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Example 3. Transfer of property at death: 
Basis not determined under section 1014(a). (i) 
The initial facts are the same as Example 1. 

(ii) A dies on July 1, 2004. The fair market 
value at A’s death of all property transferred 
to FT by A is 1500X. The basis in the property 
is 400X. A retains no power over FT, and FT’s 
basis in the property transferred is not de-
termined under section 1014(a). Under § 1.684– 
2(e)(1), A is treated as having transferred the 
property to FT immediately before his death, 
and must recognize 1100X of gain at that 
time under § 1.684–1. 

Example 4. Transfer of property for fair mar-
ket value to an unrelated foreign trust. A sells 
a house with a fair market value of 1000X to 
FT in exchange for a 30-year note issued by 
FT. A is not related to FT as defined in 
§ 1.679–1(c)(5). FT is not treated as owned by 
any person. Pursuant to paragraph (d) of this 
section, A is not required to recognize gain 
under § 1.684–1. 

[T.D. 8956, 66 FR 37899, July 20, 2001] 

§ 1.684–4 Outbound migrations of do-
mestic trusts. 

(a) In general. If a U.S. person trans-
fers property to a domestic trust, and 
such trust becomes a foreign trust, and 
neither trust is treated as owned by 
any person under subpart E of part I of 
subchapter J, chapter 1 of the Internal 
Revenue Code, the trust shall be treat-
ed for purposes of this section as hav-
ing transferred all of its assets to a for-
eign trust and the trust is required to 
recognize gain on the transfer under 
§ 1.684–1(a). The trust must also comply 
with the rules of section 6048. 

(b) Date of transfer. The transfer de-
scribed in this section shall be deemed 
to occur immediately before, but on 
the same date that, the trust meets the 
definition of a foreign trust set forth in 
section 7701(a)(31)(B). 

(c) Inadvertent migrations. In the 
event of an inadvertent migration, as 
defined in § 301.7701–7(d)(2) of this chap-
ter, a trust may avoid the application 
of this section by complying with the 
procedures set forth in § 301.7701–7(d)(2) 
of this chapter. 

(d) Examples. The following examples 
illustrate the rules of this section. In 
all examples, A is a U.S. citizen, B is a 
U.S. citizen, C is a nonresident alien, 
and T is a trust. The examples are as 
follows: 

Example 1. Migration of domestic trust with 
U.S. beneficiaries. A transfers property which 
has a fair market value of 1000X and an ad-

justed basis equal to 400X to T, a domestic 
trust, for the benefit of A’s children who are 
also U.S. citizens. B is the trustee of T. On 
January 1, 2001, while A is still alive, B re-
signs as trustee and C becomes successor 
trustee under the terms of the trust. Pursu-
ant to § 301.7701–7(d) of this chapter, T be-
comes a foreign trust. T has U.S. bene-
ficiaries within the meaning of § 1.679–2 and A 
is, therefore, treated as owning FT under sec-
tion 679. Pursuant to § 1.684–3(a), neither A 
nor T is required to recognize gain at the 
time of the migration. Section 1.684–2(e) pro-
vides rules that may require A to recognize 
gain upon a subsequent change in the status 
of the trust. 

Example 2. Migration of domestic trust with 
no U.S. beneficiaries. A transfers property 
which has a fair market value of 1000X and 
an adjusted basis equal to 400X to T, a do-
mestic trust for the benefit of A’s mother 
who is not a citizen or resident of the United 
States. T is not treated as owned by another 
person. B is the trustee of T. On January 1, 
2001, while A is still alive, B resigns as trust-
ee and C becomes successor trustee under the 
terms of the trust. Pursuant to § 301.7701–7(d) 
of this chapter, T becomes a foreign trust, 
FT. FT has no U.S. beneficiaries within the 
meaning of § 1.679–2 and no person is treated 
as owning any portion of FT. T is required to 
recognize gain of 600X on January 1, 2001. 
Paragraph (c) of this section provides rules 
with respect to an inadvertent migration of 
a domestic trust. 

[T.D. 8956, 66 FR 37899, July 20, 2001] 

§ 1.684–5 Effective date. 
Sections 1.684–1 through 1.684–4 apply 

to transfers of property to foreign 
trusts and foreign estates after August 
7, 2000. 

[T.D. 8956, 66 FR 37899, July 20, 2001] 

INCOME IN RESPECT OF DECEDENTS 

§ 1.691(a)–1 Income in respect of a de-
cedent. 

(a) Scope of section 691. In general, the 
regulations under section 691 cover: (1) 
The provisions requiring that amounts 
which are not includible in gross in-
come for the decedent’s last taxable 
year or for a prior taxable year be in-
cluded in the gross income of the es-
tate or persons receiving such income 
to the extent that such amounts con-
stitute ‘‘income in respect of a dece-
dent’’; (2) the taxable effect of a trans-
fer of the right to such income; (3) the 
treatment of certain deductions and 
credit in respect of a decedent which 
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are not allowable to the decedent for 
the taxable period ending with his 
death or for a prior taxable year; (4) 
the allowance to a recipient of income 
in respect of a decedent of a deduction 
for estate taxes attributable to the in-
clusion of the value of the right to such 
income in the decedent’s estate; (5) spe-
cial provisions with respect to install-
ment obligations acquired from a dece-
dent and with respect to the allowance 
of a deduction for estate taxes to a sur-
viving annuitant under a joint and sur-
vivor annuity contract; and (6) special 
provisions relating to installment obli-
gations transmitted at death when 
prior law applied to the transmission. 

(b) General definition. In general, the 
term income in respect of a decedent re-
fers to those amounts to which a dece-
dent was entitled as gross income but 
which were not properly includible in 
computing his taxable income for the 
taxable year ending with the date of 
his death or for a previous taxable year 
under the method of accounting em-
ployed by the decedent. See the regula-
tions under section 451. Thus, the term 
includes: 

(1) All accrued income of a decedent 
who reported his income by use of the 
cash receipts and disbursements meth-
od; 

(2) Income accrued solely by reason 
of the decedent’s death in case of a de-
cedent who reports his income by use 
of an accrual method of accounting; 
and 

(3) Income to which the decedent had 
a contingent claim at the time of his 
death. 
See sections 736 and 753 and the regula-
tions thereunder for ‘‘income in respect 
of a decedent’’ in the case of a deceased 
partner. 

(c) Prior decedent. The term income in 
respect of a decedent also includes the 
amount of all items of gross income in 
respect of a prior decedent, if (1) the 
right to receive such amount was ac-
quired by the decedent by reason of the 
death of the prior decedent or by be-
quest, devise, or inheritance from the 
prior decedent and if (2) the amount of 
gross income in respect of the prior de-
cedent was not properly includible in 
computing the decedent’s taxable in-
come for the taxable year ending with 
the date of his death or for a previous 

taxable year. See example 2 of para-
graph (b) of § 1.691(a)–2. 

(d) Items excluded from gross income. 
Section 691 applies only to the amount 
of items of gross income in respect of a 
decedent, and items which are excluded 
from gross income under subtitle A of 
the Code are not within the provisions 
of section 691. 

(e) Cross reference. For items deemed 
to be income in respect of a decedent 
for purposes of the deduction for estate 
taxes provided by section 691(c), see 
paragraph (c) of § 1.691(c)–1. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6808, 30 FR 3435, Mar. 16, 
1965] 

§ 1.691(a)–2 Inclusion in gross income 
by recipients. 

(a) Under section 691(a)(1), income in 
respect of a decedent shall be included 
in the gross income, for the taxable 
year when received, of: 

(1) The estate of the decedent, if the 
right to receive the amount is acquired 
by the decedent’s estate from the dece-
dent; 

(2) The person who, by reason of the 
death of the decedent, acquires the 
right to receive the amount, if the 
right to receive the amount is not ac-
quired by the decedent’s estate from 
the decedent; or 

(3) The person who acquires from the 
decedent the right to receive the 
amount by bequest, devise, or inherit-
ance, if the amount is received after a 
distribution by the decedent’s estate of 
such right. 

These amounts are included in the in-
come of the estate or of such persons 
when received by them whether or not 
they report income by use of the cash 
receipts and disbursements methods. 

(b) The application of paragraph (a) 
of this section may be illustrated by 
the following examples, in each of 
which it is assumed that the decedent 
kept his books by use of the cash re-
ceipts and disbursements method. 

Example 1. The decedent was entitled at the 
date of his death to a large salary payment 
to be made in equal annual installments over 
five years. His estate, after collecting two in-
stallments, distributed the right to the re-
maining installment payments to the resid-
uary legatee of the estate. The estate must 
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include in its gross income the two install-
ments received by it, and the legatee must 
include in his gross income each of the three 
installments received by him. 

Example 2. A widow acquired, by bequest 
from her husband, the right to receive re-
newal commissions on life insurance sold by 
him in his lifetime, which commissions were 
payable over a period of years. The widow 
died before having received all of such com-
missions, and her son inherited the right to 
receive the rest of the commissions. The 
commissions received by the widow were in-
cludible in her gross income. The commis-
sions received by the son were not includible 
in the widow’s gross income but must be in-
cluded in the gross income of the son. 

Example 3. The decedent owned a Series E 
United States savings bond, with his wife as 
co-owner or beneficiary, but died before the 
payment of such bond. The entire amount of 
interest accruing on the bond and not includ-
ible in income by the decedent, not just the 
amount accruing after the death of the dece-
dent, would be treated as income to his wife 
when the bond is paid. 

Example 4. A, prior to his death, acquired 
10,000 shares of the capital stock of the X 
Corporation at a cost of $100 per share. Dur-
ing his lifetime, A had entered into an agree-
ment with X Corporation whereby X Cor-
poration agreed to purchase and the dece-
dent agreed that his executor would sell the 
10,000 shares of X Corporation stock owned 
by him at the book value of the stock at the 
date of A’s death. Upon A’s death, the shares 
are sold by A’s executor for $500 a share pur-
suant to the agreement. Since the sale of 
stock is consummated after A’s death, there 
is no income in respect of a decedent with re-
spect to the appreciation in value of A’s 
stock to the date of his death. If, in this ex-
ample, A had in fact sold the stock during 
his lifetime but payment had not been re-
ceived before his death, any gain on the sale 
would constitute income in respect of a dece-
dent when the proceeds were received. 

Example 5. (1) A owned and operated an 
apple orchard. During his lifetime, A sold 
and delivered 1,000 bushels of apples to X, a 
canning factory, but did not receive payment 
before his death. A also entered into negotia-
tions to sell 3,000 bushels of apples to Y, a 
canning factory, but did not complete the 
sale before his death. After A’s death, the ex-
ecutor received payment from X. He also 
completed the sale to Y and transferred to Y 
1,200 bushels of apples on hand at A’s death 
and harvested and transferred an additional 
1,800 bushels. The gain from the sale of ap-
ples by A to X constitutes income in respect 
of a decedent when received. On the other 
hand, the gain from the sale of apples by the 
executor to Y does not. 

(2) Assume that, instead of the transaction 
entered into with Y, A had disposed of the 
1,200 bushels of harvested apples by deliv-

ering them to Z, a cooperative association, 
for processing and sale. Each year the asso-
ciation commingles the fruit received from 
all of its members into a pool and assigns to 
each member a percentage interest in the 
pool based on the fruit delivered by him. 
After the fruit is processed and the products 
are sold, the association distributes the net 
proceeds from the pool to its members in 
proportion to their interests in the pool. 
After A’s death, the association made dis-
tributions to the executor with respect to 
A’s share of the proceeds from the pool in 
which A had in interest. Under such cir-
cumstances, the proceeds from the disposi-
tion of the 1,200 bushels of apples constitute 
income in respect of a decedent. 

§ 1.691(a)–3 Character of gross income. 
(a) The right to receive an amount of 

income in respect of a decedent shall 
be treated in the hands of the estate, or 
by the person entitled to receive such 
amount by bequest, devise, or inherit-
ance from the decedent or by reason of 
his death, as if it had been acquired in 
the transaction by which the decedent 
(or a prior decedent) acquired such 
right, and shall be considered as having 
the same character it would have had if 
the decedent (or a prior decedent) had 
lived and received such amount. The 
provisions of section 1014(a), relating to 
the basis of property acquired from a 
decedent, do not apply to these 
amounts in the hands of the estate and 
such persons. See section 1014(c). 

(b) The application of paragraph (a) 
of this section may be illustrated by 
the following: 

(1) If the income would have been 
capital gain to the decedent, if he had 
lived and had received it, from the sale 
of property, held for more than 1 year 
(6 months for taxable years beginning 
before 1977; 9 months for taxable years 
beginning in 1977), the income, when 
received, shall be treated in the hands 
of the estate or of such person as cap-
ital gain from the sale of the property, 
held for more than 1 year (6 months for 
taxable years beginning before 1977; 9 
months for taxable years beginning in 
1977), in the same manner as if such 
person had held the property for the 
period the decedent held it, and had 
made the sale. 

(2) If the income is interest on United 
States obligations which were owned 
by the decedent, such income shall be 
treated as interest on United States 
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obligations in the hands of the person 
receiving it, for the purpose of deter-
mining the credit provided by section 
35, as if such person had owned the ob-
ligations with respect to which such in-
terest is paid. 

(3) If the amounts received would be 
subject to special treatment under part 
I (section 1301 and following), sub-
chapter Q, chapter 1 of the Code, relat-
ing to income attributable to serveral 
taxable years, as in effect for taxable 
years beginning before January 1, 1964, 
if the decedent had lived and included 
such amounts in his gross income, such 
sections apply with respect to the re-
cipient of the income. 

(4) The provisions of sections 632 and 
1347, relating to the tax attributable to 
the sale of certain oil or gas property 
and to certain claims against the 
United States, apply to any amount in-
cluded in gross income, the right to 
which was obtained by the decedent by 
a sale or claim within the provisions of 
those sections. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6885, 31 FR 7803, June 2, 
1966; T.D. 7728, 45 FR 72650, Nov. 3, 1980] 

§ 1.691(a)–4 Transfer of right to income 
in respect of a decedent. 

(a) Section 691(a)(2) provides the 
rules governing the treatment of in-
come in respect of a decedent (or a 
prior decedent) in the event a right to 
receive such income is transferred by 
the estate or person entitled thereto by 
bequest, devise, or inheritance, or by 
reason of the death of the decedent. In 
general, the transferor must include in 
his gross income for the taxable period 
in which the transfer occurs the 
amount of the consideration, if any, re-
ceived for the right or the fair market 
value of the right at the time of the 
transfer, whichever is greater. Thus, 
upon a sale of such right by the estate 
or person entitled to receive it, the fair 
market value of the right or the 
amount received upon the sale, which-
ever is greater, is included in the gross 
income of the vendor. Similarly, if 
such right is disposed of by gift, the 
fair market value of the right at the 
time of the gift must be included in the 
gross income of the donor. In the case 
of a satisfaction of an installment obli-
gation at other than face value, which 

is likewise considered a transfer under 
section 691(a)(2), see § 1.691(a)–5. 

(b) If the estate of a decedent or any 
person transmits the right to income 
in respect of a decedent to another who 
would be required by section 691(a)(1) 
to include such income when received 
in his gross income, only the transferee 
will include such income when received 
in his gross income. In this situation, a 
transfer within the meaning of section 
691(a)(2) has not occurred. This para-
graph may be illustrated by the fol-
lowing: 

(1) If a person entitled to income in 
respect of a decedent dies before receiv-
ing such income, only his estate or 
other person entitled to such income 
by bequest, devise, or inheritance from 
the latter decedent, or by reason of the 
death of the latter decedent, must in-
clude such amount in gross income 
when received. 

(2) If a right to income in respect of 
a decedent is transferred by an estate 
to a specific or residuary legatee, only 
the specific or residuary legatee must 
include such income in gross income 
when received. 

(3) If a trust to which is bequeathed a 
right of a decedent to certain payments 
of income terminates and transfers the 
right to a beneficiary, only the bene-
ficiary must include such income in 
gross income when received. 
If the transferee described in subpara-
graphs (1), (2), and (3) of this paragraph 
transfers his right to receive the 
amounts in the manner described in 
paragraph (a) of this section, the prin-
ciples contained in paragraph (a) are 
applied to such transfer. On the other 
hand, if the transferee transmits his 
right in the manner described in this 
paragraph, the principles of this para-
graph are again applied to such trans-
fer. 

§ 1.691(a)–5 Installment obligations ac-
quired from decedent. 

(a) Section 691(a)(4) has reference to 
an installment obligation which re-
mains uncollected by a decedent (or a 
prior decedent) and which was origi-
nally acquired in a transaction the in-
come from which was properly report-
able by the decedent on the install-
ment method under section 453. Under 
the provisions of section 691(a)(4), an 

VerDate Aug<31>2005 10:11 May 01, 2006 Jkt 208090 PO 00000 Frm 00372 Fmt 8010 Sfmt 8010 Y:\SGML\208090.XXX 208090



363 

Internal Revenue Service, Treasury § 1.691(b)–1 

amount equal to the excess of the face 
value of the obligation over its basis in 
the hands of the decedent (determined 
under section 453(d)(2) and the regula-
tions thereunder) shall be considered 
an amount of income in respect of a de-
cedent and shall be treated as such. 
The decedent’s estate (or the person 
entitled to receive such income by be-
quest or inheritance from the decedent 
or by reason of the decedent’s death) 
shall include in its gross income when 
received the same proportion of any 
payment in satisfaction of such obliga-
tions as would be returnable as income 
by the decedent if he had lived and re-
ceived such payment. No gain on ac-
count of the transmission of such obli-
gations by the decedent’s death is re-
quired to be reported as income in the 
return of the decedent for the year of 
his death. See § 1.691(e)–1 for special 
provisions relating to the filing of an 
election to have the provisions of sec-
tion 691(a)(4) apply in the case of in-
stallment obligations in respect of 
which section 44(d) of the Internal Rev-
enue Code of 1939 (or corresponding 
provisions of prior law) would have ap-
plied but for the filing of a bond re-
ferred to therein. 

(b) If an installment obligation de-
scribed in paragraph (a) of this section 
is transferred within the meaning of 
section 691(a)(2) and paragraph (a) of 
§ 1.691(a)–4, the entire installment obli-
gation transferred shall be considered a 
right to income in respect of a dece-
dent but the amount includible in the 
gross income of the transferor shall be 
reduced by an amount equal to the 
basis of the obligation in the hands of 
the decedent (determined under section 
453(d)(2) and the regulations there-
under) adjusted, however, to take into 
account the receipt of any installment 
payments after the decedent’s death 
and before such transfer. Thus, the 
amount includible in the gross income 
of the transferor shall be the fair mar-
ket value of such obligation at the 
time of the transfer or the consider-
ation received for the transfer of the 
installment obligation, whichever is 
greater, reduced by the basis of the ob-
ligation as described in the preceding 
sentence. For purposes of this para-
graph, the term ‘‘transfer’’ in section 
691(a)(2) and paragraph (a) of § 1.691(a)– 

4 includes the satisfaction of an install-
ment obligation at other than face 
value. 

(c) The application of this section 
may be illustrated by the following ex-
ample: 

Example. An heir of a decedent is entitled 
to collect an installment obligation with a 
face value of $100, a fair market value of $80, 
and a basis in the hands of the decedent of 
$60. If the heir collects the obligation at face 
value, the excess of the amount collected 
over the basis is considered income in re-
spect of a decedent and includible in the 
gross income of the heir under section 
691(a)(1). In this case, the amount includible 
would be $40 ($100 less $60). If the heir col-
lects the obligation at $90, an amount other 
than face value, the entire obligation is con-
sidered a right to receive income in respect 
of a decedent but the amount ordinarily re-
quired to be included in the heir’s gross in-
come under section 691(a)(2) (namely, the 
consideration received in satisfaction of the 
installment obligation or its fair market 
value, whichever is greater) shall be reduced 
by the amount of the basis of the obligation 
in the hands of the decedent. In this case, 
the amount includible would be $30 ($90 less 
$60). 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6808, 30 FR 3435, Mar. 16, 
1965] 

§ 1.691(b)–1 Allowance of deductions 
and credit in respect to decedents. 

(a) Under section 691(b) the expenses, 
interest, and taxes described in sec-
tions 162, 163, 164, and 212 for which the 
decedent (or a prior decedent) was lia-
ble, which were not properly allowable 
as a deduction in his last taxable year 
or any prior taxable year, are allowed 
when paid: 

(1) As a deduction by the estate; or 
(2) If the estate was not liable to pay 

such obligation, as a deduction by the 
person who by bequest, devise, or in-
heritance from the decedent or by rea-
son of the death of the decedent ac-
quires, subject to such obligation, an 
interest in property of the decedent (or 
the prior decedent). 

Similar treatment is given to the for-
eign tax credit provided by section 33. 
For the purposes of subparagraph (2) of 
this paragraph, the right to receive an 
amount of gross income in respect of a 
decedent is considered property of the 
decedent; on the other hand, it is not 
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necessary for a person, otherwise with-
in the provisions of subparagraph (2) of 
this paragraph, to receive the right to 
any income in respect of a decedent. 
Thus, an heir who receives a right to 
income in respect of a decedent (by 
reason of the death of the decedent) 
subject to any income tax imposed by a 
foreign country during the decedent’s 
life, which tax must be satisfied out of 
such income, is entitled to the credit 
provided by section 33 when he pays 
the tax. If a decedent who reported in-
come by use of the cash receipts and 
disbursements method owned real prop-
erty on which accrued taxes had be-
come a lien, and if such property 
passed directly to the heir of the dece-
dent in a jurisdiction in which real 
property does not become a part of a 
decedent’s estate, the heir, upon pay-
ing such taxes, may take the same de-
duction under section 164 that would be 
allowed to the decedent if, while alive, 
he had made such payment. 

(b) The deduction for percentage de-
pletion is allowable only to the person 
(described in section 691(a)(1)) who re-
ceives the income in respect of the de-
cedent to which the deduction relates, 
whether or not such person receives 
the property from which such income 
is derived. Thus, an heir who (by rea-
son of the decedent’s death) receives 
income derived from sales of units of 
mineral by the decedent (who reported 
income by use of the cash receipts and 
disbursements method) shall be al-
lowed the deduction for percentage de-
pletion, computed on the gross income 
from such number of units as if the 
heir had the same economic interest in 
the property as the decedent. Such heir 
need not also receive any interest in 
the mineral property other than such 
income. If the decedent did not com-
pute his deduction for depletion on the 
basis of percentage depletion, any de-
duction for depletion to which the de-
cedent was entitled at the date of his 
death would be allowable in computing 
his taxable income for his last taxable 
year, and there can be no deduction in 
respect of the decedent by any other 
person for such depletion. 

§ 1.691(c)–1 Deduction for estate tax 
attributable to income in respect of 
a decedent. 

(a) In general. A person who is re-
quired to include in gross income for 
any taxable year an amount of income 
in respect of a decedent may deduct for 
the same taxable year that portion of 
the estate tax imposed upon the dece-
dent’s estate which is attributable to 
the inclusion in the decedent’s estate 
of the right to receive such amount. 
The deduction is determined as follows: 

(1) Ascertain the net value in the de-
cedent’s estate of the items which are 
included under section 691 in com-
puting gross income. This is the excess 
of the value included in the gross es-
tate on account of the items of gross 
income in respect of the decedent (see 
§ 1.691(a)–1 and paragraph (c) of this 
section) over the deductions from the 
gross estate for claims which represent 
the deductions and credit in respect of 
the decedent (see § 1.691(b)–1). But see 
section 691(d) and paragraph (b) of 
§ 1.691(d)–1 for computation of the spe-
cial value of a survivor’s annuity to be 
used in computing the net value for es-
tate tax purposes in cases involving 
joint and survivor annuities. 

(2) Ascertain the portion of the es-
tate tax attributable to the inclusion 
in the gross estate of such net value. 
This is the excess of the estate tax over 
the estate tax computed without in-
cluding such net value in the gross es-
tate. In computing the estate tax with-
out including such net value in the 
gross estate, any estate tax deduction 
(such as the marital deduction) which 
may be based upon the gross estate 
shall be recomputed so as to take into 
account the exclusion of such net value 
from the gross estate. See example 2, 
paragraph (e) of § 1.691(d)–1. 
For purposes of this section, the term 
estate tax means the tax imposed under 
section 2001 or 2101 (or the cor-
responding provisions of the Internal 
Revenue Code of 1939), reduced by the 
credits against such tax. Each person 
including in gross income an amount of 
income in respect of a decedent may 
deduct as his share of the portion of 
the estate tax (computed under sub-
paragraph (2) of this paragraph) an 
amount which bears the same ratio to 
such portion as the value in the gross 
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estate of the right to the income in-
cluded by such person in gross income 
(or the amount included in gross in-
come if lower) bears to the value in the 
gross estate of all the items of gross in-
come in respect of the decedent. 

(b) Prior decedent. If a person is re-
quired to include in gross income an 
amount of income in respect of a prior 
decedent, such person may deduct for 
the same taxable year that portion of 
the estate tax imposed upon the prior 
decedent’s estate which is attributable 
to the inclusion in the prior decedent’s 
estate of the value of the right to re-
ceive such amount. This deduction is 
computed in the same manner as pro-
vided in paragraph (a) of this section 
and is in addition to the deduction for 
estate tax imposed upon the decedent’s 
estate which is attributable to the in-
clusion in the decedent’s estate of the 
right to receive such amount. 

(c) Amounts deemed to be income in re-
spect of a decedent. For purposes of al-
lowing the deduction under section 
691(c), the following items are also con-
sidered to be income in respect of a de-
cedent under section 691(a): 

(1) The value for estate tax purposes 
of stock options in respect of which 
amounts are includible in gross income 
under section 421(b) (prior to amend-
ment by section 221(a) of the Revenue 
Act of 1964), in the case of taxable 
years ending before January 1, 1964, or 
under section 422(c)(1), 423(c), or 
424(c)(1), whichever is applicable, in the 
case of taxable years ending after De-
cember 31, 1963. See section 421(d)(6) 
(prior to amendment by sec. 221(a) of 
the Revenue Act of 1964), in the case of 
taxable years ending before January 1, 
1964, and section 421(c)(2), in the case of 
taxable years ending after December 
31, 1963. 

(2) Amounts received by a surviving 
annuitant during his life expectancy 
period as an annuity under a joint and 
survivor annuity contract to the ex-
tent included in gross income under 
section 72. See section 691(d). 

(d) Examples. Paragraphs (a) and (b) 
of this section may be illustrated by 
the following examples: 

Example 1. X, an attorney who kept his 
books by use of the cash receipts and dis-
bursements method, was entitled at the date 
of his death to a fee for services rendered in 

a case not completed at the time of his 
death, which fee was valued in his estate at 
$1,000, and to accrued bond interest, which 
was valued in his estate at $500. In all, $1,500 
was included in his gross estate in respect of 
income described in section 691(a)(1). There 
were deducted as claims against his estate 
$150 for business expenses for which his es-
tate was liable and $50 for taxes accrued on 
certain property which he owned. In all, $200 
was deducted for claims which represent 
amounts described in section 691(b) which 
are allowable as deductions to his estate or 
to the beneficiaries of his estate. His gross 
estate was $185,000 and, considering deduc-
tions of $15,000 and an exemption of $60,000, 
his taxable estate amounted to $110,000. The 
estate tax on this amount is $23,700 from 
which is subtracted a $75 credit for State 
death taxes leaving an estate tax liability of 
$23,625. In the year following the closing of 
X’s estate, the fee in the amount of $1,200 
was collected by X’s son, who was the sole 
beneficiary of the estate. This amount was 
included under section 691(a)(1)(C) in the 
son’s gross income. The son may deduct, in 
computing his taxable income for such year, 
$260 on account of the estate tax attributable 
to such income, computed as follows: 
(1) (i) Value of income described in section 

691(a)(1) included in computing gross estate $1,500 
(ii) Deductions in computing gross estate for 

claims representing deductions described in 
section 691(b) .................................................. 200 

(iii) Net value of items described in section 
691(a)(1) ........................................................... 1,300 

(2) (i) Estate tax ................................................... 23,625 
(ii) Less: Estate tax computed without including 

$1,300 (item (1)(iii)) in gross estate ................. 23,235 

(iii) Portion of estate tax attributable to net value 
of items described in section 691(a)(1) ........... 390 

(3) (i) Value in gross estate of items described 
in section 691(a)(1) received in taxable year 
(fee) .................................................................. 1,000 

(ii) Value in gross estate of all income items de-
scribed in section 691(a)(1) (item (1)(i)) .......... 1,500 

(iii) Part of estate tax deductible on account of 
receipt of $1,200 fee (1,000/1,500 of $390) .... 260 

Although $1,200 was later collected as the 
fee, only the $1,000 actually included in the 
gross estate is used in the above computa-
tions. However, to avoid distortion, section 
691(c) provides that if the value included in 
the gross estate is greater than the amount 
finally collected, only the amount collected 
shall be used in the above computations. 
Thus, if the amount collected as the fee were 
only $500, the estate tax deductible on the re-
ceipt of such amount would be 500/1,500 of 
$390, or $130. With respect to taxable years 
ending before January 1, 1964, see paragraph 
(d)(3) of § 1.421–5 for a similar example involv-
ing a restricted stock option. With respect to 
taxable years ending after December 31, 1963, 
see paragraph (c)(3) of § 1.421–8 for a similar 
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example involving a stock option subject to 
the provisions of part II of subchapter D. 

Example 2. Assume that in example 1 the 
fee valued at $1,000 had been earned by prior 
decedent Y and had been inherited by X who 
died before collecting it. With regard to the 
son, the fee would be considered income in 
respect of a prior decedent. Assume further 
that the fee was valued at $1,000 in Y’s es-
tate, that the net value in Y’s estate of 
items described in section 691 (a)(1) was 
$5,000 and that the estate tax imposed on Y’s 
estate attributable to such net value was 
$550. In such case, the portion of such estate 
tax attributable to the fee would be 1,000/ 
5,000 of $550, or $110. When the son collects 
the $1,200 fee, he will receive for the same 
taxable year a deduction of $110 with respect 
to the estate tax imposed on the estate of 
prior decedent Y as well as the deduction of 
$260 (as computed in example 1) with respect 
to the estate tax imposed on the estate of de-
cedent X. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 6887, 31 FR 8812, June 24, 
1966] 

§ 1.691(c)–2 Estates and trusts. 
(a) In the case of an estate or trust, 

the deduction prescribed in section 
691(c) is determined in the same man-
ner as described in § 1.691(c)–1, with the 
following exceptions: 

(1) If any amount properly paid, cred-
ited, or required to be distributed by an 
estate or trust to a beneficiary consists 
of income in respect of a decedent re-
ceived by the estate or trust during the 
taxable year: 

(i) Such income shall be excluded in 
determining the income in respect of 
the decedent with respect to which the 
estate or trust is entitled to a deduc-
tion under section 691(c), and 

(ii) Such income shall be considered 
income in respect of a decedent to such 
beneficiary for purposes of allowing the 
deduction under section 691(c) to such 
beneficiary. 

(2) For determination of the amount 
of income in respect of a decedent re-
ceived by the beneficiary, see sections 
652 and 662, and §§ 1.652(b)–2 and 
1.662(b)–2. However, for this purpose, 
distributable net income as defined in 
section 643 (a) and the regulations 
thereunder shall be computed without 
taking into account the estate tax de-
duction provided in section 691(c) and 
this section. Distributable net income 
as modified under the preceding sen-
tence shall be applied for other rel-

evant purposes of subchapter J, chap-
ter 1 of the Code, such as the deduction 
provided by section 651 or 661, or sub-
part D, part I of subchapter J, relating 
to excess distributions by trusts. 

(3) The rule stated in subparagraph 
(1) of this paragraph does not apply to 
income in respect of a decedent which 
is properly allocable to corpus by the 
fiduciary during the taxable year but 
which is distributed to a beneficiary in 
a subsequent year. The deduction pro-
vided by section 691(c) in such a case is 
allowable only to the estate or trust. If 
any amount properly paid, credited, or 
required to be distributed by a trust 
qualifies as a distribution under sec-
tion 666, the fact that a portion thereof 
constitutes income in respect of a dece-
dent shall be disregarded for the pur-
poses of determining the deduction of 
the trust and of the beneficiaries under 
section 691(c) since the deduction for 
estate taxes was taken into consider-
ation in computing the undistributed 
net income of the trust for the pre-
ceding taxable year. 

(b) This section shall apply only to 
amounts properly paid, credited, or re-
quired to be distributed in taxable 
years of an estate or trust beginning 
after December 31, 1953, and ending 
after August 16, 1954, except as other-
wise provided in paragraph (c) of this 
section. 

(c) In the case of an estate or trust 
heretofore taxable under the provisions 
of the Internal Revenue Code of 1939, 
amounts paid, credited, or to be dis-
tributed during its first taxable year 
subject to the Internal Revenue Code of 
1954 which would have been treated as 
paid, credited, or to be distributed on 
the last day of the preceding taxable 
year if the Internal Revenue Code of 
1939 were still applicable shall not be 
subject to the provisions of section 
691(c)(1)(B) or this section. See section 
683 and the regulations thereunder. 

(d) The provisions of this section may 
be illustrated by the following exam-
ple, in which it is assumed that the es-
tate and the beneficiary make their re-
turns on the calendar year basis: 

Example. (1) The fiduciary of an estate re-
ceives taxable interest of $5,500 and income 
in respect of a decedent of $4,500 during the 
taxable year. Neither the will of the dece-
dent nor local law requires the allocation to 
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corpus of income in respect of a decedent. 
The estate tax attributable to the income in 
respect of a decedent is $1,500. In his discre-
tion, the fiduciary distributes $2,000 (falling 
within sections 661(a) and 662(a)) to a bene-
ficiary during that year. On these facts the 
fiduciary and beneficiary are respectively 
entitled to estate tax deductions of $1,200 
and $300, computed as follows: 

(2) Distributable net income computed 
under section 643(a) without regard to the es-
tate tax deduction under section 691(c) is 
$10,000, computed as follows: 
Taxable interest ..................................................... $5,500 
Income in respect of a decedent ........................... 4,500 

Total ......................................................... 10,000 

(3) Inasmuch as the distributable net in-
come of $10,000 exceeds the amount of $2,000 
distributed to the beneficiary, the deduction 
allowable to the estate under section 661(a) 
and the amount taxable to the beneficiary 
under section 662(a) is $2,000. 

(4) The character of the amounts distrib-
uted to the beneficiary under section 662 (b) 
is shown in the following table: 

Taxable 
interest 

Income in 
respect of 
a dece-

dent 

Total 

Distributable net income $5,500 $4,500 $10,000 
Amount deemed distrib-

uted under section 
662(b) ......................... 1,100 900 2,000 

(5) Accordingly, the beneficiary will be en-
titled to an estate tax deduction of $300 (900/ 
4,500×$1,500) and the estate will be entitled to 
an estate tax deduction of $1,200 (3,600/ 
4,500×$1,500). 

(6) The taxable income of the estate is 
$6,200, computed as follows: 
Gross income ......................................................... $10,000 
Less: 

Distributions to the beneficiary ... $2,000 
Estate tax deduction under section 

691(c) ............................................. 1,200 
Personal exemption ........................... 600 

3,800 

Taxable income ....................................... 6,200 

§ 1.691(d)–1 Amounts received by sur-
viving annuitant under joint and 
survivor annuity contract. 

(a) In general. Under section 691(d), 
annuity payments received by a sur-
viving annuitant under a joint and sur-
vivor annuity contract (to the extent 
indicated in paragraph (b) of this sec-
tion) are treated as income in respect 
of a decedent under section 691(a) for 
the purpose of allowing the deduction 
for estate tax provided for in section 
691(c)(1)(A). This section applies only if 

the deceased annuitant died after De-
cember 31, 1953, and after the annuity 
starting date as defined in section 
72(c)(4). 

(b) Special value for surviving annu-
itant’s payments. Section 691(d) provides 
a special value for the surviving annu-
itant’s payments to determine the 
amount of the estate tax deduction 
provided for in section 691(c)(1)(A). 
This special value is determined by 
multiplying: 

(1) The excess of the value of the an-
nuity at the date of death of the de-
ceased annuitant over the total 
amount excludable from the gross in-
come of the surviving annuitant under 
section 72 during his life expectancy 
period (see paragraph (d)(1)(i) of this 
section) 

by 
(2) A fraction consisting of the value 

of the annuity for estate tax purposes 
over the value of the annuity at the 
date of death of the deceased annu-
itant. 

This special value is used for the pur-
pose of determining the net value for 
estate tax purposes (see section 
691(c)(2)(B) and paragraph (a)(1) of 
§ 1.691(c)–1) and for the purpose of de-
termining the portion of estate tax at-
tributable to the survivor’s annuity 
(see paragraph (a) of § 1.691(c)–1). 

(c) Amount of deduction. The portion 
of estate tax attributable to the sur-
vivor’s annuity (see paragraph (a) of 
§ 1.691(c)–1) is allowable as a deduction 
to the surviving annuitant over his life 
expectancy period. If the surviving an-
nuitant continues to receive annuity 
payments beyond this period, there is 
no further deduction under section 
691(d). If the surviving annuitant dies 
before expiration of such period, there 
is no compensating adjustment for the 
unused deduction. 

(d) Definitions. (1) For purposes of sec-
tion 691(d) and this section: 

(i) The term life expectancy period 
means the period beginning with the 
first day of the first period for which 
an amount is received by the surviving 
annuitant under the contract and end-
ing with the close of the taxable year 
with or in which falls the termination 
of the life expectancy of the surviving 
annuitant. 
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(ii) The life expectancy of the sur-
viving annuitant shall be determined 
as of the date of death of the deceased 
annuitant, with reference to actuarial 
Table I set forth in § 1.72–9 (but without 
making any adjustment under para-
graph (a)(2) of § 1.72–5). 

(iii) The value of the annuity at the 
date of death of the deceased annuitant 
shall be the entire value of the sur-
vivor’s annuity determined by ref-
erence to the principles set forth in 
section 2031 and the regulations there-
under, relating to the valuation of an-
nuities for estate tax purposes. 

(iv) The value of the annuity for es-
tate tax purposes shall be that portion 
of the value determined under subdivi-
sion (iii) of this subparagraph which 
was includible in the deceased annu-
itant’s gross estate. 

(2) The determination of the ‘‘life ex-
pectancy period’’ of the survivor for 
purposes of section 691(d) may be illus-
trated by the following example: 

Example. H and W file their income tax re-
turns on the calendar year basis. H dies on 
July 15, 1955, on which date W is 70 years of 
age. On August 1, 1955, W receives a monthly 
payment under a joint and survivor annuity 
contract. W’s life expectancy determined as 
of the date of H’s death is 15 years as deter-
mined from Table I in § 1.72–9; thus her life 
expectancy ends on July 14, 1970. Under the 
provisions of section 691(d), her life expect-
ancy period begins as of July 1, 1955, and 
ends as of December 31, 1970, thus giving her 
a life expectancy period of 15 1/2 years. 

(e) Examples. The application of sec-
tion 691(d) and this section may be il-
lustrated by the following examples: 

Example 1. (1) H and W, husband and wife, 
purchased a joint and survivor annuity con-
tract for $203,800 providing for monthly pay-
ments of $1,000 starting January 28, 1954, and 
continuing for their joint lives and for the 
remaining life of the survivor. H contributed 
$152,850 and W contributed $50,950 to the cost 
of the annuity. As of the annuity starting 
date, January 1, 1954, H’s age at his nearest 
birthday was 70 and W’s age at her nearest 
birthday was 67. H dies on January 1, 1957, 
and beginning on January 28, 1957, W re-
ceives her monthly payments of $1,000. The 
value of the annuity at the date of H’s death 
is $159,000 (see paragraph (d)(1)(iii) of this 
section), and the value of the annuity for es-
tate tax purposes (see paragraph (d)(1)(iv) of 
this section) is $119,250 (152,850/203,800 of 
$159,000). As of the date of H’s death, W’s age 
is 70 and her life expectancy period is 15 

years (see paragraph (d) of this section for 
method of computation). Both H and W re-
ported income by use of the cash receipts 
and disbursements method and filed income 
tax returns on the calendar year basis. 

(2) The following computations illustrate 
the application of section 72 in determining 
the excludable portions of the annuity pay-
ments to W during her life expectancy pe-
riod: 
Amount of annuity payments per year 

(12×$1,000) ........................................................ $12,000 
Life expectancy of H and W as of the annuity 

starting date (see section 72(c)(3)(A) and Table 
II of § 1.72–9 (male, age 70; female, age 67)) .. 19.7 

Expected return as of the annuity starting date, 
January 1, 1954 ($12,000×19.7 as determined 
under section 72(c)(3)(A) and paragraph (b) of 
§ 1.72–5) ............................................................. $236,400 

Investment in the contract as of the annuity start-
ing date, Jan. 1, 1954 (see section 72(c)(1) 
and paragraph (a) of § 1.72–6) .......................... $203,800 

Exclusion ratio (203,800/236,400 as determined 
under section 72(b) and § 1.72–4) (percent) ..... 86.2 

Exclusion per year under section 72 
($12,000×86.2 percent) ...................................... $10,344 

Excludable during W’s life expectancy period 
($10,344×15) ...................................................... $155,160 

(3) For the purpose of computing the de-
duction for estate tax under section 691(c), 
the value for estate tax purposes of the 
amounts includible in W’s gross income and 
considered income in respect of a decedent 
by virtue of section 691(d)(1) is $2,880. This 
amount is arrived at in accordance with the 
formula contained in section 691(d)(2), as fol-
lows: 
Value of annuity at the date of H’s death ............. $159,000 
Total amount excludable from W’s gross income 

under section 72 during W’s life expectancy pe-
riod (see subparagraph (2) of this example) ..... $155,160 

Excess ................................................................... $3,840 
Ratio which value of annuity for estate tax pur-

poses bears to value of annuity at date of H’s 
death (119,250/159,000) (percent) .................... 75 

Value for estate tax purposes (75 percent of 
$3,840) ............................................................... $2,880 

This amount ($2,880) is included in the items 
of income under section 691(a)(1) for the pur-
pose of determining the estate tax attrib-
utable to each item under section 
691(c)(1)(A). The estate tax determined to be 
attributable to the item of $2,880 is then al-
lowed as a deduction to W over her 15-year 
life expectancy period (see example 2 of this 
paragraph). 

Example 2. Assume, in addition to the facts 
contained in example 1 of this paragraph, 
that H was an attorney and was entitled at 
the date of his death to a fee for services ren-
dered in a case not completed at the time of 
his death, which fee was valued at $1,000, and 
to accrued bond interest, which was valued 
at $500. Taking into consideration the annu-
ity payments of example 1, valued at $2,880, 
a total of $4,380 was included in his gross es-
tate in respect of income described in section 
691(a)(1). There were deducted as claims 
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against his estate $280 for business expenses 
for which his estate was liable and $100 for 
taxes accrued on certain property which he 
owned. In all, $380 was deducted for claims 
which represent amounts described in sec-
tion 691(b) which are allowable as deductions 
to his estate or to the beneficiaries of his es-
tate. His gross estate was $404,250 and consid-
ering deductions of $15,000, a marital deduc-
tion of $119,250 (assuming the annuity to be 
the only qualifying gift) and an exemption of 
$60,000, his taxable estate amounted to 
$210,000. The estate tax on this amount is 
$53,700 from which is subtracted a $175 credit 
for State death taxes, leaving an estate tax 
liability of $53,525. W may deduct, in com-
puting her taxable income during each year 
of her 15-year life expectancy period, $14.73 
on account of the estate tax attributable to 
the value for estate tax purposes of that por-
tion of the annuity payments considered in-
come in respect of a decedent, computed as 
follows: 
(1)(i) Value of income described in section 

691(a)(1) included in computing gross estate ... $4,380.00 
(ii) Deductions in computing gross estate for 

claims representing deductions described in 
section 691(b) .................................................... 380.00 

(iii) Net value of items described in sec-
tion 691(a) (1) ...................................... 4,000.00 

(2)(i) Estate tax ...................................................... 53,525.00 
(ii) Less: estate tax computed without including 

$4,000 (item (1) (iii)) in gross estate and by re-
ducing marital deduction by $2,880 (portion of 
item (1)(iii) allowed as a marital deduction) ....... 53,189.00 

(iii) Portion of estate tax attributable to 
net value of income items ................... 336.00 

(3)(i) Value in gross estate of income attributable 
to annuity payments ........................................... 2,880.00 

(ii) Value in gross estate of all income items de-
scribed in section 691(a)(1) (item (1)(i)) ............ 4,380.00 

(iii) Part of estate tax attributable to annuity in-
come (2,880/4,380 of $336) ............................... 220.93 

(iv) Deduction each year on account of estate tax 
attributable to annuity income ($220.93÷15 (life 
expectancy period)) ............................................ 14.73 

§ 1.691(e)–1 Installment obligations 
transmitted at death when prior 
law applied. 

(a) In general—(1) Application of prior 
law. Under section 44(d) of the Internal 
Revenue Code of 1939 and corresponding 
provisions of prior law, gains and losses 
on account of the transmission of in-
stallment obligations at the death of a 
holder of such obligations were re-
quired to be reported in the return of 
the decedent for the year of his death. 
However, an exception to this rule was 
provided if there was filed with the 
Commissioner a bond assuring the re-
turn as income of any payment in sat-
isfaction of these obligations in the 
same proportion as would have been re-

turnable as income by the decedent had 
he lived and received such payments. 
Obligations in respect of which such 
bond was filed are referred to in this 
section as ‘‘obligations assured by 
bond’’. 

(2) Application of present law. Section 
691(a)(4) of the Internal Revenue Code 
of 1954 (effective for taxable years be-
ginning after December 31, 1953, and 
ending after August 16, 1954) in effect 
makes the exception which under prior 
law applied to obligations assured by 
bond the general rule for obligations 
transmitted at death, but contains no 
requirement for a bond. Section 
691(e)(1) provides that if the holder of 
the installment obligation makes a 
proper election, the provisions of sec-
tion 691(a)(4) shall apply in the case of 
obligations assured by bond. Section 
691(e)(1) further provides that the es-
tate tax deduction provided by section 
691(c)(1) is not allowable for any 
amount included in gross income by 
reason of filing such an election. 

(b) Manner and scope of election—(1) In 
general. The election to have obliga-
tions assured by bond treated as obli-
gations to which section 691(a)(4) ap-
plies shall be made by the filing of a 
statement with respect to each bond to 
be released, containing the following 
information: 

(i) The name and address of the dece-
dent from whom the obligations as-
sured by bond were transmitted, the 
date of his death, and the internal rev-
enue district in which the last income 
tax return of the decedent was filed. 

(ii) A schedule of all obligations as-
sured by the bond on which is listed— 

(a) The name and address of the obli-
gors, face amount, date of maturity, 
and manner of payment of each obliga-
tion, 

(b) The name, identifying number 
(provided under section 6109 and the 
regulations thereunder), and address of 
each person holding the obligations, 
and 

(c) The name, identifying number, 
and address, of each person who at the 
time of the election possesses an inter-
est in each obligation, and a descrip-
tion of such interest. 

(iii) The total amount of income in 
respect of the obligations which would 
have been reportable as income by the 
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decedent if he had lived and received 
such payment. 

(iv) The amount of income referred 
to in subdivision (iii) of this subpara-
graph which has previously been in-
cluded in gross income. 

(v) An unqualified statement, signed 
by all persons holding the obligations, 
that they elect to have the provisions 
of section 691(a)(4) apply to such obli-
gations and that such election shall be 
binding upon them, all current bene-
ficiaries, and any person to whom the 
obligations may be transmitted by gift, 
bequest, or inheritance. 

(vi) A declaration that the election is 
made under the penalties of perjury. 

(2) Filing of statement. The statement 
with respect to each bond to be re-
leased shall be filed in duplicate with 
the district director of internal rev-
enue for the district in which the bond 
is maintained. The statement shall be 
filed not later than the time prescribed 
for filing the return for the first tax-
able year (including any extension of 
time for such filing) to which the elec-
tion applies. 

(3) Effect of election. The election re-
ferred to in subparagraph (1) of this 
paragraph shall be irrevocable. Once an 
election is made with respect to an ob-
ligation assured by bond, it shall apply 
to all payments made in satisfaction of 
such obligation which were received 
during the first taxable year to which 
the election applies and to all such 
payments received during each taxable 
year thereafter, whether the recipient 
is the person who made the election, a 
current beneficiary, or a person to 
whom the obligation may be trans-
mitted by gift, bequest, or inheritance. 
Therefore, all payments received to 
which the election applies shall be 
treated as payments made on install-
ment obligations to which section 
691(a)(4) applies. However, the estate 
tax deduction provided by section 
691(c) is not allowable for any such 
payment. The application of this sub-
paragraph may be illustrated by the 
following example: 

Example. A, the holder of an installment 
obligation, died in 1952. The installment obli-
gation was transmitted at A’s death to B 
who filed a bond on Form 1132 pursuant to 
paragraph (c) of § 39.44–5 of Regulations 118 
(26 CFR part 39, 1939 ed.) for the necessary 

amount. On January 1, 1965, B, a calendar 
year taxpayer, filed an election under sec-
tion 691(e) to treat the obligation assured by 
bond as an obligation to which section 
691(a)(4) applies, and B’s bond was released 
for 1964 and subsequent taxable years. B died 
on June 1, 1965, and the obligation was be-
queathed to C. On January 1, 1966, C received 
an installment payment on the obligation 
which had been assured by the bond. Because 
B filed an election with respect to the obli-
gation assured by bond, C is required to treat 
the proper proportion of the January 1, 1966, 
payment and all subsequent payments made 
in satisfaction of this obligation as income 
in respect of a decedent. However, no estate 
tax deduction is allowable to C under section 
691(c)(1) for any estate tax attributable to 
the inclusion of the value of such obligation 
in the estate of either A or B. 

(c) Release of bond. If an election ac-
cording to the provisions of paragraph 
(b) of this section is filed, the liability 
under any bond filed under section 
44(d) of the 1939 Code (or the cor-
responding provisions of prior law) 
shall be released with respect to each 
taxable year to which such election ap-
plies. However, the liability under any 
such bond for an earlier taxable year to 
which the election does not apply shall 
not be released until the district direc-
tor of internal revenue for the district 
in which the bond is maintained is as-
sured that the proper portion of each 
installment payment received in such 
taxable year has been reported and the 
tax thereon paid. 

[T.D. 6808, 30 FR 3436, Mar. 16, 1965] 

§ 1.691(f)–1 Cross reference. 

See section 753 and the regulations 
thereunder for application of section 
691 to income in respect of a deceased 
partner. 

[T.D. 6808, 30 FR 3436, Mar. 16, 1965] 

§ 1.692–1 Abatement of income taxes of 
certain members of the Armed 
Forces of the United States upon 
death. 

(a)(1) This section applies if: 
(i) An individual dies while in active 

service as a member of the Armed 
Forces of the United States, and 

(ii) His death occurs while he is serv-
ing in a combat zone (as determined 
under section 112), or at any place as a 
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result of wounds, disease, or injury in-
curred while he was serving in a com-
bat zone. 

(2) If an individuals dies as described 
in paragraph (a)(1), the following liabil-
ities for tax, under subtitle A of the In-
ternal Revenue Code of 1954 or under 
chapter 1 of the Internal Revenue Code 
of 1939, are canceled: 

(i) The libaility of the deceased indi-
vidual, for the last taxable year, ending 
on the date of his death, and for any 
prior taxable year ending on or after 
the first day he served in a combat 
zone in active service as a member of 
the U.S. Armed Forces after June 24, 
1950, and 

(ii) The liability of any other person 
to the extent the liability is attrib-
utable to an amount received after the 
individual’s death (including income in 
respect of a decedent under section 691) 
which would have been includible in 
the individual’s gross income for his 
taxable year in which the date of his 
death falls (determined as if he had 
survived). 
If the tax (including interest, additions 
to the tax, and additional amounts) is 
assessed, the assessment will be 
abated. If the amount of the tax is col-
lected (regardless of the date of collec-
tion), the amount so collected will be 
credited or refunded as an overpay-
ment. 

(3) If an individual dies as described 
in paragraph (a)(1), there will not be 
assessed any amount of tax of the 
indvidual for taxable years preceding 
the years specified in paragraph (a)(2), 
under subtitle A of the Internal Rev-
enue Code of 1954, chapter 1 of the In-
ternal Revenue Code of 1939, or cor-
responding provisions of prior revenue 
laws, remaining unpaid as of the date 
of death. If any such unpaid tax (in-
cluding interest, additions to the tax, 
and additional amounts) has been as-
sessed, the assessments will be abated. 
If the amount of any such unpaid tax is 
collected after the date of death, the 
amount so collected will be credited or 
refunded as an overpayment. 

(4) As to what constitutes active 
service as a member of the Armed 
Forces, service in a combat zone, and 
wounds, disease, or injury incurred 
while serving in a combat zone, see sec-
tion 112. As to who are members of the 

Armed Forces, see section 7701(a)(15). 
As to the period of time within which 
any claim for refund must be filed, see 
sections 6511(a) and 7508(a)(1)(E). 

(b) If such an individual and his 
spouse have for any such year filed a 
joint return, the tax abated, credited, 
or refunded pursuant to the provisions 
of section 692 for such year shall be an 
amount equal to that portion of the 
joint tax liability which is the same 
percentage of such joint tax liability as 
a tax computed upon the separate in-
come of such individual is of the sum of 
the taxes computed upon the separate 
income of such individual and his 
spouse, but with respect to taxable 
years ending before June 24, 1950, and 
with respect to taxable years ending 
before the first day such individual 
served in a combat zone, as determined 
under section 112, the amount so 
abated, credited, or refunded shall not 
exceed the amount unpaid at the date 
of death. For such purpose, the sepa-
rate tax of each spouse: 

(1) For taxable years beginning after 
December 31, 1953, and ending after Au-
gust 16, 1954, shall be the tax computed 
under subtitle A of the Internal Rev-
enue Code of 1954 before the application 
of sections 31, 32, 6401(b), and 6402, but 
after the application of section 33, as if 
such spouse were required to make a 
separate income tax return; and 

(2) For taxable years beginning be-
fore January 1, 1954, and for taxable 
years beginning after December 31, 
1953, and ending before August 17, 1954, 
shall be the tax computed under chap-
ter 1 of the Internal Revenue Code of 
1939 before the application of sections 
32, 35, and 322(a), but after the applica-
tion of section 31, as if such spouse 
were required to make a separate in-
come tax return. 

(c) If such an individual and his 
spouse filed a joint declaration of esti-
mated tax for the taxable year ending 
with the date of his death, the esti-
mated tax paid pursuant to such dec-
laration may be treated as the esti-
mated tax of either such individual or 
his spouse, or may be divided between 
them, in such manner as his legal rep-
resentative and such spouse may agree. 
Should they agree to treat such esti-
mated tax, or any portion thereof, as 
the estimated tax of such individual, 
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the estimated tax so paid shall be cred-
ited or refunded as an overpayment for 
the taxable year ending with the date 
of his death. 

(d) For the purpose of determining 
the tax which is unpaid at the date of 
death, amounts deducted and withheld 
under chapter 24, subtitle C of the In-
ternal Revenue Code of 1954, or under 
subchapter D, chapter 9 of the Internal 
Revenue Code of 1939 (relating to in-
come tax withheld at source on wages), 
constitute payment of tax imposed 
under subtitle A of the Internal Rev-
enue Code of 1954 or under chapter 1 of 
the Internal Revenue Code of 1939, as 
the case may be. 

(e) This section shall have no appli-
cation whatsoever with respect to the 
liability of an individual as a trans-
feree of property of a taxpayer where 
such liability relates to the tax im-
posed upon the taxpayer by subtitle A 
of the Internal Revenue Code of 1954 or 
by chapter 1 of the Internal Revenue 
Code of 1939. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 7543, 43 FR 19392, May 5, 
1978] 

PARTNERS AND PARTNERSHIPS 

Determination of Tax Liability 

§ 1.701–1 Partners, not partnership, 
subject to tax. 

Partners are liable for income tax 
only in their separate capacities. Part-
nerships as such are not subject to the 
income tax imposed by subtitle A but 
are required to make returns of income 
under the provisions of section 6031 and 
the regulations thereunder. For defini-
tion of the terms ‘‘partner’’ and ‘‘part-
nership’’, see sections 761 and 7701(a)(2), 
and the regulations thereunder. For 
provisions relating to the election of 
certain partnerships to be taxed as do-
mestic corporations, see section 1361 
and the regulations thereunder. 

§ 1.701–2 Anti-abuse rule. 

(a) Intent of subchapter K. Subchapter 
K is intended to permit taxpayers to 
conduct joint business (including in-
vestment) activities through a flexible 
economic arrangement without incur-
ring an entity-level tax. Implicit in the 

intent of subchapter K are the fol-
lowing requirements— 

(1) The partnership must be bona fide 
and each partnership transaction or se-
ries of related transactions (individ-
ually or collectively, the transaction) 
must be entered into for a substantial 
business purpose. 

(2) The form of each partnership 
transaction must be respected under 
substance over form principles. 

(3) Except as otherwise provided in 
this paragraph (a)(3), the tax con-
sequences under subchapter K to each 
partner of partnership operations and 
of transactions between the partner 
and the partnership must accurately 
reflect the partners’ economic agree-
ment and clearly reflect the partner’s 
income (collectively, proper reflection of 
income). However, certain provisions of 
subchapter K and the regulations 
thereunder were adopted to promote 
administrative convenience and other 
policy objectives, with the recognition 
that the application of those provisions 
to a transaction could, in some cir-
cumstances, produce tax results that 
do not properly reflect income. Thus, 
the proper reflection of income require-
ment of this paragraph (a)(3) is treated 
as satisfied with respect to a trans-
action that satisfies paragraphs (a)(1) 
and (2) of this section to the extent 
that the application of such a provision 
to the transaction and the ultimate tax 
results, taking into account all the rel-
evant facts and circumstances, are 
clearly contemplated by that provi-
sion. See, for example, paragraph (d) 
Example 6 of this section (relating to 
the value-equals-basis rule in § 1.704– 
1(b)(2)(iii)(c)), paragraph (d) Example 9 
of this section (relating to the election 
under section 754 to adjust basis in 
partnership property), and paragraph 
(d) Examples 10 and 11 of this section 
(relating to the basis in property dis-
tributed by a partnership under section 
732). See also, for example, §§ 1.704– 
3(e)(1) and 1.752–2(e)(4) (providing cer-
tain de minimis exceptions). 

(b) Application of subchapter K rules. 
The provisions of subchapter K and the 
regulations thereunder must be applied 
in a manner that is consistent with the 
intent of subchapter K as set forth in 
paragraph (a) of this section (intent of 
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