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date of the income beneficiary’s death,
the estate of that income beneficiary is
treated as the shareholder of the S
corporation with respect to which the
income beneficiary made the QSST
election. The estate ordinarily will cease
to be treated as the shareholder for
purposes of section 1361(b)(1) upon the
earlier of the transfer of that stock by the
trust or the expiration of the 60-day
period beginning on the day of the
income beneficiary’s death. However, if
the entire corpus of the trust is
includible in the gross estate of that
income beneficiary, the estate will cease
to be treated as the shareholder for
purposes of section 1361(b)(1) upon the
earlier of the transfer of that stock by the
trust or the expiration of the 2-year
period beginning on the day of the
income beneficiary’s death. For the
purpose of determining whether the
entire trust corpus is includible in the
gross estate of the income beneficiary,
any community property interest in the
trust held by the income beneficiary’s
spouse which arises by reason of
applicable U.S. state law is disregarded.
During the period that the estate is
treated as the shareholder for purposes
of section 1361(b)(1), the trust is treated
as the shareholder for purposes of
sections 1366, 1367, and 1368. If, after
the 60-day period, or the 2-year period,
if applicable, the trust continues to hold
S corporation stock, the corporation’s S
election terminates. If the termination is
inadvertent, the corporation may
request relief under section 1362(f).

(8) Coordination with grantor trust
rules. If a valid QSST election is made,
the income beneficiary is treated as the
owner, for purposes of section 678(a), of
that portion of the trust that consists of
the stock of the S corporation for which
the QSST election was made. However,
solely for purposes of applying the
preceding sentence to a QSST, an
income beneficiary who is a deemed
section 678 owner only by reason of
section 1361(d)(1) will not be treated as
the owner of the S corporation stock in
determining and attributing the federal
income tax consequences of a
disposition of the stock by the QSST.
For example, if the disposition is a sale,
the QSST election terminates as to the
stock sold and any gain or loss
recognized on the sale will be that of the
trust, not the income beneficiary.
Similarly, if a QSST distributes its S
corporation stock to the income
beneficiary, the QSST election
terminates as to the distributed stock
and the consequences of the distribution
are determined by reference to the status
of the trust apart from the income
beneficiary’s terminating ownership

status under sections 678 and
1361(d)(1). The portions of the trust
other than the portion consisting of S
corporation stock are subject to subparts
A through D of subchapter J of chapter
1, except as otherwise required by
subpart E of the Internal Revenue Code.

(9) Successive income beneficiary. (i)
If the income beneficiary of a QSST who
made a QSST election dies, each
successive income beneficiary of that
trust is treated as consenting to the
election unless a successive income
beneficiary affirmatively refuses to
consent to the election. For this
purpose, the term successive income
beneficiary includes a beneficiary of a
trust whose interest is a separate share
within the meaning of section 663(c),
but does not include any beneficiary of
a trust that is created upon the death of
the income beneficiary of the QSST and
which is a new trust under local law.

(ii) The application of this paragraph
(j)(9) is illustrated by the following
examples:

Example 1. Shares of stock in Corporation
X, an S corporation, are held by Trust A, a
QSST for which a QSST election was made.
B is the sole income beneficiary of Trust A.
On B’s death, under the terms of Trust A, J
and K become the current income
beneficiaries of Trust A. J and K each hold
a separate and independent share of Trust A
within the meaning of section 663(c). J and
K are successive income beneficiaries of
Trust A, and they are treated as consenting
to B’s QSST election.

Example 2. Assume the same facts as in
Example 1, except that on B’s death, under
the terms of Trust A and local law, Trust A
terminates and the principal is to be divided
equally and held in newly created Trust B
and Trust C. The sole income beneficiaries of
Trust B and Trust C are J and K, respectively.
Because Trust A terminated, J and K are not
successive income beneficiaries of Trust A. J
and K must make QSST elections for their
respective trusts to qualify as QSSTs, if they
qualify. The result is the same whether or not
the trustee of Trusts B and C is the same as
the trustee of trust A.

(10) Affirmative refusal to consent—
(i) Required statement. A successive
income beneficiary of a QSST must
make an affirmative refusal to consent
by signing and filing with the service
center where the corporation files its
income tax return a statement that—

(A) Contains the name, address, and
taxpayer identification number of the
successive income beneficiary, the trust,
and the corporation for which the
election was made;

(B) Identifies the refusal as an
affirmative refusal to consent under
section 1361(d)(2); and

(C) Sets forth the date on which the
successive income beneficiary became
the income beneficiary.

(ii) Filing date and effectiveness. The
affirmative refusal to consent must be
filed within 15 days and 2 months after
the date on which the successive
income beneficiary becomes the income
beneficiary. The affirmative refusal to
consent will be effective as of the date
on which the successive income
beneficiary becomes the current income
beneficiary.

(11) Revocation of QSST election. A
QSST election may be revoked only
with the consent of the Commissioner.
The Commissioner will not grant a
revocation when one of its purposes is
the avoidance of federal income taxes or
when the taxable year is closed. The
application for consent to revoke the
election must be submitted to the
Internal Revenue Service in the form of
a letter ruling request under the
appropriate revenue procedure. The
application must be signed by the
current income beneficiary and must—

(i) Contain the name, address, and
taxpayer identification number of the
current income beneficiary, the trust,
and the corporation with respect to
which the QSST election was made;

(ii) Identify the election being revoked
as an election made under section
1361(d)(2); and

(iii) Explain why the current income
beneficiary seeks to revoke the QSST
election and indicate that the
beneficiary understands the
consequences of the revocation.

(k)(1) Examples. The provisions of
paragraphs (h) and (j) of this section are
illustrated by the following examples in
which it is assumed that all
noncorporate persons are citizens or
residents of the United States:

Example 1. (i) Terms of the trust. In 1996,
A and A’s spouse, B, created an intervivos
trust and each funded the trust with
separately owned stock of an S corporation.
Under the terms of the trust, A and B
designated themselves as the income
beneficiaries and each, individually, retained
the power to amend or revoke the trust with
respect to the trust assets attributable to their
respective trust contributions. Upon A’s
death, the trust is to be divided into two
separate parts; one part attributable to the
assets A contributed to the trust and one part
attributable to B’s contributions. Before the
trust is divided, and during the
administration of A’s estate, all trust income
is payable to B. The part of the trust
attributable to B’s contributions is to
continue in trust under the terms of which
B is designated as the sole income
beneficiary and retains the power to amend
or revoke the trust. The part attributable to
A’s contributions is to be divided into two
separate trusts both of which have B as the
sole income beneficiary for life. One trust,
the Credit Shelter Trust, is to be funded with
an amount that can pass free of estate tax by
reason of A’s available estate tax unified


