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be $10,000. After A’s death, the trust is to
terminate and the trust property is to be
distributed to B. The trust specifically
authorizes, but does not require, the trustee
to retain the shares of stock. The corporation
has paid no dividends on this stock during
the past 5 years, and there is no indication
that this policy will change in the near
future. Under applicable state law, the
corporation is considered to be a sound
investment that satisfies fiduciary standards.
The facts and circumstances, including
applicable state law, indicate that the income
beneficiary would not have the legal right to
compel the trustee to make the trust corpus
productive in conformity with the
requirements for a lifetime trust income
interest under applicable local law.
Therefore, the life income interest in this
case is considered nonproductive.
Consequently, A’s income interest may not
be valued actuarially under this section.
Example 2. Beneficiary’s right to make
trust productive. The facts are the same as in
Example 1, except that the trustee is not
specifically authorized to retain the shares of
corporation stock. Further, the terms of the
trust specifically provide that the life income
beneficiary may require the trustee to make
the trust corpus productive consistent with
income yield standards for trusts under
applicable state law. Under that law, the
minimum rate of income that a productive
trust may produce is substantially below the
section 7520 interest rate on the valuation
date. In this case, because A, the income
beneficiary, has the right to compel the
trustee to make the trust productive for
purposes of applicable local law during A’s
lifetime, the income interest is considered an

ordinary income interest for purposes of this
paragraph, and the standard section 7520 life
income factor may be used to determine the
value of A’s income interest. However, in the
case of gifts made after October 8, 1990, if the
donor was the life income beneficiary, the
value of the income interest would be
considered to be zero in this situation. See
§25.2702-2.

Example 3. Annuity trust funded with
unproductive property. The donor, who is
age 60, transfers corporation stock worth
$1,000,000 to a trust. The trust will pay a 6
percent ($60,000 per year) annuity in cash or
other property to the donor for 10 years or
until the donor’s prior death. Upon the
termination of the trust, the trust property is
to be distributed to the donor’s child. The
section 7520 rate for the month of the transfer
is 8.2 percent. The corporation has paid no
dividends on the stock during the past 5
years, and there is no indication that this
policy will change in the near future. Under
applicable state law, the corporation is
considered to be a sound investment that
satisfies fiduciary standards. Therefore, the
trust’s sole investment in this corporation is
not expected to adversely affect the interest
of either the annuity beneficiary or the
remainder beneficiary. Considering the 6
percent annuity payout rate and the 8.2
percent section 7520 interest rate, the trust
corpus is considered sufficient to pay this
annuity for the entire 10-year term of the
trust, or even indefinitely. The trust
specifically authorizes, but does not require,
the trustee to retain the shares of stock.
Although it appears that neither beneficiary
would be able to compel the trustee to make
the trust corpus produce investment income,

the annuity interest in this case is considered
to be an ordinary annuity interest, and a
section 7520 annuity factor may be used to
determine the present value of the annuity.

In this case, the section 7520 annuity factor
would represent the right to receive $1.00 per
year for a term of 10 years or the prior death
of a person age 60.

Example 4. Unitrust funded with
unproductive property. The facts are the
same as in Example 3, except that the donor
has retained a unitrust interest equal to 7
percent of the value of the trust property,
valued as of the beginning of each year.
Although the trust corpus is nonincome-
producing, the present value of the donor’s
retained unitrust interest may be determined
by using the section 7520 unitrust factor for
a term of years or a prior death.

Example 5. Eroding corpus in an annuity
trust. (i) The donor, who is age 60 and in
normal health, transfers property worth
$1,000,000 to a trust. The trust will pay a 10
percent ($100,000 per year) annuity to a
charitable organization for the life of the
donor, payable annually, and the remainder
will be distributed to the donor’s child. The
section 7520 rate for the month of the transfer
is 6.8 percent. First, it is necessary to
determine whether the annuity may exhaust
the corpus before all annuity payments are
made. Because it is assumed that any
measuring life may survive until age 110, any
life annuity could require payments until the
measuring life reaches age 110. Based on a
section 7520 interest rate of 6.8 percent, the
determination of whether the annuity may
exhaust the corpus before the annuity
payments are made is computed as follows:

Age to which life anNUIty MAY CONTINMUE .....oouiiiiiiii ittt e st e e s b bt e ek bt e e e bb e e e sabe e e e aateeeaabneeeaneeeaanres 110
Less: Age of measuring life at date of transfer 60
Number of years annuity MaY CONTINUE ......c.oiiiiiiiiiiei ettt san e b e st enbeesare e 50
ANNUAL NNUILY PAYIMENT ...ttt ettt e ettt e e aate e e e aaeeeeaahee e e asbeeeaasbe e e aasbe e e aaRse a2 ambe e a2 b be e e aabe e e e sabeeeeamneeeanneeeanneeesnnen $100,000.00
Times: Table B annuity faCtOr fOr 50 YEAIS .....c..uiiiiiiiiiiieei ettt a e bbbttt et et enne et eeees 14.1577
Present value Of termM CEIrtaiN @NNUITY ......c.oiiiiiiiiiiiie it e et e et e e et e e s bt e e e sabe e e e asbeeeeabbeeesnnbeeesnsseeesnneeas 1,415,770.00

(ii) Since the present value of an annuity
for a term of 50 years exceeds the corpus, the
annuity may exhaust the trust before all
payments are made. Consequently, the
annuity must be valued as an annuity
payable for a term of years or until the prior
death of the annuitant, with the term of years
determined by when the fund will be
exhausted by the annuity payments.

(iii) Using factors based on Table
80CNSMT at 6.8 percent, it is determined
that the fund will be sufficient to make 17
annual payments, but not to make the entire
18th payment. Specifically, the initial corpus
will be able to make payments of $67,287.26
per year for 17 years plus payments of
$32,712.74 per year for 18 years. The annuity
is valued by adding the value of the two
separate temporary annuities.

(iv) Based on Table H of Publication 1457
(a copy of this publication may be purchased
from the Superintendent of Documents,
United States Government Printing Office,
Washington, DC 20402), the present value of
an annuity of $67,287.26 per year payable for
17 years or until the prior death of a person

aged 60 is $579,484.61 ($67,287.26 x 8.6121).
The present value of an annuity of
$32,712.74 per year payable for 18 years or
until the prior death of a person aged 60 is
$287,731.45 ($32,712.74 x 8.7957). Thus, the
present value of the charitable annuity
interest is $867,216.06 ($579,484.61 +
$287,731.45).

(3) Mortality component. The
mortality component prescribed under
section 7520 may not be used to
determine the present value of an
annuity, income interest, remainder
interest, or reversionary interest if an
individual who is a measuring life dies
or is terminally ill at the time the gift
is completed. For purposes of this
paragraph (b)(3), an individual who is
known to have an incurable illness or
other deteriorating physical condition is
considered terminally ill if there is at
least a 50 percent probability that the
individual will die within 1 year.

However, if the individual survives for
eighteen months or longer after the date
the gift is completed, that individual
shall be presumed to have not been
terminally ill at the date the gift was
completed unless the contrary is
established by clear and convincing
evidence.

(4) Example. The provisions of
paragraph (b)(3) of this section are
illustrated by the following example:

Example. Terminal illness. The donor
transfers property worth $1,000,000 to a
child in exchange for the child’s promise to
pay the donor $103,000 per year for the
donor’s life. The donor is age 60 but has been
diagnosed with an incurable illness and has
at least a 50 percent probability of dying
within 1 year. The section 7520 interest rate
for the month of the transfer is 10.6 percent,
and the standard annuity factor at that
interest rate for a person age 60 in normal
health is 7.4230. Thus, if the donor were not
terminally ill, the present value of the



