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Further, the principles of § 1.1502–
13(j)(6) (former common parent treated
as continuation of group) apply to any
corporation if, immediately before it
becomes a nonmember, it is both the
selling member and the owner of
property with respect to which a loss or
deduction is deferred (whether or not it
becomes a member of a different
controlled group filing consolidated or
separate returns). Thus, for example, if
S and B merge together in a transaction
described in section 368(a)(1)(A), the
surviving corporation is treated as the
successor to the other corporation, and
the controlled group relationship is
treated as continuing.

(4) Consolidated taxable income.
References to consolidated taxable
income (and consolidated tax liability)
include references to the combined
taxable income of the members (and
their combined tax liability). For
corporations filing separate returns, it
ordinarily will not be necessary to
actually combine their taxable incomes
(and tax liabilities) because the taxable
income (and tax liability) of one
corporation does not affect the taxable
income (or tax liability) of another
corporation.

(c) Matching and acceleration
principles of § 1.1502–13—(1)
Adjustments to the timing rules. Under
this section, S’s losses and deductions
are deferred until they are taken into
account under the timing principles of
the matching and acceleration rules of
§ 1.1502–13(c) and (d) with appropriate
adjustments. For example, if S sells
depreciable property to B at a loss, S’s
loss is deferred and taken into account
under the principles of the matching
rule of § 1.1502–13(c) to reflect the
difference between B’s depreciation
taken into account with respect to the
property and the depreciation that B
would take into account if S and B were
divisions of a single corporation; if S
and B subsequently cease to be in a
controlled group relationship with each
other, S’s remaining loss is taken into
account under the principles of the
acceleration rule of § 1.1502–13(d). For
purposes of this section, the
adjustments to § 1.1502–13 (c) and (d)
include the following:

(i) Application on controlled group
basis. The matching and acceleration
rules apply on a controlled group basis,
rather than a consolidated group basis.
Thus if S and B are wholly-owned
members of a consolidated group and
21% of the stock of S is sold to an
unrelated person, S’s loss continues to
be deferred under this section because
S and B continue to be members of a
controlled group even though S is no
longer a member of the consolidated

group. Similarly, S’s loss would
continue to be deferred if S and B
remain in a controlled group
relationship after both corporations
become nonmembers of their former
consolidated group.

(ii) Different taxable years. If S and B
have different taxable years, the taxable
years that include a December 31 are
treated as the same taxable years. If S or
B has a short taxable year that does not
include a December 31, the short year is
treated as part of the succeeding taxable
year that does include a December 31.

(iii) Transfer to a section 267(b) or
707(b) related person. To the extent S’s
loss or deduction from an intercompany
sale of property is taken into account
under this section as a result of B’s
transfer of the property to a nonmember
that is a person related to any member,
immediately after the transfer, under
sections 267(b) or 707(b), or as a result
of S or B becoming a nonmember that
is related to any member under section
267(b) (for example, if S or B becomes
an S corporation), the loss or deduction
is taken into account but allowed only
to the extent of any income or gain
taken into account as a result of the
transfer. The balance not allowed is
treated as a loss referred to in section
267(d) if it is from a sale or exchange by
B (rather than from a distribution).

(iv) B’s item is excluded from gross
income or noncapital and
nondeductible. To the extent S’s loss
would be redetermined to be a
noncapital, nondeductible amount
under the principles of § 1.1502–13 but
is not redetermined because of
paragraph (c)(2) of this section, then, if
paragraph (c)(1)(iii) of this section does
not apply, S’s loss continues to be
deferred and is not taken into account
until S and B are no longer in a
controlled group relationship. For
example, if S sells all of the stock of
corporation T to B at a loss and T
subsequently liquidates into B in a
transaction qualifying under section
332, S’s loss is deferred until S and B
(including their successors) are no
longer in a controlled group
relationship. See § 1.1502–13(c)(6)(ii).

(v) Circularity of references.
References to deferral or elimination
under the Internal Revenue Code or
regulations do not include references to
section 267(f) or this section. See, e.g.,
§ 1.1502–13(a)(4) (applicability of other
law).

(2) Attributes generally not affected.
The matching and acceleration rules are
not applied under this section to affect
the attributes of S’s intercompany item,
or cause it to be taken into account
before it is taken into account under S’s
separate entity method of accounting.

However, the attributes of S’s
intercompany item may be
redetermined, or an item may be taken
into account earlier than under S’s
separate entity method of accounting, to
the extent the transaction is also an
intercompany transaction to which
§ 1.1502–13 applies. Similarly, except to
the extent the transaction is also an
intercompany transaction to which
§ 1.1502–13 applies, the matching and
acceleration rules do not apply to affect
the timing or attributes of B’s
corresponding items.

(d) Intercompany sales of inventory
involving foreign persons—(1) General
rule. Section 267(a)(1) and this section
do not apply to an intercompany sale of
property that is inventory (within the
meaning of section 1221(1)) in the
hands of both S and B, if—

(i) The intercompany sale is in the
ordinary course of S’s trade or business;

(ii) S or B is a foreign corporation; and
(iii) Any income or loss realized on

the intercompany sale by S or B is not
income or loss that is recognized as
effectively connected with the conduct
of a trade or business within the United
States within the meaning of section 864
(unless the income is exempt from
taxation pursuant to a treaty obligation
of the United States).

(2) Intercompany sales involving
related partnerships. For purposes of
paragraph (d)(1) of this section, a
partnership and a foreign corporation
described in section 267(b)(10) are
treated as members, provided that the
income or loss of the foreign corporation
is described in paragraph (d)(1)(iii) of
this section.

(3) Intercompany sales in ordinary
course. For purposes of this paragraph
(d), whether an intercompany sale is in
the ordinary course of business is
determined under all the facts and
circumstances.

(e) Treatment of a creditor with
respect to a loan in nonfunctional
currency. Sections 267(a)(1) and this
section do not apply to an exchange loss
realized with respect to a loan of
nonfunctional currency if—

(1) The loss is realized by a member
with respect to nonfunctional currency
loaned to another member;

(2) The loan is described in § 1.988–
1(a)(2)(i);

(3) The loan is not in a
hyperinflationary currency as defined in
§ 1.988–1(f); and

(4) The transaction does not have as
a significant purpose the avoidance of
Federal income tax.

(f) Receivables. If S acquires a
receivable from the sale of goods or
services to a nonmember at a gain, and
S sells the receivable at fair market


