
Was the recurring item exception elected with 
regards to these types of accrued items? 

X Co may deduct in 2009 all 
accrued rebates, insurance, 
prizes & awards, or warranty 
costs paid within the earlier of 
8 1/2 months of year end or the 
filing of the tax return.

Ex: X Co accrues $20,000 of rebate 
costs incurred but not yet paid 
on 12/31/2009. X Co will pay the 
$20,000 of rebate costs on April 12, 
2010, and file its 2009 tax return on 
July 25, 2010. If X Co has elected 
the recurring item exception for 
rebate costs, X Co may deduct the 
full $20,000 in 2009, as the rebates 
will be paid within the earlier of 8 1/2 
months of year end or the filing of X 
Co’s 2009 tax return. 
(Treas. Reg. §1.461-5)

X Co gets no deduction 
until the expenses are paid. 

Ex: X Co accrues $20,000 of 
rebates incurred but not yet 
paid on 12/31/2009. Absent 
a valid election to apply the 
recurring item exception, X Co 
may not deduct the $20,000 
until payment is made 
(Treas. Reg. §1.461-4(g))

ACCRUED REBATE, INSURANCE, PRIZES, 
AWARDS, WARRANTY

Have the services already been 
performed by the service provider? 

X Co may deduct accruals for 
services performed by an outside 
service provider if the services have 
been provided by year end and the 
amount due can be determined with 
reasonable accuracy. 

Ex: WS+B performs tax services for X 
Co in November 2009, and in December 
2009 bills X Co $20,000 for such services. 
At 12.31.2009, X Co accrues but does not 
pay the $20,000 liability to WS+B. X Co 
may deduct the $20,000 on its 2009 tax 
return, as the services have been performed 
and the amount of the liability can be 
determined with reasonable accuracy. 
(Treas. Reg. S1.461-4(d)(2)(i))

X Co may deduct in 2009 all accrued 
professional fees, provided the professional 
services will be provided to X Co within the 
earlier of 8 1/2 months of year end or the filing of 
X Co’s 2009 tax return. 

Ex: WS+B will perform an audit for X Co in February 
2010 and bill the client $30,000. On 12/31/2009, X Co 
accrues the $30,000 of fees to be incurred in February 
2010. X Co will file its 2009 tax return in August 2010. X 
Co may deduct the $30,000 of accrued professional fees 
on its 2009 tax return, as WS+B will perform the audit 
within the earlier of 8 1/2 months of year end or the filing 
of X Co’s 2009 tax return. 
(Treas. Reg. §1.461-5)

Was the recurring item 
exception elected with regards 
to accrued professional fees? 

X Co may not deduct 
the accrued professional 
fees until the services are 
performed. 
(Treas. Reg. §1.461-4(d)(2)(i))

ACCRUED PROFESSIONAL FEESACCRUED TAXES

Is the accrual for real estate taxes? 

Is the accrual for payroll, 
state income or state 
franchise taxes? 

X Co gets no deduction 
until taxes are paid. 
(Treas. Reg. §1.461-4(g))

Was an election made under 
§461(c) to ratably deduct real 
estate taxes as they are incurred?

X Co can deduct a ratable 
amount of real estate taxes that 
were incurred during the year.

 Ex: On 12/31/2009, X Co accrues 
$2,400 in real estate taxes due in 
July 2010. X Co’s real estate taxes are 
owed to the county on a 7/1/2009 
– 6/30/2010 basis. With a §461(c) 
election in place, X Co may deduct 
$1,200 (1/2 of the $2,400), in 2009 
for the real estate taxes deemed 
incurred from 7/1/2009 - 12/31/2009. 
The remainder will be deducted in 
2010.  (§461(c))

X Co may deduct in 2009 all real estate, payroll, state 
income or state franchise taxes that will be paid within 
the earlier of 8 1/2 months of year end or the filing of the 
tax return. 

Ex: On 12/31/2009, X Co accrues $2,400 in real estate taxes due 
in July 2010. X Co’s real estate taxes are owed to the county on 
a 7/1./009 – 6/30/2010 basis. X Co will pay the taxes on July 1, 
2010 and file its 2009 tax return on September 10, 2010. With a 
recurring item exception election in place, X Co may deduct all 
$2,400 in 2009, as the taxes will be paid within the earlier of 8 
1/2 months of year end or the filing of X Co’s 2009 tax return.  

Assume instead X Co does not pay the tax bill until October 2010. 
X Co may not deduct the $2,400 until 2010, as the recurring item 
exception does not apply.  
(Rev. Proc. 2008-25, Treas. Reg. §1.461-5)

Was the recurring item exception elected 
with regards to real estate, payroll, state 
income or state franchise taxes? 

X Co gets no 
deduction until the 
taxes are paid.  
(Treas. Reg. §1.461-4(g))
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WHEN ARE ACCRUALS TAX DEDUCTIBLE?



NOTES

1. In all examples, X Co is an accrual basis, calendar year corporation. 
2. The recurring item exception must be elected in the first year in which a particular expense is incurred. (Statement not required but recommended)
3. Section 461(c) election for the ratable accrual of real estate taxes must be made in the first year the taxpayer incurs real estate taxes (statement required)
4. The presumption has been made for each accrued liability that the fact of the liability has been fixed and the amount of the liability can be determined with reasonable accuracy at year end.

If you have any questions please contact Tony Nitti, 970.925.7382.

X Co may not deduct these types of accrued expenses 
until they are paid. The recurring item exception does not 
apply to these expenses. (Treas. Reg. §1.461-5(c)) 

Ex: On 12/31/2009, X Co accrues $25,000 of Workers Compensation 
expense to be paid in February 2010. X Co may not deduct the 
$25,000 on its 2009 tax return, but must instead deduct the 
$25,000 on its 2010 return, once the expense has been paid. 

Interest accrues over the passage of time; as 
a result, X Co may only deduct interest for the 
period to which it relates. 

Ex 1: X Co borrows $100,000 at a 12% interest rate on 
1/1/2009. The interest charge is $1,000 per month. 
On 12/31/2009, X Co accrues the $1,000 of interest 
accrued for December but not yet paid. X Co may 
deduct the $1,000 in 2009, as the December interest 
had economically accrued as X Co had use of the loan 
proceeds.  
(Treas. Reg. §1.461-4(e))

Ex 2:Alternatively, at 12/31/2009, X Co accrues the 
$1,000 of interest related to January 2010. X Co 
may not deduct this accrual, as the interest won’t 
economically accrue until X Co has access to the loan 
proceeds in January 2010. There is no recurring item 
exception available for accrued interest. 
(Treas. Reg. §1.461-5(c))

Rent accrues as X Co is entitled to use the 
rented property, as a result, X Co may only 
deduct rent for the period to which it relates.

Ex 1: X Co rents office space for $10,000 per month. 
On 12.31.2009, X Co accrues the $10,000 rent related 
to December 2009 but unpaid at year end. X Co may 
deduct this $10,000 on its 2009 tax return, as the rent 
expense has economically accrued as X Co rented the 
space in December 2009. 

Ex 2: Alternatively, at 12.31.2009, X Co accrues the 
January 2010 rent of $10,000. X Co may not deduct 
this $10,000 on its 2009 return, as the rent expense 
will not economically accrue until X Co uses the 
property in January 2010. Though not prohibited by 
statute, it is believed the recurring item exceptions 

should not be applicable to accrued rent. 

ACCRUED WORKERS COMP, TORT, VIOLATION 
OF LAW, BREACHED CONTRACTACCRUED INTEREST ACCRUED RENT

X Co may only deduct compensation 
type accruals if they are paid within 2 1/2 
months of year end. 

Ex 1: On 12.31.2009, X Co accrues a $50,000 
bonus to employee A. The bonus will be paid 
on February 22, 2010. X Co may deduct the 
$50,000 on its 2009 tax return. 
(Prop. Reg. §1.404-1T Q&A 2)

Ex 2: Alternatively, the $50,000 bonus will not 
be paid to employee A until April 7, 2010. X Co 
may not deduct the $50,000 on its 2009 tax 
return, but rather must deduct the $50,000 on 
its 2010 tax return, when paid. 

ACCRUED BENEFITS, BONUS, 
VACATION, SEVERANCE

WHEN ARE ACCRUALS TAX DEDUCTIBLE?


