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for the use of any person other than an
organization described in section 170(c)
if the amount is transferred for full and
adequate consideration. The trust may
not be subject to a power to invade,
alter, amend, or revoke for the bene-
ficial use of a person other than an or-
ganization described in section 170(c).
Notwithstanding the preceding sen-
tence, the grantor may retain the
power exercisable only by will to re-
voke or terminate the interest of any
recipient other than an organization
described in section 170(c). The govern-
ing instrument may provide that any
amount other than the amount de-
scribed in subparagraph (1) of this
paragraph shall be paid (or may be paid
in the discretion of the trustee) to an
organization described in section 170(c)
provided that in the case of distribu-
tions in kind, the adjusted basis of the
property distributed is fairly represent-
ative of the adjusted basis of the prop-
erty available for payment on the date
of payment. For example, the govern-
ing instrument may provide that a por-
tion of the trust assets may be distrib-
uted currently, or upon the death of
one or more recipients, to an organiza-
tion described in section 170(c).

(5) Period of payment of annuity
amount—(i) General rules. The period for
which an amount described in subpara-
graph (1) of this paragraph is payable
begins with the first year of the chari-
table remainder trust and continues ei-
ther for the life or lives of a named in-
dividual or individuals or for a term of
years not to exceed 20 years. Only an
individual or an organization described
in section 170(c) may receive an
amount for the life of an individual. If
an individual receives an amount for
life, it must be solely for his life. Pay-
ment of the amount described in sub-
paragraph (1) of this paragraph may
terminate with the regular payment
next preceding the termination of the
period described in this subparagraph.
The fact that the recipient may not re-
ceive such last payment shall not be
taken into account for purposes of de-
termining the present value of the re-
mainder interest. In the case of an
amount payable for a term of years,
the length of the term of years shall be
ascertainable with certainty at the
time of the creation of the trust, ex-
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cept that the term may be terminated
by the death of the recipient or by the
grantor’s exercise by will of a retained
power to revoke or terminate the inter-
est of any recipient other than an orga-
nization described in section 170(c). In
any event, the period may not extend
beyond either the life or lives of a
named individual or individuals or a
term of years not to exceed 20 years.
For example, the governing instrument
may not provide for the payment of an
annuity amount to A for his life and
then to B for a term of years because it
is possible for the period to last longer
than either the lives of recipients in
being at the creation of the trust or a
term of years not to exceed 20 years.
On the other hand, the governing in-
strument may provide for the payment
of an annuity amount to A for his life
and then to B for his life or a term of
years (not to exceed 20 years), which-
ever is shorter (but not longer), if both
A and B are in being at the creation of
the trust because it is not possible for
the period to last longer than the lives
of recipients in being at the creation of
the trust.

(ii) Relationship to 5 percent require-
ment. The 5 percent requirement pro-
vided in subparagraph (2) of this para-
graph must be met until the termi-
nation of all of the payments described
in subparagraph (1) of this paragraph.
For example, the following provisions
would satisfy the above rules:

(a) An amount equal to at least 5 per-
cent of the initial net fair market
value of the property placed in trust to
A and B for their joint lives and then
to the survivor for his life;

(b) An amount equal to at least 5 per-
cent of the initial net fair market
value of the property placed in trust to
A for life or for a term of years not
longer than 20 years, whichever is
longer (or shorter);

(c) An amount equal to at least 5 per-
cent of the initial net fair market
value of the property placed in trust to
A for a term of years not longer than 20
years and then to B for life (provided B
was living at the date of creation of the
trust);

(d) An amount to A for his life and
concurrently an amount to B for his
life (the amount to each recipient to
terminate at his death) if the amount
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given to each individual is not less
than 5 percent of the initial net fair
market value of the property placed in
trust; or

(e) An amount to A for his life and
concurrently an equal amount to B for
his life, and at the death of the first to
die, the trust to distribute one-half of
the then value of its assets to an orga-
nization described in section 170(c), if
the total of the amounts given to A
and B is not less than 5 percent of the
initial net fair market value of the
property placed in trust.

(6) Permissible remaindermen—(i) Gen-
eral rule. At the end of the period speci-
fied in subparagraph (5) of this para-
graph the entire corpus of the trust is
required to be irrevocably transferred,
in whole or in part, to or for the use of
one or more organizations described in
section 170(c) or retained, in whole or
in part, for such use.

(ii) Treatment of trust. If all of the
trust corpus is to be retained for such
use, the taxable year of the trust shall
terminate at the end of the period spec-
ified in subparagraph (5) of this para-
graph and the trust shall cease to be
treated as a charitable remainder trust
for all purposes. If all or any portion of
the trust corpus is to be transferred to
or for the use of such organization or
organizations, the trustee shall have a
reasonable time after the period speci-
fied in subparagraph (5) of this para-
graph to complete the settlement of
the trust. During such time, the trust
shall continue to be treated as a chari-
table remainder trust for all purposes,
such as sections 664, 4947(a)(2), and
4947(b)(3)(B). Upon the expiration of
such period, the taxable year of the
trust shall terminate and the trust
shall cease to be treated as a charitable
remainder trust for all purposes. If the
trust continues in existence, it will be
subject to the provisions of section
4947(a)(1) unless the trust is exempt
from taxation under section 501(a). For
purposes of determining whether the
trust is exempt under section 501(a) as
an organization described in section
501(c)(3), the trust shall be deemed to
have been created at the time it ceases
to be treated as a charitable remainder
trust.

(iii) Concurrent or
remaindermen. Where interests

successive
in the

26 CFR Ch. | (4-1-97 Edition)

corpus of the trust are given to more
than one organization described in sec-
tion 170(c) such interests may be en-
joyed by them either concurrently or
successively.

(iv) Alternative remaindermen. The
governing instrument shall provide
that if an organization to or for the use
of which the trust corpus is to be trans-
ferred or for the use of which the trust
corpus is to be retained is not an orga-
nization described in section 170(c) at
the time any amount is to be irrev-
ocably transferred to or for the use of
such organization, such amount shall
be transferred to or for the use of one
or more alternative organizations
which are described in section 170(c) at
such time or retained for such use.
Such alternative organization or orga-
nizations may be selected in any man-
ner provided by the terms of the gov-
erning instrument.

(b) Additional contributions. A trust is
not a charitable remainder annuity
trust unless its governing instrument
provides that no additional contribu-
tions may be made to the charitable re-
mainder annuity trust after the initial
contribution. For purposes of this sec-
tion, all property passing to a chari-
table remainder annuity trust by rea-
son of death of the grantor shall be
considered one contribution.

(c) Calculation of the fair market value
of the remainder interest of a charitable
remainder annuity trust. For purposes of
sections 170, 2055, 2106, and 2522, the fair
market value of the remainder interest
of a charitable remainder annuity trust
(as described in this section) is the net
fair market value (as of the appro-
priate valuation date) of the property
placed in trust less the present value of
the annuity. For purposes of this sec-
tion, valuation date means, in general,
the date on which the property is
transferred to the trust by the donor
regardless of when the trust is created.
In the case of transfers to a charitable
remainder annuity trust for which the
valuation date is after April 30, 1989, if
an election is made under section 7520
and §1.7520-2(b) to compute the present
value of the charitable interest by use
of the interest rate component for ei-
ther of the 2 months preceding the
month in which the transfer is made,
the month so elected is the valuation
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date for purposes of determining the
interest rate and mortality tables. For
purposes of section 2055 or 2106, the
valuation date is the date of death un-
less the alternate valuation date is
elected in accordance with section 2032,
in which event, and within the limita-
tions set forth in section 2032 and the
regulations thereunder, the valuation
date is the alternate valuation date. If
the decedent’s estate elects the alter-
nate valuation date under section 2032
and also elects, under section 7520 and
§1.7520-2(b), to use the interest rate
component for one of the 2 months pre-
ceding the alternate valuation date,
the month so elected is the valuation
date for purposes of determining the
interest rate and mortality tables. The
present value of an annuity is com-
puted under §20.2031-7(d) of this chap-
ter (Estate Tax Regulations) for trans-
fers for which the valuation date is
after April 30, 1989, or under §20.2031-7A
(a) through (d) of this chapter, which-
ever is applicable, for transfers for
which the valuation date is before May
1, 1989. See, however, §1.7520-3(b) (relat-
ing to exceptions to the use of pre-
scribed tables under certain cir-
cumstances). If the valuation date of a
transfer to a charitable remainder an-
nuity trust is after April 30, 1989, and
before June 10, 1994, a transferor can
rely on Notice 89-24, 1989-1 C.B. 660, or
Notice 89-60, 1989-1 C.B. 700 (See
§601.601(d)(2)(ii)(b) of this chapter), in
valuing the transferred interest.

(d) Deduction for transfers to a chari-
table remainder annuity trust. For rules
relating to a deduction for transfers to
a charitable remainder annuity trust,
see section 170, 2055, 2106, or 2522 and
the regulations thereunder. Any claim
for deduction on any return for the
value of a remainder interest in a char-
itable remainder annuity trust must be
supported by a full statement attached
to the return showing the computation
of the present value of such interest.
The deduction allowed by section 170 is
limited to the fair market value of the
remainder interest of a charitable re-
mainder annuity trust regardless of
whether an organization described in
section 170(c) also receives a portion of
the annuity. For a special rule relating
to the reduction of the amount of a
charitable contribution deduction with
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respect to a contribution of certain or-
dinary income property or capital gain
property, see section 170(e)(1)(A) or
170(e)(1)(B)(i) and the regulations
thereunder. For rules for postponing
the time for deduction of a charitable
contribution of a future interest in
tangible personal property, see section
170(a)(3) and the regulations there-
under.

[T.D. 7202, 37 FR 16918, Aug. 23, 1972, as
amended by T.D. 7955, 49 FR 19983, May 11,
1984; T.D. 8540, 59 FR 30116, June 10, 1994]

§1.664-3 Charitable remainder

unitrust.

(a) Description. A charitable remain-
der unitrust is a trust which complies
with the applicable provisions of
§1.664-1 and meets all of the following
requirements:

(1) Required payment of unitrust
amount—(i) Payment of fixed percentage
at least annually—(a) General rule. The
governing instrument provides that the
trust shall pay not less often than an-
nually a fixed percentage of the net
fair market value of the trust assets
determined annually to a person or
persons described in subparagraph (3)
of this paragraph for each taxable year
of the period specified in subparagraph
(5) of this paragraph. The trust will not
be deemed to have engaged in an act of
self-dealing (within the meaning of sec-
tion 4941), to have unrelated debt-fi-
nanced income (within the meaning of
section 4941), to have received an addi-
tional contribution (within the mean-
ing of §1.664-3(b)), or to have failed to
function exclusively as a charitable re-
mainder trust (within the meaning of
§1.664-1(a)(4)) merely because payment
of the unitrust amount is made after
the close of the taxable year: Provided,
That such payment is made within a
reasonable time after the close of such
taxable year. For purposes of the pre-
ceding sentence, a reasonable time will
not ordinarily extend beyond the date
by which the trustee is required to file
Form 1041-B (including extensions) for
such year.

(b) Income exception. Instead of the
amount described in (a) of this subdivi-
sion (i), the governing instrument may
provide that the trust shall pay for any
year either the amount described in (1)
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or the total of the amounts described
in (1) and (2) of this subdivision (b).

(1) The amount of trust income (as
defined in section 643(b) and the regula-
tions thereunder), for a taxable year to
the extent that such amount is not
more than the amount required to be
distributed under (a) of this subdivision
(OF
(2) An amount of trust income for a
taxable year which is in excess of the
amount required to be distributed
under (a) of this subdivision (i) for such
year, to the extent that (by reason of
(1)) the aggregate of the amounts paid
in prior years was less than the aggre-
gate of such required amounts.

(ii) Definition of fixed percentage. The
fixed percentage may be expressed ei-
ther as a fraction or as a percentage
and must be payable each year in the
period specified in subparagraph (5) of
this paragraph. A percentage is fixed if
the percentage is the same either as to
each recipient or as to the total per-
centage payable each year of such pe-
riod. For example, provision for a fixed
percentage which is the same every
year to A until his death and concur-
rently a fixed percentage which is the
same every year to B until his death,
the fixed percentage to each recipient
to terminate at his death, would sat-
isfy the rule. Similarly, provision for a
fixed percentage to A and B for their
joint lives and then to the survivor
would satisfy the rule. In the case of a
distribution to an organization de-
scribed in section 170(c) at the death of
a recipient or the expiration of a term
of years, the governing instrument
may provide for a reduction of the
fixed percentage payable after such dis-
tribution Provided That:

(@) The reduced fixed percentage is
the same either as to each recipient or
as to the total amount payable for each
year of the balance of such period, and

(b) The requirements of subparagraph
(2)(i1) of this paragraph are met.

(iii) Rules applicable to incorrect valu-
ations. The governing instrument pro-
vides that in the case where the net
fair market value of the trust assets is
incorrectly determined by the fidu-
ciary, the trust shall pay to the recipi-
ent (in the case of an undervaluation)
or be repaid by the recipient (in the
case of an overvaluation) an amount
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equal to the difference between the
amount which the trust should have
paid the recipient if the correct value
were used and the amount which the
trust actually paid the recipient. Such
payments or repayments must be made
within a reasonable period after the
final determination of such value. Any
payment due to a recipient by reason
of such incorrect valuation shall be
considered to be a payment required to
be distributed at the time of such final
determination for purposes of para-
graph (d)(4)(ii) of §1.664-1. See para-
graph (d)(4) of §1.664-1 for rules relat-
ing to the year of inclusion of such
payments and the allowance of a de-
duction for such repayments. See para-
graph (b) of this section for rules relat-
ing to additional contributions.

(iv) Rules applicable to valuation. In
computing the net fair market value of
the trust assets there shall be taken
into account all assets and liabilities
without regard to whether particular
items are taken into account in deter-
mining the income of the trust. The
net fair market value of the trust as-
sets may be determined on any one
date during the taxable year of the
trust, or by taking the average of valu-
ations made on more than one date
during the taxable year of the trust, so
long as the same valuation date or
dates and valuation methods are used
each year. If the governing instrument
does not specify the valuation date or
dates, the trustee shall select such date
or dates and shall indicate his selection
on the first return on Form 1041-B
which the trust is required to file. The
amount described in subdivision (i)(a)
of this subparagraph which must be
paid each year must be based upon the
valuation for such year.

(v) Computation of unitrust amount in
certain circumstances—(a) Short taxable
years. The governing instrument pro-
vides that, in the case of a taxable year
which is for a period of less than 12
months other than the taxable year in
which occurs the end of the period
specified in subparagraph (5) of this
paragraph:

(1) The amount determined under
subdivision (i)(a) of this subparagraph
shall be the amount otherwise deter-
mined under that subdivision multi-
plied by a fraction the numerator of
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