Section 1502.—Regulations Reponses to this collection of informa-their use of losses for consolidated re-
26 CFR 1.1502-21T: Net operating losses (tempddON are required to obtain a benefitturn years ending on or after January 29,

rary). (relating to the carryover of losses1991. _
which would otherwise be carried back). To address the uncertainty, the IRS
T.D. 8677 An agency may not conduct or Spon_and Treasury are issuing this Treasury

djecision to adopt temporary amend-
ments to the rules regarding a consoli-
dated group’s losses, including the car-
ryover and carryback of SRLY losses.
The temporary amendments are substan-

DEPARTMENT OF THE TREASURY sor, and a person is not required t
Internal Revenue Service respond to, a collection of information

26 CFR Parts 1 and 602 unless the collection of information dis-
plays a valid control number.

Consolidated Returns—Limitations For further information conceming tially identical to the rules proposed on
on the Use of Certain Losses and this collection of information, and where january 29, 1991. A more detailed dis-
Deductions to submit comments on the collection ofcussion of the effective dates of the
AGENCY: Internal Revenue Serviceinformation and the accuracy of thetemporary amendments, including spe-
(IRS), Treasury. estimated burden, and suggestions fagial transitional rules, is set forth below

. reducing this burden, please refer to thenderEffective Dates.
ACTION: Final and temporary regula- preamble to the cross-referencing notice These temporary amendments prima-
tions. of proposed rulemaking published inrily address the uncertainty created by
SUMMARY: This document contains fi- this issue of the Bulletin. the proposed effective dates. They do

nal and temporary amendments to the Books or records relating to a collec-N0t address the comments on the pro-
consolidated return regulations relatingion of information must be retained asP0S€d amendments. Many of these com-
to deductions and losses of memberdong as their contents may become ma'ents are still under consideration.

The temporary amendments concern thgrial in the administration of any Inter- . AS companions fo this Treasury deci-
method for computing the limitations nal Revenue law. Generally, tax return$10" the IRS and Treasury also issue
with respect to separate return limitationand tax return information are confiden-"WC Other sets of temporary regulations

year (SRLY) losses. They also concerfial, as required by 26 U.S.C. 6103 under sections 382 and 383 concerning

Bk S A R Consoldatot! groups and by members of
ryback of losses to consolidated anggackground and Explanation of Provi-

i controlled groups. See TD 8678 and TD
separate return years and to the built-igjong 8679 ublighedIO elsewhere in the Bulle-
deduction rules. Final amendments are p

made amending definitions and redesig- On February 4, 1991, the IRS anatin'

nating sections displaced by temporaryreasury published in thEederal Reg- _

regulations. The text of these temporaryster a notice of proposed rulemakingEffective Date

regulations also serves as the text of thec0—078-90, 56 FR 4228) setting forth )
proposed reguiatons set o1 I COwmandments 0 the. s 1eGaIANG sy comioee o memeon e e
24-96 on page 22 in this issue of thenet operating losses, built-in deductionsyegrs beginning on or after January 1,

Bulletin. and capital losses of consolidatedl997. However, two important changes
DATES: These amendments are effecgroups, including rules regarding theare made to the effective date provisions
tive Thursday, June 27, 1996. For date§arryover and carryback of losses taset forth in the proposed rules.

of application and special transitionconsolidated and separate return years. As proposed, the amendments gener-
rules, see Effective Dates undeSome of the amendments are clarifyingally applied to consolidated return years
SUPPLEMENTARY INFORMATION. and some change the existing rules. Thending on or after January 29, 1991,

principal changes related to losses arisyithout regard to the year in which the
FOR FURTHER INFORMATION "ing in (or carried to) SRLY years. Thelosses arose and without regard to

CONTACT: David B. Friedel at (202) preamble to the proposed amendmenighether the losses are subject to the
622-7550 (not a toll-free number). eﬁplains the groposed chalnges ifLIdehta(ifRLY rules. An exception to the general
The IRS and Treasury also publishe@ffective date rules was made for the
SUPPLEMENTARY Notice 91-27 (1991-2 C.B. 629) toproposed SRLY rules and built-in de-
INFORMATION: advise of intended modifications to theduction rules, which generally applied
proposed amendments. only to losses and deductions of corpo-
Generally, section 1503(a) requiregations that became members (and ac-
The collection of information con- that a consolidated group determine itsjuisitions occurring) on or after January
tained in the temporary regulations hasax in accordance with the regulation29, 1991, without regard to when they
been reviewed and approved by theinder section 1502 prescribed before tharose. Thus, the proposed amendments
Office of Management and Budget inlast day prescribed by law for the filing required the losses and deductions of
accordance with the Paperwork Reducef its tax return. Many of the proposedmembers acquired before January 29,
tion Act (44 U.S.C. 3507) under theamendments have proposed effectivé991, to remain subject to the existing
control number 1545-1237. Sectiordates of January 29, 1991, and otheBRLY limitations.
1.1502-21T(b)(3) requires a respons&ansitional rules for their application. The temporary amendments revise
from certain consolidated groups. TheBecause of this effective date, consolithis treatment. Losses and deductions of
IRS requires the information to assurelated groups have been uncertaia member (including SRLY losses) car-
that an election to relinquish a carrybackvhether the existing rules or the pro+ied to consolidated return years begin-
period is properly documented.posed rules (if adopted) will determinening on or after January 1, 1997, are

Paperwork Reduction Act



governel by the temporay amendments,
regardles of the yea in which the loss

or deductim was recognized and re-

gardles of when the membe with the

SRLY loss becane a membe of the

group.

The temporay amendmerst also con-
tain rules relating to consolidatd return
yeas endirg on or after Januay 29,
1991, ard beginnirg befor Januay 1,
1997 Specificall, a consolidatd group
may apply the temporay amendmersto
those consolidatd retumn years provided
that three principd conditiors are met:
(1) all the temporay amendmerst must
be applied consistenf on the grougs
final retum (origind or amendd return)
for eah sudh yea for which the statute
of limitations does nat precluce the
filing of an amendd retum on January
1, 1997 (2) the temporay amendments
relating to the treatmem of built-in de-
ductiors ard SRLY losses mug be ap-
plied with respet to the losses and
deductioss of thos corporatios that
becare membes of the group ard to
acquisitiors occurring on or after Janu-
ary 29, 1991, ard only with respet to
suth losses and deductions and (3)
appropria¢ adjustmerg mud be made
in the earlies subsequenopen yea to
refled ary inconsisteng in a yea for
which the statue of limitations pre-
cludes the filing of an amendd return
on Januay 1, 1997 Until consolidated
retum yeass beginnirg on or after Janu-
ary 1, 1997 the rules of the existing
regulatiors relating to the treatmemn of
built-in deductios and SRLY losses
continte to apply to corporatios that

becane membes before ard to acquisi-
tions occurring beforg Januay 29,
1991 See § 1.1502-21T(g)(3).

SPECIA. ANALYSIS

It has been determiné tha this Trea-
suly decisim is not a significart regula-
tory action as defined in EO 12866.
Therefore aregulatoy assessmetis not
required It is herely certified that these
regulatiors do not hawe a significant
economg impad on a substantib num-
ber of smal entities This certification is
basel on the fact tha thes regulations
will primarily affect affiliated groups of
corporatios tha hawe electal to file
consolidatd returns which terd to be
larger businessesTherefore a Regula-
tory Flexibility Analysis unde the Reg-
ulatory Flexibility Act (5 U.S.C chapter
6) is nat required Pursuah to section
7805() of the Internd Revene Code,
the notice of proposeé rulemakirg pre-
cedirg thes regulatiors were sert to the
Smal Busines Administration for com-

mert on their impad on smal business.

Drafting Information

The principd autho of the® regula-
tions is David B. Friedd of the Office
of Assistath Chigf Counsé (Corporate),
IRS. Otha personnk from the IRS and
Treasuy participate in their develop-
ment.

Adoptian of Amendmerstto the Regula-
tions

Accordingly, 26 CFR pars 1 and 602
are amendd as follows:

Affectal Sectiom
1.469-1(h)(2y

1.597-2(c)(5) first sentence

1.597-2(c)(5) secom sentence

1.597-4(g)(3) fift h sentence

1.597-4(g)(3) sixth sentence

1.904(f)—3(ay

Remove

1.1502-2 (consolidatd net operating
loss) ard 1.1502—-2 (consolidatd net
capitd gain or loss)

8§ 1.1502-151.1502—-21 and
1.1502-22

8§ 1.1502-151.1502-2 or 1.1502-22:

88 1.1502-151.1502-2 and
1.1502-22

88 1.1502-151.1502-2] or 1.1502-2

(or 88 1.1502-21(pand 1.1502-79(a))
(or § 1.1502-21T(b)

PART 1—INCOME TAXES

Paragrap 1. The authoriy citation
for Pat 1 is amendd in patt by adding
citatiors in numerich orde to read as
follows:

Authority: 26 U.S.C 780

Sectin 1.1502-0 alo issual unde 26
U.S.C 1502

Sectin 1.1502-T also issual under
26 U.S.C 1502.

Sectio 1.1502-2 also issual unde 26
U.S.C 1502

Sectin 1.1502-15 also issua under
26 U.S.C 1502.

Section 1.1502-2T also issual under
26 U.S.C 1502.

Section 1.1502-27 also issual under
26 U.S.C 1502.

Sectin 1.1502-23 also issua under
26 U.S.C 1502

Section 1.1502—-79 also issue under
26 U.S.C 1502.

Sectin 1.1502—-13 also issua under
26 U.S.C 1502.

Sectin 1.1502—-2A also issua under
26 U.S.C 1502.

Sectio 1.1502—-22\ also issual under
26 U.S.C 1502 Sectim 1.1502-23A
alo issua unde 26 U.S.C 1502.

Sectin 1.1502—4A also issua under
26 U.S.C 1502.

Section 1.1502—-7%@ also issual under
26 U.S.C 1502

Pa. 2. In the list below, for each
section indicatad in the left column,
remowe the wording indicated in the
middle column and add the wording
indicated in the right column.

Add

1.1502-2T (Net operatimg losses (tem-
porary)) ard 1.1502—-22Z (consolidated
net capitd gain ard loss (temporary))

8§ 1.1502-159, 1.1502-2T, and
1.1502-27 (or 88 1.1502-15A 1.1502—
21A, and 1.1502—-22A as appropriate)

8§ 1.1502-19, 1.1502-2T or 1.1502—
22T (or 88 1.1502—-15A 1.1502-2A or
1.1502—-22A as appropriate)

88 1.1502-15, 1.1502-2T and
1.1502-27 (or 88§ 1.1502-15A 1.1502—
21A and 1.1502—-22A as appropriate)

88 1.1502-19, 1.1502-21T, or 1.1502—
22T (or 88 1.1502-15A1.1502-21A or
1.1502-22A as appropriate)

(or 88 1.1502—-21A(b and 1.1502—
79A(a), as appropriate))



Affected Section Remove Add

1.904(f)-3(b) (or 88 1.1502-22 and 1.1502—79(b) (or 8 1.1502-22T(b) (or 88 1.1502—-22A
and 1.1502-79A(b), as appropriate))
1.1341-1(f)(2)(i) § 1.1502-2A § 1.1502-2A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)
1.1502-9(a), seventh sentence § 1.1502-79 § 1.1502-21T(b)(2) (or & 1.1502-79A,
as appropriate)
1.1502-9(a), eighth sentence § 1.1502-79 § 1.1502-21T(b)(1) (or 8§ 1.1502—79A,
as appropriate)
1.1502-9(f) Example 5(ii) § 1.1502-21(c) § 1.1502-21A(c)
1.1502-11(a)(2) § 1.1502-21 88 1.1502-21T (or 1.1502—-21A, as
appropriate)
1.1502-11(a)(3) § 1.1502-22 88 1.1502-22T (or 1.1502—-22A, as
appropriate)
1.1502-11(a)(4) § 1.1502-23 88 1.1502-23T (or 1.1502—-23A, as
appropriate)
1.1502-11(b)(2)(iii) Example 1(c) § 1.1502-79 § 1.1502-21T (or § 1.1502-79A, as
appropriate)
1.1502-11(b)(2)(iii) Example 2(d) § 1.1502-79 88 1.1502-21T and 1.1502-22T, respec-
tively (or 8 1.1502—79A, as appropriate),
1.1502-11(b)(2)(iii) Example 3(e) § 1.1502-79 § 1.1502-21T (or § 1.1502-79A, as
appropriate)
1.1502-12(b) § 1.1502-15 shall be taken into ac- 8§ 1.1502-15A or 1.1502-15T shall be
count as provided in that section taken into account as provided in those
sections
1.1502-13(c)(7)(ii) Example 10(d) § 1.1502-21(c) § 1.1502-21T(c)
1.1502-13(g)(5) Example 4(b) § 1.1502-15 § 1.1502-15T (or § 1.1502-15A, as
appropriate)
1.1502-13(h)(2), Example 1(a) § 1.1502-21(c) § 1.1502-21T(c)
1.1502-13(h)(2) Example 1(b) § 1.1502-21(c) § 1.1502-21T(c)
1.1502-13(h)(2) Example 2(a) § 1.1502-15 § 1.1502-15T
1.1502-13(h)(2) Example 2(b) 1.1502-22 1.1502-22T
1.1502-15(a)(1), first sentence § 1.1502-21(c) § 1.1502-21A(c)
1.1502-15(a)(1), first sentence § 1.1502-22(c) § 1.1502-22A(c)
1.1502-15(a)(1), second sentence under 88§ 1.1502-21, 1.1502-22, andder 88 1.1502-21A, 1.1502—-22A, and
1.1502-79 1.1502-79A (or 88 1.1502-21T and
1.1502-22T, as appropriate)
1.1502-15(a)(1), second sentence in § 1.1502-21(c) or § 1.1502-22(&) 88 1.1502-21T(c) or 1.1502—-22T(c)
(as the case may be) (or 88 1.1502-21A(c) or 1.1502—-22A(c),
as appropriate), as the case may be
1.1502-15(a)(3) § 1.1502-31A(b)(9) § 1.1502-31A(b)(9) (as contained in the
26 C.F.R. edition revised as of April 1,
1996)
1.1502-18(f)(2)(i1), (1)(ii), (2)(0), (2)(ii), 8§ 1.1502—39A § 1.1502-39A (as contained in the 26
and (4) Example (i) and (ii) C.F.R. edition revised as of April 1,
1996)
1.1502-18(f)(5) § 1.1502-31A(b)(1) § 1.1502-31A(b)(1) (as contained in the
26 C.F.R. edition revised as of April 1,
1996)
1.1502-20(a)(1) 1.1502-15(b) 1.1502-11(c)

1.1502—20(c)(4), Example 7(ii) § 1.1502-21 §§ 1.1502-21A or 1.1502-21T



Affected Section
1.1502-20(g)(3), Example 1(i)
1.1502-20(g)(3), Example 2(i)
1.1502-21(b)(1)
1.1502-21(b)(1)

1.1502-21(b)(2)(i)
1.1502-21(e)(1)())
1.1502-22(a)(1)(ii)
1.1502-22(a)(3)
1.1502-22(b)(1)

1.1502-23

1.1502-26(a)(1)(ii) concluding text

1.1502-32(b)(5) Example 2(b)
1.1502-41(a)

1.1502-41(a)

1.1502-41(b)

1.1502-41(b)
1.1502-42(f)(4)(i)(A)

1.1502-42(j) Example 4(b)
1.1502-42(j) Example 4(c)
1.1502-42(j) Example 4(c)
1.1502-43(b)(2)(iv)

1.1502-43(b)(2)(v)
1.1502-43(b)(2)(vi)
1.1502-43(b)(2)(vi)
1.1502-43(b)(2) (vii)

1.1502-43(b)(2)(vi ii)

1.1502-44(b)(2)
1.1502-44(b)(3)

1.1502-47(h)(2)())

Remove

§ 1.1502-21

§ 1.1502-21

paragraph (a) of § 1.1502-79
§ 1.1502-15

paragraph (a)(4) of § 1.1502-79
paragraph (a)(3) of § 1.1502-79
§ 1.1502-23

§ 1.1502-15

paragraph (b) of § 1.1502-79

Add

8§ 1.1502-21A or 1.1502-21T
88 1.1502-21A or 1.1502-21T
§§ 1.1502-79A(a)

§ 1.1502-15A (or § 1.1502-11(c), as
appropriate)

this paragraph

this paragraph
88 1.1502-23A or 1.1502-23T
88 1.1502-15A and 1.1502-11(c)

§ 1.1502-79A(b) (or 8 1.1502-22T(b),
as appropriate)

§§ 1.1502-21(c) and 1.1502-22(c), ag§ 1.1502—21A(c) and 1.1502—22A(c),

provided in § 1.1502-15(a)

paragraph (f) of § 1.1502-21

1.1502-79

paragraph (a)(1) of § 1.1502-22
§ 1.1502-23

paragraph (a)(1) of § 1.1502-22
paragraph (b) of § 1.1502-22
§ 1.1502-79(a)(3)

§ 1.1502-79(a)(3)
§ 1.1502-21(b)(3)
§ 1.1502-79(a)(3)
§ 1.1502-21(a)

§ 1.1502-22(a)
§ 1.1502-41(a)
§ 1.1502-41(b)

§ 1.1502-22(b)

as provided in 8 1.1502-15A(a) (or

§§ 1.1502-21T(c) and 1.1502-22T(c), as
provided in § 1.1502-15T(a), as appro-
priate)

8§ 1.1502-21T(e) or 1.1502-21A(f), as
appropriate,

1.1502-21T(b)

§ 1.1502-22A(a)
§ 1.1502-23A

§ 1.1502-22A(a)
§ 1.1502—-22A(b)

§ 1.1502-21T(b) (or § 1.1502—
79A(a)(3), as appropriate)

§ 1.1502-79A(a)(3)

§ 1.1502-21A(b)(3)

§ 1.1502-79A(a)(3)

88 1.1502-21T(a) or 1.1502-21A(a), as
appropriate

88 1.1502-22T(a) or 1.1502-22A(a), as
appropriate

88 1.1502-22T(a) or 1.1502-41A, as
appropriate

8§ 1.1502-22T(a) or 1.1502-41A, as
appropriate

88 1.1502-22T(b) or 1.1502-22A(b), as
appropriate

Section 1.1502-15 (built-in deductions$ections 1.1502—-15A (Limitations on

does

§ 1.1502-21

§ 1.1502-22

§ 1.1502-21

built-in deductions not subject to

§ 1.1502-15T) and 1.1502-15T (SRLY
limitation on built-in losses (temporary))
do

88 1.1502-21T or 1.1502-21A (as
appropriate)

88 1.1502-22T or 1.1502-22A (as
appropriate)

88 1.1502-21T or 1.1502-21A (as
appropriate)



Affected Section
1.1502-47(h)(2)(ii)

1.1502-47(h)(2)(iii)
1.1502-47(h)(2)(iv)

1.1502-47(h)(2)(vii) Example
1.1502-47(h)(3)(iii)

1.1502-47(h)(3)(iv) and (v)

1.1502-47(h)(4)(i), first sentence
1.1502-47(h)(4)(i), second sentence

1.1502-47(h)(4)(ii), first sentence
1.1502-47(h)(4)(ii), first sentence

1.1502-47(h)(4)(ii), second sentence
1.1502-47(h)(4)(ii), second sentence

1.1502-47(h)(4)(iii)
1.1502-47(K)(5)

1.1502-47(1)(3)(i)
1.1502-47(m)(2)(ii)
1.1502-47(m)(2)(ii)

1.1502-47(m)(3)(i)

1.1502—-47(m)(3)(vi)(A), both instances

1.1502-47(m)(3)(vii)
1.1502-47(m)(3)(ix )

1.1502-47(m)(5) Example 4
1.1502-47(0)(2)(i)

1.1502-47(0)(2)(ii)

1.1502-47(q)

1.1502-78(a)

1.1502-79(a)(1)(i)
1.1502-79(b)(1)

Remove
§ 1.1502-21(f)

§ 1.1502-21
§ 1.1502-21

§§ 1.1502—21 and 1.1502-79
§ 1.1502-21(c)

§ 1.1502-21(d)
§ 1.1502-22

§ 1.1502-22(a)

§ 1.1502-22
§ 1.1502-21

“§ 1.1502—22(d)”

“§ 1.1502-21(d)”
§ 1.1502—22(b)(1)
§ 1.1502-22

§ 1.1502-21
§ 1.1502-21
§ 1.1502-22

88 1.1502-21 and 1.1502-22

§ 1.1502-79(a)(3)

§ 1.1502-21(b)(3)(ii)

Add

§8 1.1502-21(A)(f) or 1.1502-21T(e)
(as appropriate)
88 1.1502-21A or 1.1502-21T (as
appropriate)
8§ 1.1502-21A or 1.1502-21T (as
appropriate)
88 1.1502-21A and 1.1502-79A
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
§ 1.1502-21A(d)
88 1.1502-22T or 1.1502-22A (as
appropriate)
88 1.1502-22T or 1.1502—-22A(a) (as
appropriate)
88 1.1502-22A or 1.1502-22T
§8 1.1502-21T or 1.1502-21A (as
appropriate)
“§ 1.1502-22A(d)"
“§ 1.1502-21A(d)”
88 1.1502-22A(b)(1) or 1.1502-22T(b)
88 1.1502-22T or 1.1502-22A (as
appropriate)
88 1.1502-21T or 1.1502-21A (as
appropriate)
88 1.1502-21T or 1.1502-21A (as
appropriate)
88 1.1502-22T or 1.1502-22A (as
appropriate)

88 1.1502-21T and 1.1502-22T (or
88 1.1502-21A and 1.1502-22A, as
appropriate)

88 1.1502-21T(b) or 1.1502-79A(a)(3)
(as appropriate)

§ 1.1502-21A(b)(3)(ii)

§ 1.1502-15 (including the exceptiong§ 1.1502-15T and 1.1502—15A (includ-

in paragraph (a)(4) thereof)
§ 1.1502-15
§ 1.1502-41

§ 1.1502-41

§ 1.1502-21(b)(3) and § 1.1502—

79(2)(3)

§ 1.1502-79 (a), (b), or (c)

§ 1.1502-21
1.1502-22

ing applicable exceptions thereto)
§ 1.1502-15A
88 1.1502-41A or 1.1502-22T (as
appropriate)
8§ 1.1502-41A or 1.1502-22T (as
appropriate)

§§ 1.1502-21A(b)(3) and 1.1502—
79A(a)(3) (or 8§ 1.1502-21T, as appro-
priate)

§8 1.1502-21T(b), 1.1502-22T(b), or
1.1502-79(c) (or 88 1.1502—-79A(a),
1.1502-79A(b), or 1.1502—-79(c), as
appropriate)

§ 1.1502-21A
1.1502-22A



Affected Section
1.1502-79(c)(1)

1.1502-79(d)(1)
1.1502-79(e)(1)

1.1502-80(c)
1.1502-100(c)(2)

1.1503-2(d)(2)(i)
1.1503-2(d)(2) (i)

1.1503-2(d)(4) Example 1(iv)
1.1503-2(d)(4) Example 2(iv)
1.1503-2(g)(2)(vii)(B)(1)

1.1503-2(g)(2)(vii)(B)(2)
1.1503-2(g)(2) (vii)(E)
1.1503-2(g)(2)(vii)(G) Example 1
1.1503-2(g)(2)(vii)(G) Example 2
1.1503-2(h)(3)

1.1503-2A(H)(2)(i) intro text
1.1503-2A(H)(1)(i)(C)
1.1503-2A(f)(2)(i)

1.1503—2A(f)(2) (i)

Remove

Add

paragraph (a)(1) and (2) of this section § 1.1502-21T(b) (or 8§ 1.1502—

79A(a)(1) and (2), as appropriate)

paragraph (a)(1) and (2) of this section § 1.1502-21T(b) (or 88 1.1502—

79A(a)(1) and (2), as appropriate)

paragraph (a)(1) and (2) of this section § 1.1502-21T(b) (or 88 1.1502—

§ 1.1502-15(b)
§ 1.1502-21

§ 1.1502-21(c)
§ 1.1502-21(c)

1.1502-22
§ 1.1502-21(c)
§ 1.1502-21(c)

§ 1.1502-21(c)
§ 1.1502-21(c)
§ 1.1502-21(c)
§ 1.1502-21(c)

§ 1.1502-21(c)

§ 1.1502-79(a)(3)

§ 1.1502-79
§ 1.1502-21(c)(2)

§ 1.1502-21(c)(2)

1.1503-2A(f)(4) Example 2(iv), first sen-§ 1.1502-21(c)(2)

tence

1.1503-2A(f)(4) Example 2(iv), second § 1.1502-21(c)

sentence
1.1552-1(a)(3)(i)

1.1552—1(b)(1)

301.6402-7(g)(2)(iii)

§ 1.1502-30A

§ 1.1502-30A

§ 1.1502-21(b)

301.6402-7(g)(3) Example 2, second § 1.1502-21

sentence

301.6402-7(g)(3) Example 2, third sen-§ 1.1502-21(c)

tence
301.6402-7(h)(1)(ii) Example(B)
301.6402-7(h)(1)(i i) Example(B)

1.1502-21(b)
1.1502—22(b)

79A(a)(1) and (2), as appropriate)
§ 1.1502-11(c)
88 1.1502-21A or 1.1502-21T (as
appropriate)
88 1.1502-21A(c) or 1.1502-21T(c), as
appropriate
88 1.1502-21A(c) or 1.1502-21T(c), as
appropriate
1.1502-22T(c)
§ 1.1502-21A(c)
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
88 1.1502—21A(c) or 1.1502—-21T(c), as
appropriate
§8 1.1502-21A(c) or 1.1502-21T(c), as
appropriate
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
§ 1.1502-21T(b)
§ 1.1502-22T(b)
88 1.1502-21A(c)(2) or 1.1502-21T(c)
(as appropriate)
88 1.1502-21A(c)(2) or 1.1502—-21T(c)
(as appropriate)
§ 1.1502-21A(c)(2)

§ 1.1502-21A(c)

§ 1.1502-30A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)

§ 1.1502-30A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)

88 1.1502-21T(b) or 1.1502-21A(b) (as
appropriate)

§ 1.1502-21T
§ 1.1502-21T(c)

1.1502-21T(b)
1.1502-22T(b)



§ 1.15014 [Removed]

Pa. 3. Sectim 1.15014 is removed.

Pa. 4. The undesignaté centerhead-
ing immediatey following § 1.1504-4
is revisa from “REGULATIONS AP-
PLICABLE TO TAXABLE YEARS
PRIOR TO JANUARY 1, 1966’ to
“REGULATIONS APPLICABLE TO
TAXABLE YEARS BEFORE JANU-
ARY 1, 1997'.

88 1.1502-@\ through 1.1502-3A
1.1502-1@ through 1.1502-18 and
1.1502-3@ through 1.1502-5A [Re-
moved]

Pa. 5. Sectiors 1.1502-@ through
1.1502-3A- 1.1502-1@&~ throuch
1.1502-19A ard 1.1502-3@ through
1.1502-5A are removed.

Pa. 6. Sectin 1.1502-0 is revisdl to
read as follows:

8§ 1.15020 Effectiwe dates.

(@) The regulatiors unde sectin
15 are applicabk to taxabk years
beginnirg after Decembe 31, 1965 ex-
cep as otherwig provided therein.

(b) The provisiors of 88 1.1502—0A
through— 1.1502-3A- 1.1502-1@
through 1.1502-19A ard 1.1502-30A
throuch 1.1502-5A (as containd in the
26 CFR patt 1 edition revisal April 1,
1999 are applicabe to taxabk years
beginnirg before Januay 1, 1966.

Pa. 7. Sectiom 1.15024 is amended
by revising paragraph (b), (f)(1), and
(H(2) introductoy text, and addirg para-
grapts (f)(4) and (j), and reservimg para-
graph (i) to rea as follows:

§ 1.15024 Definitions

(b) Membe. The tetm membe means
a corporatimm (including the common
parenj that is included in the group or
as the contex may require a corpora-
tion tha is included in a subgroup.

(f) Separa¢ retum limitation year—
(1) In general Excef as provided in
paragraph (f)(2) and (3) of this section,
the term separag retum limitation year
(or SRY) mears ary separat return
yea of a membe or of a predecesgoof
a membe.

(2) Exceptions The term separaé re-
turn limitation yea (or SR.Y) does not
include:

(4) Predecessarand successorsThe
term predecessomears a transfero or
distributa of asses to a membe (the
successQrin atransaction—

(i) To which sectim 381(9 applies;
or

(ii) That occuss on or after Januay 1,
1997, in which the successds bass for
the asset is determined directly or
indirectly, in whole or in part by refe-
ene to the bask of the assed of the
transfero or distributa, but only if the
amournt by which bass differs from
valug in the aggregateis material In
the ca® of sud atransactiononly one
membe may be considerd a predeces-
sa to or a successo of one other
membe.

(i) [Reserved]

() Affiliated. Corporatiors are affili-
ated if they are membes of a group
with eat othe.

Pa. 8. In § 1.1502-2 paragrap (h)
is revisal to rea as follows:

§ 1.15022 Computatio of tax liability.

(h) The tax imposel by sectiom 1201,
insteal of the taxes computel under
paragrapbk (a) ard (g) of this section,
computel by referene to the net capital
gain of the groyp (see § 1.1502-22T)
(or, for consolidatd retum yeas to
which 8§ 1.1502-22 does not appl,
compute by referene to the exces of
the consolidatd ne long-tem capital
gain over the consolidatd ne short-
tem capitd loss (see § 1.1502-4A for
the determinatio of the consolidatd net
long-tem capitd gain and the consoli-
dated net short-tem capitd loss));

Pa. 9. In § 1.1502-15 paragrap (b)
is redesignate as paragrap (c) of
§ 1.150241, ard the headiry of newly
designatd § 1.1502-41, paragrap (c)
is revisal to rea as follows:

§ 1.150241 Consolidate taxabke in-
come.

(c) Disallowane of loss attributable
to pre-196 distributions

Pa. 10. Section 1.1502-5 is redesig-
natel as § 1.1502-15A the section
headig of the newly designatd
§ 1.1502-1% is revised ard paragraph
(b) is addel to rea as follows:

8§ 1.1502-13\ Limitations on the allow-
ance of built-in deductiors for consoli-
dated retum years beginnirg befae
Januay 1, 1997.

(b) Effective date This sectim ap-
plies to ary consolidatd retumn yeass to

which 8§ 1.1502-2T does not appl.
See § 1.1502-21T(Yy for effective dates
of tha section.

Pa. 11. Sectin 1.1502-159 is added
to rea as follows:

§ 1.1502-19 SR.Y- limitation- on
built-in losses (temporary).

(@ SRY limitation. Built-in losses
are subjec to the SRLY limitation under
88 1.1502-21T(k and 1.1502-22T(c)
(including applicabe subgrogp prin-
ciples) Built-in losses are treatel as
deductios or losses in the yea recog-
nized excep for the purpo® of dete-
mining the amoun of, and the extert to
which the built-in loss is limited by, the
SRLY limitation for the yea in which it
is recognizedSolely for suc purpose a
built-in loss is treatel as a hypothetical
net operatirg loss carryove or net capi-
tal loss carryove arising in a SRLY,
insteal of as a deductio or loss in the
yea recognized To the extert tha a
built-in loss is allowed as a deduction
unde this sectilm in the yea it is
recognized it offses ary consolidated
taxabk income for the yea before any
loss carryoves or carryback are al-
lowed as a deduction To the extert not
so allowed it is treatel as aseparat net
operatirg loss or net capitd loss ca-
ryover or carryba& arising in the year
of recognitiom and unde § 1.1502—
21T(9 or § 1.1502-22T(c) the yea of
recognition is treatel as aSRLY.

(b) Built-in losses—(1) Defined If a
corporation has anet unrealizel built-in
loss unde sectilm 382(h)(3 (as modi-
fied by this sectio) on the day it
becomes a member of the grou
(whethe or nat the grouy is a consoli-
dated group) its deductiors and losses
are built-in losses unde this sectim to
the extert they are treatal as recognized
built-in-  losses~ undeg- sectim
382(h)(2)(B (as modified by this sec-
tion). This paragrap (b) generaly ap-
plies separatgl with respet to each
membe, but see paragrap (c) of this
section for circumstance in which it is
applied on a subgroy basis.

(2) Operatirg rules Solely for pur-
pose of applying paragrap (b)(1) of
this section the principles of § 1.1502—
94T(9 apply with appropria¢ adjust-
ments including the following:

(i) Ownershp change A corporation
is treatel as having an ownershp
chan@ unde sectilm 382(g on the day
the corporation becoms a membe of a
group and no othe events (e.g, a



subsequent ownership change under seare with unrelated persons, and théuilt-in gain (two depreciable assets, asset 1 with
tion 382(g) while it is a member) areapplication of any limitation or thresh- 2 basis of $35 and a value of $55, and asset 2

. . - - - with a basis of $55 and a value of $45), and S has
treated as causing an ownership Changeld under section 382 is dlsregardeda $75 net unrealized built-in loss (two depreciable

In the case of an asset ac_:qyisition b_y dhe principles of this section are i”us'assets, asset 3 with a basis of $95 and a value of
group, the assets and liabilities acquiretrated by the following examples: 10, and asset 4 with a basis of $10 and a value
directly from the same transferor pursu- Example 1. Determination of recognized built-ingf $20).

ant to the same plan are treated as td%?sé(lagoP grll‘é’sTa"bg‘c‘f)rffé’;kaOmen‘:gg?goﬁig1P (b) Under paragraph (c) of this section, P and S

assets and liabilities of a corporationyroup. T has three depreciable assets. Asset 1 h§&MPOSe @ subgroup on becoming members of the
that becomes a member of the groupn unrealized loss of $20 (basis $45, value $25)Y1 9roup because P and S were continuously
(and has an Ownership change) on thesset 2 has an unrealized loss of $25 (basis $5g}‘f|llated for the 60 month period ending immedi-
date of the acquisition value $25), and asset 3 has an unrealized gain &tely before they became members of the M
N i o ] $25 (basis $25, value $50). group. Consequently, paragraph (b) of this section
(i) Recognized built-in gain or 10Ss. (b) Under paragraph (b)(2)(i) of this section, Tdoes not apply to P and S separately. Instead, their
A loss that is included in the determina-s treated as having an ownership change undéeparately computed unrealized gains and losses
tion of net unrealized built-in gain or section :;82(9) on be%oming admemt:jer of thhehlarhe r;alggreggjat?]d for purposgshof determilning
: : . _1group. This treatment does not depend on whethevhether and the extent to which any unrealize
loss and that is recognized but d'salb’s acquisition of the T stock actually constitutesloss is treated as built-in loss under this section
lowed or deferred (e.g., underan ownership change under section 382(g), oand is subject to the SRLY limitation under
§ 1.1502-20 or section 267) iS notwhether T is subject to any limitation unders 1.1502-21T(c).
treated as a built-in loss unless and untjection 382. Under paragraph (b)(1) of this sec- . \nger paragraph (c) of this section, the P

the loss would be allowed during thefon: none of T's $45 of unrealized loss is treated ubgroup has a net unrealized built-in loss on the

. . . as a built-in loss unless T has a net unrealize
recognition period without regard to thepiiin loss under section 382(h)(3) on becomingéay P and S become members of the M group
determined by treating the day they become

application of this section. Sectiona member of the P group. _
382(h)(1)(B)(ii) does not apply to the (c) Under section 382(h)(3)(A), T has a $20 nef"éMbers as a change date. The net unrealized
extent it limits the amount of recognizedunrealized built-in loss on becoming a member ofuilt-in loss is the aggreg?te of P's net unrealized
built-in loss that may be treated as aire P group (($20) + ($25) + $25 = ($20)). built-in gain of $10 and S’s net unrealized built-in
ul y ssume that this amount exceeds the threshol@ss of $75, or an aggregate net unrealized built-in
pre-change loss to the amount of the ngtguirement in section 382(h)(3)(B). Under sectiodoss of $65. (The stock of S owned by P is
unrealized built-in loss. 382(h)(2)(B), the entire amount of T's $45 unreal-disregarded for purposes of determining the net
i ized loss is treated as a built-in loss to the extentinrealized built- in loss. However, any loss al-
In (C)er?el1’£| I?n I?hsse(?a;)é zl#bagrg:jgs%t it i_s recogn_ized _during_ the 5-year recognitionlowed on the sale of the stock within the recogni-
g ictal. g P’perlod described in section 382(h)(7). Under paration period is taken into account in determining
the principles of paragraph (b) of thisgraph (b)(2)(ii) of this section, the restriction recognized built-in loss.) Assume that the $65 net
section apply to the subgroup, and noénder section 382(h)(1)(B)(i), which limits the ynrealized built-in loss exceeds the threshold re-
separately to its members. Thus, the nénount of recognized built-in loss that is treatedyirement under section 382(h)(3)(B).

. i : s pre-change loss to the amount of the net .
unrealized built-in loss and recognize nrealized built-in loss, is inapplicable for this (d) Under paragraphs (b)(1), (b)(2)(ii), and (c)

built-in loss for purposes of paragraphyymose. Consequently, the entire $45 of unreaf this section, a loss recognized during the 5-year
(b) of this section are based on thézed loss (not just the $20 net unrealized loss) iéegog;‘;'ct’r?afg'%?‘dons "’E)”e::;eet ;ferZSJrsso?e:geop/l
ated under paragraph (b)(1) of this section as Y A
S]gggeugbaéfoﬁgoums for each member %fﬁilt-in loss to the extent it is recognized within 5 9'UP IS a built-in loss except to the extent the
years of T's becoming a member of the P group3roUP establls_hes that_ such Ioss exceeds the
(2) Members of subgroupsA sub- Under paragraph (a) of this section, a built-in los@mount by which the adjusted basis of such asset
group is composed of those members subject to the SRLY limitation under § 1.1502-0" the day the member became a member ex-

. ) 21T(c)(1). ceeded the fair market value of such_ asset on that
that have been continuously affiliated?!T( )L(Jn)der paragraph (b)(2)(i) of this section,5ame day. If P sells asset 2 for $45 in Year 7 and

with each . other f_OI‘ t.he 60 _Consecunvethe results would be the same if T transferred all€cognizes a $10 loss, the entire $10 loss is treated
month period ending immediately befores its assets and liabilities to a subsidiary of the F2S @ built-in loss under paragraphs (b)(2)(i)) and
they become members of the group imroup in a single transaction described in sectiofC) Of this section. If S sells asset 3 for $10 in

; : ; Year 7 and recognizes an $85 loss, the entire $85
which the loss is recognized. A membeB51. , g y
remains a member of %he subgroup until Example 2. Actual application of section 3gploss is treated as a built-in loss under paragraphs

. e . not relevant. (a) The facts are the same as in(®)(2)(i) and (c) of this section (not just the $55
it ceases to be affiliated with the 10SSg,ample 1,except that P buys 55 percent of thedalance of the P subgroup's $65 net unrealized
member. For this purpose, the principlestock of T during Year 1, resulting in an owner- Puilt-in 10ss).
of § 1.1502-21T(c)(2)(iv) through (vi) ship change of T under section 382(g). During (e) The determination of whether P and S
app|y with appropriate adjustments. Year 2, P buys the 45 percent balance of the Tonstitute a SRLY subgroup for purposes of Io_ss
. stock, and T becomes a member of the P grougEarryovers and carrybacks, and the extent to which
(3) Built-in amounts.Solely for pur- (b) Although T has an ownership change forbuilt-in losses are not allowed under the SRLY
poses of determining whether the subpurposes of section 382 in Year 1 and not Year 2jmitation, is made under § 1.1502-21T(c).
group has a net unrealized built-in losgd’s joining the P group in Year 2 is treated as an Example 4. Computation of SRLY limitatica)
or whether it has a recognized bui|t_inownersh;pthghangi‘ undgr section t?82f(g) for purpuriggo\éeardL individual Aéororgs T by cont_ribult-
L oses of this section. Consequently, for purposeisig and T sustains a $100 net operating loss.
loss, the pl’lnCIp|e_S of 8§ 1'1_502_9]1T(g)3f this section, whether T has a net unrealizeduring Year 2, T's assets decline in varl)ue to $100.
and (h) apply with appropriate adjust-puilt-in loss under section 382(h)(3) is determinedat the beginning of Year 3, P buys all the stock of
ments. as if the day T joined the P group were a changqd for $100, and T becomes a member of the P
date. Thus, the results are the same aSxample 1. group with a net unrealized built-in loss of $100.
(d) Exanjples: For purposes of the Example 3. Determination of a recognizedAssume that $100 exceeds the threshold require-
e>_<amples in this sectlor_l, unless ,Otherbuilt-in loss of a subgroup(a) During Year 1, P ments of section 382(h)(3)(B). During Year 3, T
wise stated, all groups file consolidatethuys all of the stock of S for $100, and Srecognizes its unrealized built-in loss as a $100
returns, all corporations have calendabecomes a member of the P group. M is theordinary loss. The members of the P group
taxable years, the facts set forth the On|9?¢mon7pe':;ent of_anotr;lerfgrgup. Atlzhef tlgegingir:a%ont:jibute tl?le following Pert] ingome to Eg_e consg!i-
o : of Year 7, M acquires all of the stock of P, an ated taxable income of the roup (disregardin
corporate activity, Val,ue means _falr mar- nd S become qmembers of the M group. At thel’s recognized built-in loss andg an)‘/) conso?idatedg
ket value and the adjusted basis of eacfine of M's acquisition of the P stock, P has net operating loss deduction under § 1.1502-21T)
asset equals its value, all transaction@lisregarding the stock of S) a $10 net unrealizedor Years 3 and 4:



Yea 3- Yea 4~ Total

P group
(without T)= $100- $100-  $200
T- 60~ 40~ 100
CTl= $160~ $140- $300.

(b) Unde paragrap (b) of this section T's
$100 ordinay loss in Yea 3 (not taken into
accouth in the consolidatd taxabk income com-
putatiors above is a built-in loss Unde para-
gragh (@) of this section the built-in loss is treated
as ane operatig loss carryove for purposs of
determinirg the SRLY limitation unde § 1.1502—
21T(c).

(c) For Yea 3, § 1.1502-21T(r limits T's
$100 built-in loss and $100 net operatig loss
carryove from Yea 1 to the aggregea of the P
groups consolidatd taxabk income throudh Year
3 determiné by referene to only T's items For
this purpose consolidatd taxabk incone is dete-
mined without regad to ary consolidatd net
operatirg loss deductiors unde § 1.1502-21T(a).

(d) The P groups consolidatd taxabe income
throuh Yea 3 is $60 when determine by
referene to only T's items Unde § 1.1502-
21T(c), the SRLY limitation for Yea 3 is therefore
$60.

(e) Unde paragrap (a) of this section the
$100 built- in loss is treatel as acurrert deduction
for all purposs othe than determinatio of the
SRLY limitation unde § 1.1502-21T(c) Conse-
guently, a deductio for the built-in loss is allowed
in Yea 3 before T's loss carryove from Yea 1 is
allowed but only to the extert of the $60 SRLY
limitation. None of T's Yea 1 loss carryove is
allowed becaus the built-in loss ($100 exceeds
the SRLY limitation for Yea 3.

(f) The $40 balane of the built-in loss that is
not allowed in Yea 3 becaus of the SRLY
limitation is treatel as a $40 net operatiny loss
arising in Yea 3 tha is carried to othe yeas in
accordane with the rules of § 1.1502-21T(b).
The $40 net operatig loss is treatel under
paragrah (a) of this sectiod and § 1.1502-
21T(c)(1)(i) as aloss carryove or carryba& from
Yea 3 tha arises in a SRLY, ard is subjed¢ to the
rules of § 1.1502-2T (including § 1.1502
21T(c)) rathe then this section.

(9) The facts are the san® as in paragraph (a)
throudh (f) of this Exampe 4, excep tha T also
recognizs additiona built-in losses in Yea 4. For
purpose of determinirg the SRLY limitation for
thee additiona losses in Yea 4 (or ary subse-
quert year) the $60 of built-in loss allowed as a
deductiom in Yea 3 is treatel unde paragrap (a)
of this sectim as a deductim in Yea 3 that
reduce the P groups consolidatd taxabk income
when determiné by referene to only T's items.

Exampeé 5. Built-in loss exceedig consolidated
taxabke incore in the yea recognized(a) P buys
all the stok of T during Yea 1, ard T become a
membe of the P group At the time of acquisition,
T has adeprecial# assé with an unrealizel loss
of $45 (bass $10Q value $55), which exceed the
thresholl requiremerg of sectim 382(h)(3)(B).
During Yea 2, T sells its assé¢ for $55 and
recognize the unrealizel built-in loss The P
growp has $10 of consolidatd taxabk income in
Yea 2, computel by disregardig T's recognition
of the $45 built-in loss ard the consolidatd net
operatig loss deduction while the consolidated
taxabk income would be $25 if determiné by
referene to only T's items (othe than the $45
loss).

(b) T's $45 loss is recognize in Yea 2 and,
unde paragrap (b) of this section constituts a
built-in loss Unde paragrap (a) of this section
and 8§ 1.1502-21T(c)(1)(ii) the loss is treatel as a

net operatimg loss carryove to Yea 2 for purposes
of applying the SRLY limitation unde § 1.1502—
21T(c).

(c) For Yea 2, T's SRLY limitation is the
aggregag of the P groups consolidatd taxable
income throudh Yea 2 determine by referene to
only T's items For this purpose consolidated
taxabk income is determiné by disregardig any
built-in loss that is treatel as anet operatirg loss
carryove, and ary consolidatd net operatiry loss
deductios undeg 8§ 1.1502-21T(a) Consolidated
taxabk income so determind is $25.

(d) Unde 8§ 1.1502-21T(c) $25 of the $45
built-in loss could be deducte in Yea 2. Because
the P growp has only $10 of consolidatd taxable
income (determiné without regad to the $45),
the $25 loss creats a consolidatd net operating
loss of $15 This loss is carried bad or over under
the rules of § 1.1502-21T(p and absorbd under
the rules of § 1.1502-21T(a) This loss is not
treatel as arisig in a SRLY (see § 1.1502-
21T(c)(1)(ii)) and therefoe is nat subje¢ to the
SRLY limitation unde § 1.1502-21T( in any
consolidatd retum yea of the grouw to which it is
carried The remainirg $20 is treatel as a loss
carryove arising in a SRLY ard is subjet to the
limitation of § 1.1502—-21T(in the yea to which
it is carried.

(e) Predecessar and successorsFor
purposs of this section ary reference
to a corporation or membe includes as
the contex may require areferene to a
successo or predecessp as defined in
§ 1.1502-1(f)(4).

(f) Effectie date—(1) In general.
This sectiomm applies to built-in losses
recognizé in consolidatd retum years
beginnirg on or after Januay 1, 1997.

(2) Application to prior periods See
§ 1.1502-21T(g)(B for rules generally
permitting a grow to apply the rules of
this sectim to consolidatd retum years
endirg on or after Januay 29, 1991 and
beginnirg before Januay 1, 1997 A
groyp mug trea all corporatios that
were affiliated on Januay 1, 1987 and
continuousy thereafte as having met
the 60 consecutie month requirement
of paragrap (c)(2) of this sectimm on
ary day before Januay 1, 1992 on
which the determinatio of net unreal-
ized built-in gain or loss of a subgroup
is made.

Pa. 12. Sectin 1.1502-2 is redesig-
natel as § 1.1502-21A the headiry of
the newly designatd 8 1.1502-2A is
revised and paragraph (d)(4), (e)(3)
ard (h) are addel to read as follows:

§ 1.1502—-2A Consolidate net operat-
ing loss deduction generalyy applicable
for consolidate retum years beginning
befae Januay 1, 1997.

(d)

(4) Crossrefaence See § 1.1502-
21T(d)(D for the rule tha applies the
principles of this paragrap (d) in con-

solidatel retun yeas beginnirg on or
after Januay 1, 1997, with respetto a
consolidatd retum chang of ownership
occurrirg before Januay 1, 1997.

(e)

(3) Effective date This paragrap (e)
disallows or reducs the ne operating
loss carryoves of a membe as aresult
of a transactio to which old section
382 (as definad in § 1.382-2T(f)(21))
applies See § 1.1502-21T(d)(R for the
rule tha applies the principles of this
paragrap (€) in consolidatd return
yeas beginnirg on or after Januay 1,
1997, with respet to sudh atransaction.

(h) Effective date Excep as provided
in 8§ 1.1502-21T(d)(1) (d)(2), ard
(9)(3), this sectimn applies to consoli-
dated retum yeas beginnirg before
Januay 1, 1997.

Pa. 13 Sectim 1.1502-2T is added
to rea as follows:

§ 1.1502-2T Net operating losses

(temporary).

(@) Consolidatd net operatirg loss
deduction The consolidatd net operat-
ing loss deductian (or CNOL deduction)
for arny consolidatd retum yea is the
aggregae of the net operatilg loss ca-
ryovers ard carryback to the yea. The
net operating loss carryoves ard ca-
rybacls consis of—

(1) Any CNOLs (as defina in para-
graph (e) of this sectior) of the consoli-
dated groupg and

(2) Any ne operatirg losses of the
membes arising in separa¢ retum
years.

(b) Net operatirg loss carryovess and
carrybacls to consolidate retum and
separaé retum years Net operating
losses of membes arisig during a
consolidatd retun yea are taken into
accout in determinig the groups
CNOL unde paragrap (e) of this sec-
tion for tha yea. Losses taken into
accoun in determinirg the CNOL may
be carried to othe taxabk yeals
(whethe consolidatd or separate only
unde this paragrap (b).

(1) Carryovess and carrybacls gene-
ally. The ne operating loss carryovers
ard carryback to a taxabke yea are
determiné unde the principles of sec-
tion 172 ard this section Thus losses
permitted to be absorbd in a consoli-
dated retum yea generaly are absorbed
in the orde of the taxabk yeas in
which they arose amd losses carried
from taxabk yeas endirg on the same
date ard which are availabk to offset



consolidated taxable income for the (iii) Equivalent years.Taxable years (b)(2)(i)(B) of this section. To the extent not
year, generally are absorbed on a prare equivalent if they bear the sam(?bsorbed in that year, the loss may then be carried
. - . . . o the P group’s return in Year 2. The $600
rata b_a__S|s. Se_ExampIe 20f par_agraph numerical relatlonsh_lp to the consoli-3mount of the CNOL attributable to T is a net
(c)(1)(iii) of this section for an illustra- dated return year in which a CNOLoperating loss carryback to T's separate return in
tion of pro rata absorption of lossesarises, counting forward or backwardyear 2.
subject to a SRLY limitation. Additional from the year of the loss. For example, Example 2. Departing memberga) The facts
rules provided under the Code or regulain the case of a member’s third taxablet the same as iBxample 1In addition, on June
. . . 5 of Year 4, P sells all the stock of T. The P
tions also apply. See, e.g., sectioyear (which was a separate return yeai),yys consolidated return for Year 4 includes the
382(1)(2)(B). that preceded the consolidated returfhcome of T through June 15. T files a separate
(2) Carryovers and carrybacks of year in which the loss arose, the equivareturn for the period from June 16 through
CNOLs to separate return yeass(i) In lent year is the third consolidated returrPecember 31. _
general. If any CNOL that is attribut- year preceding the consolidated return (?) $600 of the Year 3 CNOL attributable to T
. . . is appor- tioned to T and is carried back to its
able to a member may be carried to gear in which the loss arose. See paragparate return in Year 2. To the extent the $600 is
separate return year of the member, thgraph (b)(3)(iii) of this section for cer- not absorbed in T's separate return in Year 2, it is
amount of the CNOL that is attributabletain short taxable years that are disresarried to the consolidated return in Year 4 before
to the member is apportioned to thegarded in making this determination.be'?,g Ca;”tf]d }0 Ts Sfpzfat%fztlﬂf”#”;(eaf;- Any
member (apportioned loss) and Carr.ied (iv) Amount of CNOL attributable to fho; IF?r;;r%up’i \?esastrrlloisathseonr cilrrzgd tz T?sarsep(;rr;rt]e
to the separate return year. If carriech memberThe amount of a CNOL that return in Year 4.
back to a separate return year, thé attributable to a member is deter- , , .
apportioned loss may not be carrietnined by a fraction the numerator of (3) Special rules—(i) Election to re-
back to an equivalent, or earlier, conwhich is the separate net operating losénquish carry-back.A group may make
solidated return year of the group; ifof the member for the year of the lossan irrevocable .elec_t|0n under. section
carried over to a separate return yeaand the denominator of which is thel72(P)(3) to relinquish the entire car-
the apportioned loss may not be carriedum of the separate net operating lossé¥back period with respect to a CNOL
over to an equivalent, or later, consolifor that year of all members having sucH0r any consolidated return year. The
dated return year of the group. For rulesosses. For this purpose, the separate n@lection may not be made sep.arately.for
permitting the reattribution of losses ofoperating loss of a member is deter@Ny member (whether or not it remains
a subsidiary to the common parent whemined by computing the CNOL by & member), and must be made in a
loss is disallowed on the disposition ofreference to only the member’s items of€Parate statement entitted “THIS IS
subsidiary stock, see § 1.1502-20(g)income, gain, deduction, and loss, inAN ELECTION "UNDER SECTION
(i) Special rules—(A) Year of depar- cluding the member’s losses and deduct-1902-21T(b)(3)() TO WAIVE THE
ture from group.If a corporation ceasestions actually absorbed by the group ifENTIRE CARRYBACK PERIOD PUR-
to be a member during a consolidatethe taxable year (whether or not abSUANT TO SECTION 172(b)(3) FOR
return year, net operating loss carryoversorbed by the member). THE [insert consolidated return year]
attributable to the corporation are first (v) Examples. For purposes of the CNOLS OF THE CONSOLIDATED
carried to the consolidated return yeargxamples in this section, unless otherPROUP OF WHICH f[insert name and
and only the amount so attributable thajvise stated, all groups file consolidate@MPloyer identification number of com-
is not absorbed by the group in that yeafeturns, all corporations have calendaf?on parent] IS THE COMMON PAR-
is carried to the corporation’s first sepataxable years, the facts set forth the oni{zNT-~ The statement must be signed by
rate return year. corporate activity, value means fair mart® common parent and filed with the
(B) Offspring rule. In the case of a ket value and the adjusted basis of eac#OUP’S income tax return for the con-
member that has been a member comysset equals its vaiue, all transactionglidated return year in which the loss
tinuously since its organization, theare with unrelated persons, and th&"S€S:
CNOL attributable to the member isapplication of any limitation or thresh- (i) Special election for groups that
included in the carrybacks to consoli-old under section 382 is disregardedinclude insolvent financial institutions.
dated return years before the member'she principles of this paragraph (b)(2)For rules applicable to relinquishing the
existence. See paragraph (f) of thigre illustrated by the following ex- entire carryback period with respect to
section for applications to predecessoramples: losses attributable to insolvent financial
and successors. If the group did not file Example 1. Offspring rule(a) P is formed at iNstitutions, see § 301.6402-7 of this
a consolidated return for a carrybackhe beginning of Year 1 and files a separate returrchapter.
year, the loss may be carried back to & forms S on March 15 of Year 2, and P and S (jij) Short years in connection with
separate return year of the commof}ie 2 consolidated return. P purchases all the stockansactions to which section 381(a)
. - of T at the beginning of Year 3, and T becomes a - _
parent under paragraph (b)(2)(i) of thiSpember of the P group. T was formed in Year 22PPlies.|f a member distributes or trans-
section, but only if the common parentand filed a separate return for that year. P, S, anters assets to a corporation that is a
was not a member of a different con-T Sustainhabﬂilz,lQO CP?hL' in Yetfar 3tﬁnd,l undemember immediately after the distribu-
i HH aragraj IvV) O IS section, € 10SS ISt i i H
?Qlldated group or of an affiliated groupParagdraph ($%(03(to) 5 5300 1 G ee00 & pliON or transfer in a transaction to which
iling separate returns for the year to . section 381(a) applies, the transaction
. . . (b) Of the $1,100 CNOL in Year 3, the $500 -
which the loss is carried or any subsSezmount of the CNOL that is attributable to P angd0€S not cause the distributor or
quent year in the carryback period.s ($200 + $300) may be carried to P's separatéransferor to have a short year within
Following an acquisition described inreturn in Year 1. Even though S was not inthe consolidated return year of the group
§ 1.1502-75(d)(2) or (3), references tcﬁéﬂso‘i”;gri&tzﬁgrtolvs fﬂiy izo(?arﬁzdozgtckoti) g‘,gin which the transaction occurred that is
the common parent are to the COIPOTaZ, 1o ate return in Year 1 because S (unlike T) h-gounted as a separate year for purposes
tion that was the common parent imMeneen a member of the P group since its organiz2f determining the years to which a net
diately before the acquisition. tion and P is a qualified parent under paragrapioperating loss may be carried.



(iv) Special status losse$Reserved]  (iii) Examples.The principles of this (c) T's Year 2 and Year 3 are SRLYs with

T - ; espect to the P group. See § 1.1502-1(f)(2)(ii).
(c) Limitations on net operating loss paragraph (c)(1) are illustrated by th hus, T's $50 net operating loss arising in Year 2

carryovers and carrybacks from sepafollowing examples: and $60 net operating loss arising in Year 3 are
rate return limitation years—(1) SRLY  Example 1. Determination of SRLY limitation.subject to the SRLY limitation. Under paragraph
limitation—(i) General rule.The aggre- (aéirs)o\(eart 1, indit\_/idulal A Igrrp_s T and JfSUStai(?sé_c)(l)$0f this dsectié)n, the SRLYhIi(rB;tatfior;] for Year
; a net operating loss that Is carried forward. B is $70, and under paragra| of this section,
gate of the net opera- ting loss Calbuys all the stock of T at the beginning of Year 2,T's $50 loss from Yegr 2 gmuzt be included under
ryovers and carrybacks 'Of a membegng T becomes a member of the P group. The Baragraph (a) of this section in the P group’s
arising (or treated as arising) in SRLYSgroup has $300 of consolidated taxable income iTNOL deduction for Year 4. The absorption of
that are included in the CNOL deduc-Year 2 (com- puted without regard to the CNOLthis loss leaves $70 of the group’s consolidated
tions for all consolidated return years ofdeduction). Such consolidated taxable incomeaxable income available for offset by other loss
h der paraaraph (a) of thi wou_ld be $70 if determined by reference to onlycarryovers.
the .grouD unaer p grap s items. (d) P and T each carry over net operating losses
section may not exc_eEd the aggregate (b) T's $100 net operating loss carryover fromto Year 4 from a taxable year ending on the same
consolidated taxable income for all con-vear 1 arose in a SRLY. See § 1.1502-1(f)(2)(iii).date (Year 3). The losses carried over from Year 3
solidated return years of the group deThus, the $100 net operating loss carryover idotal $180. Under paragraph (b) of this section, the
termined by reference to only the mem?:Subject to the SRLY limitation in paragraph (c)(_]_)losses carried over from Year 3 are absorbed on a
ber's items of income. aain. deduction of this section. The SRLY limitation for Year 2 is pro rata basis, even though one arises in a SRLY
» gain, 'consolidated taxable income determined by referand the other does not. However, the group cannot

and loss. For this purpose— ence to only T's items, or $70. Thus, $70 of theabsorb more than $20 of T's $60 net operating

(A) Consolidated taxable income isloss is included under paragraph (a) of this sectiolpss arising in Year 3 because its $70 SRLY
computed without regard to CNOL de-in the P group’s CNOL deduction for Year 2. limitation for Year 4 is reduced by T's $50 Year 2
ductions: (c) The facts are the same as in paragraph ( RLY loss already included in the CNOL deduc-

. . of this Example 1 except that such consolidatedtion for Year 4. Thus, the absorption of Year 3
(B) Consolidated taxable incomeyapie income (computed without regard to thd0Sses is as follows:
takes into account the member’s 10SSeSNOL deduction and by reference to only T'sAmount of P's Year 3 losses
and deductions (including capital lossesjems) is a loss (a CNOL) of $370. Because the, absorbed = $120/($120 + $20) x $70 = $60
actual- ly absorbed by the group inSRLY limitation may not exceed the consolidategAmount of T's Year 3 losses

. taxable income determined by reference to only absorbed = $ 2_0/($120 + $20) x $70 = $10.
consolidated return years (whether oig items, and such items aggregate to a CNOL, (&) The absorption of $10 of T's Year 3 loss

not absorbed by the member); T's $100 net operating loss carryover from Year 1further reduces T's SRLY limitation to $10 ($70 of
(C) In computing consolidated tax-is not allowed under the SRLY limitation in Year Initial SRLY limita- tion, reduced by the $60 net
able income. the consolidated returrf- Moreover, if consolidated taxable income (com-operating loss already included in the CNOL
f the il v th GEUtEd without regard to the CNOL deduction anddeductions for Year 4 under paragraph (a) of this
years of the group include only thos&, eference to only T's items) did not exceedsection). o
years, including the year to which the$370 in Year 3, the carryover would stil be () P carries its remaining $60 Year 3 net
loss is carried, that the member has beenstricted under § 1.1502-21T(c) in Year 3, peOperating Ios_s and T carries its remaining $50 Year
continuously included in the group’scause the aggregate consolidated taxable inconfenet operating loss over to Year 5. Assume that,

. . for all consolidated return years of the groupin Year 5, the P group has $90 of consolidated
consolidated return, but exclude: computed by reference to only T's items wouldtaxable income (computed without regard to the

(1) For carryovers, any years endinghot be a positive amount. CNOL deduction). The group's CTI determined by

after the year to which the loss iS Example 2. Net operating loss carryoveta) In reference to only T's items is a CNOL of $4. For
carried; and Year 1, individual A forms P and P sustains a $4Q ¢’ 5. the CNOL deduction includes $60 of P's

. . : . ear 3 loss but only $6 of T's Year 3 loss (the
(2) For carrybacks, any years endlnd:]itocrf: riﬁn?galro;s Gmigllztgdargggpg?ggggdlrZuhsatgi:@ggregate consolidated taxable income for Years 4

after the year in which the loss arosey net operating loss of $50 in Year 2 that iSand 5 deter- mined by reference to T's items, or

and carried forward. P buys the stock of T during Year$66’ reduced by T's SRLY losses actually ab-

(D) The treatment under § 1.1502-3 but T is not a member of the P group for eactOroed by the group in Year 4, or $60).

" Example 3. Net operating loss carrybacks.
e . _day of the year. P and T file separate returns an
15T of a built-in loss as a hypotheticalg ¢iqin net operating losses of $120 and $6¢2)(1) P owns all of the stock of S and T. The

net operating loss carryover in the yeafespectively, for Year 3. The P group files "embers of the P group contribute the following
recognized is solely for purposes ofconsolidat- ed returns beginning in Year 4. During!® t:‘(e Confogdateé* ééxab'e income of the P group
determining the limitation under this Year 4, the P group has $160 of consolidate or Years 1, 2, and 3

: : tfaxable income (computed without regard to the Year 1 Year2 Year3 Total
paragraph (C) with respect to the loss i NOL deductiong. Suri:h consolidated gtaxable inP $100 $60 $80 $240
that year and not for any other purposecome would be $70 if determined by reference tes 20 20 30 70
Thus, for purposes of determining con-only T's items. These results are summarized a3 30 10 (50) (10)
solidated taxable income for any othefollows: CTI $150 $90 $60 $300.
losses, a built-in loss allowed under this Separate/ Consoli- (2) P sells all of the stock of T to individual A
section in the year it arises is taken into Separate Separate Affiliated dated  at the beginning of Year 4. For its Year 4 separate
account. Year 1 Year2 Year3 Year4  return year, T has a net operating loss of $30.

. - . P $(40) $0 $(120) $90 (b) T's Year 4 is a SRLY with respect to the P
(i) Losses treated as arising iny 0 (50) (60) 70 group. See § 1.1502-1(f)(1). T's $30 net operating

SRLYsIf a net operating loss carryovercrT! $160. loss carryback to the P group from Year 4 is not
or carryback did not arise in a SRLY but (b) P's Year 1, Year 2, and Year 3 are notallowed under § 1.1502-21T(c) to be included in
is attributable to a built-in loss (asSRLYs with respect to the P group. See § 1.1502the CNOL deduction under paragraph (a) of this
defined under § 1.1502-15T), the CarT1(f)(2)(i). Thus, P's $40 net operating loss arisingsection for Year 1, 2, or 3, because the P group’s
N ; in Year 1 and $120 net operating loss arising inconsolidated taxable income would not be a
ryover or C_arrybaCk is treated fc’_r_purerar 3 are not subject to the SRLY limitation positive amount if determined by reference to only
poses of this paragraph (c) as arising ifinder paragraph (c) of this section. Under thel’s items for all consolidated return years through
a SRLY if the built-in loss was not principles of section 172, paragraph (b) of thisYear 4 (without regard to the $30 net operating
allowed, after application of the SRLY shecti(pn rlequirets) thatt)t tdh% Ioshs agsing in _Ye$r 1 [Z?SS)YHOWZVGR éhe $30 Io;s is ;:arrigld forward to
e ; ; the first loss absorbe the roup in Year 4T's Year and succeeding taxable years as
!|m|tat|qn, in the year it arose. For anAbsorption of this loss Iegves $12% ofpthe group’'sprovided under the Code.
illustration, see 8§ 1.1502-15T(d)EX- consolidated taxable income available for offset by Example 4. Computation of SRLY limitation for
ample 5. other loss carryovers. built-in losses treated as net operating loss car-



ryovers. (a) In Year 1, individual A forms T by group for the relevant consolidated reparagraphs (c)(2)(i) and (ii) of this sec-
gggﬁgﬁﬂgngsfggriﬁgie; ;”?t,g'gzs;s%le%?ing?iurn years (as provided in paragraption apply to determine the SRLY sub-
value by $100. At the beginning of Year 3, P buysrlc)(_l)(l)(C) of this section). For an illus- group for the built-in loss that is, under
all the stock of T for $100, and T becomes atration of aggregate amounts during thearagraph (c)(1)(ii) of this section,
member of the P group. At the time of therelevant consolidated return years foltreated as arising in a SRLY with re-
ﬁ)‘;‘lu'atr']?cﬂﬁ gx(*;:: 2 tﬁle"&rggaoﬁgr?:"3ﬁgmbe“r;'tts"”I wing the year in which a member of aspect to the group in which the loss is
section 382(h)(3)(B). During Year 3, Tqrecogmzes RLY subgroup ceases to be a memb_eecognlzed. For this purpose an_d as the
its unrealized loss as a $100 or- dinary loss. Th@f the group, see paragraph (c)(2)(viicontext requires, a reference in those
members of the P group contribute the followingExample 4 of this section. A SRLY paragraphs to a group or former group
to the consolidated taxable income of the P grougubgroup may exist only for a carryoveris a reference to the subgroup deter-

for Years 3 and 4 (computed without regard to T's i ; : . .
recognition of its unrealized loss and any CNOLC" carryback arising in a year that is notmined under 8 1.1502-15T(c)(2).

deduction under § 1.1502-21T): a SRLY (and is not treated as a SRLY (iv) Principal purpose of avoiding or
v under paragraph (c)(1)(ii) of this sec-increasing a SRLY limitationThe mem-
ear 3 Year 4 Total . ith h h -
P group $100 $100 $200 tion) with respect to another group (thebers composing a SRLY subgroup are
(without T) former group), whether or not the groupnot treated as a SRLY subgroup if any
T 60 40 100 is a consolidated group. A separat®f them is formed, acquired, or availed
cTl $160 $140 $300. SRLY subgroup is determined for eactof with a principal purpose of avoiding

(b)IUndfer 5 1.13502—1?{(?) T’Sb$|lt90 Iof orttri]i- such carryover or carryback. A consoli-the application of, or increasing any
nary I0ss In year constitutes a bulilt-in 10ss thai I imi i i

o s};bject et 1.1502_‘(;?;%; group may include more than ondimitation under, this paragraph (c). Any
21T(c). The amount of the limitation is determined subgroup and a member may be membe( excluded fro.m a SRLY .SUb_
by treating the deduction as a net operating los§1€mber of more than one SRLY subgroup, if excluded with a prin- cipal
carryover from a SRLY. The built-in loss is group. Solely for purposes of determinpurpose of so avoiding or increasing any
therefore subject to a $60 SRLY limitation for ing the members of a SRLY subgroupSRLY limitation, is treated as included
Zggltat:iar.\g-rlrgfssbggtr—rl)?ovlgrsssolfeI;ri?)f'edpu?psose;sni?\lith respect to a loss: in the SRLY subgroup.

deter- mining the extent to which the loss is not (i) Carryovers.In the case of a car- (v) Coordination with other limita-
allowed by reason of the SRLY limitation, and for ryover, the SRLY subgroup is composedions. This paragraph (c)(2) does not
all other purposes the loss remains a loss arisingf the member carrying over the lossallow a net operating loss to offset
o b s’ e 80 ) lthe loss member) and each other menncome 10 the extent Inconsistent with
limitation is ’absorbed by the P group before T‘sber that was a member of the formewther limitations or restrictions on the
$100 net operating loss carryover from Year 1 iJroup that becomes a member of these of losses, such as a limitation based
allowed. group at the same time as the lossn the nature or activities of members.
o5t LIS 15T e 40 erce snemer. A member remane & memberor exanpl, any dual consolidated loss
because of the SRLY limi- tation is treated as of the. .SRLY S.l'lbgrOUp until it ceases tomay not reduce the taxable income to an
$40 net operating loss arising in Year 3 that i:be affiliated with th_e |(_)SS memb_er' TheeXtent greater than that allowed under
subject to the SRLY limitation because, underdggregate determination described imection 1503(d) and § 1.1503-2. See
§ 1.1502-21T(c)(1)(i)), Year 3 is treated as aparagraph (c)(1) of this section and thislso § 1.1502-47(q) (relating to pre-

Sy and » cated o afer e Y accorencharagraph (12) includes the amounts Gbmption o vl for fe-nonlfe aroups)
SRLY limitation for Year 4 is the P group’s con- NCOME, gain, deduction, and loss of (vi) Anti-duplication.If the same item

solidated taxable income for Year 3 and Year 4ach memb_er of the SRLY subgroup .forof income or deduction could be taken
determined by reference to only T's items andthe consolidated return years duringnto account more than once in deter-
without regard to the group’s CNOL deductionsywhich it remains a member of the SRLlenlng a limitation under this paragraph

($60 + $40), reduced by T's loss actually ab- ; : . - . -
sorbed by the group in Year 3 ($60). The SRLy>SuPgroup. For an illustration of the(c), or in a manner inconsistent with any

limitation for Year 4 is $40. aggregate deter- mination of a SRLYgther provision of the Code or regula-
(d) Under paragraph (c) of this section and theSubgroup, see paragraph (c)(2)(viX- tions incorporating this paragraph (c),
prin- ciples of section 172(b), $40 of T's $100 netample 20f this section. the item of income or deduction is taken

operating loss carryover from Year 1 is included in (i) Carrybacks. In the case of a into account only once and in such
tshe?:ti(czaw(i)nl_vigglilc.uon under paragraph (2) of thigsarryback, the SRLY subgroup is coM-manner that losses are absorbed in ac-
posed of the member carrying back thgordance with the ordering rules in
(2) SRLY subgroup limitationin the loss (the loss member) and each othgfaragraph (b) of this section and the
case of a net operating loss carryover omember of the group from which theuynderlying purposes of this section.
carryback for which there is a SRLYloss is carried back that has been con- (yjj) ExamplesThe principles of this
subgroup, the principles of paragrapttinuously affiliated with the loss mem- naragraph (c)(2) are illustrated by the
(c)(1) of this section apply to the SRLY ber from the year to which the 10ss isfo|iowing examples:
subgroup, and not separately to its memearried through the year in which the gxample 1. Members of SRLY subgroufs)
bers. Thus, the contribution to consoli-Hoss arises. During Year 1, P sustains a $50 net operating loss.
dated taxable income and the net operat- (ii) Built-in losses.In the case of a Atthe beginning of Year 2, P buys all the stock of
ing loss carryovers and carrybacksuilt-in loss, the SRLY subgroup is S 2t & time when the aggregate basis of S's assets
Y. i . ._.— exceeds their aggregate value by $70 (as deter-
arising (or treated as arising) in SRLYscomposed of the member recognizingnined under § 1.1502-15T). At the beginning of
that are included in the CNOL deduc-the loss (the loss member) and eackear 3, P buys all the stock of T, T has a $60 net
tions for all consolidated return years ofother member that was part of theoperating loss carryover at the time of the acquisi-
the group under paragraph (a) of thisubgroup with respect to the loss deterion, and T becomes a member of the P group.

During Year 4, S forms S1 and T forms T1, each

section are based on the aggregatmined under § 1.1502-15T(c)(2) imme—by contributing assets with built-in gains which

amounts of income, gain, deduction, andliately before the members becamgre, in the aggregate, material. S1 and T1 become
loss of the members of the SRLY sub-members of the group. The principles ofnembers of the P group. M is the common parent



of another group. During Year 7, M acquires all of (g) In the M group, T's $60 loss carryover paragraph (c)(2)(i) of this section, Year 2 is not a
the stock of P, and the members of the P grouarose in a SRLY and is subject to limitation underSRLY with respect to the P group. Similarly, S
become members of the M group for the balance@aragraph (c) of this section. T and T1 remain theand T compose a SRLY subgroup for purposes of
of Year 7. The_$50 and $60 loss carryovers of Ponly members of a SRLY subgroup with respect tadetermining the limitation for S's $10 net operat-
and T are carried to Year 7 of the M group, andthe carryover, but T1's contribution to consoli- ing |oss carryover arising in Year 1 because Year 1
the vglue and basis of S's assets did not changgated _taxable income may not be used to increasg ot 3 SRLY with respect to the S group.
after it became a member of the former P groupconsolidated taxable income of the M group that

(b) Under paragraph (c)(2) of this section, amay be offset by the carryover. See paragraph (f © S and_ T are membe’rs of both the SRLY
separate SRLY subgroup is determined for eachf this section. ubgroup with respect to P's losses and the SRLY
loss carryover and built-in loss. In the P group, P’'s Example 2. Computation of SRLY subgroupuPgroup with respect to S's losses. Under para-
$50 loss carryover is not treated as arising in dimitation. (a) Individual A forms S. Individual B 9raph (c)(2) of this section, S's and T's items
SRLY. See § 1.1502-1(f). Consequently, the carforms T. In Year 2, P buys all the stock of S and T¢annot be included in the determination of the
ryover is not subject to limitation under paragraphfrom A and B, and S and T become members ofRLY subgroup limitation for both SRLY sub-
(c) of this section in the P group. the P group. For Year 3, the P group has a $48§roups for the same consolidated return year;

(c) In the M group, P’s $50 loss carryover is CNOL, which is attributable to P, and which P paragraph (c)(2)(vi) of this section requires the M
treated as arising in a SRLY and is subject to thearries forward. M is the common parent ofgroup to consider the items of S and T only once
limitation under paragraph (c) of this section. Aanother group. At the beginning of Year 4, Mso that the losses are absorbed in the order of the
SRLY subgroup with respect to that loss isacquires all of the stock of P and the formertaxable years in which they were sustained. Be-
composed of members which were members of thexembers of the P group become members of theause S’s loss was incurred in Year 1, while P’s
P group, the group as to which the loss was not 8 group. loss was incurred in Year 2, the items will be
SRLY. The SRLY subgroup is composed of P, the (b) P’'s year to which the loss is attributable,added in the determination of the consolidated
member carrying over the loss, and each otheYear 3, is a SRLY with respect to the M group.taxable income of the S and T SRLY subgroup to
member of the P group that became a member dbee § 1.1502-1(f)(1). However, P, S, and T comenable S’'s loss to be absorbed first. The taxable
the M group at the same time as P. A member opose a SRLY subgroup with respect to the Year 3ncome of the P, S, and T SRLY subgroup is then
the SRLY subgroup remains a member until itloss under paragraph (c)(2)(i) of this sectioncomputed by including the consolidated taxable
ceases to be affiliated with P. For Year 7, thebecause Year 3 is not a SRLY (and is not treatethcome for the S and T SRLY subgroup less the
SRLY subgroup is composed of P, S, T, S1, andis a SRLY) with respect to the P group. P’s loss immount of any net operating loss carryover of S

T1. carried over to the M group’s Year 4 and isthat is absorbed after applying this section to the S
(d) In the P group, S’'s $70 unrealized loss, iftherefore subject to the SRLY subgroup limitationsubgroup for the year.
recognized within the 5-year recognition periodin paragraph (c)(2) of this section. Example 4. Corporation ceases to be affiliated

after S becomes a member of the P group, is (c) In Year 4, the M group has $10 of consoli-with a SRLY subgroupa) P and S are members
subject to limitation under paragraph (c) of thisdated taxable income (computed without regard t@f the P group and the P group has a CNOL of
section. See § 1.1502-15T and paragraph (c)(1)(ithe CNOL deduction for Year 4). However, such$30 in Year 1, all of which is attributable to P and
of this section. Because S was not continuouslgonsolidated taxable income would be $45 ifcarried over to Year 2. At the beginning of Year 2,
affiliated with P, T, or T1 for 60 consecutive determined by reference to only the items of P, S\ acquires all of the stock of P, and P and S
months prior to joining the P group, these corporaand T, the members included in the SRLY subfecome members of the M group. P and S
tions cannot be included in a SRLY subgroup withgroup with respect to P’s loss carryover. Therecompose a SRLY subgroup with respect to P’s net
respect to S's unrealized loss in the P group. Sefore, the SRLY subgroup limitation under para-operating loss carryover. For Year 2, consolidated
paragraph (c)(2)(iii) of this section. As a successograph (c)(2) of this section for P's net operatingtaxable income of the M group determined by
to S, S1 is included in a subgroup with S in the Foss carryover from Year 3 is $45. Because the Meference to only the items of P (and without
group. Because S did not cease to exist, howevegroup has only $10 of consolidated taxable incomeegard to the CNOL deduction for Year 2) is $40.
S1's contribution to consolidated taxable incomen Year 4, however, only $10 of P’s net operatingHowever, such consolidated taxable income of the
may not be used to increase the consolidatetdss carryover is included in the CNOL deductionm group determined by reference to the items of
taxable income of the P group that may be offsetinder paragraph (a) of this section in Year 4. both P and S is a loss of $20. Thus, the SRLY
by the built-in loss. See paragraph (f) of this (d) In Year 5, the M group has $100 of subgroup limitation under paragraph (c)(2) of this
section. consolidated taxable income (computed withoutection prevents the M group from including any
(€) In the M group, S’s $70 unrealized loss, ifregard to the CNOL deduction for Year 5). Neitherof P's net operating loss carryover in the CNOL
recognized within the 5-year recognition periodP, S, nor T has any items of income, gaindeduction under paragraph (a) of this section in
after S becomes a member of the M group, igleduction, or loss in Year 5. Although the mem-Year 2, and P carries the loss to Year 3.
subject to limitation under paragraph (c) of thisbers of the SRLY subgroup do not contribute to (b) At the end of Year 2, P sells all of the S
section. Prior to becoming a member of the Mthe $100 of consolidated taxable income in Year S¢iock and S ceases to bé a member of the M
group, S had been continuously affiliated with Pthe SRLY subgroup limitation for Year 5 is $35 group and, in turn, ceases to be affiliated with the
(but not T or T1) for 60 consecutive months and(the sum of SRLY subgroup consolidated taxable subgrofjp. For Year 3. consolidated taxable
S1 is a successor that has remained continuousigcome of $45 in Year 4 and $0 in Year 5, less thg,come of the M group is $.’50 (determined without
affiliated with S. Those members had a net$10 net operating loss carryover actually absorbegegard to the CNOL deduction for Year 3), and
unrealized built-in loss immediately before theyby the M group in Year 4). Therefore, $35 of P's g ch consolidated taxable income would be '$10 if
became members of the group under § 1.1502net operating loss carryover is included in theyetermined by reference to only items of P.
15T(c). Consequently, in Year 7, S, S1, and FCNOL deduction under paragraph (a) of thisygyever, the limitation under paragraph (c) of this
compose a subgroup in the M group with respecsection in Year 5. section for Year 3 for P's net operating loss
to S’s unrealized loss. S1's contribution to consoli- Example 3. Inclusion in more than one SRLYcarryover still prevents the M group from includ-
dated taxable income may not be used to increasibgroup.(a) At the beginning of Year 1, S buys ing any of P’s loss in the CNOL deduction under
the consolidated taxable income of the M groupall the stock of T, and T becomes a member of th aragraph (a) of this section. The limitation results
that may be offset by the recognized built- in lossS group. For Year 1, the S group has a CNOL Oﬁom the inclusion of S’s items for Year 2 in the
See paragraph (f) of this section. $10, all of which is attributable to S and is carriedyetermination of the SRLY subgroup limitation for
(f) In the P group, T's $60 loss carryover aroseover to Year 2. At the beginning of Year 2, P buySyear 3 even though S ceased to be a member of
in a SRLY and is subject to limitation under all the stock of S, and S and T become memberg,e M group (and the P subgroup) at the end of
paragraph (c) of this section. P, S, and S1 weref the P group. For Year 2, the P group has asear 2. Thus, the M group’s consolidated taxable
not members of the group in which T's loss aroseCNOL of $35, all of which is attributable to P and jncome determined by reference to only the SRLY
and cannot be members of a SRLY subgroup witlis carried over to Year 3. At the beginning of Yearsypgroup members’ items for all consolidated
respect to the carryover in the P group. Sed, M acquires all of the stock of P and the formerya years of the group through Year 3 (deter-
paragraph (c)(2)(i) of this section. As a successomembers of the P group become members of thgined without regard to the CNOL deduction) is
to T, T1 is included in a SRLY subgroup with T in M group. not a positive amount.
the P group; however, because T did not cease to (b) P's and S’s net operating losses arising in
exist, T1's contribution to consolidated taxabIeISRLYs with respect to the M group are subject to (d) Coordination with consolidated
income may not be used to increase the consollimitation under paragraph (c) of this section. P, S - P
dated taxable income of the P group that may band T compose a SRLY subgroup for purposes olfetum Chang.e of ovx{nershlp Ilmltathn
offset by the carryover. See paragraph (f) of thigetermining the limitation for P's $35 net operat-and transactions subject to old section
section. ing loss carryover arising in Year 2 because, undeB82—(1) Consolidated return changes



of ownership If a consolidatd return
chang of ownershp occurrel before
Januay 1, 1997 the principles of
§ 1.1502-21A()l apply to determire the
amoun of the aggregat of the net
operatiny losses attributabé to old mem-
bers of the groy tha may be included
in the consolidatd net operatig loss
deductimm unde paragrap (a) of this
section For this purpose § 1.1502-1(qg)
is applied by treatirg tha dake as the
erd of the yea of change.

(2) Old sectin 382 The principles of
§ 1.1502-21A(¢ apply to disallow or
redue the amourt of a net operating
loss carryove of a membe as a result
of a transactio subje¢ to old section
382.

(e) Consolidatel net operatirg loss.
Any exces of deductios over gross
income as determiné undeg § 1.1502—
11(a (without regad to arny consoli-
dated ne operatirg loss deduction) is
alo referral to as the consolidatd net
operatirg loss (or CNOL).

(f) Predecessar and successors-(1)
In general For purposs of this section,
ary referene to a corporation membe,
comma parent or subsidiay, includes,
as the contex may require a reference
to asuccessoor predecesspas defined
in § 1.1502-1(f)(4).

(2) Limitation on SRY subgoups.
Excep as the Commissione may othea-
wise determine ary increag in the
consolidatd taxabk income of a SRLY
subgroy tha is attributabé to a succes-
sa is disregardd unles the successor
acquires substantialf all the asset and
liabilities of its predecesso and the
predecessoceass to exist.

(g) Effectie date—(1) In general.
This section generaly applies to con-
solidatel retum yeas beginnirg on or
after Januay 1, 1997.

(2) SRLY limitation. Excef in the
ca® of thoe membes (including mem-
bers of a SRLY subgroup describé in
paragrap (g)(3)(iii) of this section a
grop does not take into accoum a
consolidatd taxabke yea beginnirg be-
fore Januay 1, 1997, in determinimg the
aggregas of the consolidatd taxable
income undeg paragrap (c)(1) of this
section (including for purpose of
§ 1.1502-19 ard § 1.1502-22T(q) for
the membes (or SRLY subgroups).

(3) Application to prior periods A
consolidatd group may appl the rules
of this sectio to all consolidatd return
yeas endirg on or after Januay 29,
1991, ard beginnirg befor Januay 1,
1997, provided that—

(i) The groupgs tax liability as shown
on an origind or an amendd retum is
consistenh with the application of the
rules of this section (othe than this
paragrap (g)) and 8§ 1.1502-1%,
1.1502-22, 1.1502-23, 1.1502-91T
through 1.1502-9@, ard 1.1502-98T
for ead sudh yea for which the statute
of limitations does naot precluce the
filing of an amendd retum on January
1, 1997,

(i) Each sectilm describe in para-
graph (9)(3)(i) of this sectim anrd
§ 1.1502-1(f)(4)(i) is applied by substi-
tuting “‘taxable yeass endirg on or after
Januay 29, 1991’ for ‘“taxable years
beginnirg on or after Januay 1, 1997’
(ard “before Januay 29, 1991’ for
“before Januay 1, 1997’ in the ca® of
consolidatd retum changs of owne-
ship) as the contex requires.

(iii) The rules of paragrap (c) of this
section and 88 1.1502-15 and 1.1502—
22T(c are applied only with respet to
the losses and deductios of thos cor-
poratiors tha becane membes of the
groy (including membes of a sub-
group) and to acquisitiors occurring on
or after Januay 29, 1991 (ard only
with respet to sud losses and deduc-
tions);

(iv) The rules of 88 1.1502-15A,
1.1502-21A( and 1.1502-22A(% are
applied with respet to the losse and
deductios of thos corporatiors that
becane membes of the group and to
acquisitiors occurring before January
29, 1991, and

(v) Appropriake adjustmerg are made
in the earlies subsequenopen yea to
refled any inconsisteng in a yea for
which the statue of limitations pre-
cludes the filing of an amendd return
on Januay 1, 1997.

(4) Waiver of carrybacks Paragraph
(b)(3)(i) of this sectim (relating to the
waiver of carrybacky applies to net
operatig losses arising in a consoli-
dated retum yea for which the due date
of the income tax retun (without regard
to extensiony is on or after Monday,
Augug 26, 1996.

Pa. 14. Sectim 1.1502-2 is redesig-
nated as § 1.1502—22A the headimgy of
the newly designatd § 1.1502—-22 is
revised and paragraph (d)(3) ard (e)
are addel to rea as follows:

§ 1.1502—22 Consolidatéd net capital
gain or loss generaly applicabke for
consolidaté retum years beginnirg be-
fore Januay 1, 1997.

(d)

(3) Crossrefaence See § 1.1502-
22T(d for the rule tha applies the
principles of this paragrap (d) in con-
solidatel retun yeas beginnirg on or
after Januay 1, 1997, with respetto a
consolidatd retum chang of ownership
occurrirg before Januay 1, 1997.

(e) Effectie date This sectim ap-
plies to arny consolidatd retum years to
which 8§ 1.1502-21T(y does not appl.
See 8§ 1.1502-21T(y for effective dates
of tha section.

Pa. 15. Section 1.1502-27 is added
to read as follows:

§ 1.1502-22T Consolidated- capital
gain and loss (temporary).

(a) Capitd gain. The determinations
unde sectim 1222 including capital
gain net income ne long-tem capital
gain ard net capitd gain with respect
to membes during consolidatd return
years are not made separatsl. Instead,
consolidatd amouns are determine for
the growp as awhole The consolidated
capitd gain net income for ary consoli-
datad retumn yea is determine by refer-
ence to—

(1) The aggregat gairs and losses of
membes from sales or exchange of
capitd asses for the yea (othe than
gairs and losses to which section 1231
applies);

(2) The consolidatd ne section 1231
gain for the yea (determine under
§ 1.1502-23T) and

(3) The net capitd loss carryoves or
carryback to the yea.

(b) Net capitd loss carryoves and
carrybacks—(1) In general The dete-
minatiors unde section 1222 including
ne capitd loss and net short-tem capi-
tal loss with respet to membes during
consolidatd retum yeas are not made
separatel.— Insteag= consolidate
amouns are determine for the grow as
a whole Losses included in the consoli-
datel net capitd loss may be carried to
consolidatd retum years and after ap-
portionment may be carried to separate
retum years The ne& capitd loss ca-
ryovers and carryback consis of—

(i) Any consolidatd net capitd
losses of the groug and

(i) Any ne& capitd losses of the
membes arising in separa¢ retum
years.

(2) Carryoves and carrybacls gene-
ally. The ne capitd loss carryoves and
carryback to a taxabk yea are dete-
mined unde the principles of section



1212 ard this section Thus losse per-

mitted to be absorbd in a consolidated
retum yea generaly are absorbd in the

orde of the taxabk yeass in which they
were sustainedand losses carried from

taxabk yeas endirg on the sane date,
ard which are availabk to offset con-

solidatal capitd gain net income gene-

ally are absorbd on a pro rata basis.
Additiond rules provided unde the

Cocke or regulatiors also apply, as well

as the SRLY limitation unde paragraph
(c) of this section See e.g, section
382(1)(2)(B).

(3) Carryoves and carrybacls of
consolidatel net capitd losses to sepa-
rate retum years If ary consolidated
net capitd loss tha is attributabé to a
membe may be carried to a separate
retun yea unde the principles of
§ 1.1502-21T(b)(2) the amount of the
consolidatd ne capitd loss tha is
attributabé to the membe is appo-
tioned ard carried to the separag return
yea (apportiond loss).

(4) Specid rules—(i) Shot years in
connectim with transactiors to which
sectiom 381(9 applies If a member
distributes or transfes asses to a corpo-
ration tha is a membe immediately
after the distribution or transfe in a
transactio to which section 381(3 ap-
plies the transactio does not cau® the
distributa or transfere to hawe a short
yea within the consolidatd retum year
of the grow in which the transaction
occurra tha is countel as a separate
yea for purpose of determinirg the
yeass to which a net capitd loss may be
carried.

(i) Specia statws losses [Reserved]

(c) Limitations on ne capitd loss
carryovess and carrybacls from sepa-
rate retum limitation years The aggre-
gake of the ne capitd losses of a
membe arising (or treate as arising in
SRLYs tha are includdl in the determi-
nation of consolidatd capitd gain net
income for all consolidatd retum years
of the group unde paragrap (@) of this
section may not exceel the aggregat of
the consolidatd capitd gain net income
for all consolidatd retun yeas of the
groyp determiné by referene to only
the membe’s items of gain amd loss
from capitd asses as defined in section
1221 ard trade or busines assed de-
fined in sectimm 1231(b) including the
membe’s losses actually absorbd by
the groy in the taxabk yea (whether
or not absorbd by the member) The

the SRLY subgroy principles under
§ 1.1502-21T(c)(2) apply with appro-
priate adjustmerg for purposs of ap-
plying this paragrap (c).

(d) Coardination with respet to con-
solidated retum chang of ownership
limitation occurring in consolidate re-
turn years beginnirg befae Januay 1,
1997 If a consolidatd retum chang of
ownershp occurrel before Januay 1,
1997, the principles of § 1.1502—22A(d)
apply to determire the amount of the
aggregae of the net capitd loss attribut-
able to old membes of the grow (as
thos terms are defined in § 1.1502—
1(g)), tha may be includeal in the net
capitd loss carryove unde paragraph
(b) of this section For this purpose,
§ 1.1502-1(y is applied by treatirg that
dak as the end of the yea of change.

(e) Consolidaté net capitd loss Any
exces of losses over gains as dete-
mined unde paragrap (a) of this sec-
tion (without regad to ary carryoves or
carrybacks) is alo referral to as the
consolidatd net capitd loss.

(f) Predecessa and successorsFor
purposs of this section the principles
of § 1.1502-21T(f apply with appropri-
ate adjustments.

(g) Effectie date—(1) In general.
This section applies to consolidatd re-
turn yeass beginnirg on or after January
1, 1997.

(2) Application to prior periods See
§ 1.1502-21T(g)(B for rules generally
permitting a grow to apply the rules of
this sectim to consolidatd retum years
endirg on or after Januay 29, 1991 and
beginnirg before Januay 1, 1997.

Pa. 16. Section 1.1502-3 is redesig-
natel § 1.1502—23A the section head-
ing of the newly designatd § 1.1502—
23A is revised the curren text of the
section is designatd as paragrap (a)
ard paragrap (b) is addel to read as
follows:

§ 1.1502—-23 Consolidatd ne section
1231 gain or loss generaly applicable
for consolidaté retum years beginning
befae Januay 1, 1997.

(b) Effective date This sectim ap-
plies to ary consolidatd retum yeass to
which 8 1.1502-21T(y does nat apply.
See § 1.1502-21T (Y for effective dates
of tha section.

Pa. 17. Sectim 1.1502-23 is added

principles of § 1.1502-21T(c)(including to real as follows:

§ 1.1502-23F Consolidaté net section
1231 gain or loss (temporary).

() In general Net section 1231 gains
ard losses of membes arising during
consolidatd retum years are not dete-
mined separatgl Instead the consoli-
dated ne sectim 1231 gain or loss is
determiné unde this section for the
groy as awhole.

(b) Recaptue of ordinary loss [Re-
served]

(c) Effectie date—(1) In general.
This sectio applies to gains and losses
arising in the determinatio of consoli-
datel net sectimm 1231 gain or loss for
taxabke yeas beginnirg on or after
Januay 1, 1997.

(2) Application to prior periods See
§ 1.1502-21T(g)(B for rules generally
permitting a growp to apply the rules of
this sectim to consolidatd retum years
endirg on or after Januay 29, 1991, and
beginnirg before Januay 1, 1997.

Pa. 18 Sectim 1.1502—4 is redesig-
natel as 8§ 1.1502-41A the section
headig of the newly designatd
§ 1.1502—4A is revised ard paragraph
(c) is addal to rea as follows:

§ 1.1502—-4A Determiration of conr
solidated net long-temm capitd gain and
consolidatel ne short-tem capitd loss
generaly applicabk for consolidate re-
turn years beginnirg befae Januay 1,
1997.

(c) Effectie date This sectim ap-
plies to any consolidatd retum yeass to
which 8 1.1502-21T(y does not apply.
See § 1.1502-21T(Yy for effective dates
of tha section.

Pa. 19. Sectim 1.1502—-7% is added
to read as follows:

§ 1.1502-7@ Separat retum years
generaly applicabk for consolidate re-
turn years beginnirg befae Januay 1,
1997.

(a) throudh (e) [Reserved]

(f) Effective date Paragraps (a) and
(b) of this secti;n apply to losses arising
in consolidatd retum yeas to which
§ 1.1502-21T(y does not apply. For
this purpo® ne operatig loss deduc-
tions carryovers ard carrybaclk arise in
the yea from which they are carried.
See § 1.1502-21T(Yy for effective dates
of tha section.



Pa. 20. In § 1.1502-79 paragraphs solidatel retum years beginnirg before

(&)= and- (b)- are~ redesignatd- as
§ 1.1502—79A paragraphk (a) ard (b).

Pa.- 21. Section~ 1.1502-B- is
amendd by addirg new paragraph (a)
and (b) to rea as follows:

§ 1.1502-B Separa¢ retum years

(8) Carryovea and carrybadk of con-
solidated net operatirg losse to sepa-
rate retum years For losse arising in
consolidatd retum yeas beginnirg be-
fore Januay 1, 1997 ses § 1.1502-
79A(a) For later years see § 1.1502—
21T(b).

(b) Carryove and carrybad of con-
solidated net capitd loss to separate
retum years For losse arising in con-

Januay 1, 1997 see § 1.1502—79A(b).
For later years see 8§ 1.1502-22T(b).

PART 602—ONB CONTROL
NUMBERS UNDER THE
PAPERWORK REDUCTION ACT

Pa. 22 The authoriy citation for
pat 602 continues to read in pat as
follows:

Authority: 26 U.S.C 7805.

Pa. 23. In § 602.101 paragrap (c)
is amendd by addirg an ently in nu-
mericd orde to the table to read as
follows:

§ 602.1 OMB Contrd numbers.

(©)
CFR patt or secti;m where~ Currert OMB
identified or describeeh contrd No.
1.1502-2T.............. .n 1545-1237

Margard¢ Milner Richardson,
Commissioneof Internd Revenue.

Approved May 31, 1996.

Leslie Samuels,
Assistah Secetary of the Treasuy.

(Filed by the Office of the Federa Registe on
Jure 26, 1996 8:45 a.m, ard publisha in the
isste of the Federa Registe for Jure 27, 1996 61
F.R. 33321)




