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Substitution of Installment Obligors'
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Itis unclear under current law whethereceived. For a seller to claim paymentshe installment method and consider
after an installment sale, Internal Revenua the year they receive them, theirdispositions of installment obligations, as
Codée (“IRC") 8453 allows a buyer of installment agreement must meet thevell as the constructive receipt doctrine,
property to assign its payment obligationsequirements IRC 8453(b)(1) andto understand the reasons that support our
to a third party that — with greater financiabayments must be taken into accountequested Treasury Regulation
strength — provides a more practicalnder the installment method. amendment or administrative guidance.
safeguard for payment to the seller, even In the contemplated transaction, after
though the terms of the note remaithe conclusion of an installment sale, thé\. Installment Method
unchanged. The question is whether thébuyer will transfer its obligation to a third  Installment sales are governed by IRC
addition of an obligor under the factparty who will assume the periodic8453(b)(1), which provides that to be
described will accelerate income to thpayments to the seller. The third partyclassified as in installment sale at least
taxpayer/seller. assumer will, following such assumption,one payment must be received after the

Internal Revenue Service (“IRS”)have primary liability under the note. close of the taxable year in which the sale
rulings and case law involvingHowever, the third party will also purchaseoccurs. In addition, income received from
assignments of installment obligationgn annuity to fund its new obligations tothe installment sale must be taken into
suggest that there should be nthe sellerinthe eventitis unable to do scaccount under the “installment method.”
acceleration of the installment obligatiomhe seller who is reporting under theThe installment method allows the seller
merely because there is an additionahstallment method will have no to include as income only the actual
obligor. This paper proposes eitheownership interest in, or rights to, thepayments received in that tax year, rather
amending the Treasury Regulations undennuity. than having to include the full purchase
IRC 8453 or implementing administrative It is unclear if this assignment could beprice in income. Under the installment
guidance regarding income recognitionegarded as a disposition, which wouldnethod, “the income recognized for any
principles applicable to installment saleesult in an immediate recognition oftaxable year from a disposition is that
agreements. income to the seller. The buyer’sproportion of the payments received in

A clarification of the law under IRC assignment of this obligation to a thirdthat year which the gross profit (realized
8453 would provide installment sellergarty provides stronger safeguards to ther to be realized when payment is
with certainty in determining when theyseller, just as a standby letter of creditompleted) bears to the total contract.”
must recognize gross income for Federalould, in the event of insolvency of the Code 8453 does not specifically
income tax purposes. In addition, &uyer. However, the buyer/holder wouldaddress whether the original seller and
clarification will enable sellers tohave no security and no interest in thduyer are necessary parties for a seller to
consummate more financially viable salesnnuity purchased by the third partytreat payments under an installment sale
Moreover, fewer private letter rulingobligor. Consequently, such taxpayersagreement as income only in the year in
requests would be necessary, and fewghnould be allowed to accept paymentsvhich payments are received.
controversies would result from improvedrom third parties who were assigned the

published guidance. obligations from their debtors with no taxB.  Dispositions of Installment
ramifications. Obligations
I. OVERVIEW Code 8453B(a) states that if an

Il. LEGAL BASIS FOR ASSIGNMENT installment obligation is disposed of, then

The installment method is frequenthyOF INSTALLMENT OBLIGATIONS any gain or loss will be immediately
used for sales of personal residenceBND TREATMENT OF PERIODIC recognized. More specifically, IRC
closely held businesses, and many othBAYMENTS 8§453B(a) states:
assets. Most installment agreements
involve only two parties, a buyer and a The installment method allows “(a) General rule: If an installment
seller. Installment sale agreementsxpayers to defer recognition of incomeobligation is satisfied at other than its face
typically require a buyer to make regulauntil the taxpayer actually receivesvalue or distributed, transmitted, sold, or
periodic payments to a seller. Sellergayment, rather than recognizing theotherwise disposed of, gain or loss shall
usually include in their gross incomeéncome in the year in which the taxpayeresult to the extent of the difference
payments from the buyer when and asompletes a sale. Itis necessary to reviebetween the basis of the obligation and —
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(1) the amount realized, in the case afbligations to pay under the note to a thirthe case law) only contain analyses
satisfaction at other than face valugarty. The installment sale dispositiorapplicable to other types of relationships
or a sale or exchange, or rules do not specifically address whethefe.g., employer/employee relationships).

buyerscan assign their obligations to a

(2) the fair market value of thethird party under an agreement where the. Cash Equivalency
obligation at the time of distribution, third party will make the same periodic The cash equivalency doctrine
transmission, or disposition, in thepayments as the buyer, allowing the sellerssentially states that if a promise to pay

case of the distribution, transmissionto continue to defer income. a benefit to an individual (even though it

or disposition otherwise than by sale is unfunded) is unconditional and

or exchange. C. Constructive Receipt of Security exchangeable for cash, then the promise
Instruments is the same as cash (or income) and it will

any gain or loss so resulting shall be The constructive receipt doctrinebe currently taxable. For example, in
considered as resulting from the sale gorohibits taxpayers from deliberatelyCowden v. Commissionghe court held
exchange of the property in respect diurning their backs upon income, therebyhat a contract right to deferred bonus
which the installment obligation wasopportunistically selecting the year inpayment under an oil and gas lease was
received.” which they want to receive (and reportihe equivalent of cash.Thus, the court

the income. Treasury Regulation §1.45%found that the right was taxable just as if

Therefore, the benefit of the installmenk(a) defines when a taxpayetthe taxpayer had received cash.
method is lost and an immediateconstructively receives income: TheCowdenrcourt based its conclusion
recognition of income would result. If the on three factors: (1) the obligation of the
installment obligation is disposed of for Income although not actually reducegpbayor was an unconditional and
an amount other than its face value, then to a taxpayer’'s possession isssignable promise to pay by a solvent
any gain or loss is recognized to the extent  constructively received by him in theobligor; (2) it was of a kind that was
of the difference between the basis of the taxable year during which it isfrequently transferred to lenders or
obligation and the amount realized. In credited to his account, set apart foinvestors at a discount not substantially
all other dispositions, gain or loss would  him, or otherwise made available sgreater than the generally prevailing
be measured on the difference between the that he may draw upon it at any timepremium for the use of money; and (3) the
basis of the obligation and the fair market  or so that he could have drawn upoobligation was readily convertible to

value?® it during the taxable year if notice ofcash®
A disposition includes not only an intention to withdraw had been given. There are strong arguments why the
actual transfer of an installment obligation However, income is  not cash equivalency doctrine should not be

to other parties, but also “deemed constructively received if the applied to the contemplated transaction.
dispositions.” A deemed disposition taxpayer’s control of its receipt isThe case law exploring the cash
occurs when the terms of the installment subject to substantial limitations orequivalency doctrine focuses primarily on
sale agreement are substantially altered. restrictions. Thus, if a corporationdeferred payment obligations that the
In effect, the installment obligation is  credits its employees with bonustaxpayer can readily discount. Where a
considered to have been exchanged for a stock, but the stock is not availablgpayee’s rights cannot be assigned,
new obligation. In Revenue Ruling 75- to such employees until some futurdransferred, pledged or encumbered, the
457, the IRS concluded that a satisfaction date, the mere crediting on the booksash equivalency doctrine has not been
or disposition under IRC 8453(d) occurs of the corporation does not constitutapplied® In a properly structured
when the “rights accruing to the seller receipt. installment arrangement, the documents
under an installment sale either disappear will forbid the seller from transferring,
or are materially disposed of or altered so This general rule does not appear tassigning, selling or encumbering their
that the need for postponing recognitiomlirectly apply to the situation rights to receive future payments. Any
of gain otherwise realized ceases.” contemplated herein. If a buyer assignattempt by a seller to sell, transfer or assign
A large body of law addressesan obligation to pay periodic paymentgheir rights to future payments is void.
modifications to installment obligationsto a third party in an independenfThus, precluding application of the cash
and whether they give rise to atransaction, the seller should not have tequivalency doctrine.
disposition for purposes of the installmenaccelerate its gain. Under traditional
sale rule$. Generally, these authoritiesassignment of income principles, if theE. Economic Benefit
involve sellers who transfer their assignment of payments is not credited to Economic benefit occurs when money
installment note, and the question is claimant’s account, set apart for him oor property is not necessarily available so
whether such a transfer should betherwise made available so he may drathat the taxpayer may obtain it at any time,
considered a disposition. Less attentionpon the settlement at any time, then thefmit has been transferred to an arrangement
has been paid to thbuyer in the should be no constructive receipt osuch as a trust for the sole economic
installment sale, who may transfer theimcome. However, the regulations (andbenefit of the taxpayer. Revenue Ruling
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60-31 applies the economic benefit Similarly, in the proposed transactionpbligation received by the seller in
doctrine in some of its examples andvhich again, follows after a sale ofconnection with the sale should be viewed
discussiong? Those examples discussroperty transaction not the performancas an obligation of the third party. The IRS
situations where there is more than a med# services, the third party’s payments armight argue that the value of the periodic
promise to pay, and the obligations areot secured and do not replace the liabilitpayment obligation should be included in
secured in some way. In the proposedf the buyer to make the periodicthe amount of the “payment” the seller
arrangement, the obligation to pay is ngbayments. If the buyer was already undeeceived in the year of the sale, since the
secured. The annuity and the third party’an installment agreement where théhird party is not the actual purchaser of
obligations are merely in addition to thgpayments are only taxable in the yeathe property. In essence, the IRS would be
buyer’s obligation to pay. The buyerreceived, the buyer’s receipt of paymentarguing that the buyer purchased the
remains personally liable to the seller fofrom a third party —whose ability to makeproperty in exchange for the debt

all payments. those payments are not secured — shoubdbligation issued by the third party.

In Sproull v. Commissiona@n employer not change the tax position of the seller. Although there is no authority directly
established an irrevocable trust for the on point, we believe such arguments are
benefit of the employe&. The court llIl. CURRENT LAWAND REASON FOR not persuasivé® The seller is not a party
decided that the employee had receivddROPOSED CHANGE to the assignment, and the buyer remains
an economic benefit and thus the value liable to the seller (i.e., the seller is not

of the trust was taxable. However, in The buyer’'s periodic paymentreleased from liability). Therefore, the
Sproull the taxpayer’s rights in the trustobligations to the seller constituteobligation remains indebtedness to the
were vested and secured and the taxpayiadebtedness of the buyer, which is ndbuyer.
was free to assign or alienate the trugtayable on demand or readily tradable.
proceeds. In the proposed arrangemeritherefore, the periodic paymentB. Assignments of Installment
the seller is not a party to the transactioabligation is not part of the paymentObligations Are Not Dispositions
between the third party and the buyereceived by the seller in the year of sale. The Code and regulations provide only
Therefore, the seller has no rights in th€onsequently, assignment of thalimited guidance on the question of
annuity. obligation by the obligor, which does nowhether the assignment of an installment
Of course, the situation addressed hereaiter the original obligation, should notobligation constitutes a disposition.
differs from theSproull fact pattern accelerate income, nor result in dnstead, the scope of the disposition
becauseSproull involved personal disposition of the installment obligation,concept must be examined through case

services, not a sale of property.Sproull,  to the seller. law and other authorities. Abody of cases
the taxpayer’s employer set up the trust in address whether the substitution of
connection with the taxpayer’s servicesA. Periodic Payments Are Payments obligors under an installment obligation

Code 883 was enacted in 1969 and statesder Installment Method results in a disposition for purposes of the

that property (or money) transferred in The periodic payment obligation is arninstallment sale rules. These authorities
connection with the providing of servicesobligation of the buyer, and at all timesare not directly on point, since the
by the employee [into a trust] is taxablethereafter remains an obligation of thessignment contemplated here does not
Therefore, thesproull decision does not buyer. Even after the buyer assigns itevolve a substitution of obligors.
apply to the transaction contemplatedbligation to make the periodic payments Instead, the third party’s payment
here, as the buyer does not have ao the seller, the seller is not a party to thatbligation under the assignment is in
employment relationship with the sellerassignment, and the third party does naiddition to, not in substitution of, the
Personal services were also involved ibecome directly liable to the seller. Inbuyer’s original obligation to the seller.
Childs v. Commissiongthough there the addition, the buyer is not released fronThe buyer’s liability to the seller is not
taxpayers were found not to have afiability, so that if the third party should extinguished. Clearly, if a full-fledged
economic benefi? The Tax Court, and fail to make the periodic payments, thesubstitution of obligors would not trigger
later affirmed by the Eleventh Circuit,buyer would still remain liable. Thus, thea disposition, then neither should an
addressed the question of whetheperiodic payment obligation received byassignment.
attorneys had the economic benefit othe seller remains indebtedness of the The leading case isWynne v.
annuity policies purchased to fundbuyer. Commissionerdecided by the Board of
periodic payments of their fees. The This analysis is conceivably Tax Appeals? In Wynne a corporation,
opinion states that the annuity policiegomplicated by the fact that the buyer willwhose stock was owned by a partnership,
were not secured because the policies weassign its periodic payment liability to aowed remaining payments to a former
subject to claims of general creditors ofhird party, and this third party will be theshareholder under an installment
the insurance companies who sold thprimary obligor (and will purchase anobligation. The corporation was
annuities. Therefore, the annuity was nannuity). However, the seller will haveliquidated and the partnership assumed
taxable income to the attorney when thao rights in the annuity. The IRS couldiability to make the remaining payments
annuity was purchased. argue that the periodic paymenin accordance with the terms of the
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original obligation. Thus, the only In Revenue Ruling 75-457 the IRSand theCunninghamcase. The only
change that occurred as a result of thenalyzed General Counsel Memorandumpotentially adverse authority Burrell
liquidation was the substitution of a new(*GCM”) 36299, elaborating on the Groves, Inc. v. Commissionein Burrell
obligor in place of the former obligor. ThelRS’s reasoning in analyzing whetheiGroves the taxpayer sold a citrus grove to
board rejected the IRS’s contention that there has been a disposition, the focusbuyer in exchange for cash and a fifteen-
disposition of the installment obligationshould be on the rights of the seller. Ayear promissory note that was secured by
occurred under these facts for the purposedssposition should not occur “as long as mortgage on the property. Two years
of the installment sale rules. [the seller] possesses substantially thiater, the original buyer sold the grove to
Another leading case i8unningham same rights he received in the originah new buyer. In the transaction, the
v. Commissione¥® In Cunningham a transaction.” Based on that standard, th@axpayer surrendered the original
corporation bought the stock of anotheGCM concluded that a disposition doepromissory note, thereby releasing the
corporation for cash and promissory notesiot occur merely on account of “a changeriginal buyer, and, in exchange, took
The stock was then pledged as collaterai the identity of the obligor when theback new promissory notes in the name
for repayment of the promissory notesseller’s rights under the installment sal®f the new buyer, which were once again
Two years later, the corporation sold thetherwise were not altered.” secured by a mortgage on the property.
stock to a new corporation, with the new The rationale of GCM 36299 andThe new promissory note carried a
corporation agreeing to assume liabilitfRevenue Ruling 75-457 differ somewhatlifferent interest rate and was payable in
under the promissory notes, and th&om the reasoning suggested by Revenukifferent amounts over a different term.
original buyer released from any furtheiRuling 61-21%°. In Revenue Ruling 61- The court distinguished thé/ynnecase
liability. Soon after this sale, the new215, two corporations merged with theon the basis that, in that case, only the
buyer and seller agreed to change thgurviving corporation assuming a liabilityidentity of the obligor changed, as
terms of the promissory note. The changeamder an installment agreement of thepposed to the facts d@urrell Groves
related to the amount and due dates fonerged corporation. The IRS held thaivhere the interest rate and the term of the
payments and a waiver of interest. Thehe substitution of obligors that occurredhote were also changed. The court held
court rejected the IRS’s contention thaas a result of the merger did not trigger that the transaction did trigger a
the second sale resulted in a dispositiotisposition under the installment salalisposition for purposes of the installment
of the promissory notes for purposes ofules. As the basis for this conclusion, theale rules.
the installment sale rules, reasoning thdRS cited the fact that “there was, in Itis unclear whether tHaurrell Groves
the “petitioners [sellers] had no more oessence, not a substitution of a new arase would be followed today. The case
less than they had in the beginning. Thematerially different obligor or obligation.” is inconsistent with Revenue Ruling 82-
were creditors of the same installmenthis suggests that a disposition could b&22. In addition, th8urrell Grovescase
obligations. There was a different obligortriggered if the new obligor is “materially involved more than a mere change in
it is true, but in both instances the essentidifferent” in some sense from the originabbligors. It also involved a change in the
underlying security for the obligationsobligor. However, the IRS has not chosepayment terms of the underlying
was the stock and earning potentiafs.” to follow this aspect of Revenue Rulingoromissory note. Thus, in situations where
The IRS issued guidance in Revenu61-215. Revenue Ruling 75-457 andhe only change that occurs is the
Ruling 75-457%" In that Ruling, the Revenue Ruling 82-122 both focus solelgubstitution of a new obligor, thgurrell
taxpayer sold real estate to a buyer ion changes in the rights of the seller anGrovescase by its terms should not apply.
exchange for cash and a promissory notgynore the identity of the obligor entirely.  In summary, the substitution of obligors
One year later, the buyer sold the property In Revenue Ruling 82-122, the IRSunder an installment obligation does not
to a new buyer, and the taxpayer agreeamplified its holding in Revenue Rulinginvolve a disposition for purposes of the
to release the first buyer from further75-457. The two rulings involved similarinstallment sale rules. The sole effect of
liability and to substitute the new buyeffacts, except that in exchange for releasintfpe assignment is to impose a payment
as the obligor under the promissory notehe original buyer from further liability, obligation on the third party that is in
The other terms of the note were nothe seller and the new buyer agreed taddition to, not in substitution for, the
changed. The IRS held that thencrease the interest rate, and accordingbyiginal payment obligation of the buyer
substitution of a new obligor did notthe monthly payments, under the assumethder the agreement. The buyer is not
trigger a disposition under the installmenimortgage. The IRS concluded that “theeleased from liability. Apart from creating
sale rules. The IRS stated “the merehanges in the obligor, and the interestn additional obligation on the part of the
substitution and release of the originatate neither eliminate nor materially aftethird party, the assignment does not
obligor on an installment obligation, andhe rights of the taxpayer.” Accordingly,otherwise alter or affect the terms of the
the assumption of the installmenthe IRS held that the transaction did ndbuyer’s original obligation at all. Thus,
obligation by a new obligor, without anyresult in a disposition for purposes of thdased on the authorities discussed above,
other changes, will not in itself constitutenstallment sale rules. the assignment should not trigger a
a satisfaction or disposition under section The IRS and courts continue to adherdisposition.
453(d).™8 to the holding in Revenue Ruling 75-457
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C. Constructive Receipt of Security factors: (1) the obligation of the payor wagt53B, and the cases addressing the
Instruments an unconditional and assignable promisassignment of installment obligations
Treasury Regulation §1.451-2(a)to pay by a solvent obligor; (2) it was of asuggest that as long as the obligation does
defines when income is constructivelkind that was frequently transferred taot substantially change, the seller may
received by a taxpayer, but does ndenders or investors at a discount notontinue to defer the recognition of
suggest that rights under securitysubstantially greater than the generallincome. Unfortunately, the regulations
instruments that protect installment salegrevailing premium for the use of moneypgive very little guidance, and this is
are not constructively received. Indeedand (3) the obligation was readilyimpacting buyers and sellers who wish to
in the Installment Sales Revision Act ofconvertible to cash. structure such transactions and the
1980, Congress allowed for security In the proposed arrangement the sellevillingness of third parties to facilitate
instruments (e.g., standing letters of credify not able to convert the annuity into casksuch arrangements. A third party should
to be specifically exempt from anyThe seller is not even a party to thde able to assume the responsibility for
constructive receipt issues. Therefore, tfansaction and has no rights in the annuitynaking the periodic payments on behalf
a buyer assigns obligations to payseveral other cases support the notion thaf a buyer if the assignment of that
periodic payments to a seller, the sellef the taxpayer cannot assign, transfegbligation does not substantially change
should not experience an acceleration giedge or encumber, the cash equivalendlie original buyer/seller agreement.
gain. Asecurity instrument merely ensuredoctrine does not appty. The proposed Taxpayers should have published
the seller of funds if the buyer or thirdarrangement merely adds another obligguidance under IRC 88453 and 453B to
party defaults. on behalf of the buyer. The terms of theletermine when to report the periodic
Under traditional assignment of incomebuyer/third party contract forbid the sellerpayments they (the sellers) receive. The
principles, if the assignment of paymentérom transferring, assigning, selling orregulatory change could be a simple one.
is not credited to a claimant’s account, setncumbering their rights to receive futuréhe regulations could state:
apart for him or otherwise made availablpayments. Any attempt by a seller to sell,
so he may draw upon the settlement atansfer or assign their rights to future An obligor's assignment of an
any time, then there should be n@ayments is void, thus precluding obligation under an installment sale
constructive receipt ofincome. Howeverapplication of the cash equivalency agreement, defined in this section,

the regulations (and the case law) onlgoctrine. that otherwise would qualify under
contain analyses applicable to other types the payee’s installment method of
of relationships (for example, employeeE. Economic Benefit accounting, will still qualify as

employer relationships). The economic benefit doctrine states installment payments from a third

The assignment of the obligation is alsthat when money or property is not party assignee so long as the rights
similar to the seller securing a letter ohecessarily available so that the taxpayer under the original installment sale
credit. Essentially, the buyer is securingnay obtain it at any time but has been agreement are not substantially
the sale through a more financially securgansferred to an arrangement such as a maodified.
method. Congress, in the Installmentrust for the sole economic benefit of the
Sales Revision Act of 1980, explicitlytaxpayer. The examples and discussionsTo further promote the concept of
stated that letters of credit are noin Revenue Ruling 60-31 apply theprotecting the seller’s risk of loss if the
constructively received. In theeconomic benefit doctrine when there ibuyer were to become insolvent, a
contemplated transaction, the third partynore than a mere promise to pay and thegulatory change could state:
is merely sitting in place of a letter ofobligations are secured in some #ay.
credit. Letters of credit are impractical In the proposed arrangement, the Security arrangements that protect the
for many buyers and sellers to secure, abligation to pay is not secured; the seller from a defaulting payor are not
they are expensive and require annualnnuity and third party guaranty are considered constructively received by
renewals. Therefore, itis more feasible tmerely in addition to the buyer’s the seller if, despite the security
allow buyers to assign their obligationsobligation to pay. The buyer remains arrangement, the payments remain

to a third party. personally liable to the seller for all  precisely the same as if the payor did
payments, and the third party’s payments not default, and if the seller has no
D. Cash Equivalency are not guaranteed. While the third party rights in or to any collateral or

As noted above, the cash equivalencyay provide additional peace-of-mind for  property which constitutes a part of
doctrine essentially states that if a promistihe seller, there is no guarantee the third the security arrangement.
to pay a benefit to an individual, everparty will remain solvent.

though it is unfunded, is unconditional Code 8453 is only applicable for
and exchangeable for cash, then thi. REGULATORY ORADMINISTRATIVE determining classification of payments
promise is the same as cash (or incom&OLUTION under an agreement with the original
and it will be currently taxable. The seller/buyer. Thus, the proposed language

leading case o€owden,examines three  The regulations under IRC 88453 andn the regulations would include
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payments made pursuant to an assignmehe Los Angeles County Bar Association13. See Caldwell v. U.S114 F.2d 995

of obligations under an installment salélthough the participants on the projec{3d Cir. 1940). InCaldwell the buyer
agreement. The proposed language dorsght have clients affected by the rulesormed a holding company to assume the
not include any payments made undeaapplicable to the subject matter of thibuyer’s obligations under the contract.
agreements that are substantiallpaper and have advised such clients drhe court held the buyer, not the holding
modified. This could include examplesapplicable law, no such participants haveompany, remained the purchaser and the

from theBurrell Grovescase. been specifically engaged by a client oseller was receiving the holding
We believe a regulatory change wouldhis subject. company’s obligation not that of the
clarify the timing of reporting periodic buyer.

installment payments, and give furthe@. Stuart M. Vogt, Associate at Robert W.
guidance to the periodic and annuityWood, PC, 639 Front Street #200, Sah4. Wynne v. Comm,r47 B.T.A. 731
payment industries at a time when therBrancisco, CA 94111, Tel: (415) 8344(1942).
is tremendous growth in the use of thd800, Fax: (415) 834-1888, E-mail:
assighments of installment salevogt@rwwpc.com; Robert W. Wood,15. Cunningham v. Comm'44 T.C. 103
agreements. The regulatory change, &rincipal at Robert W. Wood, PC, 6391965)
outlined here, would also eliminate thé~ront Street #200, San Francisco, CA
time and expense the IRS might spen@i4111, Tel: (415) 834-1800, Fax: (41516. 44 T.C. at 108.
auditing these taxpayers. 834-1888, E-mail: wood@rwwpc.com.
An alternative to a regulatory change 17. Rev. Rul. 75-457, 1975-2 C.B. 196,
would be the issuance of a revenue ruling. Unless otherwise specified, all sectio1982-1 C.B. 80.
or other administrative guidance. If areferences are to the Internal Revenue
revenue ruling were issued by the IRS thafode of 1986, as amended. 18. Id.
outlined when a seller must report a
disposition under an assignment of ad. |.R.C 8453 covers installment method39. Gen. Couns. Mem. 36299 (June 5,
installment sale agreement, taxpayersf taxpayers and allows taxpayers to defdr975).
would then have published authority tdncome from payments under an
follow in this context. A revenue rulinginstallment sale agreement to years i0. Rev. Rul. 61-215, 1961-2 C.B. 110.
would achieve a similar result to thewhich the taxpayer actually receives
regulatory change suggested here. payment rather than the year in which th2l. SeeReed v. Comm;r723 F.2d 138

transaction occurred. (1st Cir. 1983);Johnston v. Comm'rl4
V. CONCLUSION T.C. 560 (1950).
5. Sed.R.C. §453(B)(a)(1) and (2).
The IRS has stated its intention to 22. Rev. Rul. 60-31, 1960-1 C.B. 174.

provide more published guidance td. SeeWNalter C. Cliff & Phillip J. Levine,

taxpayer so the public can betteReflections on Ownership - Sales and

understand IRS positions. The regulatori?ledges of Installment Obligation89

or administrative solutions proposed herg&ax Law 37 (1985).

would help serve that stated goal and

would help to resolve the uncertainty7. Cowden v. Comm’289 F.2d 20 (B

surrounding this increasingly importantCir. 1961))rev’'g and remandind32 T.C.

issue. 853 (1959),0pinion on remandT.C.
Memo. 1961-229.

ENDNOTES 8. Id.

1. This article is based on a pape®. SedReed v. Comm, 723 F.2d 138 (1st
presented by Stuart M. Vogt and Robel€ir. 1983);Johnston v. Commissioner4
W. Wood, as part of this spring’s annuall.C. 560 (1950).

delegation co-sponsored by the State Bar

of California and the Los Angeles Countyl0. Rev. Rul. 60-31, 1960-1 C.B. 174.
Bar Association Taxation Section. The

comments contained in this paper are thEl. Sproull v. Comm’rl6 T.C. 244 (1951),
individual views of the authors who

presented them, and do not represent th&. Childs v. Comm’rLl03 T.C. 634 (1994),
position of the State Bar of California oraff'd 89 F.3d 856 (1'.Cir. 1996).
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