§1.584-2

and reinvestment of contributions to
the fund by the bank. The bank may ei-
ther act alone or with one or more
other fiduciaries, but it must act solely
in its capacity as one or a combination
of the following: (i) As a trustee of a
trust created by will, deed, agreement,
declaration of trust, or order of court;
(ii) as an executor of a will or as an ad-
ministrator of an estate; (iii) as a
guardian (by whatever name known
under local law) of the estate of an in-
fant, of an incompentent individual, or
of an absent individual; or (iv) on or
after October 3, 1976, as a custodian of
a UniformGifts to Minors account. A
Uniform Gifts to Minors account is an
account established pursuant to a
State law substantially similar to the
Uniform Gifts to Minors Act. (See the
Uniform Gifts to Minors Act of 1956 or
the Uniform Gifts to Minors Act of
1966, as published by the National Con-
ference of Commissioners on Uniform
State Laws.) The Commissioner will
publish a list of the States whose laws
he determines to be substantially simi-
lar to such uniform acts. A bank that
maintains a Uniform Gifts to Minors
Act account must establish, to the sat-
isfaction of the Commissioner or his
delegate, that with respect to the ac-
count the bank has duties and respon-
sibilities similar to the duties and re-
sponsibilities of a trustee or guardian.

(2) A common trust fund may be a
participant in another common trust
fund.

(c) Affiliated groups. For taxable years
beginning after December 31, 1975, two
or more banks that are members of the
same affiliated group (within the
meaning of section 1504) are treated,
for purposes of section 584, as one bank
for the period of their affiliation. A
common trust fund may be maintained
by one or by more than one member of
an affiliated group. Any member of the
group may, but need not, contribute to
the fund. Further, for purposes of this
paragraph, members of an affiliated
group may be, but need not be, co-
trustees of the common trust fund.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 7935, 49 FR 1694, Jan. 13,
1984]
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§1.584-2 Income of participants in
common trust fund.

(a) Each participant in a common
trust fund is required to include in
computing its taxable income for its
taxable year within which or with
which the taxable year of the fund
ends, whether or not distributed and
whether or not distributable:

(1) Its proportionate share of short-
term capital gains and losses, com-
puted as provided in §1.584-3;

(2) Its proportionate share of long-
term capital gains and losses, com-
puted as provided in §1.584-3; and

(3) Its proportionate share of the or-
dinary taxable income or the ordinary
net loss of the common trust fund,
computed as provided in §1.584-3.

(b) Any tax withheld at the source
from income of the fund (e.g., under
section 1441) is deemed to have been
withheld proportionately from the par-
ticipants to whom such income is allo-
cated.

(©)(1) The proportionate share of each
participant’s short-term capital gains
and losses, long-term capital gains and
losses, ordinary taxable income or ordi-
nary net loss, dividends and interest
received, and tax withheld at the
source shall be determined under the
method of accounting adopted by the
bank in accordance with the written
plan by which the common trust fund
is established and administered, pro-
vided such method clearly reflects the
income of each participant.

(2) Items of income and deductions
shall be allocated to the periods be-
tween valuation dates established by
the plan within the taxable year in
which they were realized. Ordinary tax-
able income or ordinary net loss, short-
term capital gains and losses, long-
term capital gains and losses, and tax
withheld at the source shall be com-
puted for each period. The participants’
proportionate shares of income and
losses for each period shall then be de-
termined.

(3) For taxable years beginning on or
after September 22, 1980, any amount of
income or loss of the common trust
fund which is included in the computa-
tion of a participant’s taxable income
for the taxable year shall be treated as
income or loss from an unrelated trade
or business to the extent that such
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amount would have been income or loss
from an unrelated trade or business if
such participant had made directly the
investments of the common trust fund.

(4) The provisions of this paragraph
may be illustrated by the following ex-
ample:

Example. (i) The plan of a common trust
fund provides for quarterly valuation dates
and for the computation and the distribution
of the income upon a quarterly basis, except
that there shall be no distribution of capital
gains. The participants are as follows: Trusts
A, B, C, and D for the first quarter; Trusts A,
B, C, and E for the second quarter; and
Trusts A, B, F, and G for the third and fourth
quarters, the participants having equal par-
ticipating interests. As computed upon the
quarterly basis, the ordinary taxable income,
the short-term capital gain, and the long-
term capital loss for the taxable year were as
follows:

First | S€S | Third | Fourth
ond
quar- uar- | Quar- | quar- Total
ter qt ter ter
er
Ordinary taxable
income ............ $200 | $300 | $200 $400 $1,100
Short-term capital
gain .., 200 100 200 100 600
Long-term capital
0SS .o 100 200 100 200 600

(ii) The participants’ shares of ordinary
taxable income are as follows:

PARTICIPANTS’ SHARES OF ORDINARY TAXABLE

INCOME
First | S | Third | Fourth
Participant quar- | ooy | Quar- | quar- Total
ter | 9 ter ter
er
AL $50 $75 $50 $100 $275
B 50 75 50 100 275
C . 50 T5 | oo | s 125
D .. |10 10 U 50
E 75 | s e 75
Foeeieiiee | e | e 50 100 150
G e | s | e 50 100 150
Total .ocvveene 200 300 200 400 1,100

(iii) The participants’ shares of the short-
term capital gain are as follows:

PARTICIPANTS’ SHARES OF SHORT-TERM

CAPITAL GAIN
First | S | Third | Fourth
Participant quar- | o ap. | Quar- | quar- Total
ter | 9 ter ter
er
A $50 $25 $50 $25 | $150
B 50 25 50 25 150
(e} 50 25| ... 75
D . 50 | i | 50

§1.584-2

PARTICIPANTS’ SHARES OF SHORT-TERM
CAPITAL GAIN—Continued

First | S | Third | Fourth
Participant quar- | o ap | quar- | quar- Total
ter qt ter ter
er
25 | e | e 25
. 50 25 75
........ 50 25 75
Total ..o 200 | 100 | 200 100 | 600

(iv) The participants’ shares of the long-
term capital loss are as follows:

PARTICIPANTS’ SHARES OF LONG-TERM CAPITAL

Loss

First | S | Third | Fourth

Participant quar- | ooy | Quar- | quar- Total
ter | 9 ter ter
er

A $25 $50 $25 $50 | $150
B 25 50 25 50 150
C 25 50 75
D 25 | s 25
E oo | e 50 50
F o | v | s 25 50 75
G o | e | e 25 50 75
Total .o 100 200 100 200 | 600

(v) If in the above example the common
trust fund also had short-term capital losses
and long-term capital gains, the treatment
of such gains or losses would be similar to
that accorded to the short-term capital gains
and long-term capital losses in the above ex-
ample.

(vi) Assume in the above example that par-
ticipant Trust A qualified as a trust forming
part of a pension, profit sharing, or stock
bonus plan under section 401(a). Assume fur-
ther that 20 percent of the ordinary taxable
income of the common trust fund would be
unrelated business taxable income (as de-
fined under section 512(a)(1)) if received di-
rectly by Trust A. Under paragraph (c)(3),
participant Trust A, for purposes of com-
puting its taxable income, must treat its
proportionate share of the common trust
fund’s ordinary taxable income as income
from an unrelated trade or business to the
extent such amount would have been income
from an unrelated trade or business if Trust
A had directly made the investments of the
common trust fund. Therefore, participant
Trust A must take into account 20 percent of
its proportionate share of the common trust
fund’s ordinary taxable income as income
from an unrelated trade or business.

(d) The provisions of part |, sub-
chapter J, chapter 1 of the Code, or, as
the case may be, the provisions of sub-
chapters D, F, or H of chapter 1 of the
Code, are applicable in determining the
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§1.584-3

extent to which each participant’s pro-
portionate share of any income or loss
of the common trust fund is taxable to
the participant, or to a person other
than the participant.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 7935, 49 FR 1694, Jan. 13,
1984; T.D. 8662, 61 FR 19546, May 2, 1996]

§1.584-3 Computation of
trust fund income.

The taxable income of the common
trust fund shall be computed in the
same manner and on the same basis as
in the case of an individual, except
that:

(@) No deduction shall be allowed
under section 170 (relating to chari-
table, etc., contributions and gifts);

(b) The gains and losses from sales or
exchanges of capital assets of the com-
mon trust fund are required to be seg-
regated. A common trust fund is not
allowed the benefit of the capital loss
carryover provided by section 1212; and

(c) The ordinary taxable income (the
excess of the gross income over deduc-
tions) or the ordinary net loss (the ex-
cess of the deductions over the gross
income) shall be computed after ex-
cluding all items of gain and loss from
sales or exchanges of capital assets.
[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as

amended by T.D. 7935, 49 FR 1694, Jan. 13,
1984]

common

§1.584-4 Admission and withdrawal of
participants in the common trust
fund.

(a) Gain or loss. The common trust
fund realizes no gain or loss by the ad-
mission or withdrawal of a participant,
and the basis of the assets and the pe-
riod for which they are deemed to have
been held by the common trust fund for
the purposes of section 1202 are unaf-
fected by such an admission or with-
drawal. For taxable years of partici-
pants ending after April 7, 1976, and for
transfers occurring after that date, the
transfer of property by a participant to
a common trust fund is treated as a
sale or exchange of the property trans-
ferred. If a participant withdraws the
whole or any part of its participating
interest from the common trust fund,
such withdrawal shall be treated as a
sale or exchange by the participant of
the participating interest or portion
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thereof which is so withdrawn. A par-
ticipant is not deemed to have with-
drawn any part of its participating in-
terest in the common trust fund so as
to have completed a closed transaction
by reason of the segregation and ad-
ministration of an investment of the
fund, pursuant to the provisions of 12
CFR 9.18(b)(7) (or, for periods before
September 28, 1962, 12 CFR206.17(c)(7)),
for the benefit of all the then partici-
pants in the common trust fund. Such
segregated investment shall be consid-
ered as held by, or on behalf of, the
common trust fund for the benefit rat-
ably of all participants in the common
trust fund at the time of segregation,
and any income or loss arising from its
administration and liquidation shall
constitute income or loss to the com-
mon trust fund apportionable among
the participants for whose benefit the
investment was segregated. When a
participating interest is transferred by
a bank, or by two or more banks that
are members of the same affiliated
group (within the meaning of section
1504), as a result of the combination of
two or more common trust funds or the
division of a single common trust fund,
the transfer to the surviving or divided
fund is not considered to be an admis-
sion or a withdrawal if the combining,
dividing, and resulting common trust
funds have diversified portfolios. For
purposes of this paragraph (a), a com-
mon trust fund has a diversified port-
folio if it satisfies the 25 and 50-percent
tests of section 368(a)(2)(F)(ii), applying
the relevant provisions of section
368(a)(2)(F). However, Government se-
curities are included in total assets for
purposes of the denominator of the 25
and 50-percent tests (unless the Gov-
ernment securities are acquired to
meet the 25 and 50-percent tests), but
are not treated as securities of an
issuer for purposes of the numerator of
the 25 and 50-percent tests. In addition,
for a transfer of a participating inter-
est in a division of a common trust
fund not to be considered an admission
or withdrawal, each participant’s pro
ratainterest in each of the resulting
common trust funds must be substan-
tially the same as was the participant’s
pro rata interest in the dividing fund.
However, in the case of the division of
a common trust fund maintained by
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