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partnership or foreign corporation, or
by a trust to which a partnership or
foreign corporation makes a gratuitous
transfer after August 10, 1999.

[T.D. 8831, 64 FR 43278, Aug. 10, 1999, as
amended by T.D. 8890, 65 FR 41334, July 5,
2000]

1.672(f)-5 Special rules.

(a) Transfers by certain beneficiaries to
foreign grantor—(1) In general. If, but for
section 672(f)(5), a foreign person would
be treated as the owner of any portion
of a trust, any United States bene-
ficiary of the trust is treated as the
grantor of a portion of the trust to the
extent the United States beneficiary
directly or indirectly made transfers of
property to such foreign person (with-
out regard to whether the United
States beneficiary was a United States
beneficiary at the time of any transfer)
in excess of transfers to the United
States beneficiary from the foreign
person. The rule of this paragraph (a)
does not apply to the extent the United
States beneficiary can demonstrate to
the satisfaction of the Commissioner
that the transfer by the United States
beneficiary to the foreign person was
wholly unrelated to any transaction in-
volving the trust. For purposes of this
paragraph (a), the term property in-
cludes cash, and a transfer of property
does not include a transfer that is not
a gratuitous transfer (within the mean-
ing of §1.671-2(e)(2)). In addition, a gift
is not taken into account to the extent
such gift would not be characterized as
a taxable gift under section 2503(b). For
a definition of United States bene-
ficiary, see section 679.

(2) Examples. The following examples
illustrate the rules of this section:

Example 1. A, a nonresident alien, contrib-
utes property to FC, a foreign corporation
that is wholly owned by A. FC creates a for-
eign trust, FT, for the benefit of A and A’s
children. FT is revocable by FC without the
approval or consent of any other person. FC
funds FT with the property received from A.
A and A’s family move to the United States.
Under paragraph (a)(1) of this section, A is
treated as a grantor of FT. (A may also be
treated as an owner of FT under section
679(a)(4).)

Example 2. B, a United States citizen,
makes a gratuitous transfer of $1 million to
B’s uncle, C, a nonresident alien. C creates a
foreign trust, FT, for the benefit of B and B’s
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children. FT is revocable by C without the
approval or consent of any other person. C
funds FT with the property received from B.
Under paragraph (a)(1) of this section, B is
treated as a grantor of FT. (B also would be
treated as an owner of FT as a result of sec-
tion 679.)

(b) Entity characterization. Entities
generally are characterized under
United States tax principles for pur-
poses of 8§1.672(f)-1 through 1.672(f)-5.
See §§301.7701-1 through 301.7701-4 of
this chapter. However, solely for pur-
poses of §1.672(f)-4, a transferor that is
a wholly owned business entity is
treated as a corporation, separate from
its single owner.

(c) Effective date. The rules in para-
graph (a) of this section are applicable
to transfers to trusts on or after Au-
gust 10, 1999. The rules in paragraph (b)
of this section are applicable August
10, 1999.

[T.D. 8831, 64 FR 43280, Aug. 10, 1999, as
amended by T.D. 8890, 65 FR 41334, July 5,
2000]

§1.673(a)-1 Reversionary interests; in-
come payable to beneficiaries other
than certain charitable organiza-
tions; general rule.

(a) Under section 673(a), a grantor, in
general, is treated as the owner of any
portion of a trust in which he has a re-
versionary interest in either the corpus
or income if, as of the inception of that
portion of the trust, the grantor’s in-
terest will or may reasonably be ex-
pected to take effect in possession or
enjoyment within 10 years commencing
with the date of transfer of that por-
tion of the trust. However, the fol-
lowing types of reversionary interests
are excepted from the general rule of
the preceding sentence:

(1) A reversionary interest after the
death of the income beneficiary of a
trust (see paragraph (b) of this sec-
tion); and

(2) Except in the case of transfers in
trust made after April 22, 1969, a rever-
sionary interest in a charitable trust
meeting the requirements of section
673(b) (see §1.673(b)-1). Even though the
duration of the trust may be such that
the grantor is not treated as its owner
under section 673, and therefore is not
taxed on the ordinary income, he may
nevertheless be treated as an owner
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under section 677(a)(2) if he has a rever-
sionary interest in the corpus. In the
latter case, items of income, deduction,
and credit allocable to corpus, such as
capital gains and losses, will be in-
cluded in the portion he owns. See
§1.671-3 and the regulations under sec-
tion 677. See §1.673(d)-1 with respect to
a postponement of the date specified
for reacquisition of a reversionary in-
terest.

(b) Section 673(c) provides that a
grantor is not treated as the owner of
any portion of a trust by reason of sec-
tion 673 if his reversionary interest in
the portion is not to take effect in pos-
session or enjoyment until the death of
the person or persons to whom the in-
come of the portion is regardless of the
life expectancies of the income bene-
ficiaries. If his reversionary interest is
to take effect on or after the death of
an income beneficiary or upon the ex-
piration of a specific term of years,
whichever is earlier, the grantor is
treated as the owner if the specific
term of years is less than 10 years (but
not if the term is 10 years or longer).

(c) Where the grantor’s reversionary
interest in a portion of a trust is to
take effect in possession or enjoyment
by reason of some event other than the
expiration of a specific term of years or
the death of the income beneficiary,
the grantor is treated as the owner of
the portion if the event may reason-
ably be expected to occur within 10
years from the date of transfer of that
portion, but he is not treated as the
owner under section 673 if the event
may not reasonably be expected to
occur within 10 years from that date.
For example, if the reversionary inter-
est in any portion of a trust is to take
effect on or after the death of the
grantor (or any person other than the
person to whom the income is payable)
the grantor is treated under section 673
as the owner of the portion if the life
expectancy of the grantor (or other
person) is less than 10 years on the date
of transfer of the portion, but not if the
life expectancy is 10 years or longer. If
the reversionary interest in any por-
tion is to take effect on or after the
death of the grantor (or any person
other than the person to whom the in-
come is payable) or upon the expiration
of a specific term of years, whichever is

§1.673(b)-1

earlier, the grantor is treated as the
owner of the portion if on the date of
transfer of the portion either the life
expectancy of the grantor (or other
person) or the specific term is less than
10 years; however, if both the life ex-
pectancy and the specific term are 10
years or longer the grantor is not
treated as the owner of the portion
under section 673. Similarly, if the
grantor has a reversionary interest in
any portion which will take effect at
the death of the income beneficiary or
the grantor, whichever is earlier, the
grantor is not treated as an owner of
the portion unless his life expectancy
is less than 10 years.

(d) It is immaterial that a rever-
sionary interest in corpus or income is
subject to a contingency if the rever-
sionary interest may, taking the con-
tingency into consideration, reason-
ably be expected to take effect in pos-
session or enjoyment within 10 years.
For example, the grantor is taxable
where the trust income is to be paid to
the grantor’s son for 3 years, and the
corpus is then to be returned to the
grantor if he survives that period, or to
be paid to the grantor’s son if he is al-
ready decreased.

(e) See section 671 and §§1.671-2 and
1.671-3 for rules for treatment of items
of income, deduction, and credit when
a person is treated as the owner of all
or only a portion of a trust.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 7357, 40 FR 23742, June 2,
1975]

§1.673(b)-1 Income payable to chari-
table beneficiaries before amend-
ment by Tax Reform Act of 1969).

(@) Pursuant to section 673(b) a
grantor is not treated as an owner of
any portion of a trust under section
673, even though he has a reversionary
interest which will take effect within
10 years, to the extent that, under the
terms of the trust, the income of the
portion is irrevocably payable for a pe-
riod of at least 2 years (commencing
with the date of the transfer) to a des-
ignated beneficiary of the type de-
scribed in section 170(b)(1)(A).

(b) Income must be irrevocably pay-
able to a designated beneficiary for at
least 2 years commencing with the date
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