items of gross
income which are not includible in dis-
tributable net income, such as capital
gains allocable to corpus. The rule
stated in this paragraph may be illus-
trated by the following example:

imposed on the

Example. (1) Under the terms of a trust
which reports on the calendar year basis the
income may be accumulated or distributed
to A in the discretion of the trustee and cap-
ital gains are allocable to corpus. During the
taxable year 1954, the trust had income of
$20,000 from royalties, long-term capital
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