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Reg. Section 15a.453-1(b)(2)(v)
Installment method reporting for sales of real property and casual sales of personal

property.

(@) In general. Unless the taxpayer otherwise elects in the manner prescribed in paragraph
(d)(3) of this section, income from a sale of real property or a casual sale of personal
property, where any payment is to be received in a taxable year after the year of sale, is to
be reported on the installment method.

(b) Installment sale defined—

(1) In general. The term "installment sale” means a disposition of property (except as
provided in paragraph (b)(4) of this section) where at least one payment is to be
received after the close of the taxable year in which the disposition occurs. The
term "installment sale™ includes dispositions from which payment is to be
received in a lump sum in a taxable year subsequent to the year of sale. For
purposes of this paragraph, the taxable year in which payments are to be received
is to be determined without regard to section 453(e) (relating to related party
sales), section (f)(3) (relating to the definition of a "payment") and section (g) [26
USCS 8 453(e), ()(3) and (g)] (relating to sales of depreciable property to a
spouse or 80-percent-owned entity).

(2) Installment method defined—

(i) Ingeneral. Under the installment method, the amount of any payment
which is income to the taxpayer is that portion of the installment
payment received in that year which the gross profit realized or to be
realized bears to the total contract price (the "gross profit ratio™). See
paragraph (c) of this section for rules describing installment method
reporting of contingent payment sales.

(ii) Selling price defined. The term "selling price" means the gross selling
price without reduction to reflect any existing mortgage or other
encumbrance on the property (whether assumed or taken subject to by
the buyer) and, for installment sales in taxable years ending after
October 19, 1980, without reduction to reflect any selling expenses.
Neither interest, whether stated or unstated, nor original issue discount is
considered to be a part of the selling price. See paragraph (c) of this
section for rules describing installment method reporting of contingent
payment sales.
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(iii)Contract price defined. The term "contract price™ means the total
contract price equal to selling price reduced by that portion of any
qualifying indebtedness (as defined in paragraph (b)(2)(iv) of this
section), assumed or taken subject to by the buyer, which does not
exceed the seller's basis in the property (adjusted, for installment sales in
taxable years ending after October 19, 1980, to reflect commissions and
other selling expenses as provided in paragraph (b)(2)(v) of this section).
See paragraph (c) of this section for rules describing installment method
reporting of contingent payment sales.

(iv)Qualifying indebtedness. The term "qualifying indebtedness” means a
mortgage or other indebtedness encumbering the property and
indebtedness, not secured by the property but incurred or assumed by the
purchaser incident to the purchaser's acquisition, holding, or operation in
the ordinary course of business or investment, of the property. The term
"qualifying indebtedness™ does not include an obligation of the taxpayer
incurred incident to the disposition of the property (e.g., legal fees
relating to the taxpayer's sale of the property) or an obligation
functionally unrelated to the acquisition, holding, or operating of the
property (e.g., the taxpayer's medical bill). Any obligation created
subsequent to the taxpayer's acquisition of the property and incurred or
assumed by the taxpayer or placed as an encumbrance on the property in
contemplation of disposition of the property is not qualifying
indebtedness if the arrangement results in accelerating recovery of the
taxpayer's basis in the installment sale.

- (v) Gross profit defined. The term "gross profit" means the selling price less
the adjusted basis as defined in section 1011 [26 USCS § 1011] and the
regulations thereunder. For sales in taxable years ending after October
19, 1980, in the case of sales of real property by a person other than a
dealer and casual sales of personal property, commissions and other
selling expenses shall be added to basis for purposes of determining the
proportion of payments which is gross profit attributable to the
disposition. Such additions to basis will not be deemed to affect the
taxpayer's holding period in the transferred property.



