
WNTS Insight 

www.pwc.com 

 

 

IRS clarifies income deferral rules 
for gift cards 

July 31, 2013 

In brief 

The IRS recently issued guidance regarding the deferral of gross income in connection with certain 

advance payments received from the sale of gift cards that are redeemable for goods or services provided 

by an unrelated entity (Rev. Proc. 2013-29). This guidance will affect any taxpayer selling gift cards that 

are redeemable by unrelated entities. 

 

In detail 

Background 

Rev. Proc. 2004-34 allows 
taxpayers a limited deferral 
beyond the tax year of receipt 
for certain advance payments. A 
qualifying taxpayer generally 
may defer inclusion of advance 
payments in gross income for 
federal income tax purposes to 
the next succeeding tax year to 
the extent the advance 
payments are not recognized in 
revenues in its “applicable 
financial statement” for the year 
of receipt or, if the taxpayer 
does not have an applicable 
financial statement, to the 
extent the revenue is earned in a 
subsequent tax year.  

Historically, gift cards were sold 
and redeemable only by the 
issuing retailer. However, it is 
now common practice for gift 
cards sold by one retailer and 
redeemable by that retailer or by 
others (related or unrelated to 

the selling entity) under a gift 
card service agreement or other 
arrangements. 

Prior to 2011, there was 
uncertainty as to the ability of 
taxpayers utilizing separate 
legal entities apart from the 
retailer to issue gift cards , 
operating gift card programs 
through franchisee networks, or 
belonging to a consolidated 
group in which one member 
sold gift cards could qualify for 
deferral under Rev. Proc. 2004-
34. The IRS informally had 
taken the position that an entity 
that sells gift cards that may be 
redeemed by another entity 
(whether related or unrelated), 
or that may be redeemed only 
by another entity, did not 
qualify for deferral under Rev. 
Proc. 2004-34. 

After receiving numerous 
comments on the issue, the IRS 
concluded that, provided the 
other requirements of Rev. Proc. 

2004-34 are met, a taxpayer 
that sells gift cards redeemable 
through other entities should be 
allowed the same treatment as a 
taxpayer that sells gift cards that 
are redeemable only by itself.  
As a result, Rev. Proc. 2011-18 
modified the provisions of Rev. 
Proc. 2004-34 by adding a new 
category of eligible advance 
payment (‘eligible gift card 
sales’).  An eligible gift card sale 
is defined as the sale of a gift 
card, or gift certificate, if: 

 the taxpayer is primarily 

liable to the customer (or 

holder of the gift card) for 

the value of the card until 

redemption or expiration; 

and  

 the gift card is redeemable by 

the taxpayer or by any other 

entity that is legally obligated 

to the taxpayer to accept the 

gift card from a customer as 

payment. 
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Impetus for new guidance 

The definition of an advance payment 
under section 4.01(2) of Rev. Proc. 
2004-34 provides that, for the 
payment to be deferred beyond the 
year of receipt, the advance payment 
must be recognized by the taxpayer in 
revenues in its applicable financial 
statement for a subsequent tax year 
or, for taxpayers without an applicable 
financial statement, the payment must 
be earned by the taxpayer in a 
subsequent tax year. 

While Rev. Proc. 2011-18 modified 
Rev. Proc. 2004-34 to include ‘eligible 
gift card sales’ as an eligible category 
of advance payments, it did not 
change the requirement that the 
advance payment must be included in 
revenue in the taxpayer’s applicable 
financial statement in a subsequent 
tax year, or in the case of a taxpayer 
without an applicable financial 
statement, the payment must be 
earned by the taxpayer in a 
subsequent tax year. 

This is an important distinction for 
taxpayers that sell gift cards that 
ultimately are redeemed by another 
entity. If the taxpayer redeeming the 
gift card is financially unrelated to the 
taxpayer issuing the gift card, the 
issuing taxpayer would never 
recognize any revenue from the gift 
card in its applicable financial 
statement. This result generally would 
leave taxpayers that sell gifts cards 
that are redeemable through other, 
unrelated entities ineligible for 
deferral under Rev. Proc. 2004-34, 
which was not the not the intent of the 
IRS. 

Rev. Proc. 2013-29 

Rev. Proc. 2013-29 allows taxpayers to 
defer recognition of advance 
payments received from the sale of gift 
cards that are redeemable for goods or 
services by an unrelated entity. 

The revenue procedure clarifies the 
definition of ‘eligible gift card sales’ 
provided in Rev. Proc. 2011-18 by 
adding that, for purposes of section 

4.01(2) of Rev. Proc. 2004-34, if a gift 
card is redeemable by an entity whose 
financial results are not included in 
the taxpayer’s applicable financial 
statement, then the payment is treated 
as recognized by the taxpayer in 
revenues of its applicable financial 
statement to the extent the gift card is 
redeemed by the entity during the tax 
year. The same rule applies for 
taxpayers without an applicable 
financial statement. 

This modification is effective as of the 
effective date of Rev. Proc. 2011-18, 
which is for tax years ending on or 
after December 31, 2010. 

The takeaway 

After years of uncertainty, Rev. Proc. 
2013-29 provides taxpayers with clear 
guidance that advance payments 
received from the sale of gift cards 
that are redeemable by unrelated 
entities generally qualify for deferral 
from gross income under the 
provisions of Rev. Proc. 2004-34. 
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