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Example 13. Manufacturer incentive
payments.

Example 14. Source of income under
section 863.

Example 15. Section 1248.

Acceleration rule. (§ 1.1502–13(d)(3))

Example 1. Becoming a nonmember—
timing.

Example 2. Becoming a nonmember—
attributes.

Example 3. Selling member’s disposition of
installment note.

Example 4. Cancellation of debt and
attribute reduction under section 108(b).

Example 5. Section 481.

Simplifying rules—inventory. (§ 1.1502–
13(e)(1)(v))

Example 1. Increment averaging method.
Example 2. Increment valuation method.
Example 3. Other reasonable inventory

methods.

Stock of members. (§ 1.1502–13(f)(7))

Example 1. Dividend exclusion and
property distribution.

Example 2. Excess loss accounts.
Example 3. Intercompany reorganization.
Example 4. Stock redemptions and

distributions.
Example 5. Intercompany stock sale

followed by section 332 liquidation.
Example 6. Intercompany stock sale

followed by section 355 distribution.

Obligations of members. (§ 1.1502–13(g)(5))

Example 1. Interest on intercompany debt.
Example 2. Intercompany debt becomes

nonintercompany debt.
Example 3. Loss or bad debt deduction

with respect to intercompany debt.
Example 4. Nonintercompany debt

becomes intercompany debt.
Example 5. Notional principal contracts.

Anti-avoidance rules. (§ 1.1502–13(h)(2))

Example 1. Sale of a partnership interest.
Example 2. Transitory status as an

intercompany obligation.
Example 3. Corporate mixing bowl.
Example 4. Partnership mixing bowl.
Example 5. Sale and leaseback.

Miscellaneous operating rules. (§ 1.1502–
13(j)(9))

Example 1. Intercompany sale followed by
section 351 transfer to member.

Example 2. Intercompany sale of member
stock followed by recapitalization.

Example 3. Back-to-back intercompany
transactions—matching.

Example 4. Back-to-back intercompany
transactions—acceleration.

Example 5. Successor group.
Example 6. Liquidation—80% distributee.
Example 7. Liquidation—no 80%

distributee.

(b) Definitions. For purposes of this
section—

(1) Intercompany transactions—(i) In
general. An intercompany transaction is
a transaction between corporations that
are members of the same consolidated
group immediately after the transaction.
S is the member transferring property or

providing services, and B is the member
receiving the property or services.
Intercompany transactions include—

(A) S’s sale of property (or other
transfer, such as an exchange or
contribution) to B, whether or not gain
or loss is recognized;

(B) S’s performance of services for B,
and B’s payment or accrual of its
expenditure for S’s performance;

(C) S’s licensing of technology, rental
of property, or loan of money to B, and
B’s payment or accrual of its
expenditure; and

(D) S’s distribution to B with respect
to S stock.

(ii) Time of transaction. If a
transaction occurs in part while S and
B are members and in part while they
are not members, the transaction is
treated as occurring when performance
by either S or B takes place, or when
payment for performance would be
taken into account under the rules of
this section if it were an intercompany
transaction, whichever is earliest.
Appropriate adjustments must be made
in such cases by, for example, dividing
the transaction into two separate
transactions reflecting the extent to
which S or B has performed.

(iii) Separate transactions. Except as
otherwise provided in this section, each
transaction is analyzed separately. For
example, if S simultaneously sells two
properties to B, one at a gain and the
other at a loss, each property is treated
as sold in a separate transaction. Thus,
the gain and loss cannot be offset or
netted against each other for purposes of
this section. Similarly, each payment or
accrual of interest on a loan is a separate
transaction. In addition, an accrual of
premium is treated as a separate
transaction, or as an offset to interest
that is not a separate transaction, to the
extent required under separate entity
treatment. If two members exchange
property, each member is S with respect
to the property it transfers and B with
respect to the property it receives. If two
members enter into a notional principal
contract, each payment under the
contract is a separate transaction and
the member making the payment is B
with respect to that payment and the
member receiving the payment is S. See
paragraph (j)(4) of this section for rules
aggregating certain transactions.

(2) Intercompany items—(i) In
general. S’s income, gain, deduction,
and loss from an intercompany
transaction are its intercompany items.
For example, S’s gain from the sale of
property to B is intercompany gain. An
item is an intercompany item whether it
is directly or indirectly from an
intercompany transaction.

(ii) Related costs or expenses. S’s
costs or expenses related to an
intercompany transaction are included
in determining its intercompany items.
For example, if S sells inventory to B,
S’s direct and indirect costs properly
includible under section 263A are
included in determining its
intercompany income. Similarly, related
costs or expenses that are not
capitalized under S’s separate entity
method of accounting are included in
determining its intercompany items. For
example, deductions for employee
wages, in addition to other related costs,
are included in determining S’s
intercompany items from performing
services for B, and depreciation
deductions are included in determining
S’s intercompany items from renting
property to B.

(iii) Amounts not yet recognized or
incurred. S’s intercompany items
include amounts from an intercompany
transaction that are not yet taken into
account under its separate entity
method of accounting. For example, if S
is a cash method taxpayer, S’s
intercompany income might be taken
into account under this section even if
the cash is not yet received. Similarly,
an amount reflected in basis (or an
amount equivalent to basis) under S’s
separate entity method of accounting
that is a substitute for income, gain,
deduction or loss from an intercompany
transaction is an intercompany item.

(3) Corresponding items—(i) In
general. B’s income, gain, deduction,
and loss from an intercompany
transaction, or from property acquired
in an intercompany transaction, are its
corresponding items. For example, if B
pays rent to S, B’s deduction for the rent
is a corresponding deduction. If B buys
property from S and sells it to a
nonmember, B’s gain or loss from the
sale to the nonmember is a
corresponding gain or loss;
alternatively, if B recovers the cost of
the property through depreciation, B’s
depreciation deductions are
corresponding deductions. An item is a
corresponding item whether it is
directly or indirectly from an
intercompany transaction (or from
property acquired in an intercompany
transaction).

(ii) Disallowed or eliminated
amounts. B’s corresponding items
include amounts that are permanently
disallowed or permanently eliminated,
whether directly or indirectly. Thus,
corresponding items include amounts
disallowed under section 265 (expenses
relating to tax-exempt income), and
amounts not recognized under section
311(a) (nonrecognition of loss on
distributions), section 332


