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revest the assets of T1 in G within the mean-
ing of section 676. Under the trust agree-
ment, B is given a general power of appoint-
ment over the assets of T1. B exercises the
general power of appointment with respect
to one-half of the corpus of T1 in favor of a
trust, T2, that is for the benefit of C, B’s
child. Under paragraph (e)(1) of this section,
G is the grantor of T1, and under paragraphs
(e)(1) and (5) of this section, B is the grantor
of T2.

(7) The rules of this section are appli-
cable to any transfer to a trust, or
transfer of an interest in a trust, on or
after August 10, 1999.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8831,
64 FR 43274, Aug. 10, 1999; T.D. 8890, 65 FR
41333, July 5, 2000]

§1.671-3 Attribution or inclusion of in-
come, deductions, and credits
against tax.

(a) When a grantor or another person
is treated under subpart E (section 671
and following) as the owner of any por-
tion of a trust, there are included in
computing his tax liability those items
of income, deduction, and credit
against tax attributable to or included
in that portion. For example:

(1) If a grantor or another person is
treated as the owner of an entire trust
(corpus as well as ordinary income), he
takes into account in computing his in-
come tax liability all items of income,
deduction, and credit (including capital
gains and losses) to which he would
have been entitled had the trust not
been in existence during the period he
is treated as owner.

(2) If the portion treated as owned
consists of specific trust property and
its income, all items directly related to
that property are attributable to the
portion. Items directly related to trust
property not included in the portion
treated as owned by the grantor or
other person are governed by the provi-
sions of subparts A through D (section
641 and following), part I, subchapter J,
chapter 1 of the Code. Items that relate
both to the portion treated as owned by
the grantor and to the balance of the
trust must be apportioned in a manner
that is reasonable in the light of all the
circumstances of each case, including
the terms of the governing instrument,
local law, and the practice of the trust-
ee if it is reasonable and consistent.
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(3) If the portion of a trust treated as
owned by a grantor or another person
consists of an undivided fractional in-
terest in the trust, or of an interest
represented by a dollar amount, a pro
rata share of each item of income, de-
duction, and credit is normally allo-
cated to the portion. Thus, where the
portion owned consists of an interest in
or a right to an amount of corpus only,
a fraction of each item (including
items allocated to corpus, such as cap-
ital gains) is attributed to the portion.
The numerator of this fraction is the
amount which is subject to the control
of the grantor or other person and the
denominator is normally the fair mar-
ket value of the trust corpus at the be-
ginning of the taxable year in question.
The share not treated as owned by the
grantor or other person is governed by
the provisions of subparts A through D.
See the last three sentences of para-
graph (c) of this section for the prin-
ciples applicable if the portion treated
as owned consists of an interest in part
of the ordinary income in contrast to
an interest in corpus alone.

(b) If a grantor or another person is
treated as the owner of a portion of a
trust, that portion may or may not in-
clude both ordinary income and other
income allocable to corpus. For exam-
ple:

(1) Only ordinary income is included
by reason of an interest in or a power
over ordinary income alone. Thus, if a
grantor is treated under section 673 as
an owner by reason of a reversionary
interest in ordinary income only, items
of income allocable to corpus will not
be included in the portion he is treated
as owning. Similarly, if a grantor or
another person is treated under sec-
tions 674-678 as an owner of a portion
by reason of a power over ordinary in-
come only, items of income allocable
to corpus are not included in that por-
tion. (See paragraph (c) of this section
to determine the treatment of deduc-
tions and credits when only ordinary
income is included in the portion.)

(2) Only income allocable to corpus is
included by reason of an interest in or
a power over corpus alone, if satisfac-
tion of the interest or an exercise of
the power will not result in an interest
in or the exercise of a power over ordi-
nary income which would itself cause
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that income to be included. For exam-
ple, if a grantor has a reversionary in-
terest in a trust which is not such as to
require that he be treated as an owner
under section 673, he may nevertheless
be treated as an owner under section
677(a)(2) since any income allocable to
corpus is accumulated for future dis-
tribution to him, but items of income
included in determining ordinary in-
come are not included in the portion he
is treated as owning. Similarly, he may
have a power over corpus which is such
that he is treated as an owner under
section 674 or 676 (a), but ordinary in-
come will not be included in the por-
tion he owns, if his power can only af-
fect income received after a period of
time such that he would not be treated
as an owner of the income if the power
were a reversionary interest. (See para-
graph (c) of this section to determine
the treatment of deductions and cred-
its when only income allocated to cor-
pus is included in the portion.)

(3) Both ordinary income and other
income allocable to corpus are included
by reason of an interest in or a power
over both ordinary income and corpus,
or an interest in or a power over corpus
alone which does not come within the
provisions of subparagraph (2) of this
paragraph. For example, if a grantor is
treated under section 673 as the owner
of a portion of a trust by reason of a re-
versionary interest in corpus, both or-
dinary income and other income allo-
cable to corpus are included in the por-
tion. Further, a grantor includes both
ordinary income and other income al-
locable to corpus in the portion he is
treated as owning if he is treated under
section 674 or 676 as an owner because
of a power over corpus which can affect
income received within a period such
that he would be treated as an owner
under section 673 if the power were a
reversionary interest. Similarly, a
grantor or another person includes
both ordinary income and other income
allocable to corpus in the portion he is
treated as owning if he is treated as an
owner under section 675 or 678 because
of a power over corpus.

(c) If only income allocable to corpus
is included in computing a grantor’s
tax liability, he will take into account
in that computation only those items
of income, deductions, and credit which
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would not be included under subparts A
through D in the computation of the
tax liability of the current income
beneficiaries if all distributable net in-
come had actually been distributed to
those beneficiaries. On the other hand,
if the grantor or another person is
treated as an owner solely because of
his interest in or power over ordinary
income alone, he will take into ac-
count in computing his tax liability
those items which would be included in
computing the tax liability of a cur-
rent income beneficiary, including ex-
penses allocable to corpus which enter
into the computation of distributable
net income. If the grantor or other per-
son is treated as an owner because of
his power over or right to a dollar
amount of ordinary income, he will
first take into account a portion of
those items of income and expense en-
tering into the computation of ordi-
nary income under the trust instru-
ment or local law sufficient to produce
income of the dollar amount required.
There will then be attributable to him
a pro rata portion of other items enter-
ing into the computation of distribut-
able net income under subparts A
through D, such as expenses allocable
to corpus, and a pro rata portion of
credits of the trust. For examples of
computations under this paragraph, see
paragraph (g) of §1.677(a)-1.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 6989, 34 FR 742, Jan. 17, 1969]

§1.671-4 Method of reporting.

(a) Portion of trust treated as owned by
the grantor or another person. Except as
otherwise provided in paragraph (b) of
this section, items of income, deduc-
tion, and credit attributable to any
portion of a trust which, under the pro-
visions of subpart E (section 671 and
following), part I, subchapter J, chap-
ter 1 of the Internal Revenue Code, is
treated as owned by the grantor or an-
other person are not reported by the
trust on Form 1041, but are shown on a
separate statement to be attached to
that form. Section 301.7701-4(e)(2) of
this chapter provides guidance on how
these reporting rules apply to an envi-
ronmental remediation trust.

(b) A trust all of which is treated as
owned by one or more grantors or other
persons—(1) In general. In the case of a
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