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purpose, a predecessor is a transferor of
assets to a transferee (the successor) in
a transaction—

(A) To which section 381(a) applies;
(B) In which substantially all of the

assets of the transferor are transferred to
members in a complete liquidation;

(C) In which the successor’s basis in
assets is determined (directly or
indirectly, in whole or in part) by
reference to the basis of the transferor,
but the transferee is a successor only
with respect to the assets the basis of
which is so determined; or

(D) Which is an intercompany
transaction, but only with respect to
assets that are being accounted for by
the transferor in a prior intercompany
transaction.

(ii) Intercompany items. If the assets
of a predecessor are acquired by a
successor member, the successor
succeeds to, and takes into account
(under the rules of this section), the
predecessor’s intercompany items. If
two or more successor members acquire
assets of the predecessor, the successors
take into account the predecessor’s
intercompany items in a manner that is
consistently applied and reasonably
carries out the purposes of this section
and applicable provisions of law.

(3) Multiple triggers. If more than one
corresponding item can cause an
intercompany item to be taken into
account under the matching rule, the
intercompany item is taken into account
in connection with the corresponding
item most consistent with the treatment
of members as divisions of a single
corporation. For example, if S sells a
truck to B, its intercompany gain from
the sale is not taken into account by
reference to B’s depreciation if the
depreciation is capitalized under
section 263A as part of B’s cost for a
building; instead, S’s gain relating to the
capitalized depreciation is taken into
account when the building is sold or as
it is depreciated. Similarly, if B
purchases appreciated land from S and
transfers the land to a lower-tier
member in exchange for stock, thereby
duplicating the basis of the land in the
basis of the stock, items with respect to
both the stock and the land can cause
S’s intercompany gain to be taken into
account; if the lower-tier member
becomes a nonmember as a result of the
sale of its stock, the attributes of S’s
intercompany gain are determined with
respect to the land rather than the stock.

(4) Multiple or successive
intercompany transactions. If a
member’s intercompany item or
corresponding item affects the
accounting for more than one
intercompany transaction, appropriate
adjustments are made to treat all of the

intercompany transactions as
transactions between divisions of a
single corporation. For example, if S
sells property to M, and M sells the
property to B, then S, M, and B are
treated as divisions of a single
corporation for purposes of applying the
rules of this section. Similar principles
apply with respect to intercompany
transactions that are part of the same
plan or arrangement. For example, if S
sells separate properties to different
members as part of the same plan or
arrangement, all of the participating
members are treated as divisions of a
single corporation for purposes of
determining the attributes (which might
also affect timing) of the intercompany
items and corresponding items from
each of the properties.

(5) Acquisition of group—(i) Scope.
This paragraph (j)(5) applies only if a
consolidated group (the terminating
group) ceases to exist as a result of—

(A) The acquisition by a member of
another consolidated group of either the
assets of the common parent of the
terminating group in a reorganization
described in section 381(a)(2), or the
stock of the common parent of the
terminating group; or

(B) The application of the principles
of § 1.1502–75(d)(2) or (d)(3).

(ii) Application. If the terminating
group ceases to exist under
circumstances described in paragraph
(j)(5)(i) of this section, the surviving
group is treated as the terminating group
for purposes of applying this section to
the intercompany transactions of the
terminating group. For example,
intercompany items and corresponding
items from intercompany transactions
between members of the terminating
group are taken into account under the
rules of this section by the surviving
group. This treatment does not apply,
however, to members of the terminating
group that are not members of the
surviving group immediately after the
terminating group ceases to exist (for
example, under section 1504(a)(3)
relating to reconsolidation, or section
1504(c) relating to includible insurance
companies).

(6) Former common parent treated as
continuation of group. If a group
terminates because the common parent
is the only remaining member, the
common parent succeeds to the
treatment of the terminating group for
purposes of applying this section so
long as it neither becomes a member of
an affiliated group filing separate
returns nor becomes a corporation
described in section 1504(b). For
example, if the only subsidiary of the
group liquidates into the common
parent in a complete liquidation to

which section 332 applies, or the
common parent merges into the
subsidiary and the subsidiary is treated
as the common parent’s successor under
paragraph (j)(2)(i) of this section, the
taxable income of the surviving
corporation is treated as the group’s
consolidated taxable income in which
the intercompany and corresponding
items must be included. See § 1.267(f)–
1 for additional rules applicable to
intercompany losses or deductions.

(7) Becoming a nonmember. For
purposes of this section, a member is
treated as becoming a nonmember if it
has a separate return year (including
another group’s consolidated return
year). A member is not treated as having
a separate return year if its items are
treated as taken into account in
computing the group’s consolidated
taxable income under paragraph (j)(5) or
(6) of this section.

(8) Recordkeeping. Intercompany and
corresponding items must be reflected
on permanent records (including work
papers). See also section 6001, requiring
records to be maintained. The group
must be able to identify from these
permanent records the amount, location,
timing, and attributes of the items, so as
to permit the application of the rules of
this section for each year.

(9) Examples. The operating rules of
this paragraph (j) are illustrated
generally throughout this section, and
by the following examples.

Example 1. Intercompany sale followed by
section 351 transfer to member. (a) Facts. S
holds land for investment with a basis of $70.
On January 1 of Year 1, S sells the land to
M for $100. M also holds the land for
investment. On July 1 of Year 3, M transfers
the land to B in exchange for all of B’s stock
in a transaction to which section 351 applies.
Under section 358, M’s basis in the B stock
is $100. B holds the land for sale to
customers in the ordinary course of business
and, under section 362(b), B’s basis in the
land is $100. On December 1 of Year 5, M
sells 20% of the B stock to X for $22. In an
unrelated transaction on July 1 of Year 8, B
sells 20% of the land for $22.

(b) Definitions. Under paragraph (b)(1) of
this section, S’s sale of the land to M and M’s
transfer of the land to B are both
intercompany transactions. S is the selling
member and M is the buying member in the
first intercompany transaction, and M is the
selling member and B is the buying member
in the second intercompany transaction. M
has no intercompany items under paragraph
(b)(2) of this section. Because B acquired the
land in an intercompany transaction, B’s
items from the land are corresponding items
to be taken into account under this section.
Under the successor asset rule of paragraph
(j)(1) of this section, references to the land
include references to M’s B stock. Under the
successor person rule of paragraph (j)(2) of
this section, references to M include
references to B with respect to the land.


