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E,rample (D.-lnclividual A owrls 55 percent of the stock of eorporation X.
Arrother 25 percent of corporation X's stock is orvnecl in the aggregate by inclivid-
uals B, C, I), and E. On June 75, 1963, individual A transfers property to
corlloration Y ( newly createcl for the purpose of acquiring such propert)') in
exc-hange for 60 percent of the stock of 1', and B, C, and D acquire aII of the
rerrraining stock of y. The transfer is n,ithin the scope of section 1551 (a) (3).

( h ) Punposn oF rRAN sEBn.-In determining, f or purposes of this sectiott.
R,hether the securing of the surtax exemption or accutllulated earnings credit
constituted "a major purpose" of the transfer, all circutustances relevaut to the
transfer shall be consiclered. "A major purpose" rvill not be inferred from the
il)ere purchase of inverrtory by a subsidiary from a centralized rvarehouse rnain-
tainecl by its parent eorporation or by another subsidiary of the parent corpo-
ration. For disallo\vance of ttre surtax exetnption atrd aecunlulated earnitlgs
credit uncler section 1551, it is not neeessary that the ol-rtaining of either sucll
c:redit or exenrption, or both, have been the sole or principal purpose of the trans-
fer of the property. It is sufficient if it appears, in the light of all the faets and
circunrstanees, that the obtaining of such exernption or credit, or both, was one of
the urajor consirlerations that prompted the transfer. Thus, the seeuring of the
surtax exemption or the accunlulatecl earnings eredit may eonstitute "a major
purpose" of the transfer, notu,ithstanding that sueh transfer was effeeted for a
valid business purpose and qualified as a reorganization within the meaning of
section 368. The taxpayer's burden of establishing by the clear preponderance
of the evidenee that the securing of either sueh exemption or eredit or both
\l'as not "a major purpose" of the transfer may be met, for exampl€, by shou'itrg
that the obtaining of sueh exenrption, or eredit, or both, was not a major faetor
in relationship to the other consideration or consideratious rvhich prornptecl the
transfer..

(This Treasury Decision is issued nncler the authority contained in
section 7805 of the Internal Rever)ue Cocle of 1954 (68A Stat. 917;26
LT.S.C. 7905).)

SrrnrnoN S. CorrEN,
C ontmissioner of Internal Reaenute.

Approved February 77,1967.
ST,TNLDY S. Sunnnx,

,4.ss istant Secretory of the Trect,stt?"y.

( triled by the Office of the Federal Register on Feb. 23, 1967. 8 :50 a.m., and pub-
lishecl in the issue of the Fecleral Register for F eb. 21, l9$7, 32 F.R. 3214)

ST]BTITLE B._ESTATE AND GIFT TAXES

CHAPTER II.-ESTATE TAX

SUBCHAPTER A._ESTATES OF CITIZENS OR RESIDENTS

PART II.-CREDITS AGAINST TAX

SECTIOI{ 2072.-CREDIT FOR GIFT TAX

26 CFR 20.2012-l: Credit for gift tax.
The computation of the gift tax creclit aplrlJc"blq to an estate against

rvhich a credit for tax on frior transfers is-also a]lolvabl. requires the
conrpUtation of a hypoth^etical gift tax credit r,vhich is made on the
basii of the transfer e6-dececlent'5 reduced gross estate. See Rev. Rul.
67-11(), page 262.
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SECTIOI{ a}L}.-CRtrDIT FOR TAX ON PRIOR TRANSI-'ERS

26 CFR 20.2013-1 : Credit for tax on prior
transfers.

(Also Section 2012 ; 20. 2012-1.)

Rev. Rul. 67-110

\\rhere a credit is allorvable under section 2013 ( a ) of the f nternal
Revenue Code of 1954, for tax on prior transfers, and a sift tax
eredit is also allorvable under section 2072(a), the computation of
the limitation on eredit provicled for in section'2013 ( c ) requires, for
purposes of section 2013(c) (1) (R), the cornputation of a hypo-
thetieal gift tax credit, u,hich is tnade on the basis of the transferee's
reduced gross estate, in order to determine the net Ferleral estate
tax under section 2013 (c) (1 ) (B ).

Advice has been reqlrested concerr.ing the method of computing
the credit allorvable under section 2013 of the fnternal Revenue Code
of 1951, rvhere the decedent's estate is also entitled to 0, credit under
section 20L2 of the Cocle.

In the instant cASe, the clececlent received t,he entire net estate of
his precleceased brother u'ho died in 1961. The r.alue of such inherited
property \yAS included in the brother's gross estate and & I'ederal
estate tax wAS paid thereon. The decedent died in the year 1966, rvhich
\vas rrithin 10 years after the death of the brother.

The decedent gratuitously transferred a parcel of real estate to his
son. A Federal gift tax return lyAS filed, a gift tax \il-as paicl, and the
decedent died 6 morrths later. The transfef of the real property was
aclmittedly made in contemplation of death and, corlseqrurtlSr, its
value \y&s included in the clececlent's gross estate under the provisions
of section 2035 of the Code.

Ilnder section 2072 (^) of the Cocle, a credit is allorved against the
Fecleral estate tax for gift tax paid rvith respect to the trinsfer by
gift of property that is Iubseq.reirtlrr included in the ,Conor-clecedentis
gross estate. The credit is limitecl to the lesser of trvo limitations.
The ((first limitation" is the amount of the gift tax paid on the included
gift. And the ttsecond limitation" is the amount of thc estate tax
attributable to the inclusion of the gift property in the gross estate.

Section 2013 of the Code provides that the estite of a deceased rvho
had received property from inother decedent shall be credited rvith all
or ? part of the &mount, of the Federal estate tax paid u.ith respect to
s_uch _property in the transferor-decedent's estate, proviclecl tliat tho
decedents died u'ithin the statutory periocl. Section 2013(.) (1) i^.
poses a limitation on the amount of fhe credit as computecl in sectiort
2q1:3(b) ; that i., the credit ca,nnot be greater than the amount bv
rvhich the estate tax imposed by either"section 2O0L or 270L ( aftei
deducting the credits for State cleath taxes, gift tax, and foreign death
taxes provided in sections 2011,2012, and 2071) and computecf lvithout
r-egatd to_ section 201.3 exceeds t'such tax compllted by eicluding from
l,he decedent's gross estate the value of such property transferred* * * .)) fn other \yords, in determining the amount of 

-the 
creclit al-

lorvablo under section ZOt3(c) (1), it is"necessary to make trvo com-
putations of the Federal estate tax, both of u'hich are to be made
rvitlrout regard to the credit under section 20l3rbut rvhich must take
into account the allowance of the credits provided for in sections 20Lt,
2012, &rrg_ 2011, that is, the cre,Cits for State death taxes paicl, gift
taxes paid, and foreign death taxes paid.



T5e first computation, un49r section 2013(.) (.f ).(A), is made on
the basis of the.rrtire value of the present decedent's (transferee) gross
estate.

The seconcl computation, under section 2013 (c) (1) (P), is,tnacle on
tht basis of the 

",.i.r. 
of the decedent's gross estate less the value of the

property receivecl from the prior clecedint ( transferor ) . If a, gift t"{
[r..iit iJ involved, the secon& conrputalioq requires the computition of
u t ifr"tt .tical gift tax creclit,_rvliich is likeu'ise macle on the basis of
the"reclucecl groEs estate,_in oriler to cletermine the alnount of the Fecl-

eral estate tax on the reclucecl gross estate.
The computation \Yas macle as follo\Ys:
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Decedent' s tarable estate

estate S500, 000' 0oGross
Less:

Taxable estate- - - $4oo' ooo' oo

Gross estate tax- $113, ZAq qq

il* ;t.dit foi-Siui" death taxes- - 8,720' 00

Gross estate tax less credit for State death taxes *tO*, 
"*OI,eSS:

Credit for Federal gift taxes (lst lirnitation)- :- $?q, 02ir' 00
Credit for tax on piior tiansfers (2d limitation)- 49,984. 64 70,009. 64

Debts and charges
\Iarital deduction
Specific exemption-

$10, 000. 00
30, 000. 00
60, 000. 00 100, 000. 00

$34, 970. 36

$153, 000. 00
3, 000. 00

(Total gif t tax paid) - $20,025.00

Nct cstate tax payable

Computation oJ credit for Federal gi'ft tares

1st lintitation:
Value of gift to son
Less annttal exclusion- -

Amount of included gift for year- - - $1I9, gqq' 00

t;.. ifu.in. .i.*pti6n- 30, 000. oo

Amount of taxable gifts for year--- 4?9, 999*'
Clft i"* paid oii iofrut" gifti $20, 02ir. 00

1st limitation expressed as a fraction:
$153,000.00- $3'000.00 (\'alue of

= , =qi!'r =l::: ?ltYuJ=t=*:L"ti9P , x s20,02b.00.OO (Total " *

taxable gift, Plus sPecific
exemption allorved)

2d lintitation:
yalue oi gift as included in gross estate $153, 000' 00

Gross estate Trq 9qQ 9.9
Less nrarital decluction- 30, 000' 00

value of gross estate less marital deduction ;q 000 00

2d limitation expressed as a fraction:
$ I 53,000.00 - $3,000- 00 (\Ialue of g,.11-,,.'f,ot 

$ 1 04,gg0.00 ( Gross es-
estate tax ptrrpo_se_,_l9s!_anlJyql excllrsiort) X;;;; tax, less ...dit ior- $BB, b04.26

$500, 000.00 - $30,000.00 (\'alue. of gross State' de.th taxes
estate, less marital dedtrction)
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Computation of wedit for tar on prior transfers

Assuming that State cleath taxes are $6,800.00, the maximum credit allorvable,
the comput"ation of Federal estate tax in the brother's estate would be as f ollorvs:

Brother's total gross estate- $440, 000. 00
Less:

Debts and charges - $40, 000. 00
Specific exemption- - 60, 000. 00

Taxableestate ---- 

-

Net estate tax Payable-
The computation of the credit, under 2013(b) of the Code, in

estate was as f ollows:
ITirst linr,iiation

I{et ualue of transfers:
Brother's gross estate
Less:

Debts and charges $40, 000. 00
Fedcral estate tax- 87, 700. 00
State dea,th taxes 6, 800. 00

Net value of trurtsfers- .---- _-

Value of transferor's estate, adjusted:

3'trJ3i:.!i?1".;,;;;;; - - - - - - - - - - : - : - - : - : - - - : : - : - - - - : - - - -

100, 000. 00

$305, 500. 00

$400, 000. 00
Federal estate tax- $87, 700. 00
State death taxes- 6, 800. 00 94, 500. 00

\ralue of trensferor's adjtrsted estate--- $305, 500. 00

Tar on transferor's estate, adjusted:
Federal estate tlux paid- - - $87, 700. 00
Plrrs:

Creclit for Federal gift taxcs-
Credit for tex on prior trausfers

$340, 000. 00
$87, 700. 00

the deccdent's

$440, 000. 00

1:14, 500. 00

$340, 000. 00
60, 000. 00

0. 00
0. 00 0. 00

Transferor's adjr-rsted estate tax- - $87,700.00
Transfcl'or's tax on prior transfers (lst limitation)
$305,500.00 (Nei '"'ahre of transfers) .,2 $87,700.00 (TaX on _ q

$305,500.00 (Vaiue of trar,sfexork- " ;;;tI;;;;'.t ;Je#j 
: $sZ'700'00

adj usted estate)

Second limitat'ion

Transferee's tar com,puted without regard to credit Jor tar on prior
transf ers:

Gross estate tax-
l,ess credit for State deeth taxes

Gross estate less credit for State dcath taxes
Less credit for Federal gift taxes-

Estate tax before credit for tax on prior transfers- -

Transferee' I reduced gross estate:
Gross estate
Less net value of transfers- -

$113, 700. 00
8, 720. 00

1 04,
20,

94, 955. 00

500, 000. 00
305, 500. 00

980. 00
025. 00

Reduced gross estate- 194, 500. 00
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T r ansf eree' I deductions :
Debts and charges
Marital deduction
Specific exemPtion-

Total deductions

T ransferee' I reduced tarable estate :
Reduced gross estate-
Less transleree's deductions-

Transf eree's tar on reduced tarable estate:
Gross estate tax-
Less credit for State death taxes

Gross estate tax less credit for State death taxes
Less r;;A;t Jor f'.deral gift tax (2d limitatiou, iLS computed

below)

Net estate tax on reduced taxable estate- l, 647. 27

Computation of hypothetical- gift. tar credit applicable to transferee's
redueed gross estate

1 st limitation ($20,025.u0, unchanged)'
2d limitation:

Value of gift as included in gross estate

Transferee's reduced gross estate
Less marital deduction

Value of reduced gross estate, less marital deduction-

$153, 000. 00

164, 500. 00

$84, 955. 00
L, 647. 27

t $ 2013.

s 10, 000. 00
30, 000. 00
60, 000. 00

100, 000. 00

-

194, 500. 00
100, 000. 00

94, 500. 00

19, 160. 00
472. 00

18, 688. 00

17, 040. 73

194,
30,

500. 00
000. 00

2nd limitation expressed as a fraction:

$153,000.00- $3,000.00 (Valtte of gift for
estate tax purpo.", ress annual exclusion) $18,688.00 (G-ross estate

X tax' on reduced taxable es-: $17,040.7 3

$19.+,500.00- $30,000.00- (value. of re- tate, less credit for state
- - - -'d;."a gtoii estate, less marital death taxes)

deduction)

Transf eree's tar on priar transfers (?nd limitation:)
Transferee's estate tax before credit for tax on prior transfers- -
Less transferee's tax on reduced taxable estate---

Transferee's tax on prior transfer- - - $83, 307.73

Since the tax in the transferee's estate attributtrble to the transferred'
prIp.;yl; fi;iGr than ihat in the transferorrs est&t.: ll_r_:,1':::o"d 

lirn-
'it"i'lr"/*ppties. Inasmuch as the t$'o cleaths occurred rvithin 5 years,

iir" 
"r.clitis^ 

iimited to G0 percent of the tax attributable to the propertY'
or $83,307.73 X .60: $49,984.64.

26 cFR 20.2013--4: valurrtion of propelty Re\'. Rul. 67-5:i

trtrnsferrecl.
Where a decedent-transferee received a property iuterest rvltich

was not susceptible of valuation by recognized vitlurttiou llrinciPles
or) the date of deailr of ttre trausf-eror, C cretlit trtrtler sectiott 201:]

of the Internal Revenue Code of 195-f for Fetlenrl t'stllte ttrx llaid ott
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the transfer of sueh an interest from the estate of the transferor is
not allow,ed against the Federal estate tax imposed upon the estate
of the decedent-transferee.

Advice has been requested regardirrg the allorva,nce of t,he credit
for Federal estate tax paid on prior transfers under section 2013 of the
fnhrnal Revenue Cod-e of 19f4, where, at the time of the transferor's
death, 

. 
th*- properby. interest of the transferee was not susceptible of

valuation by recognized valuation principles.
A grantor created a, trust during his lifetime under the terms of

rvhic[ he reserved the right to net income for his life. The trust in-
strument provided that at his death net income was payable to the
grantor's ivife for life, subject to the pg\\'er of the trusteg, in _hit abso-
[rte and uncontrolled discretion, to w,ithhold any or all of such income
and to add all or any part of it to the principal of the trust. The in-
strument also proviile-d that at the grantor's death or at the death of
his wife, whichever occurred last, the principal'and any aggqmulated
income of the trust lvere to be paid to the grantor's then living chil-
dren. At the grantor's death ttie principal of ttre trust rl'as includibte
in his gross estate for Federal estate tax purposes. Thereafter, the
trustee-annually paid out the entire amount of nef income of the trust
to the wife of the grantor until her death.

Section 2013(u) of the Code provides, in part, that the tax imposed
by section 2001 of the Code shall be credited x,ith all or a part of the
arnount of the Federal estate tax paid with respect to the transfer of
an interest in property to a decedent (desigrrated as & transferee)
from a person (deSignated as & transferor) rvho died u'ithin 10 y-ea_rs

before, o* rvithin 2 years after, the decedent's death. The amollnt of the
credit is based upon the value of the property used for the purpose
of determining the Federal estate tax of the transferor, notn'ithstand-
irg the fact that the property transferred c&nnot be identified it, or
triced through, the transferee's estate. See Rev. Rul. 59-9, C.B. 1959-
7,232.

Section20.2013-4(a) of the Estate Tax Regulations provides that if
a transferee received a life estate or a remainder or other limited in-
terest in property included in the transferor's gross estate the value
of such an interest is deterrnined as of the date of t,he transferor's
death on the basis of recoginized valuation principles. A.y actiou,
transaction, or eyent occurii^g subsequent to tho death of the trans-
feror is not to be taken into account in the valuation of sttch transferred
property.

TVhefe a trustee possesses the porrer, i, his absolute and uncolltrolled
discretion, to pay -out net income to the income beneficiary of a trust
or to accumu^late such income, the beneficiary's interest cannot be
valued according to recognized valuation principles as of the date of
the transferor's" death. "Therefore, notnithstairding the fact that
such income \\-as actually paid to the decedent-transfereg the credit
for tax on prior transfers under sect,ion 2013 of the Code is not
allou,able with respect to such an interest.


