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no later than the time the distribution is
taken into account under the Internal
Revenue Code (e.g., under section
305(c)). To the extent a distribution is
not made, appropriate adjustments must
be made as of the date it was taken into
account.

(B) Nonmember shareholders. If
nonmembers own stock of the
distributing corporation at the time the
distribution is treated as occurring
under this paragraph (f)(2)(iv),
appropriate adjustments must be made
to prevent the acceleration of the
distribution to members from affecting
distributions to nonmembers.

(3) Boot in an intercompany
reorganization—(i) Scope. This
paragraph (f)(3) provides additional
rules for an intercompany transaction in
which the receipt of money or other
property (nonqualifying property)
results in the application of section 356.
For example, the distribution of stock of
a lower-tier member to a higher-tier
member in an intercompany transaction
to which section 355 would apply but
for the receipt of nonqualifying property
is a transaction to which this paragraph
(f)(3) applies. This paragraph (f)(3) does
not apply if a party to the transaction
becomes a member or nonmember as
part of the same plan or arrangement.
For example, if S merges into a
nonmember in a transaction described
in section 368(a)(1)(A), this paragraph
(f)(3) does not apply.

(ii) Treatment. Nonqualifying
property received as part of a
transaction described in this paragraph
(f)(3) is treated as received by the
member shareholder in a separate
transaction. See, for example, sections
302 and 311 (rather than sections 356
and 361). The nonqualifying property is
treated as taken into account
immediately after the transaction if
section 354 would apply but for the fact
that nonqualifying property is received.
It is treated as taken into account
immediately before the transaction if
section 355 would apply but for the fact
that nonqualifying property is received.
The treatment under this paragraph
(f)(3)(ii) applies for all Federal income
tax purposes.

(4) Acquisition by issuer of its own
stock. If a member acquires its own
stock, or an option to buy or sell its own
stock, in an intercompany transaction,
the member’s basis in that stock or
option is treated as eliminated for all
purposes. Accordingly, S’s
intercompany items from the stock or
options of B are taken into account
under this section if B acquires the stock
or options in an intercompany
transaction (unless, for example, B
acquires the stock in exchange for

successor property within the meaning
of paragraph (j)(1) of this section in a
nonrecognition transaction). For
example, if B redeems its stock from S
in a transaction to which section 302(a)
applies, S’s gain from the transaction is
taken into account immediately under
the acceleration rule.

(5) Certain liquidations and
distributions—(i) Netting allowed. S’s
intercompany item from a transfer to B
of the stock of another corporation (T)
is taken into account under this section
in certain circumstances even though
the T stock is never held by a
nonmember after the intercompany
transaction. For example, if S sells all of
T’s stock to B at a gain, and T
subsequently liquidates into B in a
separate transaction to which section
332 applies, S’s gain is taken into
account under the matching rule. Under
paragraph (c)(6)(ii) of this section, S’s
intercompany gain taken into account as
a result of a liquidation under section
332 or a comparable nonrecognition
transaction is not redetermined to be
excluded from gross income. Under this
paragraph (f)(5)(i), if S has both
intercompany income or gain and
intercompany deduction or loss
attributable to stock of the same
corporation having the same material
terms, only the income or gain in excess
of the deduction or loss is subject to
paragraph (c)(6)(ii) of this section. This
paragraph (f)(5)(i) applies only to a
transaction in which B’s basis in its T
stock is permanently eliminated in a
liquidation under section 332 or any
comparable nonrecognition transaction,
including—

(A) A merger of B into T under section
368(a);

(B) A distribution by B of its T stock
in a transaction described in section
355; or

(C) A deemed liquidation of T
resulting from an election under section
338(h)(10).

(ii) Elective relief—(A) In general. If
an election is made pursuant to this
paragraph (f)(5)(ii), certain transactions
are recharacterized to prevent S’s items
from being taken into account or to
provide offsets to those items. This
paragraph (f)(5)(ii) applies only if T is a
member throughout the period
beginning with S’s transfer and ending
with the completion of the
nonrecognition transaction.

(B) Section 332—(1) In general. If
section 332 applies to T’s liquidation
into B, and B transfers T’s assets to a
new member (new T) in a transaction
not otherwise pursuant to the same plan
or arrangement as the liquidation, the
transfer is nevertheless treated for all
Federal income tax purposes as

pursuant to the same plan or
arrangement as the liquidation. For
example, if T liquidates into B, but B
forms new T by transferring
substantially all of T’s former assets to
new T, S’s intercompany gain or loss
generally is not taken into account
solely as a result of the liquidation if the
liquidation and transfer would qualify
as a reorganization described in section
368(a). (Under paragraph (j)(1) of this
section, B’s stock in new T would be a
successor asset to B’s stock in T, and S’s
gain would be taken into account based
on the new T stock.)

(2) Time limitation and adjustments.
The transfer of an asset to new T not
otherwise pursuant to the same plan or
arrangement as the liquidation is treated
under this paragraph (f)(5)(ii)(B) as
pursuant to the same plan or
arrangement only if B transfers it to new
T pursuant to a written plan, a copy of
which is attached to a timely filed
original return (including extensions)
for the year of T’s liquidation, and the
transfer is completed within 12 months
of the filing of that return. Appropriate
adjustments are made to reflect any
events occurring before the formation of
new T and to reflect any assets not
transferred to new T as part of the same
plan or arrangement. For example, if B
retains an asset in the reorganization,
the asset is treated under paragraph
(f)(3) of this section as acquired by new
T but distributed to B immediately after
the reorganization.

(3) Downstream merger, etc. The
principles of this paragraph (f)(5)(ii)(B)
apply, with appropriate adjustments, if
B’s basis in the T stock is eliminated in
a transaction similar to a section 332
liquidation, such as a transaction
described in section 368 in which B
merges into T. For example, if S and B
are subsidiaries, and S sells all of T’s
stock to B at a gain followed by B’s
merger into T in a separate transaction
described in section 368(a), S’s gain is
not taken into account solely as a result
of the merger if T (as successor to B)
forms new T with substantially all of T’s
former assets.

(C) Section 338(h)(10)—(1) In general.
This paragraph (f)(5)(ii)(C) applies to a
deemed liquidation of T under section
332 as the result of an election under
section 338(h)(10). This paragraph
(f)(5)(ii)(C) does not apply if paragraph
(f)(5)(ii)(B) of this section is applied to
the deemed liquidation. Under this
paragraph, B is treated with respect to
each share of its T stock as recognizing
as a corresponding item any loss or
deduction it would recognize
(determined after adjusting stock basis
under § 1.1502–32) if section 331
applied to the deemed liquidation. For


