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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 

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). 

(a) 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

VerDate jul<14>2003 04:06 Apr 24, 2004 Jkt 203089 PO 00000 Frm 00295 Fmt 8010 Sfmt 8010 Y:\SGML\203089T.XXX 203089T



296

26 CFR Ch. I (4–1–04 Edition)§ 1.673(c)–1

of the transfer before the benefit of sec-
tion 673(b) will apply. Thus, section 
673(b) will not apply if income of a 
trust is irrevocably payable to Univer-
sity A for 1 year and then to University 
B for the next year; or if income of a 
trust may be allocated among two or 
more charitable beneficiaries in the 
discretion of the trustee or any other 
person. On the other hand, section 
673(b) will apply if half the income of a 
trust is irrevocably payable to Univer-
sity A and the other half is irrevocably 
payable to University B for two years. 

(c) Section 673(b) applies to the pe-
riod of 2 years or longer during which 
income is paid to a designated bene-
ficiary of the type described in section 
170(b)(1)(A) (i), (ii), or (iii), even though 
the trust term is to extend beyond that 
period. However, the other provisions 
of section 673 apply to the part of the 
trust term, if any, that extends beyond 
that period. This paragraph may be il-
lustrated by the following example:

Example. G transfers property in trust with 
the ordinary income payable to University C 
(which qualifies under section 170(b)(1)(A)(ii)) 
for 3 years, and then to his son, B, for 5 
years. At the expiration of the term the 
trust reverts to G. G is not taxed under sec-
tion 673 of the trust income payable to Uni-
versity C for the first 3 years because of the 
application of section 673(b). However, he is 
taxed on income for the next 5 years because 
he has a reversionary interest which will 
take effect within 10 years commencing with 
the date of the transfer. On the other hand, 
if the income were payable to University C 
for 3 years and then to R for 7 years so that 
the trust corpus would not be returned to G 
within 10 years, G would not be taxable 
under section 673 on income payable to Uni-
versity C and to B during any part of the 
term.

(d) This section does not apply to 
transfers in trust made after April 22, 
1969. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by TD, 6605, 27 FR 8097, Aug. 15, 
1962; T.D. 7357, 40 FR 23743, June 2, 1975]

§ 1.673(c)–1 Reversionary interest after 
income beneficiary’s death. 

The subject matter of section 673(c) 
is covered in paragraph (b) of § 1.673(a)–
1.

§ 1.673(d)–1 Postponement of date 
specified for reacquisition. 

Any postponement of the date speci-
fied for the reacquisition of possession 
or enjoyment of any reversionary in-
terest is considered a new transfer in 
trust commencing with the date on 
which the postponement is effected and 
terminating with the date prescribed 
by the postponement. However, the 
grantor will not be treated as the 
owner of any portion of a trust for any 
taxable year by reason of the foregoing 
sentence if he would not be so treated 
in the absence of any postponement. 
The rules contained in this section 
may be illustrated by the following ex-
ample:

Example. G places property in trust for the 
benefit of his son B. Upon the expiration of 
12 years or the earlier death of B the prop-
erty is to be paid over to G or his estate. 
After the expiration of 9 years G extends the 
term of the trust for an additional 2 years. G 
is considered to have made a new transfer in 
trust for a term of 5 years (the remaining 3 
years of the original transfer plus the 2-year 
extension). However, he is not treated as the 
owner of the trust under section 673 for the 
first 3 years of the new term because he 
would not be so treated if the term of the 
trust had not been extended. G is treated as 
the owner of the trust, however, for the re-
maining 2 years.

§ 1.674(a)–1 Power to control beneficial 
enjoyment; scope of section 674. 

(a) Under section 674, the grantor is 
treated as the owner of a portion of 
trust if the grantor or a nonadverse 
party has a power, beyond specified 
limits, to dispose of the beneficial en-
joyment of the income or corpus, 
whether the power is a fiduciary power, 
a power of appointment, or any other 
power. Section 674(a) states in general 
terms that the grantor is treated as the 
owner in every case in which he or a 
nonadverse party can affect the bene-
ficial enjoyment of a portion of a trust, 
the limitations being set forth as ex-
ceptions in subsections (b), (c), and (d) 
of section 674. These exceptions are dis-
cussed in detail in §§ 1.674(b)–1 through 
1.674(d)—1. Certain limitations applica-
ble to section 674 (b), (c), and (d) are set 
forth in § 1.674(d)–2. Section 674(b) de-
scribes powers which are excepted re-
gardless of who holds them. Section 
674(c) describes additional powers of
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