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102 provides a special rule for the treat-
ment of certain gifts, bequests, devises, 
or inheritances which by their terms 
are to be paid, credited, or distributed 
at intervals. Except as provided in sec-
tion 663(a)(1) and paragraph (d) of this 
section, to the extent any such gift, be-
quest, devise, or inheritance is paid, 
credited, or to be distributed out of in-
come from property, it shall be consid-
ered a gift, bequest, devise, or inherit-
ance of income from property. Section 
102 provides the same treatment for 
amounts of income from property 
which is paid, credited, or to be distrib-
uted under a gift or bequest whether 
the gift or bequest is in terms of a 
right to payments at intervals (regard-
less of income) or is in terms of a right 
to income. To the extent the amounts 
in either case are paid, credited, or to 
be distributed at intervals out of in-
come, they are not to be excluded 
under section 102 from the taxpayer’s 
gross income. 

(d) Effect of Subchapter J. Any amount 
required to be included in the gross in-
come of a beneficiary under sections 
652, 662, or 668 shall be treated for pur-
poses of this section as a gift, bequest, 
devise, or inheritance of income from 
property. On the other hand, any 
amount excluded from the gross in-
come of a beneficiary under section 
663(a)(1) shall be treated for purposes of 
this section as property acquired by 
gift, bequest, devise, or inheritance. 

(e) Income taxed to grantor or assignor. 
Section 102 is not intended to tax a 
donee upon the same income which is 
taxed to the grantor of a trust or as-
signor of income under section 61 or 
sections 671 through 677, inclusive. 

§ 1.103–1 Interest upon obligations of a 
State, territory, etc. 

(a) Interest upon obligations of a 
State, territory, a possession of the 
United States, the District of Colum-
bia, or any political subdivision thereof 
(hereinafter collectively or individ-
ually referred to as ‘‘State or local gov-
ernmental unit’’) is not includable in 
gross income, except as provided under 
section 103 (c) and (d) and the regula-
tions thereunder. 

(b) Obligations issued by or on behalf 
of any State or local governmental 
unit by constituted authorities empow-

ered to issue such obligations are the 
obligations of such a unit. However, 
section 103(a)(1) and this section do not 
apply to industrial development bonds 
except as otherwise provided in section 
103(c). See section 103(c) and §§ 1.103–7 
through 1.103–12 for the rules con-
cerning interest paid on industrial de-
velopment bonds. See section 103(d) for 
rules concerning interest paid on arbi-
trage bonds. Certificates issued by a 
political subdivision for public im-
provements (such as sewers, sidewalks, 
streets, etc.) which are evidence of spe-
cial assessments against specific prop-
erty, which assessments become a lien 
against such property and which the 
political subdivision is required to en-
force, are, for purposes of this section, 
obligations of the political subdivision 
even though the obligations are to be 
satisfied out of special funds and not 
out of general funds or taxes. The term 
‘‘political subdivision’’, for purposes of 
this section denotes any division of any 
State or local governmental unit which 
is a municipal corporation or which 
has been delegated the right to exercise 
part of the sovereign power of the unit. 
As thus defined, a political subdivision 
of any State or local governmental 
unit may or may not, for purposes of 
this section, include special assessment 
districts so created, such as road, 
water, sewer, gas, light, reclamation, 
drainage, irrigation, levee, school, har-
bor, port improvement, and similar dis-
tricts and divisions of any such unit. 

[T.D. 7199, 37 FR 15486, Aug. 3, 1972] 

§ 1.103–2 Dividends from shares and 
stock of Federal agencies or instru-
mentalities. 

(a) Issued before March 28, 1942. (1) 
Section 26 of the Federal Farm Loan 
Act of July 17, 1916 (12 U.S.C. 931), pro-
vides that Federal land banks and Fed-
eral land bank associations, including 
the capital and reserve or surplus 
therein and the income derived there-
from, shall be exempt from taxation, 
except taxes upon real estate. Section 7 
of the Federal Reserve Act of Decem-
ber 23, 1913 (12 U.S.C. 531), provides that 
Federal reserve banks, including the 
capital stock and surplus therein and 
the income derived therefrom, shall be 
exempt from taxation, except taxes 
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