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$5x of its loss into account in Year 4 and in
Year 5 to reflect the $5x difference in each
year between B’s $5x gain taken into account
and its $0 recomputed gain. Although S takes
into account a loss and B takes into account
a gain, the attributes of B’s $10x gain are
determined on a separate entity basis, and
therefore the interest charge under section
453A(c) applies to B’s $10x gain on the
installment sale beginning in Year 3.

Example 6. Section 721 transfer to a
related nonmember. (a) Facts. S owns land
with a basis of $130. On January 1 of Year
1, S sells the land to B for $100. On July 1
of Year 3, B transfers the land to a
partnership in exchange for a 40% interest in
capital and profits in a transaction to which
section 721 applies. P also owns a 25%
interest in the capital and profits of the
partnership.

(b) Timing. Under paragraph (c)(1)(iii) of
this section, because the partnership is a
nonmember that is a related person under
sections 267(b) and 707(b), S’s $30 loss is
taken into account in Year 3, but only to the
extent of any income or gain taken into
account as a result of the transfer. Under
section 721, no gain or loss is taken into
account as a result of the transfer to the
partnership, and thus none of S’s loss is
taken into account. Any subsequent gain
recognized by the partnership with respect to
the property is limited under section 267(d).
(The results would be the same if the P group
were a consolidated group, and S’s sale to B
were also subject to § 1.1502–13.)

Example 7. Receivables. (a) Controlled
group. S owns goods with a $60 basis. In
Year 1, S sells the goods to X for X’s $100
note. The note bears a market rate of interest
in excess of the applicable Federal rate, and
provides for payment of principal in Year 5.
S takes into account $40 of income in Year
1 under its method of accounting. In Year 2,
the fair market value of X’s note falls to $90
due to an increase in prevailing market
interest rates, and S sells the note to B for its
$90 fair market value.

(b) Loss not deferred. Under paragraph (f)
of this section, S takes its $10 loss into
account in Year 2. (If the sale were not at fair
market value, paragraph (f) of this section
would not apply and none of S’s $10 loss
would be taken into account in Year 2.)

(c) Consolidated group. Assume instead
that P owns all of the stock of S and B, and
the P group is a consolidated group. In Year
1, S sells to X goods having a basis of $90
for X’s $100 note (bearing a market rate of
interest in excess of the applicable Federal
rate, and providing for payment of principal
in Year 5), and S takes into account $10 of
income in Year 1. In Year 2, S sells the
receivable to B for its $85 fair market value.
In Year 3, P sells 25% of B’s stock to X.
Although paragraph (f) of this section
provides that $10 of S’s loss (i.e., the extent
to which S’s $15 loss does not exceed its $10
of income) is not deferred under this section,
S’s entire $15 loss is subject to § 1.1502–13
and none of the loss is taken into account in
Year 2 under the matching rule of § 1.1502–
13(c). See paragraph (a)(3) of this section
(continued deferral under § 1.1502–13). P’s
sale of B stock results in B becoming a
nonmember of the P consolidated group in

Year 3. Thus, S’s $15 loss is taken into
account in Year 3 under the acceleration rule
of § 1.1502–13(d). Nevertheless, B remains in
a controlled group relationship with S and
paragraph (f) of this section permits only $10
of S’s loss to be taken into account in Year
3. See § 1.1502–13(a)(4) (continued deferral
under section 267). The remaining $5 of S’s
loss continues to be deferred under this
section and taken into account under this
section based on subsequent events (e.g., B’s
collection of the note or P’s sale of the
remaining B stock to a nonmember).

Example 8. Selling member ceases to be a
member. (a) Facts. P owns all of the stock of
S and B, and the P group is a consolidated
group. S has several historic assets, including
land with a basis of $130 and value of $100.
The land is not essential to the operation of
S’s business. On January 1 of Year 1, S sells
the land to B for $100. On July 1 of Year 3,
P transfers all of S’s stock to newly formed
X in exchange for a 20% interest in X stock
as part of a transaction to which section 351
applies. Although X holds many other assets,
a principal purpose for P’s transfer is to
accelerate taking S’s $30 loss into account. P
has no plan or intention to dispose of the X
stock.

(b) Timing. Under paragraph (c) of this
section, S’s $30 loss ordinarily is taken into
account immediately before P’s transfer of
the S stock, under the timing principles of
the acceleration rule of § 1.1502–13(d).
Although taking S’s loss into account results
in a $30 negative stock basis adjustment
under § 1.1502–32, because P has no plan or
intention to dispose of its X stock, the
negative adjustment will not immediately
affect taxable income. P’s transfer accelerates
a loss that otherwise would be deferred, and
an adjustment under paragraph (h) of this
section is required. Thus, S’s loss is never
taken into account, and S’s stock basis and
earnings and profits are reduced by $30
under §§ 1.1502–32 and 1.1502–33
immediately before P’s transfer of the S stock.

(c) Nonhistoric assets. Assume instead that,
with a principal purpose to accelerate taking
into account any further loss that may accrue
in the value of the land without disposing of
the land outside of the controlled group, P
forms M with a $100 contribution on January
1 of Year 1 and S sells the land to M for $100.
On December 1 of Year 1, when the value of
the land has decreased to $90, M sells the
land to B for $90. On July 1 of Year 3, while
B still owns the land, P sells all of M’s stock
to X and M becomes a nonmember. Under
paragraph (c) of this section, M’s $10 loss
ordinarily is taken into account under the
timing principles of the acceleration rule of
§ 1.1502–13(d) immediately before M
becomes a nonmember. (S’s $30 loss is not
taken into account under the timing
principles of § 1.1502–13(c) or § 1.1502–13(d)
as a result of M becoming a nonmember, but
is taken into account based on subsequent
events such as B’s sale of the land to a
nonmember or P’s sale of the stock of S or
B to a nonmember.) The land is not an
historic asset of M and, although taking M’s
loss into account reduces P’s basis in the M
stock under § 1.1502–32, the negative
adjustment only eliminates the $10 duplicate
stock loss. Under paragraph (h) of this

section, M’s loss is never taken into account.
M’s stock basis, and the earnings and profits
of M and P, are reduced by $10 under
§§ 1.1502–32 and 1.1502–33 immediately
before P’s sale of the M stock.

(k) Cross-reference. For additional
rules applicable to the disposition or
deconsolidation of the stock of members
of consolidated groups, see §§ 1.337(d)–
1, 1.337(d)–2, 1.1502–13T(f)(6), and
1.1502–20.

(l) Effective dates—(1) In general. This
section applies with respect to
transactions occurring in S’s years
beginning on or after July 12, 1995. If
both this section and prior law apply to
a transaction, or neither applies, with
the result that items are duplicated,
omitted, or eliminated in determining
taxable income (or tax liability), or items
are treated inconsistently, prior law
(and not this section) applies to the
transaction.

(2) Avoidance transactions. This
paragraph (l)(2) applies if a transaction
is engaged in or structured on or after
April 8, 1994, with a principal purpose
to avoid the rules of this section
applicable to transactions occurring in
years beginning on or after July 12,
1995, to duplicate, omit, or eliminate an
item in determining taxable income (or
tax liability), or to treat items
inconsistently. If this paragraph (l)(2)
applies, appropriate adjustments must
be made in years beginning on or after
July 12, 1995, to prevent the avoidance,
duplication, omission, elimination, or
inconsistency.

(3) Prior law. For transactions
occurring in S’s years beginning before
July 12, 1995 see the applicable
regulations issued under sections 267
and 1502. See, e.g., §§ 1.267(f)–1,
1.267(f)–1T, 1.267(f)–2T, 1.267(f)–3,
1.1502–13, 1.1502–13T, 1.1502–14,
1.1502–14T, and 1.1502–31 (as
contained in the 26 CFR part 1 edition
revised as of April 1, 1995).

§§ 1.267(f)–1T, 1.267(f)–2T, and 1.267(f)–3
[Removed]

Par. 7. Sections 1.267(f)–1T, 1.267(f)–
2T, and 1.267(f)–3 are removed.

Par. 8. Section 1.460–0 is amended in
the table of contents by revising the
entries for § 1.460–4 to read as follows:

§ 1.460–0 Outline of regulations under
section 460.

* * * * *

§ 1.460–4 Methods of accounting for long-
term contracts.

(a) through (i) [Reserved]
(j) Consolidated groups and controlled

groups.
(1) Intercompany transactions.
(i) In general.
(ii) Definitions and nomenclature.


