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who are appointed, elected, or other-
wise hired by the governing board or
officers of such hospitals or agencies;
and

(f) Members of police and fire depart-
ments, except for those department
heads who, under the facts and cir-
cumstances of the case, independently
perform policymaking functions as a
significant part of their activities.

(3) Certain government officials on leave
of absence. For purposes of this para-
graph, an individual who is otherwise
described in section 4946(c) and this
paragraph who was on leave of absence
without pay on December 31, 1969, from
his position or office pursuant to a
commitment entered into on or before
such date to engage in certain activi-
ties for which he is paid by one or more
private foundations, is not to be treat-
ed as holding such position or office for
any continuous period after December
31, 1969, and prior to January 1, 1971,
during which such individual remains
on leave of absence to engage in the
same activities for which he is paid by
such foundations. For purposes of this
subparagraph, a commitment is consid-
ered entered into on or before Decem-
ber 31, 1969, if on or before such date,
the amount and nature of the pay-
ments to be made and the name of the
individual receiving such payments
were entered on the records of the
payor, or were otherwise adequately
evidenced, or the notice of the payment
to be received was communicated to
the payee orally or in writing.

(h) Members of the family. For pur-
poses of this section, the members of
the family of an individual include
only:

(1) His spouse,

(2) His ancestors,

(3) His lineal descendants, and

(4) Spouses of his lineal descendants.

For example, a brother or sister of an
individual is not a member of his fam-
ily for purposes of this section. How-
ever, for example, the wife of a grand-
child of an individual is a member of
his family for such purposes. For pur-
poses of this paragraph, a legally
adopted child of an individual shall be
treated as a child of such individual by
blood.

[T.D. 7241, 37 FR 28744, Dec. 29, 1972]
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Subpart H—Application to Certain
Nonexempt Trusts

§53.4947-1 Application of tax.

(@) In general. Section 4947 subjects
trusts which are not exempt from tax-
ation under section 501(a), all or part of
the unexpired interests in which are
devoted to one or more of the purposes
described in section 170(c)(2)(B), and
which have amounts in trust for which
a deduction was allowed under section
170, 545(b)(2), 556(b)(2), 642(c), 2055,
2106(a)(2), or 2522 to the same require-
ments and restrictions as are imposed
on private foundations. The basic pur-
pose of section 4947 is to prevent these
trusts from being used to avoid the re-
quirements and restrictions applicable
to private foundations. For purposes of
this section, a trust shall be presumed
(in the absence of proof to the con-
trary) to have amounts under section
170, 545(b)(2), 556(b)(2), 642(c), 2055,
2106(a)(2), or 2522 if a deduction would
have been allowable under one of these
sections. Also for purposes of this sec-
tion and §53.4947-2, the term ‘“‘purposes
described in section 170(c)(2)(B)’’ shall
be treated as including purposes de-
scribed in section 170(c)(1).

(b) Charitable trusts—(1) General rule.
(i) For purposes of this section and
§53.4947-2, a charitable trust, within the
meaning of section 4947(a)(1), is a trust
which is not exempt from taxation
under section 501(a), all of the unex-
pired interests in which are devoted to
one or more of the purposes described
in section 170(c)(2)(B), and for which a
deduction was allowed under section
170, 545(b)(2), 556(b)(2), 642(c), 2055,
2106(a)(2), or 2522 (or the corresponding
provisions of prior law). A trust is one
for which a deduction was allowed
under section 642(c), within the mean-
ing of section 4947(a)(1), once a deduc-
tion is allowed under section 642(c) to
the trust for any amount paid or per-
manently set aside. (See sections 642(c)
and §1.642-4 for the limitation on such
deduction in certain cases.) A chari-
table trust (as defined in this para-
graph) shall be treated as an organiza-
tion described in section 501(c)(3) and,
if it is determined under section 509
that the trust is a private foundation,
then Part Il of Subchapter F of chapter
1 of the Code (other than section 508
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(@), (b) and (c) and Chapter 42 shall
apply to the trust. However, the chari-
table trust is not treated as an organi-
zation described in section 501(c)(3) for
purposes of exemption from taxation
under section 501(a). Thus, the trust is
subject to the excise tax on its invest-
ment income under section 4940(b)
rather than the tax imposed by section
4940(a). For purposes of satisfying the
organizational test described in §1.501
(©)(3)-1(b) when a charitable trust seeks
an exemption from taxation under sec-
tion 501(a), a charitable trust (as de-
fined in this paragraph) shall be consid-
ered organized on the day it first be-
comes subject to section 4947(a)(l).
However, for purposes of the special
and transistional rules in section
4940(c)(4)(B), 4942(f)(4), 4943(c)(D)(A)(1)
and (B) and section 101(1)(2)(A), (B), (C),
and (D), and (1)(3) of the Tax Reform
Act of 1969, a charitable trust (as de-
fined in this paragraph) shall be consid-
ered organized on the first day it has
amounts in trust for which a deduction
was allowed (within the meaning of
paragraph (a) of this section) under
section 170, 545(b)(2), 556(b)(2), 642(c),
2055, 2106(a)(2), or 2522. Thus, under this
rule, a trust may be treated as a pri-
vate foundation in existence on a date
governing one of the applicable special
and transistional rules even though the
trust did not otherwise become subject
to the provisions of Chapter 42 until a
later date.

(ii) The provisions of paragraph (b)(1)
of this section may be illustrated by
the following examples:

Example (1). On January 30, 1970, X creates
an inter vivos trust under which M receives
50 percent and N receives 50 percent of the
trust’s income for 10 years, and upon the ter-
mination of which, at the end of the 10-year
period, the corpus is to be distributed to O.
M, N and O are all organizations described in
section 501(c)(3) and X is allowed a deduction
under section 170 for the value of all inter-
ests placed in trust. The trustees of the trust
do not give notice to the Internal Revenue
Service under the provisions of section
508(a), and the trust will therefore not be ex-
empt from taxation under section 501(a). The
trust is a charitable trust within the mean-
ing of section 4947(a)(1) from the date of its
creation.

Example (2). On March 1, 1971, Y creates a
charitable remainder annuity trust described
in section 664(d)(1) under which Z, Y’s son,
receives $10,000 per year for life, remainder
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to be held in trust for P, an organization de-
scribed in section 501(c)(3). Y is allowed a de-
duction under section 170 for the present
value of the remainder interest to P. During
Z’s lifetime, the trust is a split-interest trust
described in section 4947(a)(2) and paragraph
(c) of this section. Upon the death of Z, all
unexpected interests (consisting of P’s re-
mainder interest) will be devoted to section
170(c)(2)(B) purposes. Except as provided in
§53.4947-1(b)(2)(iv) (relating to a reasonable
period of settlement) the trust will be treat-
ed as a charitable trust within the meaning
of section 4947(a)(1) from the date of the
death of Z unless the trustees of the trust
apply for recognition of section 501(c)(3) sta-
tus under the provisions of section 508(a).

(2) Scope of application of section
4947(a)(1)—(i) In general. Subject to
paragraph (b)(2) (ii) through (vii) of
this section, section 4947(a)(1) applies
to nonexempt trusts in which all unex-
pired interests are charitable. For pur-
poses of this section, the term chari-
table when used to describe an interest
or beneficiary refers to the purposes
described in section 170(c)(2)(B). An es-
tate from which the executor or admin-
istrator is required to distribute all of
the net assets in trust to such bene-
ficiaries will not be considered a chari-
table trust under section 4947(a)(1) dur-
ing the period of estate administration
or settlement, except as provided in
paragraph (b)(2)(ii) of this section. A
charitable trust created by will shall
be considered a charitable trust under
section 4947(a)(1) as of the date of death
of the decedent-grantor, except as pro-
vided in paragraph (b)(2)(v) of this sec-
tion (relating to trusts which wind up.
For the circumstances under which
segregated amounts are treated as
charitable trusts, see §53.4947-
1(c)(3)(iii).

(i) Estates. (A) When an estate from
which the executor or administrator is
required to distribute all of the net as-
sets in trust for charitable bene-
ficiaries, or free of trust to such bene-
ficiaries, is considered terminated for
Federal income tax purposes under
§1.641(b)-3(a), then the estate will be
treated as a charitable trust under sec-
tion 4947(a)(1) between the date on
which the estate is considered termi-
nated under §1.641(b)-3(a) and the date
final distribution of all of the net as-
sets is made to or for the benefit of the
charitable beneficiaries. This (ii) does
not affect the determination of the tax

197



§53.4947-1

liability under Subtitle A of the bene-
ficiaries of the estates.

(B) The provisions of this (ii) may be
illustrated by the following example:

Example. X bequeaths his entire estate, in-
cluding 100 percent of the stock of a wholly-
owned corporation, to M, an organization de-
scribed in section 501(c)(3), under a will
which gives his executor authority to hold
the stock and manage the corporation for a
period of up to 10 years for the benefit of M
prior to its ultimate disposition. A deduction
for the charitable bequest was allowed to X’s
estate under section 2055. The executor is
vested with a full range of powers, including
the power of sale. Upon the death of X, his
executor distributes X’s assets to M except
for the stock of the corporation, which he
holds for 5 years prior to its disposition. The
continued holding of the stock of the cor-
poration by the executor after the expiration
of a reasonable time for performance of all
the ordinary duties of administration causes
the estate to be considered terminated for
Federal income tax purposes pursuant to
§1.641(b)-3(a) and thereby subjects it to the
provisions of section 4947(a)(1) from the date
of such termination to the date of final dis-
position of the stock of the corporation.

(iii) Certain split-interest trusts which
wind up. A split-interest trust (as de-
fined in paragraph (c) of this section)
in which all of the unexpired interests
are charitable remainder interests and
in which the charitable beneficiaries
have become entitled to distributions
of corpus in trust or free of trust shall
continue to be treated as as split-inter-
est trust under section 4947(a)(2) until
the date on which final distribution of
all the net assets is made. However, if
after the expiration of any intervening
interests the trust is considered termi-
nated for Federal income tax purposes
under §1.641(b)-3(b), then the trust will
be treated as a charitable trust under
section 4947(a)(1), rather than a split
interest trust under section 4947(a)(2),
between the date on which the trust is
considered terminated under §1.641(b)-
3(b) and the date on which such final
distribution of all of the net assets is
made to or for the benefit of the chari-
table remainder beneficiaries. This (iii)
does not affect the determination of
the tax liability under subtitle A of the
beneficiaries of the trusts.

(iv) Split-interest trusts which become
charitable trusts. (A) A split-interest
trust (as defined in paragraph (c) of
this section) in which all of the unex-
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pired interests are charitable remain-
der interests and in which some or all
of the charitable beneficiaries are not
entitled to distributions of corpus
within the meaning of paragraph
(b)(2)(iii) of this section shall continue
to be treated as a split-interest trust
under section 4947(a)(2) rather than a
charitable trust under section 4947(a)(1)
for a reasonable period of settlement
after the expiration of the nonchari-
table interest. Thus, a split-interest
trust which under its terms is to con-
tinue to hold assets for charitable
beneficiaries after the expiration of the
noncharitable interest rather than dis-
tributing them as iIn paragraph
(b)(2)(iii) of this section is given a rea-
sonable period of settlement before
being treated as a charitable trust. For
purposes of this paragraph, the term
reasonable period of settlement means
that period reasonably required (or if
shorter, actually required) by the
trustee to perform the ordinary duties
of administration necessary for the set-
tlement of the trust. These duties iIn-
clude, for example, the collection of as-
sets, the payment of debts, taxes, and
distributions, and the determination of
the rights of the subsequent bene-
ficiaries.

(B) This (iv) may be illustrated by
the following example:

Example. On January 15, 1971, A creates a
charitable remainder annuity trust described
in section 661(d)(1) under which the trustees
are required to distribute $10,000 a year to B,
A’s wife, for life, remainder to be held in
trust for the use of M, an organization de-
scribed in section 501(c)(3). A is allowed a de-
duction under section 170 for the amount of
the charitable interest, and the trust is,
therefore, treated as a split-interest trust
under section 4947(a)(2) from the date of its
creation. B dies on February 10, 1975. On
April 15, 1975, the trustees complete perform-
ance of the ordinary duties of administration
necessary for the settlement of the trust
brought about by the death of B. These du-
ties include, for example, an accounting for
and payment to the estate of B of amounts
accrued by B while alive during 1975. How-
ever, the trustees do not distribute the cor-
pus to M by April 15, 1975. The trust shall
continue to be treated as a split-interest
trust under section 4947(a)(2) until April 15,
1975. After April 15, 1975, the trust shall be
treated as a charitable trust under section
4947(a)(1).
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(v) Certain revocable and testamentary
trusts which wind up. A revocable trust
that becomes irrevocable upon the
death of the decedent-grantor, or a
trust created by will, from which the
trustee is required to distribute all of
the net assets in trust for or free of
trust to charitable beneficiaries is not
considered a charitable trust under sec-
tion 4947(a)(1) for a reasonable period of
settlement (within the meaning of
paragraph (b)(2)(iv) of this section)
after becoming irrevocable. After that
period the trust is considered a chari-
table trust under section 4947(a)(1).

(vi) Revocable trusts which become
charitable trusts. A revocable trust that
becomes irrevocable upon the death of
the decedent-grantor in which all of
the unexpired interests are charitable
and under the terms of the governing
instrument of which the trustee is re-
quired to hold some or all of the net as-
sets in trust after becoming irrevocable
solely for charitable beneficiaries is
not considered a trust under section
4947(a)(1) for a reasonable period of set-
tlement (within the meaning of para-
graph (b)(2)(iv) of this section) after be-
coming irrevocable except that section
4941 may apply if the requirements of
§53.4941(d)-1 (b)(3) are not met. After
that period, the trust is considered a
charitable trust under section
4947(a)(1).

(vii) Trust devoted to 170(c) purposes.
(A) A trust all of the unexpired inter-
ests in which are devoted to section 170
(c) (3) or (5) purposes together with sec-
tion 170(c)(2)(B) purposes shall be con-
sidered a charitable trust except that
payments under the terms of the gov-
erning instrument to an organization
described in section 170(c) (3) or (5)
shall not be considered a violation of
section 4945(d)(5) or any other provi-
sions of Chapter 42 and shall be consid-
ered qualifying distributions under sec-
tion 4942.

(B) Example. The application of para-
graph (b)(2)(vii) of this section may be
illustrated by the following example:

Example. On January 30, 1970, H creates an
inter vivos trust under the terms of the gov-
erning instruments of which M, an organiza-
tion described in section 170(c)(3), and N, an
organization described in section 501(c)(3),
are each to receive 50 percent of the income
for a period of 10 years. At the end of the 10
year period, the corpus is to be distributed to
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O, an organization also described in section
501(c)(3). H is allowed a deduction under sec-
tion 170 for the value of all interests placed
in trust. The payments to M do not con-
stitute a violation of section 4945(d)(5) or any
other provision of Chapter 42 and constitute
qualifying distributions under section 4942.
However, except as provided in the previous
sentence, the trust shall be considered a
charitable trust.

(3) Charitable trusts described in section
509(a)(3). For purposes of section
509(a)(3)(A), a charitable trust shall be
treated as if organized on the day on
which it first becomes subject to sec-
tion 4947(a)(1). However, for purposes of
applying §§1.509(a)-4(d) (2)(iv)(a), and
1.509(a)-4(i)(1) (ii) and (iii)(c) the pre-
vious relationship between the chari-
table trust and the section 509(a) (1) or
(2) organizations it benefits or supports
may be considered. If the charitable
trust otherwise meets the require-
ments of section 509(a)(3), it may ob-
tain recognition of its status as a sec-
tion 509(a)(3) organization by request-
ing a ruling from the Internal Revenue
Service. For the special rules per-
taining to the application of the orga-
nizational test to organizations termi-
nating their private foundation status
under the 12-month or 60-month termi-
nation period provided under section
507(b)(1)(B) by becoming “‘public”
under section 509(a)(3), see the regula-
tions under section 507(b)(1).

(c) Split-interest trusts—(1) General
rule—(i) Definition. For purposes of this
section and §53.4947-2, a split-interest
trust, within the meaning of section
4947(a)(2), is a trust which is not ex-
empt from taxation under section
501(a), not all of the unexpired inter-
ests in which are devoted to one or
more of the purposes described in sec-
tion 170(c)(2)(B), and which has
amounts in trust for which a deduction
was allowed (within the meaning of
paragraph (a) of this section) under
section 170, 545(b)(2), 556(b)(2), 642(c),
2055, 2106(a)(2), or 2522. A trust is one
which has amounts in trust for which a
deduction was allowed under section
642(c) within the meaning of section
4947(a)(2) once a deduction is allowed
under section 642(c) to the trust for any
amount permanently set aside. This (i)
also includes any trust which is not
treated as a charitable trust by oper-
ation of paragraph (b)(2) (iii) or (iv) of
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this section (relating to split-interest
trusts in the process of winding up or
during a reasonable period of settle-
ment). Section 4947(a)(1) shall apply to
a trust described in this (i) (without re-
gard to section 4947(a)(2)(A), (B), or (C))
from the first date upon which the pro-
visions of paragraph (b)(2) (iii) or (iv) of
this section are satisfied. For the cir-
cumstances under which a trust all of
the unexpired interests in which are
devoted to section 170(c) (3) or (5) pur-
poses together with section 170(c)(2)(B)
purposes is considered a charitable
trust, see §53.4947-1(b)(2)(vii).

(ii) Applicability of statutory rules. A
split-interest trust is subject to the
provisions of section 507 (except as pro-
vided in paragraph (e) of this section),
508(e) (to the extent applicable to a
split-interest trust), 4941, 4943 (except
as provided in section 4947(b)(3)), 4944
(except as provided in section
4947(b)(3)), and 4945 in the same manner
as if such trust were a private founda-
tion.

(iii) Special rules. A newly created
trust shall, for purposes of section
4947(a)(2), be treated as having amounts
in trust for which a deduction was al-
lowed wunder section 170, 545(b)(2),
556(b)(2), 642(c), 2055, 2106(a)(2), or 2522
from the date of its creation, even if a
deduction was allowed for such
amounts only at a later date. For pur-
poses of this (iii), the date of creation
of a charitable remainder trust shall be
determined by applying the rules in
§1.664-1(a)(4).

(2) Exception for amounts payable to in-
come beneficiaries. (i) Under section
4947(a)(2)(A), paragraph (c)(1)(ii) of this
section does not apply to any amounts
payable under the terms of a split-in-
terest trust to income beneficiaries un-
less a deduction was allowed under sec-
tion 170(f)(2)(B), 2055(e)(2) (B), or
2522(c)(2)(B) with respect to the income
interest of any such beneficiary. See
§1.170A-6(c), §20.2055(e)(2), and
§25.2522(c)-3(c)(2) for rules regarding
the allowance of these deductions.
However, section 4947(a)(2)(A) does not
apply when the value of all interests in
property transferred in trust are de-
ductible under section 170, 545(b)(2),
556(b)(2), 642(c), 2055, 2106(a)(2), or 2522.
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(ii) The application of this subpara-
graph may be illustrated by the fol-
lowing examples:

Example (1). H creates a charitable remain-
der unitrust (described in section 664(d)(2))
which is required annually to pay W, H’s
wife, 5 percent of the net fair market value
of the trust assets, valued annually, for her
life; and to pay the remainder to Y, a section
501(c)(3) organization. A deduction under sec-
tion 170(f)(2)(A) was allowed with respect to
the remainder interest of Y. Under section
4947(a)(2)(A), each annual amount which be-
comes payable to W during her life is not
subject to paragraph (c)(1)(ii) of this section
on or after the date upon which it becomes
so payable and the payment of each amount
to W is not an act of self-dealing under sec-
tion 4941(d)(1) and does not violate any other
provision of chapter 42. However, except as
provided in the preceding sentence, the trust
is subject to paragraph (c)(1)(ii) of this sec-
tion in the same manner as any other split-
interest trust.

Example (2). H bequeaths the residue of his
estate in trust for the benefit of S, his son,
and Y, an organization described in section
501(c)(3). A guaranteed annuity interest of
$10,000 is to be paid to S for 20 years. A guar-
anteed annuity interest of $5,000 which meets
the requirements contained in §20.2055-
2(e)(2)(v)(a) is also to be paid to Y for 20
years. Upon termination of the 20-year term,
the corpus is to be distributed to Z, another
organization described in section 501(c)(3).
The trust is a charitable remainder annuity
trust as described in section 664(d)(1) and the
regulations thereunder, and a deduction
under section 2055(e)(2)(A) was allowed with
respect to the remainder interest of Z. A de-
duction was also allowed under section
2055(e)(2)(B) with respect to the guaranteed
annuity interest of Y. The assets in the trust
are not segregated under section 4947(a)(2)(B)
and paragraph (c)(3) of this section. Under
section 4947(a)(2)(A), each payment of $10,000
to S is not subject to section 4947(a)(2) and
paragraph (c)(1)(ii) of this section. The pay-
ment of each amount to S is not an act of
self-dealing under section 4941(d)(1) and does
not violate any other provision of chapter 42.
However, except as provided in the preceding
sentence, the trust is subject to section
4947(a)(2) and paragraph (c)(1)(ii) of this sec-
tion in the same manner as any other split-
interest trust.

Example (3). H creates a trust under which
the trustees are required to pay over an an-
nuity interest of $20,000 to W. H’s wife, for
her life. A guaranteed annuity interest of
$10,000 which meets the requirements con-
tained in §25.2522(c)-3(c)(2)(v) is also to be
paid X, an organization described in section
501(c)(3), for the life of W. Upon the death of
W, the corpus of the trust, which consists of
office buildings M and N, is to be distributed
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to S. H’s son. H received a deduction under
section 2522(c)(2)(B) for the value of X’s in-
come interest in the trust. The assets in the
trust are not segregated under section
4947(a)(2)(B) and paragraph (c)(3) of this sec-
tion. Under section 4947(a)(2)(A), each pay-
ment of $20,000 to W is not subject to section
4947(a)(2) and paragraph (c)(1)(ii) of this sec-
tion. The payment of each amount to W is
not an act of self-dealing under section
4941(d)(1) and does not violate any other pro-
vision of chapter 42. However, except as pro-
vided in the preceding sentence, the trust is
subject to paragraph (c)(1)(ii) of this section
in the same manner as any other split-inter-
est trust. See example (1) of paragraph
(€)(3)(v) of this section for the application of
section 4947(a)(2)(B) to a similar trust where
the trustees segregate the assets of the trust.

(3) Exception for certain segregated
amount—(i) In general. Under section
4947(a)(2)(B) paragraph (c)(1)(ii) of this
section does not apply to assets held in
trust (together with the income and
capital gains derived from the assets),
which are segregated from other assets
held in trust for which a deduction was
allowed for an income or remainder in-
terest under section 170, 545(b)(2),
556(b)(2), 642(c), 2055, 2106(a)(2), or 2522.

(i) Segregation of amounts. Amounts
will generally be considered segregated
(within the meaning of section
4947(a)(2)(B) if:

(A) Assets with respect to which no
deduction was allowed (for an income
or remainder interest) under section
170, 545(b)(2), 556(b)(2), 642(c), 2055,
2106(a)(2), or 2522, are separately ac-
counted for under section 4947(a)(3) and
paragraph (c)(4) of this section from as-
sets for which such a deduction was al-
lowed for any income or remainder in-
terest and,

(B) By reason of the separate ac-

counting the trust can be treated as
two separate trusts, one of which is de-
voted exclusively to noncharitable in-
come and remainder interests and the
other of which is a charitable trust de-
scribed in section 4947(a)(1) or a split-
interest trust described in section
4947(a)(2).
Under these circumstances, only the
“trust’” which is devoted exclusively to
noncharitable income and remainder
interests will be considered a seg-
regated amount which under section
4947(a)(2)(B), is not subject to section
4947(a)(2) and paragraph (c)(1)(ii) of this
section.
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(iii) Exclusively charitable amounts. If,
under section 4947(a)(2)(B),

(A) An amount held in trust which is
devoted exclusively to noncharitable
income and remainder interests is seg-
regated from

(B) An amount held in trust which is
devoted exclusively to charitable in-
come and remainder interests,

Then for purposes of this section the
amount described in paragraph
(©)@3)(iii)(B) of this section will be
treated as a charitable trust which is
subject to the provisions of section
4947(a)(1).

(iv) Charitable and noncharitable
amounts. If, under section 4947(a) (2)(B),

(A) An amount held in trust which is
devoted exclusively to noncharitable
income and remainder interests is seg-
regated from

(B) An amount held in trust which is
devoted to both charitable income or
remainder interests and noncharitable
income or remainder interests,

Then for purposes of this section the
amount described in paragraph
(©)@)(iv)(B) of this section will be
treated as a split-interest trust which
is subject to the provisions of section
4947(a)(2).

(v) Examples. The application of para-
graph (c)(3) of this section may be il-
lustrated by the following examples:

Example (1). H creates a trust under which
the trustees are required to pay over annu-
ally 5 percent of the net fair market value of
M building, valued annually, to W, H’s wife,
for life, remainder to S, H’s son. The other
asset in the trust is N building, with respect
to which the trustees are required to pay
over annually 5 percent of the net fair mar-
ket value of the building, valued annually, to
X, a section 501(c)(3) organization, for a pe-
riod of 15 years, remainder to S. Each asset
is separately accounted for under section
4947(a)(3) and paragraph (c)(4) of this section.
He received a deduction under section 2522
for the value of X’s income interest in N
building. Under these circumstances, M
building is considered segregated (within the
meaning of section 4947(a)(2)(B)) from N
building and is not subject to section 4947
(a)(2). The remainder interest of S in N build-
ing is not considered segregated from the in-
come interest of X in N building, since both
are interests in the same asset. N building is
considered held in a split-interest trust
which is subject to section 4947 (a)(2) and
paragraph (c)(1)(ii) of this section.
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Example (2). H transfers $50,000 in trust to
pay $2,500 per year to Z, a section 501(c)(3) or-
ganization, for a term of 20 years, remainder
to S. H’s son. H is allowed a deduction under
section 2522 for the present value of Z’s in-
come interest. The income interest of Z in
the trust asset cannot be segregated (within
the meaning of section 4947(a)(2)(B)) from the
remainder interest of S since both are inter-
ests in the same asset. Therefore, the entire
trust is subject to section 4947(a)(2) and para-
graph (c)(1)(ii) of this section.

(4) Accounting for segregated amounts—
(i) General rule. Under section
4947(a)(2)(B), a trust with respect to
which amounts are segregated within
the meaning of paragraph (c)(3) of this
section must separately account for
the various income, deduction, and
other items properly attributable to
each segregated amount in the books of
account and separately account to each
of the beneficiaries of the trust.

(ii) Method. Separate accounting
shall be made:

(A) According to the method regu-
larly employed by the trust, if the
method is reasonable, and

(B) In all other cases in a manner
which, in the opinion of the Commis-
sioner, is reasonable.

A method of separate accounting will
be considered “‘regularly employed’ by
a trust when the method has been con-
sistently followed in prior taxable
years or when a trust which has never
before maintained segregated amounts
initiates a reasonable method of sepa-
rate accounting for its segregated
amounts and consistently follows such
method thereafter. The trust shall
keep permanent records and other data
relating to the segregated amounts as
are necessary to enable the district di-
rector to determine the correctness of
the application of the rules prescribed
in paragraph (c) (3) and (4) of this sec-
tion.

(5) Amounts transferred in trust before
May 27, 1969—(i) General rule. Under
section 4947(a)(2)(C), paragraph (c)(1)(ii)
of this section does not apply to any
amounts transferred in trust before
May 27, 1969. For purposes of this (5),
an amount shall be considered to be
transferred in trust only when the
transfer is one which meets the re-
quirements for the allowance of a de-
duction under section 170, 545(b)(2),
556(b)(2), 642(c), 2055, 2106(a)(2), or 2522
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(or the corresponding provisions of
prior law). Income and capital gains
which are derived at any time from
amounts transferred in trust before
May 27, 1969, shall also be excluded
from the application of paragraph
(c)(1)(ii) of this section. If an asset
which was transferred in trust before
May 27, 1969, is sold or exchanged after
May 26, 1969, any asset received by the
trust upon the sale or exchange shall
be treated as an asset which was trans-
ferred in trust before May 27, 1969.

(ii) Requirement for separate account-
ing for amounts transferred in trust before
May 27, 1969. If:

(A) Amounts are transferred in trust
after May 26, 1969, and the trust to
which the amounts are transferred also
contains

(B) Amounts transferred in trust be-
fore May 27, 1969,
the general rule of paragraph (c)(5)(i) of
this section applicable to the amounts
described in paragraph (c)(5)(ii)(B) of
this section will apply only if the
amounts  described in paragraph
(©)(5)(ii)(A) of this section (together
with all income and capital gains de-
rived therefrom) are separately ac-
counted for (within the meaning of
paragraph (c)(4) of this section) from
the amounts described in paragraph
(©)(5)(ii)(B) of this section, together
with all income and capital gains de-
rived therefrom. For the application of
section 508(e) to a trust with respect to
which amounts were transferred both
before and after May 27, 1969, see sec-
tion 508(e) and the regulations there-
under.

(iii) Exception for certain testamentary
trusts. (A) Amounts transferred in trust
before May 27, 1969 include amounts
transferred in trust after May 26, 1969
when the transfer is made under the
terms of a testamentary trust created
by the will of a decedent who died be-
fore May 27, 1969, (regardless of wheth-
er the executors or the testamentary
trustees are required to execute testa-
mentary trusts by court order under
applicable local law). Amounts trans-
ferred in trust before May 27, 1969, also
include amounts transferred to a testa-
mentary trust created by the will of a
decedent who died after May 26, 1969 if
the will was executed before May 27,
1969 and no dispositive provision of the
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will was amended (within the meaning
of §20.2055-2(e)(4) and (5)) by the dece-
dent by codicil or otherwise, after May
26, 1969, and the decedent was on May
27, 1969, and at all times thereafter
under a mental disability (as defined in
§1.642(c)-2(b)(3)(ii)) to amend the will
by codicil or otherwise.

(B) The provisions of this (iii) may be
illustrated by the following example:

Example. X executed a will in 1960 which
provided for the creation of a testamentary
trust which meets the description of a split-
interest trust under section 4947(a)(2). X died
on April 15, 1969. Under the provisions of his
will, the probate court permitted certain
property in X’s estate to be transferred to
the testamentary trust at fixed intervals
over a period of two years during the admin-
istration of the estate. Section 4947(a)(2) does
not apply to any amount described in this
example, including the amounts transferred
after May 26, 1969, because, for purposes of
section 4947(a)(2)(C), each such transfer will
be treated as an amount transferred in trust
before May 27, 1969, within the meaning of
section 4947(a)(2)(C).

(6) Scope of application of section
4947(a)(2)—(i) In general. Subject to
paragraph (c)(6) (ii), (iii), and (iv) of
this section, section 4947(a)(2) applies
to trusts in which some but not all un-
expired interests are charitable. An es-
tate from which the executor or admin-
istrator is required to distribute all of
the net assets in trust or free of trust
to both charitable and noncharitable
beneficiaries will not be considered to
be a split-interest trust under section
4947(a)(2) during the period of estate
administration or settlement, except
as provided in paragraph (c)(6)(ii) of
this section. A split-interest trust cre-
ated by will shall be considered a split-
interest trust under section 4947(a)(2)
as of the date of death of the decedent-
grantor, except as provided in para-
graph (c)(6)(iv) of this section.

(i) Estates. (A) When an estate from
which the executor or administrator is
required to distribute all of the net as-
sets in trust or free of trust to both
charitable and noncharitable bene-
ficiaries is considered terminated for
Federal income tax purposes under
§1.641(b)-3(a), then the estate will be
treated as a split-interest trust under
section 4947(a)(2) (or a charitable trust
under section 4957(a)(1), if applicable)
between the date on which the estate is

§53.4947-1

considered terminated under §1.641(b)-
3(a) and the date on which final dis-
tribution of the net assets to the last
remaining charitable beneficiary is
made. This (ii) does not affect the de-
termination of the tax liability under
subtitle A of either charitable or non-
charitable beneficiaries of the estates.
(B) The provisions of this (ii) may be
illustrated by the following example:

Example. X dies on January 15, 1973 and be-
queaths $10,000 to M, an organization de-
scribed in section 501(c)(3), and the residue of
his estate to W, his wife. A deduction for the
charitable bequest was allowed to X’s estate
under section 2055. Substantially all of X’s
estate consists of 100 percent of the stock of
a wholly owned corporation, certain liquid
assets such as marketable stocks and securi-
ties and bank accounts, and X’s home, auto-
mobile, and other personal property. X’s will
gives his executor a full range of powers, in-
cluding the power to sell the stock of the
wholly owned corporation. After the death of
X, his executor continues to manage the
wholly owned corporation while attempting
to sell the stock of the corporation. During
this period, the executor makes no distribu-
tions to M. On May 24, 1978, the Internal Rev-
enue Service determines under §1.641(b)-3(a)
that the administration of the estate has
been unduly prolonged and the estate is con-
sidered terminated as of that date for Fed-
eral income tax purposes. X’s estate will be
treated as a split-interest trust described in
section 4947(a)(2) between May 24, 1978 and
the date on which the $10,000 bequest to M is
satisfied. X’s estate will therefore be subject
to the applicable private foundation provi-
sions during that period and, for example, a
sale of the house by the estate to any dis-
qualified person (as defined in section 4946)
will be an act of self-dealing under section
4941.

(iii) Revocable trusts which become
split-interest trusts. A revocable trust
that becomes irrevocable upon the
death of the decedent-grantor under
the terms of the governing instrument
of which the trustee is required to hold
some or all of its net assets in trust
after becoming irrevocable for both
charitable and noncharitable bene-
ficiaries is not considered a split-inter-
est trust under section 4947(a)(2) for a
reasonable period of settlement after
becoming irrevocable except that sec-
tion 4941 may apply if the requirements
of §53.4941(d)-1(b)(3) are not met.

After that period, the trust is consid-
ered a split-interest trust under section
4947(a)(2). For purposes of this (iii), the
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term reasonable period of settlement
means that period reasonably required
(or if shorter, actually required) by the
trustee to perform the ordinary duties
of administration necessary for the set-
tlement of the trust. These duties in-
clude, for example, the collection of as-
sets, the payment of debts, taxes, and
distributions, and the determination of
rights of the subsequent beneficiaries.

(iv) Certain revocable and testamentary
trusts which wind up. A revocable trust
that becomes irrevocable upon the
death of the decedent-grantor, or a
trust created by will, from which the
trustee is required to distribute all of
the net assets in trust or free of trust
to both charitable and noncharitable
beneficiaries is not considered a split-
interest trust under section 4947(a)(2)
for a reasonable period of settlement
(within the meaning of paragraph
(c)(6)(iii) of this section) after becom-
ing irrevocable. After that period, the
trust is considered a split-interest
trust under section 4947(a)(2) (or a
charitable trust under section
4947(a)(1), if applicable).

(d) Cross references; Governing instru-
ment requirements and charitable deduc-
tion limitations. For the application of
section 642(c)(6) (relating to section 170
limitations on charitable deductions of
non-exempt private foundation trusts)
to a trust described in section
4947(a)(1), see §1.642(c)-4. For the denial
of a deduction under section 170,
545(b)(2), 556(b)(2), 642(c), 2055, 2106(a)(2),
or 2522 for a gift, a bequest, or an
amount paid to (and the denial of a de-
duction under section 642(c) for an
amount set aside in) a trust described
in section 4947(a)(1) or (2) that fails to
meet the applicable governing instru-
ment requirements of section 508(e) by
the end of the taxable year of the trust,
see section 508(d)(2) and §1.508-2(b).
Since a charitable remainder trust (as
defined in section 664) is not exempt
under section 501(a), it is subject to
section 4947(a)(2), and thus to the gov-
erning instrument requirements of sec-
tion 508(e) to the extent they are appli-
cable.

(e) Application of section 507(a)—(1)
General rule. The provisions of section
507(a) shall not apply to a trust de-
scribed in section 4947(a) (1) or (2) by
reason of any payment to a beneficiary
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that is directed by the terms of the
governing instrument of the trust and
is not discretionary with the trustee
or, in the case of a discretionary pay-
ment, by reason of, or following, the
expiration of the last remaining chari-
table interest in the trust.

(2) Examples. The provisions of this
(e) may be illustrated by the following
examples:

Example (1). H creates a section 4947(a)(1)
trust under which the income is to be paid
for 15 years to R, a section 501(c)(3) organiza-
tion. Upon the expiration of 15 years, the
trust is to terminate and distribute all of its
assets to S, another section 501(c)(3) organi-
zation. Distribution of the corpus of the
trust to S will not be considered a termi-
nation of the trust’s private foundation sta-
tus within the meaning of section 507(a).

Example (2). H creates a trust under which
X, a section 501(c)(3) organization, receives
$20,000 per year for a period of 20 years, re-
mainder to S, H’s son. H is allowed a deduc-
tion under section 2522 for the present value
of X’s interest.

When the final payment to X has been
made at the end of the 20-year period in ac-
cordance with the terms of the trust, the
provisions of section 4947(a)(2) will cease to
apply to the trust because the trust no
longer retains any amounts for which the de-
duction under section 2522 was allowed. How-
ever, the final payment to X will not be con-
sidered a termination of the trust’s private
foundation status within the meaning of sec-
tion 507(a).

Example (3). J creates a charitable remain-
der annuity trust described in section
664(d)(1) under which S, J’s son, receives
$10,000 per year for life, remainder to be dis-
tributed outright to P, an organization de-
scribed in section 501(c)(3). J is allowed a de-
duction under section 170 for the value of the
remainder interest placed in trust for the
benefit of P, and the provisions of section
4947(a)(2) apply to the trust. At the death of
S, the trust will terminate and all assets will
be distributed to P. However, such final dis-
tribution to P will not be considered a termi-
nation of the trust’s private foundation sta-
tus within the meaning of section 507(a).

[T.D. 7431, 41 FR 35515, Aug. 23, 1976]

§53.4947-2 Special rules.

(a) Limit to segregated amounts. If any
amounts held in trust are segregated
within the meaning of §53.4947-1(c)(3),
the value of the net assets for purposes
of section 507(c)(2) and (g) shall be lim-
ited to the segregated amounts with re-
spect to which a deduction under sec-
tion 170, 545(b)(2), 556(b)(2), 642(c), 2055,
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