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filed on Form 3115 within 180 days after 
March 23, 1971. 

(2) A taxpayer who is already report-
ing his income in accordance with a 
method prescribed in paragraph 
(b)(1)(ii)(a) of this section need not se-
cure the consent of the Commissioner 
to continue to utilize this method. 
However, such a taxpayer, for all tax-
able years ending after March 23, 1971, 
must comply with the requirements of 
paragraphs (b)(1)(ii)(a) (including the 
financial reporting requirement) and 
(d) (relating to an annual information 
schedule) of this section. 

(f) Cessation of taxpayer’s liability. If a 
taxpayer has adopted a method pre-
scribed in paragraph (b)(1)(ii) of this 
section, and if in a taxable year the 
taxpayer dies, ceases to exist in a 
transaction other than one to which 
section 381(a) applies, or his liability 
under the agreement otherwise ends, 
then so much of the advance payment 
as was not includible in his gross in-
come in preceding taxable years shall 
be included in his gross income for 
such taxable year. 

(g) Special rule for certain transactions 
concerning natural resources. A trans-
action which is treated as creating a 
mortgage loan pursuant to section 636 
and the regulations thereunder rather 
than as a sale shall not be considered a 
‘‘sale or other disposition’’ within the 
meaning of paragraph (a)(1) of this sec-
tion. Consequently, any payment re-
ceived pursuant to such a transaction, 
which payment would otherwise qual-
ify as an ‘‘advance payment’’, will not 
be treated as an ‘‘advance payment’’ for 
purposes of this section. 

[T.D. 7103, 36 FR 5495, Mar. 24, 1971, as amend-
ed by T.D. 7397, 41 FR 2641, Jan. 19, 1976; T.D. 
8067, 51 FR 393, Jan. 6, 1986; T.D. 8929, 66 FR 
2224, Jan. 11, 2001] 

§ 1.451–6 Election to include crop in-
surance proceeds in gross income 
in the taxable year following the 
taxable year of destruction or dam-
age. 

(a) In general. (1) For taxable years 
ending after December 30, 1969, a tax-
payer reporting gross income on the 
cash receipts and disbursements meth-
od of accounting may elect to include 
insurance proceeds received as a result 
of the destruction of, or damage to, 

crops in gross income for the taxable 
year following the taxable year of the 
destruction or damage, if the taxpayer 
establishes that, under the taxpayer’s 
normal business practice, the income 
from those crops would have been in-
cluded in gross income for any taxable 
year following the taxable year of the 
destruction or damage. However, if the 
taxpayer receives the insurance pro-
ceeds in the taxable year following the 
taxable year of the destruction or dam-
age, the taxpayer shall include the pro-
ceeds in gross income for the taxable 
year of receipt without having to make 
an election under section 451(d) and 
this section. For the purposes of this 
section only, federal payments received 
as a result of destruction or damage to 
crops caused by drought, flood, or any 
other natural disaster, or the inability 
to plant crops because of such a nat-
ural disaster, shall be treated as insur-
ance proceeds received as a result of 
destruction or damage to crops. The 
preceding sentence shall apply to pay-
ments that are received by the tax-
payer after December 31, 1973. 

(2) In the case of a taxpayer who re-
ceives insurance proceeds as a result of 
the destruction of, or damage to, two 
or more specific crops, if such proceeds 
may, under section 451(d) and this sec-
tion, be included in gross income for 
the taxable year following the taxable 
year of such destruction or damage, 
and if such taxpayer makes an election 
under section 451(d) and this section 
with respect to any portion of such 
proceeds, then such election will be 
deemed to cover all of such proceeds 
which are attributable to crops rep-
resenting a single trade or business 
under section 446(d). A separate elec-
tion must be made with respect to in-
surance proceeds attributable to each 
crop which represents a separate trade 
or business under section 446(d). 

(b)(1) Time and manner of making elec-
tion. The election to include in gross 
income insurance proceeds received as 
a result of destruction of, or damage 
to, the taxpayer’s crops in the taxable 
year following the taxable year of such 
destruction or damage shall be made 
by means of a statement attached to 
the taxpayer’s return (or an amended 
return) for the taxable year of destruc-
tion or damage. The statement shall 
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include the name and address of the 
taxpayer (or his duly authorized rep-
resentative), and shall set forth the fol-
lowing information: 

(i) A declaration that the taxpayer is 
making an election under section 451(d) 
and this section; 

(ii) Identification of the specific crop 
or crops destroyed or damaged; 

(iii) A declaration that under the tax-
payer’s normal business practice the 
income derived from the crops which 
were destroyed or damaged would have 
been included in this gross income for 
a taxable year following the taxable 
year of such destruction or damage; 

(iv) The cause of destruction or dam-
age of crops and the date or dates on 
which such destruction or damage oc-
curred; 

(v) The total amount of payments re-
ceived from insurance carriers, 
itemized with respect to each specific 
crop and with respect to the date each 
payment was received; 

(vi) The name(s) of the insurance car-
rier or carriers from whom payments 
were received. 

(2) Scope of election. Once made, an 
election under section 451(d) is binding 
for the taxable year for which made un-
less the district director consents to a 
revocation of such election. Requests 
for consent to revoke an election under 
section 451(d) shall be made by means 
of a letter to the district director for 
the district in which the taxpayer is re-
quired to file his return, setting forth 
the taxpayer’s name, address, and iden-
tification number, the year for which it 
is desired to revoke the election, and 
the reasons therefor. 

[T.D. 7097, 36 FR 5215, Mar. 18, 1971, as amend-
ed by T.D. 7526, 42 FR 64624, Dec. 27, 1977; 
T.D. 8429, 57 FR 38595, Aug. 26, 1992] 

§ 1.451–7 Election relating to livestock 
sold on account of drought. 

(a) In general. Section 451(e) provides 
that for taxable years beginning after 
December 31, 1975, a taxpayer whose 
principal trade or business is farming 
(within the meaning of § 6420 (c)(3)) and 
who reports taxable income on the cash 
receipts and disbursements method of 
accounting may elect to defer for one 
year a certain portion of income. The 
income which may be deferred is the 
amount of gain realized during the tax-

able year from the sale or exchange of 
that number of livestock sold or ex-
changed solely on account of a drought 
which caused an area to be designated 
as eligible for assistance by the Fed-
eral Government (regardless of whether 
the designation is made by the Presi-
dent or by an agency or department of 
the Federal Government). That number 
is equal to the excess of the number of 
livestock sold or exchanged over the 
number which would have been sold or 
exchanged had the taxpayer followed 
its usual business practices in the ab-
sence of such drought. For example, if 
in the past it has been a taxpayer’s 
practice to sell or exchange annually 
400 head of beef cattle but due to quali-
fying drought conditions 550 head were 
sold in a given taxable year, only in-
come from the sale of 150 head may 
qualify for deferral under this section. 
The election is not available with re-
spect to livestock described in section 
1231(b)(3) (relating to cattle, horses 
(and other livestock) held by the tax-
payer for 24 months (12 months) and 
used for draft, breeding, dairy, or 
sporting purposes). 

(b) Usual business. The determination 
of the number of animals which a tax-
payer would have sold if it had followed 
its usual business practice in the ab-
sence of drought will be made in light 
of all facts and circumstances. In the 
case of taxpayers who have not estab-
lished a usual business practice, reli-
ance will be placed upon the usual busi-
ness practice of similarly situated tax-
payers in the same general region as 
the taxpayer. 

(c) Special rules—(1) Connection with 
drought area. To qualify under section 
451(e) and this section, the livestock 
need not be raised, and the sale or ex-
change need not take place, in a 
drought area. However, the sale or ex-
change of the livestock must occur 
solely on account of drought condi-
tions, the existence of which affected 
the water, grazing, or other require-
ments of the livestock so as to neces-
sitate their sale or exchange. 

(2) Sale prior to designation of area as 
eligible for Federal assistance. The provi-
sions of this section will apply regard-
less of whether all or a portion of the 
excess number of animals were sold or 
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