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Dear

In a letter dated, and subsequent subm ssions, you requested
a ruling concerning the generation-skipping transfer (GST) tax
consequences of the proposed division of a "grandfathered" trust.
This letter responds to your request.

Decedent created a revocable trust in Year 1. On Decedent’s
death in Year 2, the trust becane irrevocable and was divi ded
into two trusts, a marital trust and a famly trust. This ruling
request concerns the famly trust ("Trust"). Decedent’s spouse
died testate on Date 1. Decedent’s spouse appointed the marital
trust to her estate and her estate has been distributed under her
wll.

Article 11(d)(3)(D) of the Trust provides that upon the
first date that the Decedent and the Decedent’s spouse are both
deceased, if Son shall then be living, then comrencing on such
date and during Son’s lifetine, the trustee may distribute or
apply any part of the net inconme of the Trust up to a maxi mum of
fifty percent (50% of such net inconme to or for the benefit of
Son, at such tinmes and in such manner as the trustee shall inits



sol e discretion deem advi sable for the health and support in
reasonabl e confort of Son.

Article 11 (d)(3)(E) of the Trust provides that upon the
first date that the Decedent, the Decedent’s spouse, and Son are
all deceased, if Son’s Wfe shall then be living, then comrencing
on such date and during Son’s Wfe's lifetine, the trustee may
distribute or apply any part of the net incone of the Trust up to
a maxi mnumof fifty percent (50% of such net incone to or for the
benefit of Son’s Wfe, at such tinmes and in such nmanner as the
Trustee shall in its sole discretion deem advi sable for the
heal t h and support in reasonable confort of Son’s Wfe. 1In
maki ng this determ nation, the trustee shall take into
consi deration all other income available to the Son’s Wfe.

Article 11 (d)(3)(F) of the Trust provides that upon the
first date that the Decedent and the Decedent’s spouse are both
deceased, then comrenci ng on such date and until the first date
that Son, Son’s Wfe, and Daughter are all deceased, to the
extent that less than fifty percent (50% of the net inconme of
the Trust is distributed or applied for the benefit of Son and
Son’s Wfe, pursuant to the provisions of subparagraph (d)(3) (D)
and (d)(3)(E), the trustee may distribute any part of the net
i nconme of the Trust up to a maximumof: (i) the excess of fifty
percent (50% of the net inconme of such trust over (ii) the
amount of the net incone of such trust actually distributed to or
applied for the benefit of Son or Son"s Wfe, to or for the
benefit of Son’s children and the |ineal descendants of any
deceased child of Son, at such tinmes, in such manner, and in such
proportions as to each such child of Son and the |ineal
descendants of any deceased child of Son (w thout any necessity
to maintain equality of distribution), as the trustee shall in
Its sole discretion deem advi sable for the health, education
(including college and professional education), and support in
reasonabl e confort of the children of Son and the I|ineal
descendants of any deceased child of Son.

Article 11 (d)(3)(G of the Trust provides that upon the
first date that the Decedent and the Decedent’s spouse are both
deceased, then comrenci ng on such date and until the first date
that Son, Son’s Wfe, and Daughter are all deceased, in addition
to the incone paynents, the trustee may distribute any part of
the principal of the Trust up to a maxi mumof fifty percent (50%
of the said principal to or for the benefit of Son (if he
survi ves the Decedent and the Decedent’s spouse and for so |ong
as he shall live), the children of Son and the |ineal descendants
of any deceased child of Son, at such tines, in such manner and
in such proportions as to the Son, each child of the Son and the
| i neal descendants of any deceased child of the Son (wthout any



necessity to nmaintain equality of distribution), as the Trustee
shall in its sole discretion deem advi sable for the health,
education (including college and professional education), and
support in reasonable confort of Son, Son’s children, and the

| i neal descendants of any deceased child of Son.

Article 11(d)(3)(H) provides that upon the first date that
t he Decedent and Decedent’s spouse are both deceased, if Daughter
is still living, then comrencing on such date and during
Daughter’s lifetime, the trustee may distribute or apply any part
of the net inconme of the Trust up to a maxi mumof fifty percent
(50%9 of such net incone to or for the benefit of Daughter, at
such tinmes and in such manner as the Trustee shall inits sole
di scretion deem advi sable for the health and support in
reasonabl e confort of Daughter.

Article 11(d)(3)(l) of the Trust provides that upon the
first date that Decedent and Decedent’s spouse are both deceased,
then conmenci ng on such date and until the first date that
Daughter, Son, and Son’s Wfe are all deceased, to the extent
that less than fifty percent (50% of the net inconme of the Trust
is distributed to or applied for the benefit of Daughter,
pursuant to the provisions of Article 11(d)(3)(H), the trustee
may distribute any part of the net income of such trust up to a
maxi numof: (i) the excess of fifty percent (50% of the net
i ncone of such trust over (ii) the amount of the net incone of
such trust actually distributed to or applied for the benefit of
Daughter, to or for the benefit of Daughter’s children and the
| i neal descendants of any deceased child of Daughter, at such
times, in such manner, and in such proportions as to each such
child of Daughter and the lineal descendants of any deceased
child of Daughter (w thout any necessity to naintain equality of
distribution), as the trustee shall in its sole discretion deem
advi sable for the health, education (including college and
pr of essi onal education), and support in reasonable confort of the
Daughter’s children and the |ineal descendants of any deceased
child of Daughter.

Article 11(d)(3)(J) of the Trust provides that upon the
first date that the Decedent and the Decedent’s spouse are both
deceased, then conmmenci ng on such date and until the first date
t hat Daughter, Son, and Son’s Wfe are all deceased, in addition
to the incone paynents, the trustee may distribute any part of
the principal of the trust up to a maxinumof fifty percent (50%
of the said principal to or for the benefit of Daughter (if she
survives the Decedent and the Decedent’s spouse and for so |ong
as she shall live), the children of Daughter and the |inea
descendants of any deceased child of the Decedent’s daughter, at
such tinmes, in such manner, and in such proportions as to the



Daught er, each child of the Daughter and the |ineal descendants
of any deceased child of Daughter (w thout any necessity to

mai ntain equality of distribution), as the trustee shall inits
sol e di scretion deem advi sabl e for the health, education
(including coll ege and professional education), and support in
reasonabl e confort of Daughter, Daughter’s children, and the

| i neal descendants of any deceased child of Daughter.

Article 11(d)(3)(L) of the Trust provides that upon the
first date that the Decedent, the Decedent’s spouse, Son, Son’s
Wfe, and Daughter are all deceased, the Trust will term nate and
t he principal and accunul ated incone, if any, of Trust will be
distributed in equal shares to the Decedent’s then living
grandchildren. |f any grandchild of the Decedent shall not be
then living but shall have one or nore lineal descendants then
living, then the share which woul d ot herwi se have been
distributed to such grandchild shall be distributed to his or her
then living lineal descendants, per stirpes.

On Date 2, the Court entered a Summary Fi nal Judgnent, in
which it construed the Trust. |In the Summary Final Judgnent, the
Court determ ned that Decedent’s testanentary intentions would be
best effectuated by construing the adm nistrative terns of the
Trust as severing the Trust into two separate trusts. The Court
ordered that the Trustee shall sever the Trust into two separate
trusts, one for the benefit of Son and his famly and the other
for the benefit of Daughter and her famly. The Court further
ordered that the trustee fund each such trust with a 50% i nterest
in each and every significant asset, interest, and right held
under the Trust. In addition, the Court held that the trustee
shall adm ni ster each of the severed trusts as separate and
i ndependent trusts pursuant to the original terns of Trust, which
Wll remain in effect until the last to die of Son, Son's Wfe,
and Daughter, at which tinme the separate trusts will term nate
and all of the remaining assets will be "distributed to
Decedent’s grandchildren, per stirpes, as provided in paragraph
(d)(3)(L) of Article Il of Trust."

Taxpayers represent that on the last to die of Son, Son’s
Wife, and Daughter, the separate trusts will terminate and be
recombined into one trust. The remaining trust assets then will
be distributed to Decedent’s grandchildren, per capita, as
provided in paragraph (d)(3)(L) of Article Il of Trust. If a
grandchild is then deceased, that grandchild’s share will then be
distributed, per stirpes, to the then living descendants of that
grandchild, as provided in paragraph (d)(3)(L) of Trust.

You have requested the ruling that the division of Trust
into two separate trusts for Son and Son's family and for



Daught er and Daughter’s famly will not cause Trust to lose its
exenpt status for Generation-Skipping Transfer Tax (GST)
pur poses.

Section 2601 of the Code inposes a tax on every generation-
ski ppi ng transfer.

Section 26.2601-1(b)(1)(i) of the Generation-Ski pping
Transfer Tax Regul ati ons provides that the tax does not apply to
any generation-skipping transfer under a trust (as defined in
8 2652(b)) that was irrevocable on September 25, 1985. The rule
of the preceding sentence does not apply to a pro rata portion of
any generation-skipping transfer under an irrevocable trust if
additions are made to the trust after September 25, 1985.

Section 26.2601-1(b)(1)(ii) provides that, except as
provided in § 26.2601-1(b)(1)(ii)(B) or (C), any trust in
existence on September 25, 1985, is considered an irrevocable
trust.

Section 2611(a) defines the term "generation-skipping
transfer" as (1) a taxable distribution, (2) a taxable
termination, and (3) a direct skip.

Section 26.2611-1 provides that a generation-skipping
transfer is an event that is either a direct skip, a taxable
distribution, or a taxable termination. The determination as to
whether an event is a generation-skipping transfer is made by
reference to the most recent transfer subject to the estate and
gift tax.

Section 2612(c)(1) defines the term "direct skip" to mean a
transfer subject to a tax imposed by chapter 11 or 12 of an
interest in property to a skip person.

Section 2613(a) defines the term "skip person” to mean --

(1) a natural person assigned to a generation that is
two or more generations below the generation assignment of the
transferor, or

(2) a trust--

(A) if all interests in the trust are held by
skip persons, or
B) if--
(i) there is no person holding an interest
in the trust, and
(i) at no time after the transfer may a
distribution (including distributions on termination) be made
from the trust to a non-skip person.



An anmendnment to an exenpt trust that nodifies or otherw se
changes the quality, value, or timng of any of the powers, or
beneficial interests, rights, or expectancies originally provided
under the ternms of the Trust will cause the trust to lose its
exenption fromthe GST tax.

The Trust for the benefit of Son and Son’s famly and
Daught er and Daughter’s famly is a generation-skipping trust
because it provides for distributions to nore than one generation
of beneficiaries bel ow Decedent’s generation. Because, however,
the Trust was irrevocabl e on Septenber 25, 1985, and there have
been no additions to the trust since that date, it is exenpt from
the GST tax pursuant to § 26.2601-1(b)(1)(i).

Under the court-ordered division of the Trust, the interests
of Son and Daughter's children and their descendants, will remain
the same and the timing of the termination of the resulting
trusts will remain the same. Consequently, the value of the
income or corpus interest of each beneficiary will not change
materially as a result of the division of the trust corpus into
two separately administered trusts. Accordingly, the proposed
division of the trust into two trusts will not change the
quality, value, or timing of any powers, beneficial interests,
rights, or expectancies originally provided for under the
original terms of the Trust.

Based on the information submitted and the representations
made, we conclude that the division of the Trust into two equal
trusts will not cause the two separate trusts, or any
distributions from any of the two separate trusts, to be subject
to the GST tax.

Except as ruled above, we express or imply no opinion
concerning the federal tax consequences of this transaction under
the cited provisions of the Code or any other provision of the
Code.

This ruling is directed only to the taxpayer who requested
it. Section 6110(k)(3) provides that it may not be used or cited
as precedent.



I n accordance with the power of attorney on file with this
office, we are sending a copy of this letter to your authorized
representative.

Si ncerely yours,
Christine E. Ellison

Christine E. Ellison, Chief

Branch 7

O fice of the Assistant Chief Counsel
(Passt hroughs and Speci al |ndustries)

Encl osures:
Copy for § 6110 purposes



