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corporation would have been treated
under section 453 had it not transferred
the installment obligations. Thus, if
the distributor or transferor corpora-
tion had properly elected to return in-
come from the sale or other disposition
of property giving rise to the obliga-
tions on the installment method, then
the acquiring corporation shall be re-
quired to return the income from all
such installment obligations in the
same manner and to the same extent as
the distributor or transferor corpora-
tion, unless consent of the Commis-
sioner to use another method is ob-
tained in accordance with paragraph
(e) of §1.446-1. Amounts received by the
acquiring corporation on or after the
date of distribution or transfer with re-
spect to an installment sale made by
the distributor or transferor corpora-
tion will not be taken into account in
applying the limitation under section
453(b)(2) with respect to the amount of
payments received in the year of sale
or other disposition.

(2) Section 381(c)(8) and this section
have no application to sales or other
dispositions of property made by the
acquiring corporation on or after the
date of distribution or transfer. For
provisions defining the date of distribu-
tion or transfer, see §1.381(b)-1(b). See
section 381(c)(4) and the regulations
thereunder for rules relating to the
proper method or combination of meth-
ods of accounting to be used by the ac-
quiring corporation.

(b) Basis of obligations. The basis in
the hands of an acquiring corporation
of installment obligations described in
section 381(c)(8) and paragraph (a) of
this section shall be the same as in the
hands of the distributor or transferor
corporation.

(c) Repossession of property sold in
prior years. If the acquiring corporation
repossesses property, previously sold
by the distributor or transferor cor-
poration, by reason of default by the
purchaser in payment of the acquired
installment obligations, then the ac-
quiring corporation shall be treated as
though it were the vendor corporation
for purposes of determining, under sec-
tion 453 and the regulations there-
under, the gain, loss, income, or deduc-
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tion with respect to the property repos-
sessed.

[T.D. 6559, 26 FR 2983, Apr. 7, 1961]

§1.381(c)(9)-1 Amortization
discount or premium.

(a) Carryover requirement. If, in a
transaction to which section 381(a) ap-
plies, the acquiring corporation as-
sumes liability for the payment of
bonds of a distributor or transferor cor-
poration which were issued at a dis-
count or premium, then under the pro-
visions of section 381(c)(9) the acquir-
ing corporation is to be treated as the
distributor or transferor corporation
after the date of distribution or trans-
fer for purposes of determining the
amount of amortization allowable, or
includible, with respect to such dis-
count or premium in computing tax-
able income. Thus, if subsequent to
February 28, 1913, a distributor or
transferor corporation issues bonds at
a premium and the liability for them is
assumed by the acquiring corporation
in a transaction to which section 381(a)
applies, then the net amount of the
premium is income which should be
prorated or amortized over the life of
the bonds, including the period during
which the acquiring corporation is lia-
ble upon the obligations assumed. On
the other hand, if a distributor or
transferor corporation issues bonds at
a discount and the liability for them is
assumed by the acquiring corporation
in a transaction to which section 381(a)
applies, then the net amount of the dis-
count is deductible in computing tax-
able income but should be prorated or
amortized over the life of the bonds, in-
cluding the period during which the ac-
quiring corporation is liable upon the
obligations assumed.

(b) Expense incurred upon issuance of
bonds. If, in a transaction to which sec-
tion 381(a) applies, the acquiring cor-
poration assumes liability for bonds of
a distributor or transferor corporation
which were issued at a discount or pre-
mium, the acquiring corporation shall
be treated as the distributor or trans-
feror corporation after the date of dis-
tribution or transfer with respect to
the expense incurred upon the issuance
of such bonds.

(c) Purchase of bonds. If, in a trans-
action to which section 381(a) applies,
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the acquiring corporation assumes li-
ability for bonds of a distributor or
transferor corporation which were
issued at a discount or premium and if
the acquiring corporation subsequently
purchases such bonds, then the acquir-
ing corporation shall be treated as the
distributor or transferor corporation
for the purpose of determining the
amount of any income or deduction re-
sulting from the purchase. See para-
graph (c) of §1.61-12. For rules relating
to the exchange or substitution of
bonds issued by the acquiring corpora-
tion for bonds of a distributor or trans-
feror corporation, see paragraph (d) of
this section.

(d) Exchange of new for old bonds. Not-
withstanding any other provision of
this section, if—

(1) In a transaction to which section
381(a) applies, bonds of the acquiring
corporation are exchanged or sub-
stituted for bonds of a distributor or
transferor corporation which were
issued at a discount or premium, or

(2) Bonds of the acquiring corpora-
tion are exchanged or substituted for
bonds of a distributor or transferor cor-
poration which were issued at a dis-
count or premium and in respect of
which the acquiring corporation has
assumed the liability in a transaction
to which section 381(a) applies,

then, with respect to any unamortized
discount, premium, or expense of
issuance attributable to such bonds of
the distributor or transferor corpora-
tion, the acquiring corporation shall be
treated as the distributor or transferor
corporation.

(e) Bonds of a distributor or transferor
corporation. For purposes of applying
section 381(c)(9), the term bonds of a
distributor or transferor corporation in-
cludes not only bonds issued by the dis-
tributor or transferor corporation but
also bonds for which the distributor or
transferor corporation has assumed li-
ability. Thus, if the distributor or
transferor corporation has assumed li-
ability for bonds in a transaction in
which any unamortized discount or
premium attributable to such bonds
carried over to such corporation, then
the acquiring corporation assuming li-
ability for the bonds shall be treated as
the distributor or transferor corpora-
tion after the date of distribution or

§1.381(c)(10)-1

transfer for purposes of determining
the amount of amortization allowable,
or includible, with respect to such dis-
count or premium. On the other hand,
if the distributor or transferor corpora-
tion has assumed liability for bonds in
a transaction in which any
unamortized discount or premium at-
tributable to such bonds did not carry
over to such corporation, then there
can be no carryover to the acquiring
corporation under this section.

[T.D. 6532, 26 FR 405, Jan. 19, 1961]

§1.381(c)(10)-1 Deferred exploration
and development expenditures.

(a) Carryover requirement. (1) If for
any taxable year a distributor or trans-
feror corporation has elected under sec-
tion 615 or section 616 (or cor-
responding provisions of prior law) to
defer and deduct on a ratable basis any
exploration or development expendi-
tures made in connection with any ore,
mineral, mine, or other natural deposit
transferred to the acquiring corpora-
tion in a transaction described in sec-
tion 381(a), then under the provisions of
section 381(c)(10) the acquiring corpora-
tion shall be entitled to deduct such
expenditures on a ratable basis in the
same manner, and to the same extent,
as they would have been deductible by
the distributor or transferor corpora-
tion in the absence of the distribution
or transfer. For this purpose, the ac-
quiring corporation shall be treated as
though it were the distributor or trans-
feror corporation. The principles set
forth in paragraph (e) of §1.615-3 and
paragraph (f) of §1.616-2 are applicable
in computing the amount of the deduc-
tion allowable to the acquiring cor-
poration in respect of expenditures de-
ferred by a distributor or transferor
corporation.

Example. X and Y Corporations are both or-
ganized on January 1, 1955, and both corpora-
tions compute their taxable income on the
basis of the calendar year. During 1955, X
Corporation purchases a mineral property
which it begins to develop in 1956. During
1956, X Corporation incurs development ex-
penditures of $500,000 in respect of such prop-
erty which it elects to defer under section
616(b). On December 31, 1956, Y Corporation
acquires all of the assets of X Corporation in
a reorganization to which section 381(a) ap-
plies, no gain being recognized to X Corpora-
tion on the transfer. In 1957, Y Corporation
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