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July 30, 2013 

New Accounting Rules for Gift Cards Redeemable by 
Unrelated Entities 
IRS modifies rules allowing the deferral method of accounting for advance payments received 
for the sale of gift cards that are redeemable by an unrelated party.
 
On July 24, the Internal Revenue Service (IRS) released an advance copy of Revenue Procedure 2013-29, which 
clarifies when a taxpayer may defer recognizing, in gross income, certain advance payments received from the 
sale of gift cards that are redeemable for goods or services by an unrelated party.1 This revenue procedure 
modifies and clarifies Revenue Procedure 2011-18, which modified and clarified Revenue Procedure 2004-34.  

Revenue Procedure 2013-29 states that, where a gift card is redeemable by an entity whose financial results are 
not included in the taxpayer’s applicable financial statement (AFS), the taxpayer will recognize the payment in 
income to the extent the gift card is redeemed. For a taxpayer without an AFS, the taxpayer will recognize the 
payment in income when it is earned, which, in this situation, is when the gift card is redeemed. Any payment 
received by the taxpayer that is not recognized in income in the year of receipt must be recognized in the 
subsequent year.  

Retail companies should consult their legal advisers with respect to the application of this revenue procedure to 
their sale of gifts cards or gift certificates.  

Background 
Under the deferral method of accounting provided in Revenue Procedure 2004-34, an accrual method taxpayer 
that receives an advance payment for goods or services must include the advance payment in gross income in 
the taxable year of receipt to the extent recognized in revenues in the taxpayer’s AFS for that taxable year. For a 
taxpayer without an AFS, an advance payment must be included in gross income to the extent earned in the 
taxable year of receipt. Any portion not included in gross income in the year of receipt must be included in gross 
income in the next succeeding taxable year.  

Revenue Procedure 2011-18 expanded the definition of “advance payment” provided in Revenue Procedure 
2004-34 to include an “eligible gift card sale” and allowed a taxpayer that sells an eligible gift card redeemable 
through another entity (that may or may not be related to the taxpayer) to use the deferral method of accounting.  

To qualify as an advance payment, the payment must be recognized by the taxpayer (in whole or in part) in 
revenues in its AFS for a subsequent taxable year, or, for taxpayers without an AFS, the payment must be earned 
by the taxpayer (in whole or in part) in a subsequent taxable year. 

However, if a gift card is redeemed by an unrelated entity whose financial statement revenues are not 
consolidated with the taxpayer’s revenues on the taxpayer’s AFS, the taxpayer will never recognize any portion of 
the gift card sale proceeds in revenues in its AFS because that revenue is accounted for only by the unrelated 
redeeming entity upon the sale of goods or services. Similarly, for a taxpayer without an AFS, the payment is 
never earned by the taxpayer because the payment is earned by the unrelated redeeming entity.  

                                                 
1. View Revenue Procedure 2013-29 at http://www.irs.gov/pub/irs-drop/rp-13-29.pdf.  

http://www.irs.gov/pub/irs-drop/rp-13-29.pdf
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Revenue Procedure 2013-29’s Modification of “Eligible Gift Card Sale” 
The U.S. Department of the Treasury and the IRS have concluded that a taxpayer should not be precluded from 
using the deferral method of accounting provided in Revenue Procedure 2004-34 solely because the taxpayer 
never recognizes payments from an eligible gift card sale in revenues in its AFS, or, for taxpayers without an AFS, 
never earns payments from an eligible gift card sale.  

Accordingly, Revenue Procedure 2013-29 modifies the term “eligible gift card sale” to provide that an eligible gift 
card sale is the sale of a gift card (or gift certificate) if (1) 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 (2) 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 for qualifying items. If a gift card is redeemable by such other entity whose financial results are not 
included in the taxpayer’s AFS, a payment will be treated as recognized by the taxpayer in revenues in its AFS to 
the extent the gift card is redeemed by the entity during the taxable year. For a taxpayer without an AFS, if a gift 
card is redeemable by such other entity, including an entity whose financial results are not included in the 
taxpayer’s financial statement, a payment will be treated as earned by the taxpayer to the extent the gift card is 
redeemed by the entity during the taxable year. 

Effective Date 
The modification provided by this revenue procedure will be treated as in effect as of the effective date of 
Revenue Procedure 2011-18, i.e., taxable years ending on or after December 31, 2010.  

Audit Protection 
For taxable years ending before December 31, 2010, the modification provided by this revenue procedure is to be 
treated as originally included in Revenue Procedure 2011-18 and thus eligible for audit protection to the extent 
provided in Revenue Procedure 2011-18. 
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Philadelphia 
Paul A. Gordon 215.963.5568 pgordon@morganlewis.com 
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About Morgan, Lewis & Bockius LLP 
With 24 offices across the United States, Europe, and Asia, Morgan Lewis provides comprehensive litigation, 
corporate, transactional, regulatory, intellectual property, and labor and employment legal services to clients of all 
sizes—from globally established industry leaders to just-conceived start-ups. Our international team of lawyers, 
patent agents, benefits advisers, regulatory scientists, and other specialists—more than 1,600 legal professionals 
total—serves clients from locations in Almaty, Beijing, Boston, Brussels, Chicago, Dallas, Frankfurt, Harrisburg, 
Houston, Irvine, London, Los Angeles, Miami, Moscow, New York, Palo Alto, Paris, Philadelphia, Pittsburgh, 
Princeton, San Francisco, Tokyo, Washington, D.C., and Wilmington. For more information about Morgan Lewis 
or its practices, please visit us online at www.morganlewis.com.  
 
IRS Circular 230 Disclosure 
To ensure compliance with requirements imposed by the IRS, we inform you that any U.S. federal tax advice 
contained in this communication (including any attachments) is not intended or written to be used, and cannot be 
used, for the purpose of (i) avoiding penalties under the Internal Revenue Code or (ii) promoting, marketing, or 
recommending to another party any transaction or matter addressed herein. For information about why we are 
required to include this legend, please see http://www.morganlewis.com/circular230.  
 
This LawFlash is provided as a general informational service to clients and friends of Morgan, Lewis & Bockius LLP. It should not be construed 
as, and does not constitute, legal advice on any specific matter, nor does this message create an attorney-client relationship. These materials 
may be considered Attorney Advertising in some states. Please note that the prior results discussed in the material do not guarantee similar 
outcomes. Links provided from outside sources are subject to expiration or change. © 2013 Morgan, Lewis & Bockius LLP. All Rights 
Reserved. 
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