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above the highest generation of any
person holding an interest in the trust
immediately after the transfer. If no
person holds an interest in the trust
immediately after the GST, the
transferor is treated as occupying the
generation above the highest generation
of any person in existence at the time of
the GST who then occupies the highest
generation level of any person who may
subsequently hold an interest in the
trust. See § 26.2612–1(e) for rules
determining when a person has an
interest in property held in trust.

(b) Examples. The following examples
illustrate the provisions of this section:

Example 1. T transfers property to an
irrevocable trust for the benefit of T’s
grandchild, GC, and great-grandchild, GGC.
During GC’s life, the trust income may be
distributed to GC and GGC in the trustee’s
absolute discretion. At GC’s death, the trust
property passes to GGC. Both GC and GGC
have an interest in the trust for purposes of
chapter 13. The transfer by T to the trust is
a direct skip, and the property is held in trust
immediately after the transfer. After the
direct skip, the transferor is treated as being
one generation above GC, the highest
generation individual having an interest in
the trust. Therefore, GC is no longer a skip
person and distributions to GC are not
taxable distributions. However, because GGC
occupies a generation that is two generations
below the deemed generation of T, GGC is a
skip person and distributions of trust income
to GGC are taxable distributions.

Example 2. T transfers property to an
irrevocable trust providing that the income is
to be paid to T’s child, C, for life. At C’s
death, the trust income is to be accumulated
for 10 years and added to principal. At the
end of the 10-year accumulation period, the
trust income is to be paid to T’s grandchild,
GC, for life. Upon GC’s death, the trust
property is to be paid to T’s great-grandchild,
GGC, or to GGC’s estate. A GST occurs at C’s
death. Immediately after C’s death and
during the 10-year accumulation period, no
person has an interest in the trust within the
meaning of section 2652(c) and § 26.2612–
1(e) because no one can receive current
distributions of income or principal.
Immediately after C’s death, T is treated as
occupying the generation above the
generation of GC (the trust beneficiary in
existence at the time of the GST who then
occupies the highest generation level of any
person who may subsequently hold an
interest in the trust). Thus, subsequent
income distributions to GC are not taxable
distributions.

§ 26.2654–1 Certain trusts treated as
separate trusts.

(a) Single trust treated as separate
trusts—(1) Substantially separate and
independent shares—(i) In general. If a
single trust consists solely of
substantially separate and independent
shares for different beneficiaries, the
share attributable to each beneficiary (or
group of beneficiaries) is treated as a

separate trust for purposes of chapter
13. The phrase ‘‘substantially separate
and independent shares’’ generally has
the same meaning as provided in
§ 1.663(c)–3 of this chapter. However, a
portion of a trust is not a separate share
unless such share exists from and at all
times after the creation of the trust. For
purposes of this paragraph (a)(1), a trust
is treated as created at the date of death
of the grantor if the trust is includible
in its entirety in the grantor’s gross
estate for Federal estate tax purposes.
Further, treatment of a single trust as
separate trusts under this paragraph
(a)(1) does not permit treatment of those
portions as separate trusts for purposes
of filing returns and payment of tax or
for purposes of computing any other tax
imposed under the Internal Revenue
Code. Also, additions to, and
distributions from, such trusts are
allocated pro rata among the separate
trusts, unless the governing instrument
expressly provides otherwise.

(ii) Certain pecuniary amounts. For
purposes of this section, if a person
holds the current right to receive a
mandatory (i.e., nondiscretionary and
noncontingent) payment of a pecuniary
amount at the death of the transferor
from an inter vivos trust that is
includible in the transferor’s gross
estate, or a testamentary trust, the
pecuniary amount is a separate and
independent share if—

(A) The trustee is required to pay
appropriate interest (as defined in
§ 26.2642–2(b)(4)(i) and (ii)) to the
person; or

(B) If the pecuniary amount is payable
in kind on the basis of value other than
the date of distribution value of the
assets, the trustee is required to allocate
assets to the pecuniary payment in a
manner that fairly reflects net
appreciation or depreciation in the
value of the assets in the fund available
to pay the pecuniary amount measured
from the date of death to the date of
payment.

(2) Multiple transferors with respect to
single trust—(i) In general. If there is
more than one transferor with respect to
a trust, the portions of the trust
attributable to the different transferors
are treated as separate trusts for
purposes of chapter 13. Treatment of a
single trust as separate trusts under this
paragraph (a)(2) does not permit
treatment of those portions as separate
trusts for purposes of filing returns and
payment of tax or for purposes of
computing any other tax imposed under
the Internal Revenue Code. Also,
additions to, and distributions from,
such trusts are allocated pro rata among
the separate trusts unless otherwise

expressly provided in the governing
instrument.

(ii) Addition by a transferor. If an
individual makes an addition to a trust
of which the individual is not the sole
transferor, the portion of the single trust
attributable to each separate trust is
determined by multiplying the fair
market value of the single trust
immediately after the contribution by a
fraction. The numerator of the fraction
is the value of the separate trust
immediately after the contribution. The
denominator of the fraction is the fair
market value of all the property in the
single trust immediately after the
transfer.

(3) Severance of a single trust. A
single trust treated as separate trusts
under paragraphs (a)(1) or (2) of this
section may be divided at any time into
separate trusts to reflect that treatment.
For this purpose, the rules of paragraph
(b)(1)(ii)(C) of this section apply with
respect to the severance and funding of
the severed trusts.

(4) Allocation of exemption—(i) In
general. With respect to a separate share
treated as a separate trust under
paragraph (a)(1) or (2) of this section, an
individual’s GST exemption is allocated
to the separate trust. See § 26.2632–1 for
rules concerning the allocation of GST
exemption.

(ii) Automatic allocation to direct
skips. If the transfer is a direct skip to
a trust that occurs during the
transferor’s lifetime and is treated as a
transfer to separate trusts under
paragraphs (a)(1) or (a)(2) of this section,
the transferor’s GST exemption not
previously allocated is automatically
allocated on a pro rata basis among the
separate trusts. The transferor may
prevent an automatic allocation of GST
exemption to a separate share of a single
trust 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
to a particular share. See § 26.2632–1(b)
for rules for avoiding the automatic
allocation of GST exemption.

(5) Examples. The following examples
illustrate the principles of this section
(a):

Example 1. Separate shares as separate
trusts. T transfers $100,000 to a trust under
which income is to be paid in equal shares
for 10 years to T’s child, C, and T’s
grandchild, GC (or their respective estates).
The trust does not permit distributions of
principal during the term of the trust. At the
end of the 10-year term, the trust principal
is to be distributed to C and GC in equal
shares. The shares of C and GC in the trust
are separate and independent and, therefore,
are treated as separate trusts. The result


