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or loss from stock with respect to all
stock elimination transactions.

(ii) Stock elimination transactions.
For purposes of this paragraph (l)(3), a
stock elimination transaction is a
transaction in which stock transferred
from S to B—

(A) Is cancelled or redeemed on or
after July 12, 1995;

(B) Is treated as cancelled in a
liquidation pursuant to an election
under section 338(h)(10) with respect to
a qualified stock purchase with an
acquisition date on or after July 12,
1995;

(C) Is distributed on or after July 12,
1995; or

(D) Is exchanged on or after July 12,
1995 for stock of a member (determined
immediately after the exchange) in a
transaction that would cause S’s gain or
loss from the transfer to be taken into
account under prior law.

(iii) Time and manner of making
election. An election under this
paragraph (l)(3) is made by attaching to
a timely filed original return (including
extensions) for the consolidated return
year including July 12, 1995 a statement
entitled ‘‘[Insert Name and Employer
Identification Number of Common
Parent] HEREBY ELECTS THE
APPLICATION OF § 1.1502–13(l)(3).’’
See paragraph (f)(5)(ii)(E) of this section
for the manner of electing the relief
provisions of paragraph (f)(5)(ii) of this
section.

(4) Prior law. For transactions
occurring in S’s years beginning before
July 12, 1995, see the applicable
regulations issued under section 1502.
See §§ 1.1502–13, 1.1502–13T, 1.1502–
14, 1.1502–14T, 1.1502–31, and 1.1502–
32 (as contained in the 26 CFR part 1
edition revised as of April 1, 1995).

(5) Consent to adopt method of
accounting. For intercompany
transactions occurring in a consolidated
group’s first taxable year beginning on
or after July 12, 1995, the
Commissioner’s consent under section
446(e) is hereby granted for any changes
in methods of accounting that are
necessary solely by reason of the timing
rules of this section. Changes in method
of accounting for these transactions are
to be effected on a cut-off basis.

§§ 1.1502–13T, 1.1502–14, and 1.1502–14T
[Removed]

Par. 14. Sections 1.1502–13T, 1.1502–
14, and 1.1502–14T are removed.

Par. 15. Section 1.1502–17 is
amended as follows:

1. Paragraph (b) is revised.
2. Paragraph (c) is redesignated as

paragraph (d).
3. New paragraphs (c) and (e) are

added.

4. Newly designated paragraph (d) is
amended by:

a. Revising the paragraph heading and
the introductory text.

b. Designating the existing example as
Example 1 and adding a heading.

c. Adding Examples 2 and 3.
The added and revised provisions

read as follows:

§ 1.1502–17 Methods of accounting.

* * * * *
(b) Adjustments required if method of

accounting changes—(1) General rule. If
a member of a group changes its method
of accounting for a consolidated return
year, the terms and conditions
prescribed by the Commissioner under
section 446(e), including section 481(a)
where applicable, shall apply to the
member. If the requirements of section
481(b) are met because applicable
adjustments under section 481(a) are
substantial, the increase in tax for any
prior year shall be computed upon the
basis of a consolidated return or a
separate return, whichever was filed for
such prior year.

(2) Changes in method of accounting
for intercompany transactions. If a
member changes its method of
accounting for intercompany
transactions for a consolidated return
year, the change in method generally
will be effected on a cut-off basis.

(c) Anti-avoidance rules—(1) General
rule. If one member (B) directly or
indirectly acquires an activity of another
member (S), or undertakes S’s activity,
with the principal purpose to avail the
group of an accounting method that
would be unavailable (or would be
unavailable without securing consent
from the Commissioner) if S and B were
treated as divisions of a single
corporation, B must use the accounting
method for the acquired or undertaken
activity determined under paragraph
(c)(2) of this section or must secure
consent from the Commissioner under
applicable administrative procedures to
use a different method.

(2) Treatment as divisions of a single
corporation. B must use the method of
accounting that would be required if B
acquired the activity from S in a
transaction to which section 381
applied. Thus, the principles of section
381 (c)(4) and (c)(5) apply to resolve any
conflicts between the accounting
methods of S and B, and the acquired
or undertaken activity is treated as
having the accounting method used by
S. Appropriate adjustments are made to
treat all acquisitions or undertakings
that are part of the same plan or
arrangement as a single acquisition or
undertaking.

(d) Examples. The provisions of this
section are illustrated by the following
examples:

Example 1. Separate return treatment
generally. * * *

Example 2. Adopting methods. Corporation
P is a member of a consolidated group. P
provides consulting services to customers
under various agreements. For one type of
customer, P’s agreements require payment
only when the contract is completed
(payment-on-completion contracts). P uses an
overall accrual method of accounting.
Accordingly, P takes its income from
consulting contracts into account when
earned, received, or due, whichever is earlier.
With the principal purpose to avoid seeking
the consent of the Commissioner to change
its method of accounting for the payment-on-
completion contracts to the cash method, P
forms corporation S, and S begins to render
services to those customers subject to the
payment-on-completion contracts. P
continues to render services to those
customers not subject to these contracts.

(b) Under paragraph (c) of this section, S
must account for the consulting income
under the payment-on-completion contracts
on an accrual method rather than adopting
the cash method contemplated by P.

Example 3. Changing inventory sub-
method. (a) Corporation P is a member of a
consolidated group. P operates a
manufacturing business that uses dollar-
value LIFO, and has built up a substantial
LIFO reserve. P has historically
manufactured all its inventory and has used
one natural business unit pool. P begins
purchasing goods identical to its own
finished goods from a foreign supplier, and
is concerned that it must establish a separate
resale pool under § 1.472–8(c). P anticipates
that it will begin to purchase, rather than
manufacture, a substantial portion of its
inventory, resulting in a recapture of most of
its LIFO reserve because of decrements in its
manufacturing pool. With the principal
purpose to avoid the decrements, P forms
corporation S in Year 1. S operates as a
distributor to nonmembers, and P sells all of
its existing inventories to S. S adopts LIFO,
and elects dollar-value LIFO with one resale
pool. Thereafter, P continues to manufacture
and purchase inventory, and to sell it to S for
resale to nonmembers. P’s intercompany gain
from sales to S is taken into account under
§ 1.1502–13. S maintains its Year 1 base
dollar value of inventory so that P will not
be required to take its intercompany items
(which include the effects of the LIFO reserve
recapture) into account.

(b) Under paragraph (c) of this section, S
must maintain two pools (manufacturing and
resale) to the same extent that P would be
required to maintain those pools under
§ 1.472–8 if it had not formed S.

(e) Effective dates. Paragraph (b) of
this section applies to changes in
method of accounting effective for years
beginning on or after July 12, 1995. For
changes in method of accounting
effective for years beginning before that
date, see § 1.1502–17 (as contained in
the 26 CFR part 1 edition revised as of


