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Internal Revenue Code Section 267(d)(1) 

Losses, expenses, and interest with respect to transactions between related taxpayers 

. . . 

(d) Amount of gain where loss previously disallowed.
If- 

(1) In general.
If-

(A) in the case of a sale or exchange of property to the taxpayer a loss sustained
by the transferor is not allowable to the transferor as a deduction by reason of
subsection (a)(1) , and

(B) the taxpayer sells 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 to such property) at a gain,

then such gain shall be recognized only to the extent that it exceeds so much of such loss 
as is properly allocable to the property sold or otherwise disposed of by the taxpayer. 

(2) Exception for wash sales.
Paragraph (1) shall not apply if the loss sustained by the transferor is not allowable to the

transferor as a deduction by reason of section 1091 (relating to wash sales).

(3) Exception for transfers from tax indifferent parties.
Paragraph (1) shall not apply to the extent any loss sustained by the transferor (if
allowed) would not be taken into account in determining a tax imposed under section 1 or
11 or a tax computed as provided by either of such sections.
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