Notice of Proposed Rulemaking
and Notice of Public Hearing

Lifetime Charitable Lead Trusts
REG-100291-00

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Notice of proposed rulemak-
ing and notice of public hearing.

SUMMARY: These proposed regulations
relate to the definitions of a guaranteec
annuity interest and a unitrust interest for
purposes of the income, gift, and estat
tax charitable deductions. The proposec
regulations will affect taxpayers who
make transfers to charitable lead trusts
The purpose of these proposed regula
tions is to restrict the permissible terms
for charitable lead trusts in order to elimi-
nate the potential for abuse. This docu
ment also provides notice of a public
hearing.

DATES: Written and electronic com-
ments must be received by June 19
2000. Outlines of topics to be discussec
at the public hearing scheduled for June
29, 2000, must be received by June 8
2000.

ADDRESSES: Send submissions to:
CC:DOM:CORP:R (REG-100291-00),
room 5226, Internal Revenue Service, POE
7604, Ben Franklin Station, Washington,
DC 20044. Submissions may also be han
delivered Monday through Friday between
the hours of 8 a.m. and 5 p.m. to:
CC:DOM:CORP:R (REG-100291-00),
Courier’s Desk, Internal Revenue Service
1111 Constitution Avenue, NW., Washing-
ton, DC. Alternatively, taxpayers may sub-
mit comments electronically via the Inter-
net by selecting the “Tax Regs” option on
the IRS Home Page, or by submitting com:-
ments directly to the IRS Internet site at
http://ww.irs.gov/tax_regs/regslist.html.
The public hearing will be held in room
4718, Internal Revenue Service Building,
1111 Constitution Avenue, NW., Washing-
ton, DC.

FOR FURTHER INFORMATION CON-

TACT: Concerning the proposed regula-
tions, Scott S. Landes, (202) 622-3090;
concerning submissions of comments, the
hearing, and/or to be placed on the build
ing access list to attend the hearing, Gu



R. Traynor, (202) 622-7180 (not toll-freethe life or lives of an individual or indi- ing guaranteed annuity interests, unitrus

numbers). viduals, each of whom must be living ainterests, charitable remainder trusts, an
SUPPLEMENTARY INEFORMATION: th_e date of the transfer and can be ascqreoled income funds in order to_ ensure

tained at such date. that the amount the taxpayer claims as
Background The IRS and the Treasury Departmentharitable deduction reasonably corre

are aware of situations in which taxpayerkates to the amount ultimately passing tc
In general, if interests in the same propattempt to take advantage of the regulahe charitable organization. H.R. Rep.
erty are transferred for both charitable anflons by using an unrelated individual'sNo. 413 (Part 1), ¥1Cong., ' Sess. 61
noncharitable purposes, the charitable irmeasuring life, as the term of a charitabl€1969); S. Rep. No. 552, $1Cong., Bt
terest will qualify for the charitable de-jead trust, to artificially inflate the chari- Sess. 93 (1969). In this scheme, taxpay
duction for federal income, gift, and estable deduction. Taxpayers select as ers choose a measuring life that ensure
tate tax purposes only if the interest is ifeasuring life an individual who is seri-the amount passing to charity will be
one of certain prescribed forms. If theyusly ill but not “terminally ill” within the substantially less than the allowable
charitable interest is not a remainder inmeaning of the section 7520 regulationsharitable deduction. This kind of ad-
terest, sections 170, 2522, and 2055 of thgecause the individual is not “terminallyverse selection of an unrelated measul
Internal Revenue Code (Code) requir@|” as defined in the regulations, the charing life to artificially inflate the charita-
that the charitable interest be in the formiaple interest is valued based on the acttde deduction is contrary to

of either a guaranteed annuity interest orgial tables. These tables take into adongressional intent.
fixed percentage of the annual fair markefount the life expectancies of all

value of the property (unitrust interest)individuals of the same age as the individ®XPLANATION OF PROVISIONS

In addition, an income tax charitable deyal who is the measuring life, even Under the proposed regulations, the
duction is available only if the grantor isthough such individual has been carefully,ermissible term for guaranteed an'nuit)
treated as the owner of the entire trugthosen because he or she likely will NGferests and unitrust interests is either
under subpart E, part | of subchapter J @f/e to an average life expectancy. Whe

the Code. the seriously ill individual dies prema-
The requirement that a nonremaindetrely,

interest passing to charity be in the forngeives

Ypecified term of years, or the life of cer-
) tain individuals living at the date of the
the amount the charity actually régansfer. Only one or more of the follow-

o ( will be significantly less than the,q ingividuals may be used as measurin
of a guaranteed annuity interest or a ungmount on which the gift or estate taXyes: the donor. the donor's spouse, and

trust interest was added to the Code by tharitable deduction was based. CONineal ancestor of all the remainder bene
Tax Reform Act of 1969. That Act alsoversely, the amount of the actual transfg{ciaries.  However, this limitation re-

added the requirement that a remaindes the remainder beneficiaries will be sigy arding permissible measuring lives doe:
interest passing to charity must generallificantly greater than the amount subjecg

. ’ ) ot apply in the case of a charitable guar
be in the form of a charitable remaindefo gift or estate tax. antee%pgnnuity interest or unitrust int?ares
unitrust or annuity trust or a pooled in-

o These charitable lead trusts are being,, ahje under a charitable remainder tru
come fund. The statutory provisions foimarketed in a package which includes th§ascribed in section 664. An interest

charitable remainder trusts and pooled imame of a seriously ill individual and acyayaple for a specified term of years car
come funds specifically state the permiscess to the individual’'s medical records

sible terms for these entities. Sectiom token payment is made to the ill indi_quahfy as a guaranteed annuity or unitrus

. interest even if the governing instrument
664(d)(1)(A) and (d)(2)(A) provide thatvidual who is serving as a measuring life.ontains a “savingsgclause”gintended ¢

the permissible term for a charitable resometimes the individual is led to believe, g re compliance with a rule against per
mainder trust is a period of years (not tghat a charitable organization interested iBetuities. The savings clause must utilize
exceed 20 years) or the life or lives of inthe individual’s particular illness will re- 5 period.for vesting of 21 years after the
dividuals who are I|V|ng at the creation Ofceive some benefit from the transactior‘beaths of measuring lives who are se
the trust. Similarly, section 642(c)(5)(A)in the words of one author, “[tlhis tech-\acted to maximize. rather than limit. the
provides that the permissible term for th@ique (which is not strictly speakinGiarm of the trust. F’or example, a gu:alran

noncharitable income interest in a poolegiealth transfer planning for the termiygqg annuity or unitrust interest that will
income fund is the life of one or morenally ill, but rather wealth transfer plan-

beneficiaries living at the time of thew: ' ) i terminate on the earlier of 30 years or 2:
g ning usingthe terminally ill) falls some- years after the death of the last survivor o

transfer. where between ghoulish and grotesqueife gescendants of any grandparent of t+
Unlike the statutory provisions for Marketing schemes that exploit the misgo o living on the date of the creation of
charitable remainder trusts and pooled ifortunes of some for the benefit of othergng interest will be treated as payable for :
come funds, neither the statute nor thgre contrary to public policy. specified term of years
legislative history sets forth the permissi- The IRS and the Treasury Department The proposed regula.tions will allow the
ble term for which a charitable guaranteegglieve that this scheme is abusive aGse of an individual's measuring life
annuity interest or a unitrust interest muskustrates the Congressional purpose When appropriate for estate planning pur
be paid. Rather, the permissible term fafmiting the charitable deduction to SPeyoses. Thus, the regulations permit th
these interests is set forth in the regulaific types of split-interest transfers.qonor. the donor's spouse, or an individ:

tions as either a specified term of years, @ongress enacted the provisions regargz; who is an ancestor of the remainde



beneficiaries to be used as the measurisponds to the equivalent term of yearsf the Administrative Procedure Act (5
life. A transfer using the donor or thefactor for an annuity or unitrust interestU.S.C. chapter 5) does not apply to thes
donor’s spouse as the measuring life is faor example, in the case of an annuity inproposed regulations, and because thes
substitute for a testamentary dispositioterest payable for the life of an individualproposed regulations do not impose a col
to the remainder beneficiaries. In otheage 40 at the time of the transfer, assuntection of information on small entities,
situations, the donor may desire to benefihg an interest rate of 7.4% under sectiothe Regulatory Flexibility Act (5 U.S.C.
an individual’s heirs only after the death/520, the annuity factor from column 1 ofchapter 6) does not apply. Therefore, &
of the individual currently providing their Table S(7.4), contained in IRS PublicaRegulatory Flexibility Analysis is not re-
support. For example, a donor may estation 1457, Book Aleph, for the life of anquired. Pursuant to section 7805(f) of the
lish a charitable lead trust for the life ofindividual age 40 is 12.0587 (PublicationCode, the proposed regulations will be
the donor’s sibling with the sibling’s chil- 1457 is available from the Superintenderdubmitted to the Small Business Adminis-
dren named as the remainder beneficiaf Documents, U.S. Government Printingration for comment on their impact on
ries. Ameasuring life unrelated to the re©ffice, Washington, DC 20402). Basedmall business.

mainder beneficiaries is not appropriaten Table B(7.4), contained in Publication ) .

for estate planning purposes and therefof#57, Book Aleph, the factor 12.0587c0mments and Public Hearing

is not permitted under the proposed regworresponds to a term of years between 31 gotore these proposed regulations ars
lations. and 32 years. Accordingly, the ann“i%\dopted as final regulations, considera

The proposed regulations apply tanterest must be reformed into an interesfyn \will be given to any written (a signed
transfers to inter vivos charitable leagayable for a term of 32 years. In the CaSKiginal and eight (8) copies) or electronic
trusts made on or after April 4, 2000. Irof inter vivos transfers, a judicial refor-.y o ments that are submitted timely (in
addition, the proposed regulations applynation must be commenced prior t0 thgqe manner described in the AD-
to transfers made pursuant to wills or refater of: (1) the date that is 6 months aftghressES portion of this preamble) to
vocable trusts where the decedent dies dine date these regulations are published 8% |RS The IRS and the Treasury De-
or after April 4, 2000. Two exceptionsfinal regulations; or (2) October 15th Ofpartment request comments on the clarit
from the application of the proposed reguthe year following the year in which theys 1o proposed regulations and how they
lations are provided in the case of trangransfer is made. In the case of testameﬂ]-ay be made easier to understand. Al
fers pursuant to a will or revocable trustary transfers, a judicial reformation must.qmments will be available for public in-
executed on or before April 4, 2000. Oné&e commenced prior to the later of: (1) thgpection and copying.
exception is for a decedent who dies on atate that is 6 months after the date these 5 public hearing has been schedulec
before the date that is 6 months after theegulations are published as final regulag, jne 29. 2000, at 10 a.m., room 4718
date these regulations are published aiens; or (2) the date prescribed by sectioparnal Revenue Building, 1111 Consti-
final regulations without having repub-2055(e)(3)(C)(iii). Any judicial reforma- { tion Avenue, NW., Washington, DC.
lished the will (or amended the trust) bytion must be completed within a reasonp e to building security procedures, visi-
codicil or otherwise. The other exceptiorable time after it is commenced. A noNni,.s must enter at the #Street entrance,
is for a decedent who was on April 4judicial reformation is permitted if effec- |5.ated between Constitution and Penn
2000, under a mental disability to changéve under state law, provided it is comy
the disposition of the decedent’s propertypleted by the date on which a judicial rey;gitors must present photo identification
and either does not regain competence tformation must be commenced. to enter the building. Because of acces
dispose of such property before the date An alternative to reformation may berestrictions, visitors will not be admitted
of death, or dies prior to the later of: 9Gavailable for any transfer made on or afte[Seyond the immediate entrance area mor
days after the date on which the decedeApril 4, 2000 and on or before the dat§on 15 minutes before the hearing starts
first regains competence, or 6 monththat is 60 days after the date these regulgy, information about having your name
after the date these regulations are pulions are published as final regulations. Iﬁlaced on the building access list to atten
lished as final regulations without havinga court, in a proceeding that is comgy hearing, see the “FOR FURTHER IN-
republished the will (or amended themenced on or before 6 months after thesegRMATION CONTACT”
trust) by codicil or otherwise. regulations are published as final regulay,g preamble.

The IRS will not disallow the charita- tions, declares the transfer null and void 1he rules of 26 CFR 601.601(a)(3)
ble deduction where the charitable interab initio, the Service will treat such transapmy to the hearing. Persons who wish tc
est is payable for the life of an individual fer in a manner similar to that described i'ﬁresent oral comments at the hearing mu
other than one permitted under the prosection 2055(e)(3)(J).

posed regulations, if the interest is re submit an outline of the topics to be dis-
formed into a lead interest payable for & cussed and the time to be devoted to eac
specified term of years. The term of years |t a5 peen determined that this noticeopic (signed original and eight (8)

must be determined by taking the factogs nroposed rulemaking is not a significopies) by June 8, 2000.

for valuing the annuity or unitrust Interestsant regulatory action as defined in Exec- A period of 10 minutes will be allotted

for the named individual's measuring life,sje Order 12866. Therefore, a regulato each person for making comments. Ar
and identifying the term of years (rounde,ry 55sessment is not required. It alsagenda showing the scheduling of the
up to the next whole year) that corrén,g peen determined that section 553(speakers will be prepared after the dead

ylvania Avenues, NW. In addition, all

section of

submit comments by June 19, 2000, ant
pecial Analyses



line for receiving outlines has passed. 4. The authority citation at the end o#, 2000 that uses an individual other that

Copies of the agenda will be availableghe section is removed. one permitted in paragraphs (c)(2)(i)(A)
free of charge at the hearing. The additions read as follows: and (ii)(A) of this section, the trust may
81.170A-6 Charitable contributions inbe reformed to satisfy this rule. As an al-

Drafting Information trust. ternative to reformation, rescission may

The principal author of these proposea * ok ko be available for a transfer made on or be

regulations is Scott S. Landes, Office of (©) i i i fore the date that is 60 days after the dat
the Chief Counsel, IRS. Other personnel (2) these regulations are published as fine

from the IRS and the Treasury Depart- @ *** (A) ** * Only one or regulations. See § 25.2522(c)-3(e) of thi
ment participated in their development, MOre of the following individuals may bechapter for the requirements concerning

* ok ok ok ok used as measuring lives: the donor, theeformation or possible rescission of thes
donor’s spouse, and a lineal ancestor @fiterests.
Proposed Amendments to the all the remainder beneficiaries. However
Regulations this limitation regarding permissible mea-'bART 20—ESTATE TAX; ESTATES OF

. suring lives does not apply in the case of JECEDENTS DYING AFTER
Accordingly, 26 CFR parts 1, 20, and.p,4ritable guaranteed annuity interefUGUST 16, 1954
25 are proposed to be amended as fqlayapie under a charitable remainder trust Par. 3. The authority citation for part
lows: described in section 664. An interesbq continyes to read in part as follows:

PART 1 — INCOME TAXES payable for a specified term of years can aority: 26 U.S.C. 7805 * * *
qualify as a guaranteed annuity interest p,- 4 “section 20.2055—-2 is amende

Paragraph 1. The authority citation foeven if the governing instrument containgq ojiows:

part 1 is amended by adding a new entry savings clause intended to ensure com-q Paragraph (€)(2)({) is amended

in numerical order to read in part as folpliance with a rule against perpetuities,s toliows:

lows: The savings clause must utilize a period 5 |4 the third sentence, the languag
Authority: 26 U.S.C. 7805 * * * for vesting of 21 years after the deaths of¢ years” is added after the word “term”,

Section 1.170A-6 also issued under 2feasuring lives who are selected to maxj,q language “an individual or individu-

U.S.C. 170(f)(4); 26 U.S.C. 642(c)(5). *mize, rather than limit, the term of theg o is removed. and "certain individuals”
* * !

_ _ trust. * * = is added in its place.
Par. 2. Section 1.170A-6 is amended * * * * b. The fourth sentence is removed, an
as follows: o (i) * > * (A) * * * Onlyoneor ¢ new sentences are added in its place
1. Paragraph (c)(2)(i)(A) is amendednore of the following individuals may be . |, the sentence beginning “For ex-
as follows: used as measuring lives: the donor, th§mp|e the amount”, the language “of
a. In the first sentence, the comma idonor’s spouse, and a lineal ancestor %arsn ’is added after t'he word “term”. the
removed. all the remainder beneficiaries. Howeveq,é“,]guage “an individual” is removed ’and

b. In the second sentence, the languagf@s limitation regarding permissible mea-
“of years” is added after the word “term”,suring lives does not apply in the case of
the language “an individual or individu-charitable unitrust interest payable under o .Paragraph (e)(2)(vip) is amended
als” is removed, and “certain individuals™a charitable remainder trust described igq toj1ows:
is added in its place. section 664. An interest payable for a 5 | the sixth sentence, the languag

c. The third sentence is removed, anspecified term of years can qualify as a, years” is added after the word “term”,
four new sentences are added in its placenitrust interest even if the governing iny,o language “of an individual or individ-

d. In the sentence beginning “For exstrument contains a savings clause iy s” is removed, and “of certain individ-
ample, the amount”, the language “otended to ensure compliance with a rulgs” is added in its place.
years” is added after the word “term”, theagainst perpetuities. The savings clause The |ast sentence is removed, an
language “an individual” is removed, andnust utilize a period for vesting of 21¢, i hew sentences are added in its place

the decedent’s spouse” is added in it:

“the donor” is added in its place. years after the deaths of measuring lives 3 Paragraph (e)(3) is amended as fol
2. Paragraph (c)(2)(ii)(A) is amendedvho are selected to maximize, rather thag, -
as follows: limit, the term of the trust.

_ a. The period at the end of paragrapl
a. In the fifth sentence, the languager * * * * (e)(3)(ii)(c) is removed, a comma is
“of years” is added after the word “term”, (e) Effective date * * * In addition, 544ed and the word “and"’ is added afte

“an individual or individuals” is removed, the rule in paragraphs (c)(2)(i)(A) andihe comma.
and "certain individuals” is added in its(ii)(A) of this section that guaranteed an- A new paragraph (e)(3)(iii) is added.
place. nuity interests and unitrust interests, re- Tha additions read as follows:

b. The last sentence is removed, angpectively, may be payable for a specifie§ 20.2055-2 Transfers not exclusively fo
four new sentences are added in its placéerm of years or for the life or lives of ., itable purposes.

3. Paragraph (e) is amended by addinanly certain individuals, applies to transs « % % *
four sentences to the end of the parders made on or after April 4, 2000. If a (o) * * *
graph. transfer is made to a trust on or after April (2) * * *



(viy * * * (a) * * * Only one or date that is 6 months after the date thesdfective under state law, provided it is
more of the following individuals may beregulations are published as final regulacompleted by the date on which a judicial
used as measuring lives: the donor, thigons without having republished the willreformation must be commenced. In the
donor’s spouse, and a lineal ancestor ¢br amended the trust) by codicil or otheralternative, if a court, in a proceeding that
all the remainder beneficiaries. Howevenvise. The other exception is for a deces commenced on or before 6 months afte
this limitation regarding permissible meadent who was on April 4, 2000, under dhese regulations are published as fina
suring lives does not apply in the case of mental disability to change the dispositiomegulations, declares any transfer madt
charitable guaranteed annuity interestf the decedent’s property, and either dogaursuant to a will or revocable trust where
payable under a charitable remainder trusibt regain competence to dispose of sutche decedent dies on or after April 4,
described in section 664. An interesproperty before the date of death, or die2000, and on or before the date that is 6
payable for a specified term of years caprior to the later of: 90 days after the datdays after the date these regulations ar
qualify as a guaranteed annuity interesin which the decedent first regains compublished as final regulations, null and
even if the governing instrument containpetence, or 6 months after the date theseid ab initio, the Internal Revenue Ser-
a savings clause intended to ensure comegulations are published as final regulavice will treat such transfers in a manner
pliance with a rule against perpetuitiestions without having republished the willsimilar to that described in section
The savings clause must utilize a perio(br amended the trust) by codicil or other2055(e)(3)(J).
for vesting of 21 years after the deaths ofise. If a guaranteed annuity interest or * * * *
measuring lives who are selected to maxisnitrust interest created pursuant to a will
mize, rather than limit, the term of theor revocable trust where the decedent diEQRT 25 — GIFT TAX; GIFTS MADE
trust. * * * on or after April 4, 2000, uses an indivigAFTER DECEMBER 31, 1954

*okok ko ual other than one permitted in paragraphs p5; 5 The authority citation for part

(viiy * * * (a) * * * Only one or (e)(2)(vi)(a) and (viija) of this section, 55 -ontinues to read in part as follows:
more of the following individuals may beand the interest does not qualify for this Authority: 26 U.S.C. 7805 * * *

used as measuring lives: the donor, theansitional relief, the interest may be re- p,; 6" section 25.2522(c)-3 is
donor’s spouse, and a lineal ancestor dérmed into a lead interest payable for & anded as follows:

all the remainder beneficiaries. Howeverspecified term of years. The term of years 1 Paragraph (c)(2)(\@) is amended
this limitation regarding permissible meais determined by taking the factor foryg ¢oj10ws:

suring lives does not apply in the case ofealuing the annuity or unitrust interest for 5 |1 the third sentence, the languags
charitable unitrust interest payable undehe named individual measuring life and years” is added after the word “term”,
a charitable remainder trust described iientifying the term of years (rounded upp language “a named individual or indi-
section 664. An interest payable for @0 the next whole year) that correspond$;q,als” is removed, and “certain individ-
specified term of years can qualify as @ the equivalent term of years factor fo{,51s” is added in its place.

unitrust interest even if the governing inan annuity or unitrust interest. For exam- ,  The fourth sentence is removed, an
strument contains a savings clause irple, in the case of an annuity interes{y - new sentences are added in its place
tended to ensure compliance with a rulpayable for the life of an individual age . | the sentence beginning “For ex-
against perpetuities. The savings claust) at the time of the transfer, assuming ample, the amount”, the language “of
must utilize a period for vesting of 21linterest rate of 7.4% under section 752(3/ears" is added after the word “term”, the
years after the deaths of measuring liveke annuity factor from column 1 of Tablﬁanguage “an individual” is removed, and
who are selected to maximize, rather thaB(7.4), contained in IRS Publicationqne qonor” is added in its place.

limit, the term of the trust. 1457, Book Aleph, for the life of an indi- o Paragraph (c)(2)(vi@) is amended
* Kk Kk Kk X vidual age 40 is 12.0587 (Publicatiorhs follows:
(3) * * * 1457 is available from the Superintendent a. In the sixth sentence, the languag

(iii) ~ The rule in paragraphs of Documents, U.S. Government Printing ¢ 3./ears” is added after the word “term”,
(e)(2)(viXa) and (viiXa) of this section Office, Washington, DC 20402). Baseq}q language “an individual or individu-
that guaranteed annuity interests or unen Table B(7.4), contained in Publication,s» is removed, and “certain individuals”
trust interests, respectively, may bé457, Book Aleph, the factor 12.0587¢ 5qded in its place.
payable for a specified term of years ocorresponds to a term of years between 31, The |ast sentence is removed, an
for the life or lives of only certain individ- and 32 years. Accordingly, the annuity, - new sentences are added in its place
uals, is generally effective in the case ahterest must be reformed into an interes{ Paragraph (e) is amended by addini
transfers pursuant to wills and revocablpayable for a term of 32 years. A judicial;ine new sentences to the end of the paré
trusts where the decedent dies on or afteeformation must be commenced prior tQ,.5h.

April 4, 2000. Two exceptions from thethe later of the date that is 6 months after 1o aqditions read as follows:
application of the rule in paragraphghe date these regulations are published 855.2522(c)-3 Transfers not exclusively
(e)(2)(viXa) and (viiXa) of this section final regulations, or the date prescribed by,, charitable, etc., purposes in the case
are provided in the case of transfers pusection 2055(e)(3)(C)(iii). Any judicial ¢ gifts made after July 31, 1969.

suant to a will or revocable trust executedeformation must be completed within a % % % x

on or before April 4, 2000. One exceptiomeasonable time after it is commenced. A () * * «

is for a decedent who dies on or before theon-judicial reformation is permitted if () * * *



(vi) * * * (a) * * * Only one or years (rounded up to the next whole year
more of the following individuals may bethat corresponds to the equivalent term ¢
used as measuring lives: the donor, thgears factor for an annuity or unitrust inter-
donor’s spouse, and a lineal ancestor @fst. For example, in the case of an annuit
all the remainder beneficiaries. Howevelinterest payable for the life of an individual
this limitation regarding permissible mea-age 40 at the time of the transfer, assumin
suring lives does not apply in the case of an interest rate of 7.4% under section 752(
charitable guaranteed annuity intereghe annuity factor from column 1 of Table
payable under a charitable remainder tru§(7.4), contained in IRS Publication 1457
described in section 664. An interesBook Aleph, for the life of an individual
payable for a specified term of years caage 40 is 12.0587 (Publication 1457 is
qualify as a guaranteed annuity interestvailable from the Superintendent of Docu-
even if the governing instrument containsnents, U.S. Government Printing Office,
a savings clause intended to ensure corfashington, DC 20402). Based on Table
pliance with a rule against perpetuitiesB(7.4), contained in Publication 1457,
The savings clause must utilize a perioBook Aleph, the factor 12.0587 corre-
for vesting of 21 years after the deaths afponds to a term of years between 31 ar
measuring lives who are selected to maxB2 years. Accordingly, the annuity interes
mize, rather than limit, the term of themust be reformed into an interest payabl
trust. * * * for a term of 32 years. A judicial reforma-
*okok ok tion must be commenced prior to the late

(vii) * * * (@) * * * Only one or of the date that is 6 months after the dat
more of the following individuals may bethese regulations are published as final reg
used as measuring lives: the donor, thdations, or October 15th of the year fol-
donor’s spouse, and a lineal ancestor ¢dwing the year in which the transfer is
all the remainder beneficiaries. Howevemnade and must be completed within a ree
this limitation regarding permissible measonable time after it is commenced. Anon
suring lives does not apply in the case of jadicial reformation is permitted if effective
charitable unitrust interest payable undeunder state law, provided it is completed by
a charitable remainder trust described ithe date on which a judicial reformation
section 664. An interest payable for anust be commenced. In the alternative, if
specified term of years can qualify as aourt, in a proceeding that is commence
unitrust interest even if the governing in-on or before 6 months after these regule
strument contains a savings clause intons are published as final regulations, de
tended to ensure compliance with a rulelares any transfer, made on or after April 4
against perpetuities. The savings claus000, and on or before the date that is 6
must utilize a period for vesting of 21days after the date these regulations al
years after the deaths of measuring livgsublished as final regulations, null and voic
who are selected to maximize, rather thaab initio, the Internal Revenue Service will
limit, the term of the trust. treat such transfers in a manner similar t

*okok ok that described in section 2055(e)(3)(J).

(e) Effective date * * * In addition,
the rule in paragraphs (c)(2)((&) and
(vii) (a) of this section that guaranteed an-
nuity interests or unitrust interests, respe<fl':iled by the Office of the Federal Register on April

tively, may be payable for a specified term, 2000, 8:45 a.m., and published in the issue of th
of years or for the life or lives of only cer-Federal Register for April 5, 2000, 65 F.R. 17835)

tain individuals, applies to transfers made
on or after April 4, 2000. If a transfer is
made on or after April 4, 2000, that uses an
individual other than one permitted in para-
graphs (c)(2)(vir) and (viiYa) of this sec-
tion, the interest may be reformed into a
lead interest payable for a specified term of
years. The term of years is determined by
taking the factor for valuing the annuity or
unitrust interest for the named individual
measuring life and identifying the term of

Charles O. Rossotti,
Commissioner of Internal Revenue.




