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includible in the year of recovery in ac-
cordance with the taxpayer’s method of 
accounting, regardless of the date when 
the amounts were charged off. For 
treatment of bad debts and bad debt re-
coveries, see sections 166 and 111 and 
the regulations thereunder. For rules 
relating to the treatment of amounts 
received in crop shares, see section 61 
and the regulations thereunder. For 
the year in which a partner must in-
clude his distributive share of partner-
ship income, see section 706(a) and 
paragraph (a) of § 1.706–1. If a taxpayer 
ascertains that an item should have 
been included in gross income in a 
prior taxable year, he should, if within 
the period of limitation, file an amend-
ed return and pay any additional tax 
due. Similarly, if a taxpayer ascertains 
that an item was improperly included 
in gross income in a prior taxable year, 
he should, if within the period of limi-
tation, file claim for credit or refund of 
any overpayment of tax arising there-
from. 

(b) Special rule in case of death. (1) A 
taxpayer’s taxable year ends on the 
date of his death. See section 443(a)(2) 
and paragraph (a)(2) of § 1.443–1. In com-
puting taxable income for such year, 
there shall be included only amounts 
properly includible under the method 
of accounting used by the taxpayer. 
However, if the taxpayer used an ac-
crual method of accounting, amounts 
accrued only by reason of his death 
shall not be included in computing tax-
able income for such year. If the tax-
payer uses no regular accounting meth-
od, only amounts actually or construc-
tively received during such year shall 
be included. (For rules relating to the 
inclusion of partnership income in the 
return of a decedent partner, see sub-
chapter K, chapter 1 of the Code, and 
the regulations thereunder.) 

(2) If the decedent owned an install-
ment obligation the income from 
which was taxable to him under section 
453, no income is required to be re-
ported in the return of the decedent by 
reason of the transmission at death of 
such obligation. See section 453(d)(3). 
For the treatment of installment obli-
gations acquired by the decedent’s es-
tate or by any person by bequest, de-
vise, or inheritance from the decedent, 

see section 691(a)(4) and the regulations 
thereunder. 

(c) Special rule for employee tips. Tips 
reported by an employee to his em-
ployer in a written statement fur-
nished to the employer pursuant to 
section 6053(a) shall be included in 
gross income of the employee for the 
taxable year in which the written 
statement is furnished the employer. 
For provisions relating to the report-
ing of tips by an employee to his em-
ployer, see section 6053 and § 31.6053–1 of 
this chapter (Employment Tax Regula-
tions). 

(d) Special rule for ratable inclusion of 
original issue discount. For ratable in-
clusion of original issue discount in re-
spect of certain corporate obligations 
issued after May 27, 1969, see section 
1232(a)(3). 

(e) Special rule for inclusion of quali-
fied tax refund effected by allocation. For 
rules relating to the inclusion in in-
come of an amount paid by a taxpayer 
in respect of his liability for a qualified 
State individual income tax and allo-
cated or reallocated in such a manner 
as to apply it toward the taxpayer’s li-
ability for the Federal income tax, see 
paragraph (f)(1) of § 301.6361–1 of this 
chapter (Regulations on Procedure and 
Administration). 

(f) Timing of income from notional prin-
cipal contracts. For the timing of in-
come with respect to notional principal 
contracts, see § 1.446–3. 

(g) Timing of income from section 467 
rental agreements. For the timing of in-
come with respect to section 467 rental 
agreements, see section 467 and the 
regulations thereunder. 

[T.D. 6500, 25 FR 11709, Nov. 26, 1960, as 
amended by T.D. 7001, 34 FR 997, Jan. 23, 1969; 
T.D. 7154, 36 FR 24996, Dec. 28, 1971; 43 FR 
59357, Dec. 20, 1978; T.D. 8491, 58 FR 53135, Oct. 
14, 1993; T.D. 8820, 64 FR 26851, May 18, 1999] 

§ 1.451–2 Constructive receipt of in-
come. 

(a) General rule. Income although not 
actually reduced to a taxpayer’s pos-
session is constructively received by 
him in the taxable year during which it 
is credited to his account, set apart for 
him, or otherwise made available so 
that he may draw upon it at any time, 
or so that he could have drawn upon it 

VerDate Aug<04>2004 13:09 May 06, 2005 Jkt 205088 PO 00000 Frm 00120 Fmt 8010 Sfmt 8010 Y:\SGML\205088.XXX 205088



111 

Internal Revenue Service, Treasury § 1.451–2 

during the taxable year if notice of in-
tention to withdraw had been given. 
However, income is not constructively 
received if the taxpayer’s control of its 
receipt is subject to substantial limita-
tions or restrictions. Thus, if a cor-
poration credits its employees with 
bonus stock, but the stock is not avail-
able to such employees until some fu-
ture date, the mere crediting on the 
books of the corporation does not con-
stitute receipt. In the case of interest, 
dividends, or other earnings (whether 
or not credited) payable in respect of 
any deposit or account in a bank, 
building and loan association, savings 
and loan association, or similar insti-
tution, the following are not substan-
tial limitations or restrictions on the 
taxpayer’s control over the receipt of 
such earnings: 

(1) A requirement that the deposit or 
account, and the earnings thereon, 
must be withdrawn in multiples of even 
amounts; 

(2) The fact that the taxpayer would, 
by withdrawing the earnings during 
the taxable year, receive earnings that 
are not substantially less in compari-
son with the earnings for the cor-
responding period to which the tax-
payer would be entitled had he left the 
account on deposit until a later date 
(for example, if an amount equal to 
three months’ interest must be for-
feited upon withdrawal or redemption 
before maturity of a one year or less 
certificate of deposit, time deposit, 
bonus plan, or other deposit arrange-
ment then the earnings payable on pre-
mature withdrawal or redemption 
would be substantially less when com-
pared with the earnings available at 
maturity); 

(3) A requirement that the earnings 
may be withdrawn only upon a with-
drawal of all or part of the deposit or 
account. However, the mere fact that 
such institutions may pay earnings on 
withdrawals, total or partial, made 
during the last three business days of 
any calendar month ending a regular 
quarterly or semiannual earnings pe-
riod at the applicable rate calculated 
to the end of such calendar month shall 
not constitute constructive receipt of 
income by any depositor or account 
holder in any such institution who has 

not made a withdrawal during such pe-
riod; 

(4) A requirement that a notice of in-
tention to withdraw must be given in 
advance of the withdrawal. In any case 
when the rate of earnings payable in 
respect of such a deposit or account de-
pends on the amount of notice of inten-
tion to withdraw that is given, earn-
ings at the maximum rate are con-
structively received during the taxable 
year regardless of how long the deposit 
or account was held during the year or 
whether, in fact, any notice of inten-
tion to withdraw is given during the 
year. However, if in the taxable year of 
withdrawal the depositor or account 
holder receives a lower rate of earnings 
because he failed to give the required 
notice of intention to withdraw, he 
shall be allowed an ordinary loss in 
such taxable year in an amount equal 
to the difference between the amount 
of earnings previously included in gross 
income and the amount of earnings ac-
tually received. See section 165 and the 
regulations thereunder. 

(b) Examples of constructive receipt. 
Amounts payable with respect to inter-
est coupons which have matured and 
are payable but which have not been 
cashed are constructively received in 
the taxable year during which the cou-
pons mature, unless it can be shown 
that there are no funds available for 
payment of the interest during such 
year. Dividends on corporate stock are 
constructively received when 
unqualifiedly made subject to the de-
mand of the shareholder. However, if a 
dividend is declared payable on Decem-
ber 31 and the corporation followed its 
usual practice of paying the dividends 
by checks mailed so that the share-
holders would not receive them until 
January of the following year, such 
dividends are not considered to have 
been constructively received in Decem-
ber. Generally, the amount of dividends 
or interest credited on savings bank de-
posits or to shareholders of organiza-
tions such as building and loan associa-
tions or cooperative banks is income to 
the depositors or shareholders for the 
taxable year when credited. However, if 
any portion of such dividends or inter-
est is not subject to withdrawal at the 
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time credited, such portion is not con-
structively received and does not con-
stitute income to the depositor or 
shareholder until the taxable year in 
which the portion first may be with-
drawn. Accordingly, if, under a bonus 
or forfeiture plan, a portion of the divi-
dends or interest is accumulated and 
may not be withdrawn until the matu-
rity of the plan, the crediting of such 
portion to the account of the share-
holder or depositor does not constitute 
constructive receipt. In this case, such 
credited portion is income to the de-
positor or shareholder in the year in 
which the plan matures. However, in 
the case of certain deposits made after 
December 31, 1970, in banks, domestic 
building and loan associations, and 
similar financial institutions, the rat-
able inclusion rules of section 1232(a)(3) 
apply. See § 1.1232–3A. Accrued interest 
on unwithdrawn insurance policy divi-
dends is gross income to the taxpayer 
for the first taxable year during which 
such interest may be withdrawn by 
him. 

[T.D. 6723, 29 FR 5342, Apr. 21, 1964; as amend-
ed by T.D. 7154, 36 FR 24997, Dec. 28, 1971; 
T.D. 7663, 44 FR 76782, Dec. 28, 1979] 

§ 1.451–4 Accounting for redemption of 
trading stamps and coupons. 

(a) In general—(1) Subtraction from re-
ceipts. If an accrual method taxpayer 
issues trading stamps or premium cou-
pons with sales, or an accrual method 
taxpayer is engaged in the business of 
selling trading stamps or premium cou-
pons, and such stamps or coupons are 
redeemable by such taxpayer in mer-
chandise, cash, or other property, the 
taxpayer should, in computing the in-
come from such sales, subtract from 
gross receipts with respect to sales of 
such stamps or coupons (or from gross 
receipts with respect to sales with 
which trading stamps or coupons are 
issued) an amount equal to— 

(i) The cost to the taxpayer of mer-
chandise, cash, and other property used 
for redemptions in the taxable year, 

(ii) Plus the net addition to the pro-
vision for future redemptions during 
the taxable year (or less the net sub-
traction from the provision for future 
redemptions during the taxable year). 

(2) Trading stamp companies. For pur-
poses of this section, a taxpayer will be 

considered as being in the business of 
selling trading stamps or premium cou-
pons if— 

(i) The trading stamps or premium 
coupons sold by him are issued by pur-
chasers to promote the sale of their 
merchandise or services, 

(ii) The principal activity of the 
trade or business is the sale of such 
stamps or coupons, 

(iii) Such stamps or coupons are re-
deemable by the taxpayer for a period 
of at least 1 year from the date of sale, 
and 

(iv) Based on his overall experience, 
it is estimated that not more than two- 
thirds of the stamps or coupons sold 
which it is estimated, pursuant to 
paragraph (c) of this section, will be ul-
timately redeemed, will be redeemed 
within 6 months of the date of sale. 

(b) Computation of the net addition to 
or subtraction from the provision for fu-
ture redemptions—(1) Determination of 
the provision for future redemptions. (i) 
The provision for future redemptions 
as of the end of a taxable year is com-
puted by multiplying ‘‘estimated fu-
ture redemptions’’ (as defined in sub-
division (ii) of this subparagraph) by 
the estimated average cost of redeem-
ing each trading stamp or coupon 
(computed in accordance with subdivi-
sion (iii) of this subparagraph). 

(ii) For purposes of this section, the 
term ‘‘estimated future redemptions’’ 
as of the end of a taxable year means 
the number of trading stamps or cou-
pons outstanding as of the end of such 
year that it is reasonably estimated 
will ultimately be presented for re-
demption. Such estimate shall be de-
termined in accordance with the rules 
contained in paragraph (c) of this sec-
tion. 

(iii) For purposes of this section, the 
estimated average cost of redeeming 
each trading stamp or coupon shall be 
computed by including only the costs 
to the taxpayer of acquiring the mer-
chandise, cash, or other property need-
ed to redeem such stamps or coupons. 
The term ‘‘the costs to the taxpayer of 
acquiring the merchandise, cash, or 
other property needed to redeem such 
stamps or coupons’’ includes only the 
price charged by the seller (less trade 
or other discounts, except strictly cash 
discounts approximating a fair interest 
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