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§ 1.103–1

not includible in gross income, although the income from such property
is includible in gross income. An
amount of principal paid under a marriage settlement is a gift. However, see
section 71 and the regulations thereunder for rules relating to alimony or
allowances paid upon divorce or separation. Section 102 does not apply to
prizes and awards (see section 74 and
§ 1.74–1) nor to scholarships and fellowship grants (see section 117 and the regulations thereunder).
(b) Income from gifts and inheritances.
The income from any property received
as a gift, or under a will or statute of
descent and distribution shall not be
excluded from gross income under
paragraph (a) of this section.
(c) Gifts and inheritances of income. If
the gift, bequest, devise, or inheritance
is of income from property, it shall not
be excluded from gross income under
paragraph (a) of this section. Section
102 provides a special rule for the treatment of certain gifts, bequests, devises,
or inheritances which by their terms
are to be paid, credited, or distributed
at intervals. Except as provided in section 663(a)(1) and paragraph (d) of this
section, to the extent any such gift, bequest, devise, or inheritance is paid,
credited, or to be distributed out of income from property, it shall be considered a gift, bequest, devise, or inheritance of income from property. Section
102 provides the same treatment for
amounts of income from property
which is paid, credited, or to be distributed under a gift or bequest whether
the gift or bequest is in terms of a
right to payments at intervals (regardless 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 income, 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 income of a beneficiary under sections
652, 662, or 668 shall be treated for purposes of this section as a gift, bequest,
devise, or inheritance of income from
property. On the other hand, any
amount excluded from the gross income 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 assignor 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 Columbia, or any political subdivision thereof
(hereinafter collectively or individually referred to as ‘‘State or local governmental unit’’) is not includable in
gross income, except as provided under
section 103 (c) and (d) and the regulations thereunder.
(b) Obligations issued by or on behalf
of any State or local governmental
unit by constituted authorities empowered 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 concerning interest paid on industrial development bonds. See section 103(d) for
rules concerning interest paid on arbitrage bonds. Certificates issued by a
political subdivision for public improvements (such as sewers, sidewalks,
streets, etc.) which are evidence of special assessments against specific property, which assessments become a lien
against such property and which the
political subdivision is required to enforce, 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,
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drainage, irrigation, levee, school, harbor, port improvement, and similar districts and divisions of any such unit.
[T.D. 7199, 37 FR 15486, Aug. 3, 1972]
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§ 1.103–2 Dividends from shares and
stock of Federal agencies or instrumentalities.
(a) Issued before March 28, 1942. (1)
Section 26 of the Federal Farm Loan
Act of July 17, 1916 (12 U.S.C. 931), provides that Federal land banks and Federal land bank associations, including
the capital and reserve or surplus
therein and the income derived therefrom, shall be exempt from taxation,
except taxes upon real estate. Section 7
of the Federal Reserve Act of December 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
upon real estate. Section 13 of the Federal Home Loan Bank Act (12 U.S.C.
1433) provides that the Federal Home
Loan Bank including its franchise, its
capital, reserves, and surplus, its advances, and its income shall be exempt
from all taxation, except taxes upon
real estate. Section 5(h) of the Home
Owners’ Loan Act of 1933 (12 U.S.C.
1464(h)) provides that shares of Federal
savings and loan associations shall,
both as to their value and the income
therefrom, be exempt from all taxation
(except surtaxes, estate, inheritance,
and gift taxes) imposed by the United
States. Under the above-mentioned
provisions, income consisting of dividends on stock of Federal land banks,
Federal land bank associations, Federal home loan banks, and Federal reserve banks is not, in the case of stock
issued before March 28, 1942, includable
in gross income. Income consisting of
dividends on share accounts of Federal
savings and loan associations is includable in gross income but, in the case of
shares issued before March 28, 1942, is
not subject to the normal tax on income. For taxability of such income in
the case of such stock or shares issued
on or after March 28, 1942, see section 6
of the Public Debt Act of 1942 (31 U.S.C.
742a) and paragraph (b) of this section.
For the time at which a stock or share
is issued within the meaning of this

section, see paragraph (b) of this section.
(2) Regardless of the exemption from
income tax of dividends paid on the
stock of Federal reserve banks, dividends paid by member banks are treated like dividends of ordinary corporations.
(3) Dividends on the stock of the central bank for cooperatives, the production credit corporations, production
credit associations, and banks for cooperatives, organized under the provisions of the Farm Credit Act of 1933 (12
U.S.C. 1138), constitute income to the
recipients, subject to both the normal
tax and surtax (see section 63 of the
Farm Credit Act of 1933 (12 U.S.C.
1138c)).
(b) Issued on or after March 28, 1942. (1)
By virtue of the provisions of section 6
of the Public Debt Act of 1942 (31 U.S.C.
742a), the tax exemption provisions set
forth in paragraph (a) of this section
with respect to income consisting of
dividends on stock of the Federal land
banks, Federal land bank associations,
and Federal reserve banks, or on share
accounts of Federal savings and loan
associations, are not applicable in the
case of dividends on such stock or
shares issued on or after March 28, 1942.
(2) For the purposes of this section, a
stock or share is deemed to be issued at
the time and to the extent that payment therefor is made to the agency or
instrumentality. The date of issuance
of the certificate or other evidence of
ownership of such stock or share is not
determinative if payment is made at an
earlier or later date. Where old stock is
retired in exchange for new stock of a
different character or preference, the
new stock shall be deemed to have been
issued at the time of the exchange
rather than when the old stock was
paid for. These rules may be illustrated
by the following examples:
Example 1. A, the owner of an investment
share account, consisting of 10 shares, in a
Federal savings and loan association, has a
single certificate issued before March 28,
1942, evidencing such ownership. In order
that A may dispose of half of such shares,
the association at his request issues, after
March 27, 1942, two 5-share certificates in
substitution for the 10-share certificate. The
shares evidenced by the two new certificates
are deemed to have been issued before March
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