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SUMMARY:  This document contains
final regulations concerning 
separate share rules applicable to estates
under section 663(c) of the Internal Rev-
enue Code.  These regulations provide
that substantively separate and indepen-
dent shares of different beneficiaries are
to be treated as separate estates for pur-
poses of computing distributable net in-
come and applying the distribution provi-
sions of sections 661 and 662.  These
regulations also provide that a surviving
spouse’s statutory elective share of a
decedent’s estate and a pecuniary formula
bequest are separate shares.  Further, a re-
vocable trust that elects to be treated as
part of a decedent’s estate is a separate
share.  

DATES:  Effective Date:  December 28,
1999.

Applicability Dates: For dates of ap-
plicability of these regulations, see
§1.663(c)-6.

FOR FURTHER INFORMATION CON-
TACT:  Laura Howell, (202) 622-3060
(not a toll-free number).

SUPPLEMENTARY INFORMATION:

Background

On January 6, 1999, a notice of pro-
posed rulemaking was published in the
Federal Register (64 FR 790
(REG–114841–98, 1999–11 I.R.B., 41))
relating to the application of the separate
share rules to estates under section
663(c).  Written comments were received
on the proposed regulations, and a public
hearing was held on April 22, 1999.  After
consideration of all the comments, the
proposed regulations under section 663(c)
are adopted as revised by this Treasury
decision.

Explanation of Provisions

General Separate Share Rules

The proposed regulations define a sep-
arate share as a separate economic interest
in one beneficiary or class of beneficiaries
of the decedent’s estate such that the eco-
nomic interests of the beneficiary or class
of beneficiaries (for example, rights to in-
come or gains from specified items of
property) are not affected by economic in-
terests accruing to another beneficiary or
class of beneficiaries.  The proposed regu-
lations conclude that there are separate
shares in an estate when a beneficiary or
class of beneficiaries has an interest in a
decedent’s estate (whether corpus or in-
come, or both) that no other beneficiary
or class of beneficiaries has.

Two commentators suggested a nar-
rower definition of a separate share.  One
commentator suggested that separate
shares exist only when the estate is ad-
ministered as two or more well-defined
shares that could be separate estates.  An-
other commentator suggested that sepa-
rate share treatment should apply only
where the existence of separate shares is
clear and the funding thereof does not re-
quire burdensome adjustments due to dis-
proportionate distributions.

Generally, the final regulations clarify
the definition and narrow the application
of the separate share rules that are in the
proposed regulations.  The final regula-
tions generally define a separate share as
a separate economic interest in one bene-
ficiary or class of beneficiaries of the
decedent’s estate such that the economic
interests of the beneficiary or class of
beneficiaries neither affect nor are af-
fected by economic interests accruing to
another beneficiary or class of beneficia-
ries.  The final regulations add “nor are
affected by” to clarify the definition of a
separate share.  Under this revised defini-
tion, a separate share generally exists only
if it includes both corpus and the income
attributable thereto and is independent
from any other share.  Thus, income
earned on assets in one share (first share)
and appreciation and depreciation in the
value of those assets have no effect on
any other share.  Similarly, the income
and changes in value of any other share
have no effect on the first share. 
Effect on Section 663(a)(1)

The proposed regulations provide that
the separate share rules do not change the

rules involving bequests of specific sums
of money or specific property described
in section 663(a)(1).

Commentators asked for clarification
concerning whether the separate share
rules apply to bequests described in sec-
tion 663(a)(1).  One commentator recom-
mended that separate share treatment
should apply to these bequests.  Another
commentator suggested that while revis-
ing §1.663(c) to apply to estates, the IRS
and the Treasury Department should re-
consider and amend §1.663(a)-1(b)(1) to
permit principal distributions that are
made to fund both pecuniary formula be-
quests and surviving spouses’ elective
shares to be recognized as coming within
the definition of excluded gifts or be-
quests described in section 663(a)(1).

The final regulations provide that be-
quests described in section 663(a)(1) are
not separate shares.  The separate share
rules are applicable only to determine the
distributable net income of each share
when applying the distribution provisions
of sections 661 and 662 to the trust or es-
tate and its beneficiaries.  Bequests de-
scribed in section 663(a)(1) are not sub-
ject to the distribution provisions and
therefore are not separate shares.
Surviving Spouse’s Elective Share

The proposed regulations provide that a
surviving spouse’s statutory elective share
constitutes a separate share of an estate.
As a result, the surviving spouse may be
taxed on the estate’s gross income only to
the extent of the surviving spouse’s share
of that income under state law. 

One commentator recommended that
separate share treatment for a surviving
spouse’s elective share should be recon-
sidered.  Elective shares should be a mat-
ter of further study because they are
forced by state law, differ from state to
state, and usually are part of an acrimo-
nious conflict.  Another commentator re-
quested clarification of whether a surviv-
ing spouse’s statutory elective share is
included in the subchapter J estate.  Fur-
ther, this commentator recommended that
an elective share that is not entitled to in-
come or appreciation should be excluded
from the subchapter J estate, but an elec-
tive share that is entitled to income and
appreciation should be included in the
subchapter J estate.  

Conversely, other commentators agreed
that separate share treatment should apply



to a surviving spouse’s statutory elective
share regardless of whether the surviving
spouse is entitled to income and shares in
appreciation or depreciation.  One com-
mentator suggested that the separate share
examples in the proposed regulations be
revised to track more closely the Uniform
Probate Code model because it will likely
be adopted by most states.

These final regulations do not change
the result of the proposed regulations.
However, under these final regulations, a
surviving spouse’s elective share that
under local law is entitled to income and
to share in appreciation or depreciation
constitutes a separate share under the gen-
eral definition.  Further, under a special
rule in the final regulations, a surviving
spouse’s elective share that is not entitled
to income or does not share in apprecia-
tion or depreciation is also a separate
share.
Revocable Trust as a Part Of Estate

The proposed regulations provide that a
qualified revocable  trust that elects under
section 645 to be treated as part of the
decedent’s estate for income tax purposes
constitutes a separate share.  In response
to comments, these final regulations in-
clude a reference that the electing revoca-
ble trust itself may have two or more sep-
arate shares.  These final regulations
further provide that qualified revocable
trusts within the definition of section
645(b)(1) are subject to the separate share
rules applicable to estates rather than
trusts whether or not an election is made
to be part of the estate.
Pecuniary Formula Bequests

The preamble to the proposed regula-
tions requests comments concerning the
treatment of pecuniary formula bequests
as separate shares.  Several commenta-
tors, noting that pecuniary formula be-
quests are similar to a surviving spouse’s
statutory elective share, suggested that
such bequests be treated as separate
shares.  Commentators disagreed, how-
ever, on whether pecuniary formula be-
quests not entitled to income should be
separate shares. 

Under these final regulations, any pe-
cuniary formula bequest that is entitled to
income and to share in appreciation or de-
preciation under the governing instrument
or local law constitutes a separate share
under the general definition.  Further,
under a special rule, a pecuniary formula

bequest that is not entitled to income or to
share in appreciation or depreciation is
also a separate share if the governing in-
strument does not provide that it is to be
paid or credited in more than three install-
ments.  This provision regarding three or
fewer installments parallels the specific
bequest requirements in section
663(a)(1).
Administrative Rules

Commentators requested guidance con-
cerning several administrative matters.
Commentators asked for guidance con-
cerning when separate shares come into
existence.  The final regulations provide
that separate shares come into existence at
the earliest moment that a fiduciary may
reasonably determine, based upon the
known facts, that a separate share exists.  

Two commentators expressed concern
about the need to readjust the separate
shares as a result of an IRS examination.
One commentator suggested that separate
share treatment should apply to pecuniary
formula bequests only if no amended re-
turns and no adjustments to any tax peri-
ods would be required when the tax re-
turns were filed in good faith.  Another
commentator recommended that separate
share treatment should not apply to resid-
uary bequests unless or until the regula-
tions provide simple and practical meth-
ods of compliance for possible
adjustments made during IRS examina-
tions.

These final regulations do not adopt ei-
ther suggestion.  The regulations provide
that the fiduciary must use a reasonable
and equitable method to determine the
value of each separate share and the allo-
cation of taxable income to each share.
This approach gives the fiduciary flexibil-
ity, within limits, in applying the separate
share rules.  However, redeterminations in
value of those separate shares must be
taken into account.   

Commentators asked for a clarification
of whether gross income of an estate must
be allocated to a separate share based
upon the amount of income each share is
entitled to under the terms of the  govern-
ing instrument or applicable local law.
These final regulations clarify that, in
computing the distributable net income
for each separate share, the portion of
gross income that is income within the
meaning of section 643(b) must be allo-
cated to each share based upon the

amount of income each share is entitled to
under the terms of the governing instru-
ment or applicable local law.  A similar al-
location rule is provided for the amount of
gross income that is not attributable to
cash received by a trust or estate, such as
a distributive share of a partnership’s tax
items, or the pro rata share of an S corpo-
ration’s tax items. 

Commentators asked whether the gen-
eral rule for allocating gross income is ap-
plicable for income in respect of a dece-
dent under section 691(a).  These final
regulations clarify that such gross income
is allocated among the separate shares
that could potentially be funded with
these amounts irrespective of whether a
share is entitled to receive any income
under the terms of the governing instru-
ment or applicable local law.  The amount
allocated to each share is based upon the
relative value of each of those shares that
could potentially be funded with such
amounts.

One commentator requested clarifica-
tion concerning the allocation of expenses
to a separate share.  These final regula-
tions do not change the long standing rule
under §1.663(c)-2 of the Income Tax Reg-
ulations that any expense which is applic-
able solely to one separate share of a trust
is not available as a deduction to any
other share of the same trust.  The IRS
and the Treasury Department are not
aware of any issues that have arisen in ap-
plying this rule.
Interest on Pecuniary Bequests or De-
layed Estate Distributions

Commentators questioned why the pro-
posed regulations take the position that
interest, imposed by state law, on a pecu-
niary bequest or a delayed estate distribu-
tion is a payment of interest by the estate
and not a distribution for purposes of sec-
tions 661 and 662.  These same commen-
tators indicated that alternatively such in-
terest payments should be deductible
administrative expenses if the interest was
required to be paid by state law as part of
the distribution and settlement of the es-
tate.  The final regulations retain the posi-
tion taken in the proposed regulations be-
cause the IRS and the Treasury
Department view this result as compelled
by section 163(h) which disallows a de-
duction for personal interest as described
in section 163(h)(2).
Requests Concerning Applicable Dates



One commentator suggested that either
the applicable date of these final regula-
tions should be retroactive to the date that
section 1307 of the Tax Reform Act of
1997 became applicable, or the regula-
tions should provide that during the in-
terim period before final regulations are
published, the IRS will accept any reason-
able interpretation of the separate share
rules, including those rules provided in
the proposed regulations.

Another commentator requested that
the final regulations, to the extent applica-
ble to trusts, apply prospectively and
apply either only to trusts that become ir-
revocable after the date the regulations
are finalized or only to taxable years of
trusts beginning after the date the regula-
tions are finalized.

The final regulations have taken these
comments into account as noted below.

Effective Dates

These final regulations are applicable
for estates and qualified revocable trusts
within the meaning of section 645(b)(1)
with respect to decedents who die after
December 28, 1999.  However, for estates
and qualified revocable trusts with respect
to decedents who died after the date that
section 1307 of the Tax Reform Act of
1997 became effective but before Decem-
ber 28, 1999, the IRS will accept any rea-
sonable interpretation of the separate
share provisions, including those provi-
sions provided in 1999-11 I.R.B. 41 (see
§601.601(d)(2)(ii)(b)).  For trusts other
than qualified revocable trusts, §1.663(c)-
2 is applicable for taxable years of such
trusts beginning after December 28, 1999.

Effect on Other Documents

The following publications are obsolete
as of December 28, 1999:

Rev. Rul. 64-101 (1964-1 C.B. 77).
Rev. Rul. 71-167 (1971-1 C.B. 163).

Special Analyses

It has been determined that these final
regulations are not a significant regula-
tory action as defined in Executive Order
12866.  Therefore, a regulatory assess-
ment is not required.  It also has been de-
termined that section 553(b) of the Ad-
ministrative Procedure Act (5 U.S.C.
chapter 5) does not apply to these regula-
tions and, because these final regulations

do not impose a collection of information
requirement on small entities, the Regula-
tory Flexibility Act (5 U.S.C. chapter 6)
does not apply.  Pursuant to section
7805(f) of the Internal Revenue Code, the
notice of proposed rulemaking preceding
these regulations was submitted to the
Chief Counsel for Advocacy of the Small
Business Administration for comment on
its impact on small business.

Drafting Information

The principal author of these regula-
tions is Laura Howell of  the Office of As-
sistant Chief Counsel (Passthroughs and
Special Industries).  However, other per-
sonnel from the IRS and Treasury Depart-
ment participated in their development.

* * * * *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 is amended by adding an entry in
numerical order to read in part as follows:

Authority:  26 U.S.C. 7805 * * *
Sections 1.663(c)-1, 1.663(c)-2, 1.663(c)-
3, 1.663(c)-4, 1.663(c)-5, and 1.663(c)-6
also issued under 26 U.S.C. 663(c).
* * *

Par. 2.  In §1.663(a)-1, paragraph (b)(3)
is amended by revising Example 1, Exam-
ple 2, and Example 3to read as follows:
§1.663(a)-1 Special rules applicable to
sections 661 and 662; exclusion; gifts, be-
quests, etc.
* * * * *

(b) * * *
(3) * * *
Example 1.  Under the terms of a will, a legacy

of $5,000 was left to A, 1,000 shares of X com-

pany stock was left to W, and the balance of the es-

tate was to be divided equally between W and B.

No provision was made in the will for the disposi-

tion of income of the estate during the period of

administration.  The estate had income of $25,000

during the taxable year 1954, which was accumu-

lated and added to corpus for estate accounting

purposes.  During the taxable year, the executor

paid the legacy of $5,000 in a lump sum to A,

transferred the X company stock to W, and made

no other distributions to beneficiaries.  The distrib-

utions to A and W qualify for the exclusion under

section 663(a)(1).

Example 2.  Under the terms of a will, the testa-

tor’s estate was to be distributed to A.  No provi-

sion was made in the will for the distribution of

the estate’s income during the period of adminis-

tration.  The estate had income of $50,000 for the

taxable year.  The estate distributed to A stock with

a basis of $40,000 and with a fair market value of

$40,000 on the date of distribution.  No other dis-

tributions were made during the year.  The distrib-

ution does not qualify for the exclusion under sec-

tion 663(a)(1), because it is not a specific gift to A

required by the terms of the will.  Accordingly, the

fair market value of the property ($40,000) repre-

sents a distribution within the meaning of sections

661(a) and 662(a) (see §1.661(a)-2(c)).

Example 3.  Under the terms of a trust instru-

ment, trust income is to be accumulated for a pe-

riod of 10 years.  During the eleventh year, the

trustee is to distribute $10,000 to B, payable from

income or corpus, and $10,000 to C, payable out

of accumulated income.  The trustee is to distrib-

ute the balance of the accumulated income to A.

Thereafter, A is to receive all the current income

until the trust terminates.  Only the distribution to

B would qualify for the exclusion under section

663(a)(1).

* * * * *
Par. 3.  Section 1.663(c)-1 is amended

as follows:
1.  The section heading is revised.
2.  Paragraph (a) is amended by revis-

ing the words “trust” and “trusts” to read
“trust (or estate)” and “trusts (or estates)”,
respectively, in the first through fourth
sentences.

3.  Paragraph (b)(2) is removed and
paragraphs (b)(3) and (b)(4) are redesig-
nated as paragraphs (b)(2) and (b)(3), re-
spectively.

4.  Paragraphs (b) through (d) are
amended by revising the words “trust”
and “trusts” to read “trust (or estate)” and
“trusts (or estates)”, respectively.

The revision reads as follows:
§1.663(c)-1 Separate shares treated as
separate trusts or as separate estates; in
general.
* * * * *

Par. 4.  Section 1.663(c)-2, is revised to
read as follows:
§1.663(c)-2 Rules of administration. 

(a)  When separate shares come into
existence.A separate share comes into
existence upon the earliest moment that a
fiduciary may reasonably determine,
based upon the known facts, that a sepa-
rate economic interest exists.



(b)  Computation of distributable net
income for each separate share—(1)
General rule.  The amount of distributable
net income for any share under section
663(c) is computed as if each share consti-
tuted a separate trust or estate.  Accord-
ingly, each separate share shall calculate its
distributable net income based upon its por-
tion of gross income that is includible in
distributable net income and its portion of
any applicable deductions or losses.  

(2)  Section 643(b) income.  This para-
graph (b)(2) governs the allocation of the
portion of gross income includible in dis-
tributable net income that is income
within the meaning of section 643(b).
Such gross income is allocated among the
separate shares in accordance with the
amount of income that each share is enti-
tled to under the terms of the governing
instrument or applicable local law. 

(3)  Income in respect of a decedent.
This paragraph (b)(3) governs the allo-
cation of the portion of gross income in-
cludible in distributable net income that
is income in respect of a decedent within
the meaning of section 691(a) and is not
income within the meaning of section
643(b).  Such gross income is allocated
among the separate shares that could po-
tentially be funded with these amounts
irrespective of whether the share is enti-
tled to receive any income under the
terms of the governing instrument or ap-
plicable local law.  The amount of such
gross income allocated to each share is
based on the relative value of each share
that could potentially be funded with
such amounts.

(4)  Gross income not attributable to
cash. This paragraph (b)(4) governs the
allocation of the portion of gross income
includible in distributable net income
that is not attributable to cash received
by the estate or trust (for example, origi-
nal issue discount, a distributive share of
partnership tax items, and the pro rata
share of an S corporation’s tax items).
Such gross income is allocated among
the separate shares in the same propor-
tion as section 643(b) income from the
same source would be allocated under
the terms of the governing instrument or
applicable local law. 

(5)  Deductions and losses.  Any de-
duction or any loss which is applicable
solely to one separate share of the trust or
estate is not available to any other share

of the same trust or estate. 
(c)  Computations and valuations.For

purposes of calculating distributable net
income for each separate share, the fidu-
ciary must use a reasonable and equitable
method to make the allocations, calcula-
tions, and valuations required by para-
graph (b) of this section. 

Par. 5.  Section 1.663(c)-3 is amended
by revising the section heading and the
first sentence of paragraph (a), and re-
moving paragraph (f) to read as follows:
§1.663(c)-3 Applicability of separate
share rule to certain trusts. 

(a)  The applicability of the separate
share rule provided by section 663(c) to
trusts other than qualified revocable trusts
within the meaning of section 645(b)(1)
will generally depend upon whether dis-
tributions of the trust are to be made in
substantially the same manner as if sepa-
rate trusts had been created.
* * * * *

§1.663(c)-4 [Redesignated as §1.663(c)-5]

Par. 6.  Section 1.663(c)-4 is redesig-
nated as §1.663(c)-5.

Par. 7.  A new §1.663(c)-4 is added to
read as follows:
§1.663(c)-4 Applicability of separate
share rule to estates and qualified revoca-
ble trusts.

(a)  General rule.  The applicability of
the separate share rule provided by sec-
tion 663(c) to estates and qualified revo-
cable trusts within the meaning of sec-
tion 645(b)(1) will generally depend
upon whether the governing instrument
and applicable local law create separate
economic interests in one beneficiary or
class of beneficiaries of such estate or
trust.  Ordinarily, a separate share exists
if the economic interests of the benefi-
ciary or class of beneficiaries neither af-
fect nor are affected by the economic in-
terests accruing to another beneficiary
or class of beneficiaries.  Separate
shares include, for example, the income
on bequeathed property if the recipient
of the specific bequest is entitled to such
income and a surviving spouse’s elec-
tive share that under local law is entitled
to income and appreciation or deprecia-
tion.  Furthermore, a qualified revocable
trust for which an election is made under
section 645 is always a separate share of
the estate and may itself contain two or
more separate shares.  Conversely, a gift

or bequest of a specific sum of money or
of property as defined in section
663(a)(1) is not a separate share.

(b) Special rule for certain types of bene-
ficial interests.  Notwithstanding the provi-
sions of paragraph (a) of this section, a sur-
viving spouse’s elective share that under
local law is determined as of the date of the
decedent’s death and is not entitled to in-
come or any appreciation or depreciation is
a separate share.  Similarly, notwithstand-
ing the provisions of paragraph (a) of this
section, a pecuniary formula bequest that,
under the terms of the governing instru-
ment or applicable local law, is not entitled
to income or to share in appreciation or de-
preciation constitutes a separate share if the
governing instrument does not provide that
it is to be paid or credited in more than
three installments. 

(c) Shares with multiple beneficiaries
and beneficiaries of multiple shares.A
share may be considered as separate
even though more than one beneficiary
has an interest in it.  For example, two
beneficiaries may have equal, dispropor-
tionate, or indeterminate interests in one
share which is economically separate
and independent from another share in
which one or more beneficiaries have an
interest.  Moreover, the same person
may be a beneficiary of more than one
separate share.

Par. 8.  Newly designated §1.663(c)-5
is amended by:

1.  Revising the section heading and
introductory text.

2.  Redesignating the Exampleas Ex-
ample 1and, in newly designated Exam-
ple 1, redesignating paragraphs (a)
through (e) as paragraphs (i) through
(v), respectively.

3.  Adding Example 2, Example 3, Ex-
ample 4, Example 5, Example 6, Example
7, Example 8, Example 9, Example 10,
and Example 11.

The revisions and additions read as fol-
lows:
§1.663(c)-5 Examples. 

Section 663(c) may be illustrated by
the following examples:

Example 1. * * * 

Example 2(i) Facts.  Testator, who dies in

2000, is survived by a spouse and two children.

Testator’s will contains a fractional formula be-

quest dividing the residuary estate between the

surviving spouse and a trust for the benefit of the

children.  Under the fractional formula, the marital



bequest constitutes 60% of the estate and the chil-

dren’s trust constitutes 40% of the estate.  During

the year, the executor makes a partial proportion-

ate distribution of $1,000,0000, ($600,000 to the

surviving spouse and $400,000 to the children’s

trust) and makes no other distributions.  The estate

receives dividend income of $20,000, and pays ex-

penses of $8,000 that are deductible on the estate’s

federal income tax return.

(ii) Conclusion.  The fractional formula be-

quests to the surviving spouse and to the children’s

trust are separate shares.  Because Testator’s will

provides for fractional formula residuary bequests,

the income and any appreciation in the value of the

estate assets are proportionately allocated between

the marital  share and the trust’s share.  Therefore,

in determining the distributable net income of each

share, the income and expenses must be allocated

60% to the marital share and 40% to the trust’s

share.  The distributable net income is $7,200

(60% of income less 60% of expenses) for the

marital share and $4,800 (40% of income less 40%

of expenses) for the trust’s share.  Because the

amount distributed in partial satisfaction of each

bequest exceeds the distributable net income of

each share, the estate’s distribution deduction

under section 661 is limited to the sum of the dis-

tributable net income for both shares.  The estate is

allowed a distribution deduction of $12,000

($7,200 for the marital share and $4,800 for the

trust’s share).  As a result, the estate has zero tax-

able income ($20,000 income less $8,000 ex-

penses and $12,000 distribution deduction).

Under section 662, the surviving spouse and the

trust must include in gross income $7,200 and

$4,800, respectively.

Example 3.  The facts are the same as in Exam-

ple 2, except that in 2000 the executor makes the

payment to partially fund the children’s trust but

makes no payment to the surviving spouse.  The

fiduciary must use a reasonable and equitable

method to allocate income and expenses to the

trust’s share.  Therefore, depending on when the

distribution is made to the trust, it may no longer

be reasonable or equitable to determine the distrib-

utable net income for the trust’s share by allocat-

ing to it 40% of the estate’s income and expenses

for the year.  The computation of the distributable

net income for the trust’s share should take into

consideration that after the partial distribution the

relative size of the trust’s separate share is reduced

and the relative size of the spouse’s separate share

is increased. 

Example 4(i) Facts.  Testator, who dies in

2000, is  survived by a spouse and one child.  Tes-

tator’s will provides for a pecuniary formula be-

quest to be paid in not more than three install-

ments to a trust for the benefit of the child in the

amount needed to reduce the estate taxes to zero

and a bequest of the residuary to the surviving

spouse.  The will provides that the bequest to the

child’s trust is not entitled to any of the estate’s in-

come and does not participate in appreciation or

depreciation in estate assets.  During the 2000 tax-

able year, the estate receives dividend income of

$200,000 and pays expenses of $15,000 that are

deductible on the estate’s federal income tax re-

turn.  The executor partially funds the child’s trust

by distributing to it securities that have an adjusted

basis to the estate of $350,000 and a fair market

value of $380,000 on the date of distribution.  As a

result of this distribution, the estate realizes long-

term capital gain of $30,000. 

(ii) Conclusion. The estate has two separate

shares consisting of a formula pecuniary bequest

to the child’s trust and a residuary bequest to the

surviving spouse.  Because, under the terms of the

will, no estate income is allocated to the bequest to

the child’s trust, the distributable net income for

that trust’s share is zero.  Therefore, with respect

to the $380,000 distribution to the child’s trust, the

estate is allowed no deduction under section 661,

and no amount is included in the trust’s gross in-

come under section 662.  Because no distributions

were made to the spouse, there is no need to com-

pute the distributable net income allocable to the

marital share.  The taxable income of the estate for

the 2000 taxable year is $214,400 ($200,000 (divi-

dend income) plus $30,000 (capital gain) minus

$15,000 (expenses) and minus $600 (personal ex-

emption)).

Example 5.  The facts are the same as in Exam-

ple 4, except that during 2000 the estate reports on

its federal income tax return a pro rata share of an

S corporation’s tax items and a distributive share

of a partnership’s tax items allocated on Form K-

1s to the estate by the S corporation and by the

partnership, respectively.  Because, under the

terms of the will, no estate income from the S cor-

poration or the partnership would be allocated to

the pecuniary bequest to child’s trust, none of the

tax items attributable to the S corporation stock or

the partnership interest is allocated to the trust’s

separate share.  Therefore, with respect to the

$380,000 distribution to the trust, the estate is al-

lowed no deduction under section 661, and no

amount is included in the trust’s gross income

under section 662. 

Example 6.  The facts are the same as in Exam-

ple 4, except that during 2000 the estate receives a

distribution of $900,000 from the decedent’s indi-

vidual retirement account that is included in the

estate’s gross income as income in respect of a

decedent under section 691(a).  The entire

$900,000 is allocated to corpus under applicable

local law.  Both the separate share for the child’s

trust and the separate share for the surviving

spouse may potentially be funded with the pro-

ceeds from the individual retirement account.

Therefore, a portion of the $900,000 gross income

must be allocated to the trust’s separate share.  The

amount allocated to the trust’s share must be based

upon the relative values of the two separate shares

using a reasonable and equitable method.  The es-

tate is entitled to a deduction under section 661 for

the portion of the $900,000 properly allocated to

the trust’s separate share, and the trust must in-

clude this amount in income under section 662.

Example 7 (i) Facts.  Testator, who dies in

2000, is survived by a spouse and three adult chil-

dren.  Testator’s will divides the residue of the es-

tate equally among the three children.  The surviv-

ing spouse files an election under the applicable

state’s elective share statute.  Under this statute, a

surviving spouse is entitled to one-third of the

decedent’s estate after the payment of debts and

expenses.  The statute also provides that the sur-

viving spouse is not entitled to any of the estate’s

income and does not participate in appreciation or

depreciation of the estate’s assets.  However,

under the statute, the surviving spouse is entitled

to interest on the elective share from the date of

the court order directing the payment until the ex-

ecutor actually makes payment.  During the es-

tate’s 2001 taxable year, the estate distributes to

the surviving spouse $5,000,000 in partial satisfac-

tion of the elective share and pays $200,000 of in-

terest on the delayed payment of the elective

share.  During that year, the estate receives divi-

dend income of $3,000,000 and pays expenses of

$60,000 that are deductible on the estate’s federal

income tax return. 

(ii) Conclusion.  The estate has four separate

shares consisting of the surviving spouse’s elective

share and each of the three children’s residuary be-

quests.  Because the surviving spouse is not entitled

to any estate income under state law, none of the es-

tate’s gross income is allocated to the spouse’s sepa-

rate share for purposes of determining that share’s

distributable net income.  Therefore, with respect to

the $5,000,000 distribution, the estate is allowed no

deduction under section 661, and no amount is in-

cluded in the spouse’s gross income under section

662.  The $200,000 of interest paid to the spouse

must be included in the spouse’s gross income under

section 61.  Because no distributions were made to

any other beneficiaries during the year, there is no

need to compute the distributable net income of the

other three separate shares.  Thus, the taxable in-

come of the estate for the 2000 taxable year is

$2,939,400 ($3,000,000 (dividend income) minus

$60,000 (expenses) and $600 (personal exemption)).

The estate’s $200,000 interest payment is a nonde-

ductible personal interest expense described in sec-



tion 163(h).

Example 8.  The will of Testator, who dies in

2000, directs the executor to distribute the X stock

and all dividends therefrom to child A and the

residue of the estate to child B.  The estate has two

separate shares consisting of the income on the X

stock bequeathed to A and the residue of the estate

bequeathed to B.  The bequest of the X stock meets

the definition of section 663(a)(1) and therefore is

not a separate share.  If any distributions, other than

shares of the X stock, are made during the year to ei-

ther A or B, then for purposes of determining the dis-

tributable net income for the separate shares, gross

income attributable to dividends on the X stock must

be allocated to A’s separate share and any other in-

come must be allocated to B’s separate share.

Example 9.  The will of Testator, who dies in

2000, directs the executor to divide the residue of

the estate equally between Testator’s two children, A

and B.  The will directs the executor to fund A’s

share first with the proceeds of Testator’s individual

retirement account.  The date of death value of the

estate after the payment of debts, expenses, and es-

tate taxes is $9,000,000.  During 2000, the $900,000

balance in Testator’s individual retirement account

is distributed to the estate.  The entire $900,000 is

allocated to corpus under applicable local law.  This

amount is income in respect of a decedent within the

meaning of section 691(a).  The estate has two sepa-

rate shares, one for the benefit of A and one for the

benefit of B.  If any distributions are made to either

A or B during the year, then, for purposes of deter-

mining the distributable net income for each sepa-

rate share, the $900,000 of income in respect of a

decedent must be allocated to A’s share.  

Example 10.  The facts are the same as in Exam-

ple 9, except that the will directs the executor to

fund A’s share first with X stock valued at

$3,000,000, rather than with the proceeds of the in-

dividual retirement account.  The estate has two sep-

arate shares, one for the benefit of A and one for the

benefit of B.  If any distributions are made to either

A or B during the year, then, for purposes of deter-

mining the distributable net income for each sepa-

rate share, the $900,000 of gross income attributable

to the proceeds from the individual retirement ac-

count must be allocated between the two shares to

the extent that they could potentially be funded with

those proceeds.  The maximum amount of A’s share

that could potentially be funded with the income in

respect of decedent is $1,500,000 ($4,500,000 value

of share less $3,000,000 to be funded with stock)

and the maximum amount of B’s share that could

potentially be funded with income in respect of

decedent is $4,500,000.  Based upon the relative val-

ues of these amounts, the gross income attributable

to the proceeds of the individual retirement account

is allocated $225,000 (or one-fourth) to A’s share

and $675,000 (or three-fourths) to B’s share.

Example 11.  The will of Testator, who dies in

2000, provides that after the payment of specific be-

quests of money, the residue of the estate is to be di-

vided equally among the Testator’s three children,

A, B, and C.  The will also provides that during the

period of administration one-half of the income

from the residue is to be paid to a designated charita-

ble organization.  After the specific bequests of

money are paid, the estate initially has three equal

separate shares.  One share is for the benefit of the

charitable organization and A, another share is for

the benefit of the charitable organization and B, and

the last share is for the benefit of the charitable orga-

nization and C.  During the period of administration,

payments of income to the charitable organization

are deductible by the estate to the extent provided in

section 642(c) and are not subject to the distribution

provisions of sections 661 and 662.  

Par.  9.  Section 1.663(c)-6 is added to
read as follows:
§1.663(c)-6  Effective dates.

Sections 1.663(c)-1 through 1.663(c)-5
are applicable for estates and qualified re-
vocable trusts within the meaning of sec-
tion 645(b)(1) with respect to decedents
who die after December 28, 1999.  How-
ever, for estates and qualified revocable
trusts with respect to decedents who died
after the date that section 1307 of the Tax
Reform Act of 1997 became effective but
before December 28, 1999, the IRS will
accept any reasonable interpretation of
the separate share provisions, including
those provisions provided in 1999-11
I.R.B. 41 (see §601.601(d)(2)(ii)(b) of
this chapter).  For trusts other than quali-
fied revocable trusts, §1.663(c)-2 is ap-
plicable for taxable years of such trusts
beginning after December 28, 1999.

Robert E. Wenzel,
Deputy Commissioner of

Internal Revenue.

Approved December 13, 1999.

Jonathan Talisman,
Acting Assistant Secretary

for the Treasury.

(Filed by the Office of the Federal Register on

December 27, 1999, 8:45 a.m., and published in

the issue of the Federal Register for December 28,

1999, 64 F.R. 72540)

Section 807.—Rules for Certain
Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2000. See Rev. Rul 2000–1, page 250.

Section 846.—Discounted
Unpaid Losses Defined

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2000. See Rev. Rul. 2000–1, page 250.

Section 1274.—Determination
of Issue Price in the Case of
Certain Debt Instruments Issued
for Property

(Also Sections 42, 280G, 382, 412, 467, 468, 482,
483, 642, 807, 846, 1288, 7520, 7872.)

Federal rates; adjusted federal rates;
adjusted federal long-term rate, and
the long-term exempt rate.For purposes
of sections 1274, 1288, 382, and other
section of the Code, tables set forth the
rates for January 2000.

Rev. Rul. 2000-1

This revenue ruling provides various
prescribed rates for federal income tax
purposes for January 2000 (the current
month.)  Table 1 contains the short-term,
mid-term, and long-term applicable fed-
eral rates (AFR) for the current month for
purposes of section 1274(d) of the Inter-
nal Revenue Code.  Table 2 contains the
short-term, mid-term, and long-term ad-
justed applicable federal rates (adjusted
AFR) for the current month for purposes
of section 1288(b).  Table 3 sets forth the
adjusted federal long-term rate and the
long-term tax-exempt rate described in
section 382(f).  Table 4 contains the ap-
propriate percentages for determining the
low-income housing credit described in
section 42(b)(2) for buildings placed in
service during the current month.  Table 5
contains the federal rate for determining
the present value of an annuity, an interest
for life or for a term of years, or a remain-
der or a reversionary interest for purposes
of section 7520.  Finally, Table 6 contains
the deemed rate of return for transfers
made during calendar year 2000 to pooled
income funds described in § 642(c)(5)
that have been in existence for less than 3
taxable years immediately preceding the
taxable year in which the transfer is made.



REV. RUL. 2000-1  TABLE 1

Applicable Federal Rates (AFR) for January 2000

Period for Compounding

Annual Semiannual Quarterly Monthly

Short-Term

AFR 5.88% 5.80% 5.76% 5.73%
110% AFR 6.48% 6.38% 6.33% 6.30%
120% AFR 7.08% 6.96% 6.90% 6.86%
130% AFR 7.68% 7.54% 7.47% 7.42%

Mid-Term

AFR 6.21% 6.12% 6.07% 6.04%
110% AFR 6.84% 6.73% 6.67% 6.64%
120% AFR 7.47% 7.34% 7.27% 7.23%
130% AFR 8.12% 7.96% 7.88% 7.83%
150% AFR 9.39% 9.18% 9.08% 9.01%
175% AFR 11.00% 10.71% 10.57% 10.48%

Long-Term

AFR 6.45% 6.35% 6.30% 6.27%
110% AFR 7.11% 6.99% 6.93% 6.89%
120% AFR 7.77% 7.62% 7.55% 7.50%
130% AFR 8.43% 8.26% 8.18% 8.12%

REV. RUL. 2000-1 TABLE 2

Adjusted AFR for January 2000

Period for Compounding

Annual Semiannual Quarterly Monthly

Short-term
adjusted AFR 4.01% 3.97% 3.95% 3.94%

Mid-term
adjusted AFR 4.66% 4.61% 4.58% 4.57%

Long-term
adjusted AFR 5.59% 5.51% 5.47% 5.45%



REV. RUL. 2000-1 TABLE 3

Rates Under Section 382 for January 2000

Adjusted federal long-term rate for the current month 5.59%

Long-term tax-exempt rate for ownership changes during the current month (the highest of the 
adjusted federal long-term rates for the current month and the prior two months.) 5.72%

REV. RUL. 2000-1 TABLE 4

Appropriate Percentages Under Section 42(b)(2)
for January 2000

Appropriate percentage for the 70% present
value low-income housing credit 8.48%

Appropriate percentage for the 30% present
value low-income housing credit 3.64%

REV. RUL. 2000-1 TABLE 5

Rate Under Section 7520 for January 2000

Applicable federal rate for determining the present
value of an annuity, an interest for life or a term
of years, or a remainder or reversionary interest 7.4%

Rev. Rul. 2000-1 TABLE 6

Deemed Rate of Transfers to New Pooled Income Funds During 2000

Deemed rate of return for transfers during 2000 to pooled 
income funds that have been in existence for less than 3 
taxable years 6.80%


