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(nonrecognition on liquidating
distributions), or section 355(c) (certain
distributions of stock of a subsidiary).
On the other hand, an amount is not
permanently disallowed or permanently
eliminated (and therefore is not a
corresponding item) to the extent it is
not recognized in a transaction in which
B receives a successor asset within the
meaning of paragraph (j)(1) of this
section. For example, B’s corresponding
items do not include amounts not
recognized from a transaction with a
nonmember to which section 1031
applies or from another transaction in
which B receives exchanged basis
property.

(4) Recomputed corresponding items.
The recomputed corresponding item is
the corresponding item that B would
take into account if S and B were
divisions of a single corporation and the
intercompany transaction were between
those divisions. For example, if S sells
property with a $70 basis to B for $100,
and B later sells the property to a
nonmember for $90, B’s corresponding
item is its $10 loss, and the recomputed
corresponding item is $20 of gain
(determined by comparing the $90 sales
price with the $70 basis the property
would have if S and B were divisions of
a single corporation). Although neither
S nor B actually takes the recomputed
corresponding item into account, it is
computed as if B did take it into account
(based on reasonable and consistently
applied assumptions, including any
provision of the Internal Revenue Code
or regulations that would affect its
timing or attributes).

(5) Treatment as a separate entity.
Treatment as a separate entity means
treatment without application of the
rules of this section, but with the
application of the other consolidated
return regulations. For example, if S
sells the stock of another member to B,
S’s gain or loss on a separate entity basis
is determined with the application of
§ 1.1502–80(b) (non-applicability of
section 304), but without
redetermination under paragraph (c) or
(d) of this section.

(6) Attributes. The attributes of an
intercompany item or corresponding
item are all of the item’s characteristics,
except amount, location, and timing,
necessary to determine the item’s effect
on taxable income (and tax liability).
For example, attributes include
character, source, treatment as excluded
from gross income or as a noncapital,
nondeductible amount, and treatment as
built-in gain or loss under section
382(h) or 384. In contrast, the
characteristics of property, such as a
member’s holding period, or the fact
that property is included in inventory,

are not attributes of an item, but these
characteristics might affect the
determination of the attributes of items
from the property.

(c) Matching rule. For each
consolidated return year, B’s
corresponding items and S’s
intercompany items are taken into
account under the following rules:

(1) Attributes and holding periods—(i)
Attributes. The separate entity attributes
of S’s intercompany items and B’s
corresponding items are redetermined to
the extent necessary to produce the
same effect on consolidated taxable
income (and consolidated tax liability)
as if S and B were divisions of a single
corporation, and the intercompany
transaction were a transaction between
divisions. Thus, the activities of both S
and B might affect the attributes of both
intercompany items and corresponding
items. For example, if S holds property
for sale to unrelated customers in the
ordinary course of its trade or business,
S sells the property to B at a gain and
B sells the property to an unrelated
person at a further gain, S’s
intercompany gain and B’s
corresponding gain might be ordinary
because of S’s activities with respect to
the property. Similar principles apply if
S performs services, rents property, or
engages in any other intercompany
transaction.

(ii) Holding periods. The holding
period of property transferred in an
intercompany transaction is the
aggregate of the holding periods of S
and B. However, if the basis of the
property is determined by reference to
the basis of other property, the
property’s holding period is determined
by reference to the holding period of the
other property. For example, if S
distributes stock to B in a transaction to
which section 355 applies, B’s holding
period in the distributed stock is
determined by reference to B’s holding
period in the stock of S.

(2) Timing—(i) B’s items. B takes its
corresponding items into account under
its accounting method, but the
redetermination of the attributes of a
corresponding item might affect its
timing. For example, if B’s sale of
property acquired from S is treated as a
dealer disposition because of S’s
activities, section 453(b) prevents any
corresponding income of B from being
taken into account under the
installment method.

(ii) S’s items. S takes its intercompany
item into account to reflect the
difference for the year between B’s
corresponding item taken into account
and the recomputed corresponding
item.

(3) Divisions of a single corporation.
As divisions of a single corporation, S
and B are treated as engaging in their
actual transaction and owning any
actual property involved in the
transaction (rather than treating the
transaction as not occurring). For
example, S’s sale of land held for
investment to B for cash is not
disregarded, but is treated as an
exchange of land for cash between
divisions (and B therefore succeeds to
S’s basis in the property). Similarly, S’s
issuance of its own stock to B in
exchange for property is not
disregarded, B is treated as owning the
stock it receives in the exchange, and
section 1032 does not apply to B on its
subsequent sale of the S stock. Although
treated as divisions, S and B
nevertheless are treated as:

(i) Operating separate trades or
businesses. See, e.g., § 1.446–1(d)
(accounting methods for a taxpayer
engaged in more than one business).

(ii) Having any special status that they
have under the Internal Revenue Code
or regulations. For example, a bank
defined in section 581, a domestic
building and loan association defined in
section 7701(a)(19), and an insurance
company to which section 801 or 831
applies are treated as divisions having
separate special status. On the other
hand, the fact that a member holds
property for sale to customers in the
ordinary course of its trade or business
is not a special status.

(4) Conflict or allocation of attributes.
This paragraph (c)(4) provides special
rules for redetermining and allocating
attributes under paragraph (c)(1)(i) of
this section.

(i) Offsetting amounts—(A) In general.
To the extent B’s corresponding item
offsets S’s intercompany item in
amount, the attributes of B’s
corresponding item, determined based
on both S’s and B’s activities, control
the attributes of S’s offsetting
intercompany item. For example, if S
sells depreciable property to B at a gain
and B depreciates the property, the
attributes of B’s depreciation deduction
(ordinary deduction) control the
attributes of S’s offsetting intercompany
gain. Accordingly, S’s gain is ordinary.

(B) B controls unreasonable. To the
extent the results under paragraph
(c)(4)(i)(A) are inconsistent with treating
S and B as divisions of a single
corporation, the attributes of the
offsetting items must be redetermined in
a manner consistent with treating S and
B as divisions of a single corporation.
To the extent, however, that B’s
corresponding item on a separate entity
basis is excluded from gross income, is
a noncapital, nondeductible amount, or


