26 U.S. Code § 267 - Losses, expenses, and
interest with respect to transactions between
related faxpayers

{a} In GENERAL

{1} DEDUCTION FOR LOSSES DISALLOWED

No deduction shall be allowed in respect of any loss from the sale or exchange of property, directly or
incirectly, between persons specified in any of the paragraphs of subsaction (b). The preceding

sentence shall not apply to any loss of the distributing corporation {or the distributee) in the case of a

distribution in complete liguidation.

{2} MATOHING OF DEDUCTION AND PAYEE INCOME ITEM IN THE CASE OF EXPENSES AND INTEREST H—
(A
by reason of the method of accounting of the person o whom the payment is to be made, the amount
therect s not (unless paid) includible in the gross income of such person, and
(B) | | .
at the close of the taxable vear of the laxpayer tor which (bt for this paragraph) the amount would be
deductible under this chapier, both the taxpayer and the person to whom the payment is (o be mads
are persons specified in any of the paragraphs of subsection (b},
ther any deduction allowable under this chapler in r%pect of such amount shall be allowsble as of
the day as of which such amount is includible in the gross income of the person o whom the payment
is made {or, if later, as of the day on which it would be se allowable but for this paragraph). For
puapmm C:f thx p"’zr:&qraph inthe case of 2 personal service corporabion (within the mesning

ior 441, such corporation and any employee-owner (within the meaning of section
ZbJAab){E}, as modified by section 441({(&)) shall be freated as persons specified in subseciion (b).

(3} PAYMENTS 7o FOREIGHN PERBONS

(£ In general

The Secretary shall by requlations apply the maltching principle of paragraph (2} in cases in which the
person to whom the payment is to be made is not a United Slates person.

{63} Special rule for certain foreign entities
{i} In general
E“dmfwa’:hatandamg subparagraph (&), in th@ case s::n‘ an; Ei‘f-“*i“ﬂ mgabéﬁ oag
1 o 1 {as defined in i '

section 1297) 3, @ deduction shall be allowable o th@ p“’zmr with r@%;}f&rt m %ua‘h amaum‘ fﬁr any
taxable year before the taxable year in which paid only to the extent that an amount altributable to
such item s inchudible (determined without regard to properly aliocable deductions and quahfied
deficits under section 982{c{ 1B during such prior taxable year in the gross income of a United
Slates person who owns (within the meaning of section 958(a)} stock in such corporation,

(i} Secretarial authority

The Secretary may by reguiation exempt transactions from the application of clause (i), including any
transaction which is entered into by a payor inthe ordinary course of a rade or business in which the
payor is predominantly engaged and in which the payment of the accrued amounts occurs within 8%
months after accrual or within such other period as the Secretary may prescribe.

{biRsLATIONSHIPS The persons referrad {0 in subsection (a) are;

(1)



Members of a family, as defined in subsection (C)}{4):

@ | | _ | "
A individual and a corporation more than 50 percent in value of the oulstanding stock of which is
owned, directly or indirectly, by or for such individual;

3

'E'E'vio corporations which are members of the same conlrelied groug (as defined in subsection ),
(4}

A grantor and a fiduciary of any trust;

{5}

A fiduciary of a trust and a fiduciary of another trust, if the same person is a grantor of both trusts;
(6}

A fiduciary of a trust and a beneficiary of such trust

{7}

Afiduciary of a trust and a beneficiary of another trust, i the same person is a grantor of both trusts;
(8}

A fiduciary of g trust and a corporation more than 50 percent in value of the outslanding stock of
which 1s owned, directly or indirectly, by or for the trust or by or for @ person who s a grantor of the
trust;

(%) - | | | | | |

A parson and an organization o which section 501 (relaling to certain educalional and charitable
organizations which are exempt from tax) applies and which is controlled directly or indirectly by such
person or (if such person is an ndividual) by members of the family of such individual;

{10}A corporation and a partnership if the same parsons own—

A

gﬁgre than 50 parcent in value of the outstanding stock of the corporation, and

(B}

more than 50 percent of the capital interasl, or the profits nterest he partnership.
(11}

An & corperation and ancther § corporation if the same persons own more than 50 percent in value
of the outstanding stock of each corporation;

(13}

An D corperation and a C corporation, f the same persons own more than 50 percent in value of the
outstanding stock of each carporation; or

{13}

Except in the case of 2 sale or exchange in satisfaction of & pecuniary bequest, an executor of an
estate and a beneficiary of such estats.

{o} CONSTRUCTIVE OWNERSHIP OF 8TOCK For purposes of delermining, in applving subseaction (b}, the
ownership of stock—

() | . | |

Stock ownad, directly or indirectly, by or for a comporation, partnership, estate, or trust shall be
considerad as being owned proportionately by or for its shareholders, partners, or beneficiaries;

(4}
Anindividual shall be considered as owning the stock owned, directly or indirectly, by or for his family;
{3}

Ay indhadual owring (otherwise than by the application of paragraph () any stock in & corporation
shall be considerad as owning the stock owned, directly or indirectly, by or for his partner;

(4}



The family of an individual shall include only his brothers and sisters (whether by the whole or half

biood), spouse, ancestors, and lineal descendants; and

(5} | . - ”

Stock constructively ownied by a person by reason of the application of paragraph {1) shall, for the

purpose of applying paragraph (1), (23, or (3}, be freated as actually owned by such pi—'ﬁ"*ora but stock

constructively owned by an ndividual by reason of the application of paragraph (&) or {3) shall not be

treated as owned by hiny for the purpoese of again applying either of such paragraphs in order to make
another the constructive owner of such stocke

Es:E} AMOUNT OF GAIN WHERE LOSS PREVIOUSLY DISALLOWED

{1} In GENERAL, If—

tA) . | . o

inthe case of 2 sale or exchange of property 1o the taxpaver 2 loss sustained by the transferor is not

allowable to the transferor as a deduction by reason of subsection (a)(1), and

(B}

the taxpayer sails or otherwise disposes of such property {or of other property the basis of which in

the taxpayer's hands is determined directly or indirectly by reference lo such property) at a gain,

then such gain shall be recognized only fo the extent that It excesds so much of such loss as s

properly allocable to the property sold or otherwise disposed of by the taxpayer.

(2} EXCEPTION rOR WASH SALES

Paragragh (‘1) shail not apply if the loss sustained by the transferor is not allowable o the transferor

as a deduction by reason of section 1081 (relating to wash sales).

(3} EXCEPRPTION FOR TRANSFERS FROM TAX INDIFFERENT PARTIES

Paragraph (1) shall not apply to the extent any loss sustained by i ‘h@ trar *"-fei'ces' (f allowed) wauicﬁ o
he taken o account in determining a fadimposed under section tor 1l ora tay complied a
provided by either of such seclions.

e} SPECIAL RULES FOR PASS-THRU BENTITIES

{11 In cENERAL In the case of any amount paid o incurred by, o, or on behalf of, & pass-thry artily,
for purposes of applying subsection {a)Z)—

By

such entity,

{B}in the case of—
ti) | | |
a partnership, any person who owng {directly or indirectly) any capital ind
suich partnership, or
HH
an & corporation, any person who owns {(directly or indirectly) any of the stock of such corporation,
(G}

any person whe owns {(directly or indirectly) a
which such entity owns (directly or indirectiy) :
gDE e . . 3 . "
any person related (within the meaning of subsection {b) of this section or sachior
person described in subparagraph (B} or (T
shall be treated as persons specified in a paragraph of subsection (). Subparagraph (C) shall apply
to & transaction ondy if such ta“aﬂﬁzac:i‘.ém“a is related either {o the operations of the partnership described
in such subparagraph or o an ink i such partnership.
{2} Pass-THrRy BNTITY For pur;mssa:,ss of this section, the ferm "passthry enbity” meang-—
(A |
a partnership, and

or profits 1l

§ R

ny capn‘:al imterest or profits interest

ragh or profils nle

: of @ partnership in




(B

an S corporation.
ES}QQMST’M{;TME CWNERSHIP IN THE CASE OF PARTRERSHIPS For purposes of delermining cwnership of
a capital interest or profits irterest of a partnership. the principles of subsection (¢} shall apply. except
thaate

Y

paragraph {3} of subsection (¢} shall net apply, and

(B

interasts owned {directly or indirectly) by or for a © comoration shall be considered as owned by or for

any shareholder only if such shareholder owns (d;recﬁy or indirectiy) 5 percent or more in value of the
stook of such corporation.

(4} SUBSECTION {[a}{2) NOT TO APPLY TO CERTAIN SUARANTEED PAYMENTS OF PARTNERSHIPS

in the case of any amount paid or incurred by a partnershin, subsection (83(2; shall not appiy io the

extent that section 7O7 ey applies fo such amount.

{5} EXCEPTION FOR CERTAIN EXPENSES AND INTEREST OF PARTNERSRIPS OWNING LOW-INCOME HOUSING
{Aln general This subsection shall not apply with respect fo gualiied exgenses and inlerest paid or
incurred by a partnership owning_gw-ngams hoysing lo—

2
g

amf \\\. 5 =‘~+‘.\~\‘-; Or jo8s ns < of such part mar?hxp
(B} Qualifiad ;“:o -percent or less pﬁﬁ:ﬁes’ For purposes of this paragraph, iha, tum L

of less paring!” means any partner v\rhr:: has {directly or indirectly} an inleres
the aggregate capital and profits inlerests of the partnership but only e
{i}

such pariner owned the low-income haysing af all times during the 2-vear period ending on the date
such housing was transferred to the gsan‘:ne ‘ship, or
{ii}
such parinership acquired the low-neors houwsing pursuant to & purchase, assignment, or other
transfer from the Department of Housing and Urban Development or any Slate or focal housing
authority,

For pu ;““fs;..fz; @f i:he preced; '33 s "Ei‘er'zc:e & pa riner ._;h“«zﬁl bet @?ied as hcﬂdmg any .m‘ﬁ sat |

o

,ai.ib Fsct;r g b; Qf th@s G ttm or t‘«nm‘:\ 1 "*‘.-‘:.-' i }j - wc.%’; par’znw

2l means any %.,p?ﬂ“%? Or T
SN hs.,ifi E:ry the parinership bt

only if the amount of such expense or inlerest (as the case may be} is unconditionally required to be

paid by the partnership not fater than 10 years afier the dale such amount was incurred, and
i

in the case of such in
peroent.

s incurred at an annual rate not in excess of 12

{0} Low-income Bousing For purposes of this paragraph, the term "low-ngoms housing” meang-
b
any it

b

Lin property described in clause {4}, (1), (i}, or {iv) of section 1250{a)(1)(B}, and

{ina partnership owning such property.




(8} CROSSE RErERENCE
For additional rules relating to parinerships, see section 707¢(h).

(f} CONTROLLED GROUP DEFINED; SPECIAL RULES APPLICABLE TO CONTROLLED GROUPS

{1} CONTROLLED GROUP DEFINED For purpmea of this section, the term “gontrolied group” has the
meaning given to such lerm by section 1583(a), except that—

(A}

‘mare than 30 percent” shall be substituted for "at least 80 percent” each place i appears in saction
1583(a), and

(B}

the determination shall be made withoul regard (o subsections (8}{4) and (e}3)C) of section 1263
{ZIDEFERRAL [RATHER THAN DENIAL) OF LOSS FROM SALE OR EXCHANGE BETWEEN MEMBERS in the case of
any loss from the sale or exchange of property which is between members of the same ¢ ted
groun and to which subsection (a)(1) applies (determined without regard {o this paragraph but wit
regard to paragraph (33—

(A}
subsections (ai(1) and {d} shall not apply to such loss, but
(B}

such loss shall be deferred until the property is transferred outside such gordrolled grove and the
would be recognition of loss under consolidated return principles or until such ﬁfhﬁr fime as may bs—*
prescribed in reguiations,
{3} LOSE DEFERRAL RULES NOT TO APPLY IN CERTAIN CABES
(AT ranster to BISC
For purpeses of applying subsection {(a)(1), the term "canirglied groug” shall not include g DISC.

(B} Certain sales of inventory Except to the exdent provided in regulations prescribed by the
Secr'ﬁt:fry subsection (#)(1) shall not apply 1o the sale or exchange of property betweaen membears of
the same contrelied group (or persons deacribad in subsection (b)(10)} if—

(i}

such property in the hands of the transferor is property described in section 1221{a)1)

{if}

such sale or exchange is in the ordinary course of the transferor's trade or business,

{iif}

such property in the hands of the transferee is property described in section 1221(&){1), and
livl

the transferes or the transferor is a foreign corporation.

(G} Certain forsign currency losses

To the extent g c;wi;aci in tﬁjuéatia e, subsection (2)(1) shall not apply to any loss sustained by a
member of a8 contrelied group on the repayment of Emﬁ made o ancther member of such group
such loan is payable ina fc:z reign currency or is denominated in such g currency and such loss is
attributable 1© a reduction in value of such foreign currency.

(D} Redemptions by fund-of-funds regidated investiment companies Except to the extent
provided in reguiations prescribed by the Secretary, subsection (a){1) shall not apply to any
distribution in redemption of stock of 2 reguiated investment company if—

(i}

such company ssues only stock which is redeemable upon the demand of the stockihlder, and

{if}

such redemption is upon the demand of another regulated invesimenrt company.

{4} DETERMINATION OF RELATIONSHIP RESULTING BN DISALLOWANCE OF LOSS, FOR FURPOSES OF OTHER
PROVISIONS



For purposes of any other section of this title which refers to a relationship which would result ina
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