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Therefore, the bonds are not treated as read-
ily tradable in an established securities mar-
ket. In addition, under the particular facts 
and circumstances stated, the bonds will not 
be considered to be in a form designed to 
render them readily tradeable in an estab-
lished securities market. Since the bonds are 
not in registered form, do not have coupons 
attached, are not in a form designed to 
render them readily tradable in an estab-
lished securities market, the receipt of such 
bonds by the holder is not treated as a pay-
ment for purposes of section 453(b), notwith-
standing that they are freely assignable. 

Example (2). On April 1, 1972, corporation M 
purchases in a casual sale of personal prop-
erty a fleet of trucks from corporation N in 
exchange for corporation M’s negotiable 
notes, not in registered form and without 
coupons attached. The corporation M notes 
are comparable to earlier notes issued by 
corporation M, which notes are quoted in the 
Eastern Bond section of the National daily 
quotation sheet, which is an interdealer 
quotation system. Both issues of notes are 
unsecured, held by more than 100 holders, 
have a maturity date of more than 5 years, 
and were issued for a comparable principal 
amount. On the basis of these similar char-
acteristics it appears that the latest notes 
will also be readily tradable. Since an inter-
dealer system reflects an over-the-counter 
market, the earlier notes are treated as read-
ily tradable in an established securities mar-
ket. Since the later notes are obligations 
comparable to the earlier ones, which are 
treated as readily tradable in an established 
securities market, the later notes are also 
treated as readily tradable in an established 
securities market (whether or not such notes 
are actually traded). 

(e) Special rule for convertible securi-
ties—(1) General rule. For purposes of 
paragraph (d)(1) of this section, if an 
obligation contains a right whereby 
the holder of such obligation may con-
vert it directly or indirectly into an-
other obligation which would be treat-
ed as a payment under paragraph (b) of 
this section or may convert it directly 
or indirectly into stock which would be 
treated as readily tradable or designed 
to be readily tradable in an established 
securities market under paragraph (d) 
of this section, the convertible obliga-
tion shall be considered to be in a form 
designed to render such obligation 
readily tradable in an established secu-
rities market unless such obligation is 
convertible only at a substantial dis-
count. In determining whether the 
stock or obligation, into which an obli-
gation is convertible, is readily 

tradable or designed to be readily 
tradable in an established securities 
market, the rules stated in paragraph 
(d) of this section shall apply, and for 
purposes of such paragraph (d) if such 
obligation is convertible into stock 
then the term ‘‘stock’’ shall be sub-
stituted for the term ‘‘obligation’’ wher-
ever it appears in such paragraph (d). 

(2) Substantial discount rule. Whether 
an obligation is convertible at a sub-
stantial discount depends upon the par-
ticular facts and circumstances. A sub-
stantial discount shall be considered to 
exist if at the time the convertible ob-
ligation is issued, the fair market 
value of the stock or obligation into 
which the obligation is convertible is 
less than 80 percent of the fair market 
value of the obligation (determined by 
taking into account all relevant fac-
tors, including proper discount to re-
flect the fact that the convertible obli-
gation is not readily tradable in an es-
tablished securities market and any 
additional consideration required to be 
paid by the taxpayer). Also, if a privi-
lege to convert an obligation into 
stock or an obligation which is readily 
tradable in an established securities 
market may not be exercised within a 
period of 1 year from the date the obli-
gation is issued, a substantial discount 
shall be considered to exist. 

(f) Effective date. The provisions of 
this section shall apply to sales or 
other dispositions occurring after May 
27, 1969, which are not made pursuant 
to a binding written contract entered 
into on or before such date. No infer-
ence shall be drawn from this section 
as to any question of law concerning 
the application of section 453 to sales 
or other dispositions occurring on or 
before May 27, 1969. 

[T.D. 7197, 37 FR 13532, July 11, 1972] 

§ 1.453–4 Sale of real property involv-
ing deferred periodic payments. 

(a) In general. Sales of real property 
involving deferred payments include (1) 
agreements of purchase and sale which 
contemplate that a conveyance is not 
to be made at the outset, but only after 
all or a substantial portion of the sell-
ing price has been paid, and (2) sales in 
which there is an immediate transfer of 
title, the vendor being protected by a 
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mortgage or other lien as to deferred 
payments. 

(b) Classes of sales. Such sales, under 
either paragraph (a) (1) or (2) of this 
section, fall into two classes when con-
sidered with respect to the terms of 
sale, as follows: 

(1) Sales of real property which may 
be accounted for on the installment 
method, that is, sales of real property 
in which (i) there are no payments dur-
ing the taxable year of the sale or (ii) 
the payments in such taxable year (ex-
clusive of evidences of indebtedness of 
the purchaser) do not exceed 30 percent 
of the selling price, or 

(2) Deferred-payment sales of real 
property in which the payments re-
ceived in cash or property other than 
evidences of indebtedness of the pur-
chaser during the taxable year in 
which the sale is made exceed 30 per-
cent of the selling price. 

(c) Determination of ‘‘selling price’’. In 
the sale of mortgaged property the 
amount of the mortgage, whether the 
property is merely taken subject to the 
mortgage or whether the mortgage is 
assumed by the purchaser, shall, for 
the purpose of determining whether a 
sale is on the installment plan, be in-
cluded as a part of the ‘‘selling price’’; 
and for the purpose of determining the 
payments and the total contract price 
as those terms are used in section 453, 
and §§ 1.453–1 through 1.453–7, the 
amount of such mortgage shall be in-
cluded only to the extent that it ex-
ceeds the basis of the property. The 
term ‘‘payments’’ does not include 
amounts received by the vendor in the 
year of sale from the disposition to a 
third person of notes given by the 
vendee as part of the purchase price 
which are due and payable in subse-
quent years. Commissions and other 
selling expenses paid or incurred by the 
vendor shall not reduce the amount of 
the payments, the total contract price, 
or the selling price. 

[T.D. 6500, 25 FR 11715, Nov. 26, 1960] 

§ 1.453–5 Sale of real property treated 
on installment method. 

(a) In general. In any transaction de-
scribed in paragraph (b)(1) of § 1.453–4, 
that is, sales of real property in which 
there are no payments during the year 
of sale or the payments in that year do 

not exceed 30 percent of the selling 
price, the vendor may return as income 
from each such transaction in any tax-
able year that proportion of the in-
stallment payments actually received 
in that year which the gross profit (as 
described in paragraph (b) of § 1.453–1) 
realized or to be realized when the 
property is paid for bears to the total 
contract price. In any case, the sale of 
each lot or parcel of a subdivided tract 
must be treated as a separate trans-
action and gain or loss computed ac-
cordingly. (See paragraph (a) of § 1.61– 
6.) 

(b) Defaults and repossessions—(1) Ef-
fective date. This paragraph shall apply 
only with respect to taxable years be-
ginning before September 3, 1964, in re-
spect of which an election has not been 
properly made to have the provisions of 
section 1038 apply. For rules applicable 
to taxable years beginning after Sep-
tember 2, 1964, and for taxable years be-
ginning after December 31, 1957, to 
which such an election applies, see sec-
tion 1038, and §§ 1.1038–1 through 1.1038– 
3. 

(2) Gain or loss on reacquisition of prop-
erty. If the purchaser of real property 
on the installment plan defaults in any 
of his payments, and the vendor re-
turning income on the installment 
method reacquires the property sold, 
whether title thereto had been retained 
by the vendor or transferred to the pur-
chaser, gain or loss for the year in 
which the reacquisition occurs is to be 
computed upon any installment obliga-
tions of the purchaser which are satis-
fied or discharged upon the reacquisi-
tion or are applied by the vendor to the 
purchase or bid price of the property. 
Such gain or loss is to be measured by 
the difference between the fair market 
value at the date of reacquisition of 
the property reacquired (including the 
fair market value of any fixed improve-
ments placed on the property by the 
purchaser) and the basis in the hands 
of the vendor of the obligations of the 
purchaser which are so satisfied, dis-
charged, or applied, with proper adjust-
ment for any other amounts realized or 
costs incurred in connection with the 
reacquisition. 

(3) Fair market value of reacquired 
property. If the property reacquired is 
bid in by the vendor at a foreclosure 
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