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value to B, any loss or deduction of S
from its sale to B is not deferred under
this section to the extent it does not
exceed S’s income or gain from the sale
to the nonmember that has been taken
into account at the time the receivable
is sold to B.

(g) Earnings and profits. A loss or
deduction deferred under this section is
not reflected in S’s earnings and profits
before it is taken into account under this
section. See, e.g., §§ 1.312–6(a), 1.312–7,
and 1.1502–33(c)(2).

(h) Anti-avoidance rule. If a
transaction is engaged in or structured
with a principal purpose to avoid the
purposes of this section (including, for
example, by avoiding treatment as an
intercompany sale or by distorting the
timing of losses or deductions),
adjustments must be made to carry out
the purposes of this section.

(i) [Reserved]
(j) Examples. For purposes of the

examples in this paragraph (j), unless
otherwise stated, corporation P owns
75% of the only class of stock of
subsidiaries S and B, X is a person
unrelated to any member of the P
controlled group, the taxable year of all
persons is the calendar year, all persons
use the accrual method of accounting,
tax liabilities are disregarded, the facts
set forth the only activity, and no
member has a special status. If a
member acts as both a selling member
and a buying member (e.g., with respect
to different aspects of a single
transaction, or with respect to related
transactions), the member is referred as
to M (rather than as S or B). This section
is illustrated by the following examples.

Example 1. Matching and acceleration
rules. (a) Facts. S holds land for investment
with a basis of $130. On January 1 of Year
1, S sells the land to B for $100. On a
separate entity basis, S’s loss is long-term
capital loss. B holds the land for sale to
customers in the ordinary course of business.
On July 1 of Year 3, B sells the land to X for
$110.

(b) Matching rule. Under paragraph (b)(1)
of this section, S’s sale of land to B is an
intercompany sale. Under paragraph (c)(1) of
this section, S’s $30 loss is taken into account
under the timing principles of the matching
rule of § 1.1502–13(c) to reflect the difference
for the year between B’s corresponding items
taken into account and the recomputed
corresponding items. If S and B were
divisions of a single corporation and the
intercompany sale were a transfer between
the divisions, B would succeed to S’s $130
basis in the land and would have a $20 loss
from the sale to X in Year 3. Consequently,
S takes no loss into account in Years 1 and
2, and takes the entire $30 loss into account
in Year 3 to reflect the $30 difference in that
year between the $10 gain B takes into
account and its $20 recomputed loss. The
attributes of S’s intercompany items and B’s

corresponding items are determined on a
separate entity basis. Thus, S’s $30 loss is
long-term capital loss and B’s $10 gain is
ordinary income.

(c) Acceleration resulting from sale of B
stock. The facts are the same as in paragraph
(a) of this Example 1, except that on July 1
of Year 3 P sells all of its B stock to X (rather
than B’s selling the land to X). Under
paragraph (c)(1) of this section, S’s $30 loss
is taken into account under the timing
principles of the acceleration rule of
§ 1.1502–13(d) immediately before the effect
of treating S and B as divisions of a single
corporation cannot be produced. Because the
effect cannot be produced once B becomes a
nonmember, S takes its $30 loss into account
in Year 3 immediately before B becomes a
nonmember. S’s loss is long-term capital loss.

(d) Subgroup principles applicable to sale
of S and B stock. The facts are the same as
in paragraph (a) of this Example 1, except
that on July 1 of Year 3 P sells all of its S
and B stock to X (rather than B’s selling the
land to X). Under paragraph (b)(3) of this
section, S and B are considered to remain
members of a controlled group as long as
they remain in a controlled group
relationship with each other (whether or not
in the original controlled group). P’s sale of
their stock does not affect the controlled
group relationship of S and B with each
other. Thus, S’s loss is not taken into account
as a result of P’s sale of the stock. Instead,
S’s loss is taken into account based on
subsequent events (e.g., B’s sale of the land
to a nonmember).

Example 2. Distribution of loss property.
(a) Facts. S holds land with a basis of $130
and value of $100. On January 1 of Year 1,
S distributes the land to P in a transaction
to which section 311 applies. On July 1 of
Year 3, P sells the land to X for $110.

(b) No loss taken into account. Under
paragraph (b)(2) of this section, because P
and S are not members of a consolidated
group, § 1.1502–13(f)(2)(iii) does not apply to
cause S to recognize a $30 loss under the
principles of section 311(b). Thus, S has no
loss to be taken into account under this
section. (If P and S were members of a
consolidated group, § 1.1502–13(f)(2)(iii)
would apply to S’s loss in addition to the
rules of this section, and the loss would be
taken into account in Year 3 as a result of P’s
sale to X.)

Example 3. Loss not yet taken into account
under separate entity accounting method. (a)
Facts. S holds land with a basis of $130. On
January 1 of Year 1, S sells the land to B at
a $30 loss but does not take into account the
loss under its separate entity method of
accounting until Year 4. On July 1 of Year 3,
B sells the land to X for $110.

(b) Timing. Under paragraph (b)(2) of this
section, S’s loss is determined on a separate
entity basis. Under paragraph (c)(1) of this
section, S’s loss is not taken into account
before it is taken into account under S’s
separate entity method of accounting. Thus,
although B takes its corresponding gain into
account in Year 3, S has no loss to take into
account until Year 4. Once S’s loss is taken
into account in Year 4, it is not deferred
under this section because B’s corresponding
gain has already been taken into account. (If

S and B were members of a consolidated
group, S would be treated under § 1.1502–
13(b)(2)(iii) as taking the loss into account in
Year 3.)

Example 4. Consolidated groups. (a) Facts.
P owns all of the stock of S and B, and the
P group is a consolidated group. S holds land
for investment with a basis of $130. On
January 1 of Year 1, S sells the land to B for
$100. B holds the land for sale to customers
in the ordinary course of business. On July
1 of Year 3, P sells 25% of B’s stock to X.
As a result of P’s sale, B becomes a
nonmember of the P consolidated group but
S and B remain in a controlled group
relationship with each other for purposes of
section 267(f). Assume that if S and B were
divisions of a single corporation, the items of
S and B from the land would be ordinary by
reason of B’s activities.

(b) Timing and attributes. Under paragraph
(a)(3) of this section, S’s sale to B is subject
to both § 1.1502–13 and this section. Under
§ 1.1502–13, S’s loss is redetermined to be an
ordinary loss by reason of B’s activities.
Under paragraph (b)(3) of this section,
because S and B remain in a controlled group
relationship with each other, the loss is not
taken into account under the acceleration
rule of § 1.1502–13(d) as modified by
paragraph (c) of this section. See § 1.1502–
13(a)(4). Nevertheless, S’s loss is
redetermined by § 1.1502–13 to be an
ordinary loss, and the character of the loss is
not further redetermined under this section.
Thus, the loss continues to be deferred under
this section, and will be taken into account
as ordinary loss based on subsequent events
(e.g., B’s sale of the land to a nonmember).

(c) Resale to controlled group member. The
facts are the same as in paragraph (a) of this
Example 4, except that P owns 75% of X’s
stock, and B resells the land to X (rather than
P’s selling any B stock). The results for S’s
loss are the same as in paragraph (b) of this
Example 4. Under paragraph (b) of this
section, X is also in a controlled group
relationship, and B’s sale to X is a second
intercompany sale. Thus, S’s loss continues
to be deferred and is taken into account
under this section as ordinary loss based on
subsequent events (e.g., X’s sale of the land
to a nonmember).

Example 5. Intercompany sale followed by
installment sale. (a) Facts. S holds land for
investment with a basis of $130x. On January
1 of Year 1, S sells the land to B for $100x.
B holds the land for investment. On July 1
of Year 3, B sells the land to X in exchange
for X’s $110x note. The note bears a market
rate of interest in excess of the applicable
Federal rate, and provides for principal
payments of $55x in Year 4 and $55x in Year
5. Section 453A applies to X’s note.

(b) Timing and attributes. Under paragraph
(c) of this section, S’s $30x loss is taken into
account under the timing principles of the
matching rule of § 1.1502–13(c) to reflect the
difference in each year between B’s gain
taken into account and its recomputed loss.
Under section 453, B takes into account $5x
of gain in Year 4 and in Year 5. Therefore,
S takes $20x of its loss into account in Year
3 to reflect the $20x difference in that year
between B’s $0 loss taken into account and
its $20x recomputed loss. In addition, S takes


