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§ 1.691(a)–2

(1) All accrued income of a decedent
who reported his income by use of the
cash receipts and disbursements method;
(2) Income accrued solely by reason
of the decedent’s death in case of a decedent 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 regulations 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 acquired by the decedent by reason of the
death of the prior decedent or by bequest, devise, or inheritance from the
prior decedent and if (2) the amount of
gross income in respect of the prior decedent was not properly includible in
computing the decedent’s taxable income for the taxable year ending with
the date of his death or for a previous
taxable year. See example 2 of paragraph (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]
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§ 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 decedent;

(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 acquired 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 inheritance, if the amount is received after a
distribution by the decedent’s estate of
such right.
These amounts are included in the income 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 receipts 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 installments, distributed the right to the remaining installment payments to the residuary legatee of the estate. The estate must
include in its gross income the two installments 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 renewal 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 commissions, and her son inherited the right to
receive the rest of the commissions. The
commissions received by the widow were includible in her gross income. The commissions received by the son were not includible
in the widow’s gross income but must be included 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 includible in income by the decedent, not just the
amount accruing after the death of the decedent, 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. During his lifetime, A had entered into an agreement with X Corporation whereby X Corporation agreed to purchase and the decedent agreed that his executor would sell the
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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 pursuant to the agreement. Since the sale of
stock is consummated after A’s death, there
is no income in respect of a decedent with respect to the appreciation in value of A’s
stock to the date of his death. If, in this example, A had in fact sold the stock during
his lifetime but payment had not been received before his death, any gain on the sale
would constitute income in respect of a decedent 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 negotiations 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 executor 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 apples 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 delivering them to Z, a cooperative association,
for processing and sale. Each year the association 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 distributions to the executor with respect to
A’s share of the proceeds from the pool in
which A had in interest. Under such circumstances, the proceeds from the disposition 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 inheritance 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 capital 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
obligations in the hands of the person
receiving it, for the purpose of determining the credit provided by section
35, as if such person had owned the obligations with respect to which such interest is paid.
(3) If the amounts received would be
subject to special treatment under part
I (section 1301 and following), subchapter Q, chapter 1 of the Code, relating 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 recipient 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 included 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]
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