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ARMEN, Special Trial Judge: This case was heard pursuant to

the provisions of section 7463 of the Internal Revenue Code in
effect at the time that the petition was filed.! The decision to
be entered is not reviewable by any other court, and this opinion

shoul d not be cited as authority.

1 Unl ess otherw se indicated, all subsequent section
references are to the Internal Revenue Code in effect for 2001,
the taxable year in issue, and all Rule references are to the Tax
Court Rules of Practice and Procedure. All nonetary anmounts are
rounded to the nearest dollar.
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Respondent determ ned a deficiency in petitioner’s Federal
incone tax for the taxable year 2001 in the amount of $2,402.

The issue for decision by the Court is whether petitioner is
required to report on his individual income tax return incone
that was required to be distributed to himas the sole
beneficiary of a sinple trust.

Whet her petitioner is entitled to an earned incone credit is
a nechanical matter, the resolution of which is dependent solely
on our disposition of the aforenmentioned trust issue.

Backgr ound

None of the facts have been sti pul at ed.

At the tinme that the petition was filed, petitioner resided
in the State of Col orado.

Petitioner was born in Novenber 1952. H's nother was Ruth
Irene Myers (hereinafter, either Ms. Myers or petitioner’s
not her) .

I n Septenber 1990, Ms. Mers created the Ruth Irene Mers
Trust. Ms. Mers retained the right to alter, amend, and revoke
the trust during her lifetime. She also retained the right to
di spose of the net incone and principal of the trust in such
manner as she mght direct fromtine to tinme; however, unless
ot herwi se directed by her, the net incone was payable to her at
| east quarterly. Ms. Mers naned herself and her husband, Car

Al den Myers, as trustees.
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At a tinme not disclosed in the record, and perhaps because
of the death of her husband, Ms. Myers becane the sole trustee
of the trust.

By March 2001, the health of Ms. Mers had seriously
deteriorated. Accordingly, at that time, Ms. Mers nanmed
Community First National Bank (currently, Bank of the West) as
successor trustee. The institutional trustee continued to
adm nister the trust for the principal benefit of Ms. Mers.

On July 16, 2001, petitioner’s nmother died. At that tine,
what had been a revocable trust became an irrevocabl e trust
pursuant to the trust indenture. Thereupon, petitioner was the
sol e beneficiary, and the institutional trustee was required to
distribute all income to himcurrently.

During the last 5-1/2 nonths of 2001, the institutional
trustee made distributions directly to petitioner and, at
petitioner’s direction, to petitioner’s creditors. However, not
all of the inconme required to be distributed to petitioner in
2001 was actually distributed to himin that year.?

As the institutional trustee of the Ruth Irene Myers
I rrevocabl e Trust, Comunity First National Bank prepared a

Schedul e K-1, Beneficiary's Share of I|ncone, Deductions, Credits,

2 Pursuant to the trust indenture, the Ruth Irene Mers
Irrevocable Trust termnated in 2002. The institutional trustee,
al though required to distribute all incone currently to
petitioner, deferred conplete distribution during the w nding up
process for the trust.
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etc., for 2001. On the Schedule K-1, the institutional trustee
identified petitioner as the beneficiary and accurately listed

the following itens of incone allocable to him

Al |l ocabl e share item Anpunt
| nt er est $3, 579
Ordi nary di vi dends 6
Annuity incone 10, 827

The total of these three anounts, $14,412, was then correctly
identified as petitioner’s incone for regular tax purposes.

Petitioner filed a Federal incone tax return for 2001. On
his return, petitioner listed his filing status as single.
Petitioner reported adjusted gross inconme in the amobunt of
$7,554, consisting al nost exclusively of wages. Petitioner did
not report any allocable share itemin respect of his late
nmother’s trust as disclosed by the institutional trustee on the
Schedul e K-1

Al'so on his 2001 return, petitioner clainmed an earned incone
credit. Petitioner clainmed the credit in his own right w thout
regard to a qualifying child.

In the notice of deficiency, respondent determ ned that
petitioner failed to report income fromhis late nother’s trust
in the amount of $14,412 as disclosed by the institutional
trustee on the Schedule K-1. Respondent al so determ ned that
petitioner was not entitled to an earned incone credit based on

(1) the amount of his adjusted gross incone, see sec. 32(a), and
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(2) the anobunt of his investnent inconme as derived fromhis |ate
mother’s trust, see sec. 32(i).
Di scussi on?®

For tax purposes, trusts are either “sinple” or “conplex”.
See sec. 1.651(a)-1, Incone Tax Regs. 1In order to be a sinple
trust, a trust nmust be required to distribute all inconme
currently. See secs. 1.651(a)-1, 1.652(a)-1, Incone Tax Regs.
In contrast, a conplex trust may distribute or accunul ate i ncone,
or pay or set aside inconme for charitable purposes. Secs.
1.651(a)-1, 1.661(a)-1, Incone Tax Regs.

A sinple trust acts as a conduit, wth incone flow ng
through the trust to the beneficiary. Therefore, for incone tax
pur poses, a beneficiary of a sinple trust is required to include
in the beneficiary’s incone the trust’s incone that is required
to be distributed to the beneficiary currently, whether the
trust’s inconme is actually distributed or not.* Sec. 652(a);
sec. 1.652(a)-1, Incone Tax Regs.

The record in the present case denonstrates that the Ruth
Irene Myers Irrevocable Trust was a sinple trust. Sec. 651; sec.
1.651(a)-1, Inconme Tax Regs. Thus, all of the inconme that the

trust was required to distribute in 2001, i.e., $14,412, is

3 W decide the issue in this case without regard to the
burden of proof.

4 The conduit theory of trust taxation also instructs that
the incone received by a beneficiary retains the sanme character
in the hands of the beneficiary as in the hands of the trust.
Sec. 652(Db).
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includable in petitioner’s incone for that year. As previously
indicated, the fact that not all of that inconme was actually
distributed to petitioner in 2001 is of no consequence.

In view of the foregoing, we hold for respondent on this
i ssue.
Concl usi on

Revi ewed and adopted as the report of the Small Tax Case
Di vi si on.

To reflect our disposition of the disputed issue,

Deci sion will be

entered for respondent.




