Installment Sales by Accrual
Method Taxpayers

Notice 2000-26

PURPOSE ally that the installment method does not
. ) . i . apply to income from an installment sale if
This notice provides guidance in g jncome would be reported under an ac
question and answer format on the applisy,a) method of accounting without regard
cation of § 453(a)(2) pf t.he Internal Revy, § 453. Section 453(a)(2) was added by &
enue Code to certain installment salgsg of the Ticket to Work and Work Incen-
transactions. tives Improvement Act of 1999, Pub. L.
BACKGROUND No. 196-170, 113 Stat. 1860. (1999), and is
effective for sales or other dispositions oc-
An installment sale is defined in § 453(bxurring on or after December 17, 1999, the
to mean generally a disposition of propertgate of enactment. Section 453(a)(2) does
where at least one payment is to be raot affect the ability of a taxpayer using the
ceived after the close of the taxable year icash receipts and disbursements method ¢
which the disposition occurs. Sectioraccounting to use the installment method.
453(a)(1) provides the general rule that in-
come from an installment sale must hQUESTIONS AND ANSWERS

taken into account under the installment The following questions and answers

method. An exception to this rule is Sefqyide guidance on the application of §
forth in § 453(a)(2), which provides genery533y(2) to certain installment sale trans-



actions. Depending on the facts and ciment method.See§ 453(a)(2). The cor- Partnerships

cumstances of a particular transactiorporate shareholder generally recognizes )

taxpayers also should consider the applicio gain or loss on the deemed transfer of FOr €ach question and answer assun
ability of § 453A, which in certain cir- the target corporation’s assets (includin%e partner uses the cash receipts and ¢
cumstances imposes an interest charge tre installment obligation) to the corpoursements method of accounting and tt
the tax liability that is deferred throughrate shareholder because, in most circurRartnership uses an accrual method of a

use of the installment method. stances, the transfer would qualify as §0Unting. _
, distribution in complete liquidation to Q-8: €an the partner report on the in
Corporations which § 332 applies. See § stallment method the gain arising from :
. i sale of an interest in the partnership in e
For each question and answer assunte338(N)(10)-1T(d)(5)(). b P

. . change for cash and an installment oblig:
the shareholder uses the cash receipts and2-5: What is the effect on the transac: g 9

. . . . tion?
disbursements method of accounting anidon described in Q&A:1 above if the _ : .
the corporation uses an accrual method &tiyer and the shareholder join in makin?nséaﬁﬁw gntth;Z;:(e)dOtrZir(\)A:[isr?gq?ﬁgfﬁjr:r?;
accounting. Also assume the stock of the 8 338(h)(10) election for the corpora- '

c 2 . . . is not precluded b 453(a)(2) from re
corporation is not traded on an establishdiPn, an S corporation? porting on the insyta§llmen(t )rgwe)thod the
securities market. Except as otherwise in- A-5: The shareholder recognizes no gaiBain arising from the sale of the partner

d@cated, the term “gorporation" refers_toor loss on the sale of the S Corporﬁﬁon’%ip interest. But see e.g, § 453(i)(2)

e'the;?r‘cirf?;zosrﬁgfghgj dae?rgogpr?:)ar??r?mk' See§ 1.338(h)(10)-1T(d)(5)(ii)- and Rev. Rul. 89-108, 1989-2 C.B. 100.
ins(tgallr.'nent method the gain aripsing fromfga ?hgoézzﬁggnsgf‘enggggiggtotgihgea:n- Q-9: Can the partnershi_p report on th
a sale of the shareholder’s stock in thetallment method.See§ 453(a)(2). The Ihstaliment method the gain ansing _frorr
corporation in exchanae for cash and hol : i ) : : a sale of the partnersh_|p’s assets in e
corp exchang ashareholder may realize gain or 10ss on thg,, g6 for cash and an installment oblig:
installment obligation? deemed transfer of the S corporation’s ag 1»

A-1: The shareholder can report theets (including the installment obligation) 5 o. The partnership cannot report th
gain from the sale of the stock on the into the shareholder, after taking into accouny... . .

ain from the sale of its assets on the ir
stallment method. the effect of the deemed sale of the asserga”ment methodSee§ 453(a)(2)

Q-2: Can the corporation report on thesee§ 1.338(h)(10)-1T(d)(5)()). The share- ‘
installment method the gain arising from @older can report on the installment methottreatment of Sales Not Eligible for the
sale of the corporation’s assets in exchangige gain, if any, arising from this deemednstallment Method
for cash and an installment obligation?  transfer. See§ 453(h); §§ 1.453-11(a)(2)

A-2: The corporation cannot report theand 1.338(h)(10)-1T(d)(8). Q-10: How does a taxpayer take into ac
gain from the sale of its assets on the in- Q-6: What is the effect on the transaccount an installment obligation received ir
stallment methodSee§ 453(a)(2). tion described in Q&A:2 above if the cor-2" installment'sale transaction that is not e

Q-3: What is the effect on the transacyration, a C corporation, distributes thddiPIe for the instaliment method for any
tion described in Q&A:1 above if the o ia 19 a shareholder in a liquidation thagason, including § 453(a)(2)?
buyer makes an election under 8 338(9) (R eets the requirements of § 453(h)? A-10: The taxpayer generally must
“§ 338 election”) for the corporation? ) . recognize the entire amount of the gai

A-3: The shareholder is not affected .A'G' Th? C corporation mu§t r€COY9%5m the installment sale in the year of th
and can report the gain from the sale dyiz€ any gain or loss upon the dIStrIbUtlor%ale. See§ 1001(c). Section 1.1001-1(a;
the stock on the installment method. T:Ff the note. See§ 453B(a). _The share-or § 1.1001-1(g), whichever is applica
corporation cannot report the gain fro older can repprt on the mstallmenble, will determine the amount of gain
the deemed sale of assets on the instarlp-ethOd the gain arising 'from the ®Xthat is realized by the taxpayer attribut
ment method.See§ 453(a)(2). change of the shareholder's stock for thSble to an installment obligation issued i
Q-4: What is the effect on the transacr-‘Ote' See§ 1.453-11(a)(2). exchange for property when the incom
tion described in Q&A:1 above if the Q-7: Whatis the effect on the transacfrom the exchange is not eligible to be re
shareholder is a corporation and the buy&Pn described in Q&A:2 above if the cor-ported on the installment methodSee
and the corporate shareholder join iforation, an S corporation, distributes thgjso §§ 483 and 1271 through 1275, an
making a § 338(h)(10) election for the tarnote to a shareholder in a liquidation thahe underlying regulations, to determine i
get corporation, a C corporation, which ign€ets the requirements of § 453(h)?  the installment obligation has either un
either the corporate shareholder’s affiliate A-7: Except for taxes imposed by substated interest or original issue discount.
or a member of its consolidated group? chapter S€.g, 8§ 1374 and 1375), the S Q-11: If an installment obligation pro-

A-4: The corporate shareholder recogeorporation does not recognize gain oviding for one or more contingent pay-
nizes no gain or loss on the sale of the taless upon the distribution of the notBee ments is issued in the installment sal
get corporation’s stock. See § §453B(h). The shareholder can report ommansaction described in Q&A:10 above
1.338(h)(10)-1T(d)(5)(iii) of the tempo-the installment method the gain, if anycan the taxpayer use the “open transa
rary Income Tax Regulations. The targedrising from the exchange of the shardgion” method to report the gain from the
corporation cannot report the gain fronholder’s stock for the note.See§ transaction? See e.g, Burnet v. Logan
the deemed sale of assets on the install-453-11(a)(2). 283 U.S. 404 (1931).



A-11: In general, the taxpayer cannoSee also § 1.483-4 or § 1.1275-4counting). For further information re-
use the “open transaction” method to repowrhichever is applicable, for rules concerngarding a § 338 election or a § 338(h)(10)
the gain from the installment sale transagng the taxpayer’s treatment of the installelection made in connection with an in-

tion. Only in those rare and extraordinarynent obligation. stallment sale transaction, contact Victor
cases in which the fair market value of the Penico on (202) 622-7790 (not a toll-free
obligation cannot reasonably be ascertainddRAFTING INFORMATION call). For further information regarding

can a taxpayer use the “open transaction” o principal author of this notice isthe rest of this notice, contact Ms. Koch
method to report the gain from the transa‘kimberly L. Koch of the Office of Assis- 0N (202) 622-4950 (not a toll-free call).

tion. See§ 1.1001-1(a) or § 1.1001-1(9)4ant Chief Counsel (Income Tax and Ac-



