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the entire trust property to GGC, a skip
person. The result would be the same if the
trustee retained sufficient funds to pay the
GST tax due by reason of the taxable
termination, as well as any expenses of
winding up the trust.

Example 10. Simultaneous termination of
interests of more than one beneficiary. T
establishes an irrevocable trust for the benefit
of T’s child, C, T’s grandchild, GC, and T’s
great-grandchild, GGC. Under the terms of
the trust, income and principal may be
distributed to any or all of the living
beneficiaries at the discretion of the trustee.
Upon the death of C, the trust property is to
be distributed to GGC if then living. If C is
survived by both GC and GGC, both C’s and
GC’s interests in the trust will terminate on
C’s death. However, because both interests
will terminate at the same time and as a
result of one event, only one taxable
termination occurs.

Example 11. Partial taxable termination. T
creates an irrevocable trust providing that
trust income is to be paid to T’s children, A
and B, in such proportions as the trustee
determines for their joint lives. On the death
of the first child to die, one-half of the trust
principal is to be paid to T’s then living
grandchildren. The balance of the trust
principal is to be paid to T’s grandchildren
on the death of the survivor of A and B. If
A predeceases B, the distribution occurring
on the termination of A’s interest in the trust
is a taxable termination and not a taxable
distribution. It is a taxable termination
because the distribution is a distribution of
a portion of the trust that occurs as a result
of the death of A, a lineal descendant of T.
It is immaterial that a portion of the trust
continues and that B, a person other than a
skip person, thereafter holds an interest in
the trust.

Example 12. Taxable distribution. T
establishes an irrevocable trust under which
the trust income is payable to T’s child, C,
for life. When T’s grandchild, GC, attains 35
years of age, GC is to receive one-half of the
principal. The remaining one-half of the
principal is to be distributed to GC on C’s
death. Assume that C survives until GC
attains age 35. When the trustee distributes
one-half of the principal to GC on GC’s 35th
birthday, the distribution is a taxable
distribution because it is a distribution to a
skip person and is neither a taxable
termination nor a direct skip.

Example 13. Exercise of withdrawal right
as taxable distribution. The facts are the
same as in Example 12, except GC holds a
continuing right to withdraw trust principal
and after one year GC withdraws $10,000.
The withdrawal by GC is not a taxable
termination because the withdrawal does not
terminate C’s interest in the trust. The
withdrawal by GC is a taxable distribution to
GC.

Example 14. Interest in trust. T establishes
an irrevocable trust under which the income
is to be paid to T’s child, C, for life. On the
death of C, the trust principal is to be paid
to T’s grandchild, GC. Because C has a
present right to receive income from the
trust, C has an interest in the trust. Because
GC cannot currently receive distributions
from the trust, GC does not have an interest
in the trust.

Example 15. Support obligation. T
establishes an irrevocable trust for the benefit
of T’s grandchild, GC. The trustee has
discretion to distribute property for GC’s
support without regard to the duty or ability
of GC’s parent, C, to support GC. Because GC
is a permissible current recipient of trust
property, GC has an interest in the trust. C
does not have an interest in the trust because
the potential use of the trust property to
satisfy C’s support obligation is within the
discretion of a fiduciary. C would be treated
as having an interest in the trust if the trustee
was required to distribute trust property for
GC’s support.

§ 26.2613–1 Skip person.
For the definition of skip person see

§ 26.2612–1(d).

§ 26.2632–1 Allocation of GST exemption.
(a) General rule. Except as otherwise

provided in this section, an individual
or the individual’s executor may
allocate the individual’s $1 million GST
exemption at any time from the date of
the transfer through the date for filing
the individual’s Federal estate tax return
(including any extensions for filing that
have been actually granted). If no estate
tax return is required to be filed, the
GST exemption may be allocated at any
time through the date a Federal estate
tax return would be due if a return were
required to be filed (including any
extensions actually granted). If property
is held in trust, the allocation of GST
exemption is made to the entire trust
rather than to specific trust assets. If a
transfer is a direct skip to a trust, the
allocation of GST exemption to the
transferred property is also treated as an
allocation of GST exemption to the trust
for purposes of future GSTs with respect
to the trust by the same transferor.

(b) Lifetime allocations—(1)
Automatic allocation to direct skips—(i)
In general. If a direct skip occurs during
the transferor’s lifetime, the transferor’s
GST exemption not previously allocated
(unused GST exemption) is
automatically allocated to the
transferred property (but not in excess
of the fair market value of the property
on the date of the transfer). The
transferor may prevent the automatic
allocation of GST exemption by
describing on a timely-filed United
States Gift (and Generation-Skipping
Transfer) Tax Return (Form 709) the
transfer and the extent to which the
automatic allocation is not to apply. In
addition, a timely-filed Form 709
accompanied by payment of the GST tax
(as shown on the return with respect to
the direct skip) is sufficient to prevent
an automatic allocation of GST
exemption with respect to the
transferred property. See paragraph
(c)(4) of this section for special rules in
the case of direct skips treated as

occurring at the termination of an estate
tax inclusion period.

(ii) Time for filing Form 709. A Form
709 is timely filed if it is filed on or
before the date required for reporting
the transfer if it were a taxable gift (i.e.,
the date prescribed by section 6075(b),
including any extensions to file actually
granted (the due date)). Except as
provided in paragraph (b)(1)(iii) of this
section, the automatic allocation of GST
exemption (or the election to prevent
the allocation, if made) is irrevocable
after the due date. An automatic
allocation of GST exemption is effective
as of the date of the transfer to which
it relates. Except as provided above, a
Form 709 need not be filed to report an
automatic allocation.

(iii) Transitional rule. An election to
prevent an automatic allocation of GST
exemption filed on or before January 26,
1996, becomes irrevocable on July 24,
1996.

(2) Allocation to other transfers—(i) In
general. An allocation of GST
exemption to property transferred
during the transferor’s lifetime, other
than in a direct skip, is made on Form
709. The allocation must clearly identify
the trust to which the allocation is being
made, the amount of GST exemption
allocated to it, and if the allocation is
late or if an inclusion ratio greater than
zero is claimed, the value of the trust
assets at the effective date of the
allocation. See paragraph (b)(2)(ii) of
this section. The allocation should also
state the inclusion ratio of the trust after
the allocation. Except as otherwise
provided in this paragraph, an
allocation of GST exemption may be
made by a formula; e.g., the allocation
may be expressed in terms of the
amount necessary to produce an
inclusion ratio of zero. However,
formula allocations made with respect
to charitable lead annuity trusts are not
valid except to the extent they are
dependent on values as finally
determined for Federal estate or gift tax
purposes. With respect to a timely
allocation, an allocation of GST
exemption becomes irrevocable after the
due date of the return. Except as
provided in § 26.2642–3 (relating to
charitable lead annuity trusts), an
allocation of GST exemption to a trust
is void to the extent the amount
allocated exceeds the amount necessary
to obtain an inclusion ratio of zero with
respect to the trust. See § 26.2642–1 for
the definition of inclusion ratio. An
allocation is also void if the allocation
is made with respect to a trust that has
no GST potential with respect to the
transferor making the allocation, at the
time of the allocation. For this purpose,
a trust has GST potential even if the


