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(B) § 1.469–2(c)(2)(iv) does not apply.
(ii) Example. The following example

illustrates the application of this
paragraph (h)(6).

Example. (i) P, a closely held corporation,
is the common parent of the P consolidated
group. P owns all of the stock of S and B. X
is a person unrelated to any member of the
P group. S owns and operates equipment that
is not used in a passive activity. On January
1 of Year 1, S sells the equipment to B at a
gain. B uses the equipment in a passive
activity and does not dispose of the
equipment before it has been fully
depreciated.

(ii) Under the matching rule of § 1.1502–
13(c), S’s gain taken into account as a result
of B’s depreciation is treated as gain from a
passive activity even though S used the
equipment in a nonpassive activity.

(iii) The facts are the same as in paragraph
(a) of this Example, except that B sells the
equipment to X on December 1 of Year 3 at
a further gain. Assume that if S and B were
divisions of a single corporation, gain from
the sale to X would be passive income
attributable to a passive activity. To the
extent of B’s depreciation before the sale, the
results are the same as in paragraph (ii) of
this Example. B’s gain and S’s remaining gain
taken into account as a result of B’s sale are
treated as attributable to a passive activity.

(iv) The facts are the same as in paragraph
(iii) of this Example, except that B recognizes
a loss on the sale to X. B’s loss and S’s gain
taken into account as a result of B’s sale are
treated as attributable to a passive activity.

(iii) Effective dates. This paragraph
(h)(6) applies with respect to
transactions occurring in years
beginning on or after July 12, 1995. For
transactions occurring in years
beginning before July 12, 1995, see
§ 1.469–1T(h)(6) (as contained in the 26
CFR part 1 edition revised as of April 1,
1995).

(h)(7) through (k) [Reserved]

§ 1.469–1T [Amended]
Par. 12. Section 1.469–1T is amended

by removing and reserving paragraphs
(c)(8), (h)(1), (2), and (6).

Par. 13. Section 1.1502–13 is revised
to read as follows:

§ 1.1502–13 Intercompany transactions.
(a) In general—(1) Purpose. This

section provides rules for taking into
account items of income, gain,
deduction, and loss of members from
intercompany transactions. The purpose
of this section is to provide rules to
clearly reflect the taxable income (and
tax liability) of the group as a whole by
preventing intercompany transactions
from creating, accelerating, avoiding, or
deferring consolidated taxable income
(or consolidated tax liability).

(2) Separate entity and single entity
treatment. Under this section, the
selling member (S) and the buying
member (B) are treated as separate

entities for some purposes but as
divisions of a single corporation for
other purposes. The amount and
location of S’s intercompany items and
B’s corresponding items are determined
on a separate entity basis (separate
entity treatment). For example, S
determines its gain or loss from a sale
of property to B on a separate entity
basis, and B has a cost basis in the
property. The timing, and the character,
source, and other attributes of the
intercompany items and corresponding
items, although initially determined on
a separate entity basis, are redetermined
under this section to produce the effect
of transactions between divisions of a
single corporation (single entity
treatment). For example, if S sells land
to B at a gain and B sells the land to a
nonmember, S does not take its gain
into account until B’s sale to the
nonmember.

(3) Timing rules as a method of
accounting—(i) In general. The timing
rules of this section are a method of
accounting for intercompany
transactions, to be applied by each
member in addition to the member’s
other methods of accounting. See
§ 1.1502–17. To the extent the timing
rules of this section are inconsistent
with a member’s otherwise applicable
methods of accounting, the timing rules
of this section control. For example, if
S sells property to B in exchange for B’s
note, the timing rules of this section
apply instead of the installment sale
rules of section 453. S’s or B’s
application of the timing rules of this
section to an intercompany transaction
clearly reflects income only if the effect
of that transaction as a whole
(including, for example, related costs
and expenses) on consolidated taxable
income is clearly reflected.

(ii) Automatic consent for joining and
departing members—(A) Consent
granted. Section 446(e) consent is
granted under this section to the extent
a change in method of accounting is
necessary solely by reason of the timing
rules of this section—

(1) For each member, with respect to
its intercompany transactions, in the
first consolidated return year which
follows a separate return year and in
which the member engages in an
intercompany transaction; and

(2) For each former member, with
respect to its transactions with members
that would otherwise be intercompany
transactions if the former member were
still a member, in the first separate
return year in which the former member
engages in such a transaction.

(B) Cut-off basis. Any change in
method of accounting described in
paragraph (a)(3)(ii)(A) of this section is

to be effected on a cut-off basis for
transactions entered into on or after the
first day of the year for which consent
is granted under paragraph (a)(3)(ii)(A)
of this section.

(4) Other law. The rules of this section
apply in addition to other applicable
law (including nonstatutory authorities).
For example, this section applies in
addition to sections 267(f) (additional
rules for certain losses), 269
(acquisitions to evade or avoid income
tax), and 482 (allocations among
commonly controlled taxpayers). Thus,
an item taken into account under this
section can be deferred, disallowed, or
eliminated under other applicable law,
for example, section 1091 (losses from
wash sales).

(5) References. References in other
sections to this section include, as
appropriate, references to prior law. For
effective dates and prior law see
paragraph (l) of this section.

(6) Overview—(i) In general. The
principal rules of this section that
implement single entity treatment are
the matching rule and the acceleration
rule of paragraphs (c) and (d) of this
section. Under the matching rule, S and
B are generally treated as divisions of a
single corporation for purposes of taking
into account their items from
intercompany transactions. The
acceleration rule provides additional
rules for taking the items into account
if the effect of treating S and B as
divisions cannot be achieved (for
example, if S or B becomes a
nonmember). Paragraph (b) of this
section provides definitions. Paragraph
(e) of this section provides simplifying
rules for certain transactions.
Paragraphs (f) and (g) of this section
provide additional rules for stock and
obligations of members. Paragraphs (h)
and (j) of this section provide anti-
avoidance rules and miscellaneous
operating rules.

(ii) Table of examples. Set forth below
is a table of the examples contained in
this section.

Matching rule. (§ 1.1502–13(c)(7)(ii))

Example 1. Intercompany sale of land.
Example 2. Dealer activities.
Example 3. Intercompany section 351

transfer.
Example 4. Depreciable property.
Example 5. Intercompany sale followed by

installment sale.
Example 6. Intercompany sale of

installment obligation.
Example 7. Performance of services.
Example 8. Rental of property.
Example 9. Intercompany sale of a

partnership interest.
Example 10. Net operating losses subject to

section 382 or the SRLY rules.
Example 11. Section 475.
Example 12. Section 1092.


