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31, 1986. For taxable years beginning 
after December 31, 1986, sales under a 
revolving credit plan shall not be treat-
ed as sales on the installment plan. 

[T.D. 8269, 54 FR 46375, Nov. 3, 1989] 

§ 1.453A–3 Requirements for adoption 
of or change to installment method 
by dealers in personal property. 

(a) In general. A dealer (within the 
meaning of § 1.453A–1(c)(1)) may adopt 
or change to the installment method 
for a type or types of sales on the in-
stallment plan (within the meaning of 
§ 1.453A–1(c)(3) and (d)) in the manner 
prescribed in this section. This section 
applies only to dealers and only with 
respect to their sales on the install-
ment plan. 

(b) Time and manner of electing install-
ment method reporting—(1) Time for elec-
tion. An election to adopt or change to 
the installment method for a type or 
types of sales must be made on an in-
come tax return for the taxable year of 
the election, filed on or before the time 
specified (including extensions thereof) 
for filing such return. 

(2) Adoption of installment method. A 
taxpayer who adopts the installment 
method for the first taxable year in 
which sales are made on an installment 
plan of any kind must indicate in the 
income tax return for that taxable year 
that the installment method of ac-
counting is being adopted and specify 
the type or types of sales included 
within the election. If a taxpayer in 
the year of the initial election made 
only one type of sale on the install-
ment plan, but during a subsequent 
taxable year makes another type of 
sale on the installment plan and adopts 
the installment method for that other 
type of sale, the taxpayer must indi-
cate in the income tax return for the 
subsequent year that an election is 
being made to adopt the installment 
method of accounting for the addi-
tional type of sale. 

(3) Change to installment method. A 
taxpayer who changes to the install-
ment method for a particular type or 
types of sales on the installment plan 
in acordance with this section must, 
for each type of sale on the installment 
plan for which the installment method 
is to be used, attach a separate state-
ment to the income tax return for the 

taxable year with respect to which the 
change is made. Each statement must 
show the method of accounting used in 
computing taxable income before the 
change and the type of sale on the in-
stallment plan for which the install-
ment method is being elected. 

(4) Deemed elections. A dealer (includ-
ing a person who is a dealer as a result 
of the recharacterization of trans-
actions as sales) is deemed to have 
elected the installment method if the 
dealer treats a sale on the installment 
plan as a transaction other than a sale 
and fails to report the full amount of 
gain in the year of the sale. For exam-
ple, if a transaction treated by a dealer 
as a lease is recharacterized by the In-
ternal Revenue Service as a sale on the 
installment plan, the dealer will be 
deemed to have elected the installment 
method assuming the dealer failed to 
report the full amount of gain in the 
year of the transaction. 

(c) Consent. A dealer may adopt or 
change to the installment method for 
sales on the installment plan without 
the consent of the Commissioner. How-
ever, a dealer may not change from the 
installment method to the accrual 
method of accounting or to any other 
method of accounting without the con-
sent of the Commissioner. 

(d) Cut-off method for amounts pre-
viously accrued. An election to change 
to the installment method for a type of 
sale applies only with respect to sales 
made on or after the first day of the 
taxable year of change. Thus, pay-
ments received in the taxable year of 
the change, or in subsequent years, in 
respect of an installment obligation 
which arose in a taxable year prior to 
the taxable year of change are not 
taken into account on the installment 
method, but rather must be accounted 
for under the taxpayer’s method of ac-
counting in use in the prior year. 

(e) Effective date. This section applies 
to sales by dealers in taxable years 
ending after October 19, 1980, but gen-
erally does not apply to sales made 
after December 31, 1987. For sales made 
after December 31, 1987, sales by a deal-
er in personal or real property shall 
not be treated as sales on the install-
ment plan. (However, see section 
453(l)(2) for certain exceptions to this 
rule.) For rules relating to sales by 

VerDate Aug<04>2004 13:09 May 06, 2005 Jkt 205088 PO 00000 Frm 00158 Fmt 8010 Sfmt 8010 Y:\SGML\205088.XXX 205088



149 

Internal Revenue Service, Treasury § 1.454–1 

dealers in taxable years ending before 
October 20, 1980, see 26 CFR 1.453–7 and 
1.453–8 (rev. as of April 1, 1987). 

[T.D. 8269, 54 FR 46375, Nov. 3, 1989] 

§ 1.454–1 Obligations issued at dis-
count. 

(a) Certain non-interest-bearing obliga-
tions issued at discount—(1) Election to 
include increase in income currently. If a 
taxpayer owns— 

(i) A non-interest-bearing obligation 
issued at a discount and redeemable for 
fixed amounts increasing at stated in-
tervals (other than an obligation issued 
by a corporation after May 27, 1969, as 
to which ratable inclusion of original 
issue discount is required under section 
1232(a)(3)), or 

(ii) An obligation of the United 
States, other than a current income 
obligation, in which he retains his in-
vestment in a matured series E U.S. 
savings bond, or 

(iii) A nontransferable obligation 
(whether or not a current income obli-
gation) of the United States for which 
a series E U.S. savings bond was ex-
changed (whether or not at final matu-
rity) in an exchange upon which gain is 
not recognized because of section 
1037(a) (or so much of section 1031(b) as 
relates to section 1037), 
and if the increase, if any, in redemp-
tion price of such obligation described 
in subdivision (i), (ii), or (iii) of this 
subparagraph during the taxable year 
(as described in subparagraph (2) of this 
paragraph) does not constitute income 
for such year under the method of ac-
counting used in computing his taxable 
income, then the taxpayer may, at his 
election, treat the increase as consti-
tuting income for the year in which 
such increase occurs. If the election is 
not made and section 1037 (or so much 
of section 1031 as relates to section 
1037) does not apply, the taxpayer shall 
treat the increase as constituting in-
come for the year in which the obliga-
tion is redeemed or disposed of, or fi-
nally matures, whichever is earlier. 
Any such election must be made in the 
taxpayer’s return and may be made for 
any taxable year. If an election is made 
with respect to any such obligation de-
scribed in subdivision (i), (ii), or (iii) of 
this subparagraph, it shall apply also 
to all other obligations of the type de-

scribed in such subdivisions owned by 
the taxpayer at the beginning of the 
first taxable year to which the election 
applies, and to those thereafter ac-
quired by him, and shall be binding for 
the taxable year for which the return is 
filed and for all subsequent taxable 
years, unless the Commissioner per-
mits the taxpayer to change to a dif-
ferent method of reporting income 
from such obligations. See section 
446(e) and paragraph (e) of § 1.446–1, re-
lating to requirement respecting a 
change of accounting method. Al-
though the election once made is bind-
ing upon the taxpayer, it does not 
apply to a transferee of the taxpayer. 

(2) Amount of increase in case of non- 
interest-bearing obligations. In any case 
in which an election is made under sec-
tion 454, the amount which accrues in 
any taxable year to which the election 
applies is measured by the actual in-
crease in the redemption price occur-
ring in that year. This amount does not 
accrue ratably between the dates on 
which the redemption price changes. 
For example, if two dates on which the 
redemption price increases (February 1 
and August 1) fall within a taxable 
year and if the redemption price in-
creases in the amount of 50 cents on 
each such date, the amount accruing in 
that year would be $1 ($0.50 on Feb-
ruary 1 and $0.50 on August 1). If the 
taxpayer owns a non-interest-bearing 
obligation of the character described in 
subdivision (i), (ii), or (iii) of subpara-
graph (1) of this paragraph acquired 
prior to the first taxable year to which 
his election applies, he must also in-
clude in gross income for such first 
taxable year (i) the increase in the re-
demption price of such obligation oc-
curring between the date of acquisition 
of the obligation and the first day of 
such first taxable year and (ii), in a 
case where a series E bond was ex-
changed for such obligation, the in-
crease in the redemption price of such 
series E bond occurring between the 
date of acquisition of such series E 
bond and the date of the exchange. 

(3) Amount of increase in case of cur-
rent income obligations. If an election is 
made under section 454 and the tax-
payer owns, at the beginning of the 
first taxable year to which the election 
applies, a current income obligation of 
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