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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
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

26 CFR Ch. | (4-1-04 Edition)

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
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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
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
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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.

335



