Section 1502.—Regulations
26 CFR 1.1502-9T: Application of section 382

with respet to a consolidatel group (temporary).

T.D. 8678

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

Regulations Under Section 1502 of
the Internal Revenue Code of 1986;
Limitations on Net Operating Loss
Carryforwards and Certain Built-in
Losses and Credits Following an
Ownership Change of a
Consolidated Group

AGENCY: Internd Revene Servie
(IRS), Treasuy.

ACTION: Temporay regulations.

ard credis following an ownershp
chang¢ with respet to consolidated
groups The regulatiors include rules for
determinirg whethe a loss group or a
loss subgrop has an ownershp change,
for computig a consolidatd section
382 limitation or subgroyp section 382
limitation, and for applying sectiors 382
ard 383 to corporatios tha join or
leave a group The rules are necessary
to provide guidan@ to suc groups on
the use of certan of their tax attributes.
The text of thes temporay regulations
alo serves as the text of CO-25-96,
page 30, in this isswe of the Bulletin.

DATES The regulatiors are effective
Thursdg, Jure 27, 1996.

For dates of applicatim and special
transition rules see Effective Dates un-
de SUPPLEMENARY INFORMA-
TION.

FOR FURTHER INFORMATION CON-
TACT: David B. Friedd at (202 622—
75950 (not a toll-free number).

SUPPLEMENARY INFORMATION:

Paperwok Reductio Act

The collection of information con-
tainal in the temporay regulatiors has
been reviewal ard approvel by the
Office of Managemeh and Budgé in
accordane with the Paperwok Reduc-
tion Act (44 U.S.C 3507 unde the
contrd numbe 1545-1218 The collec-
tion requires a respone from certain
consolidatd groups The IRS requires
the information describe in § 1.1502—
95T(e to assue tha a sectim 382
limitation is propery determing in
cases of corporatios tha ceag to be
membes of a group Responsgto this
collection of information are required to
obtan a beneft (relating to the section
382 limition applicabé to the departing
member(s)).

An ageng may not condud or spon-
sa, and a persa is not requiral to
respoml to, a collection of information
unles the collection of information dis-
plays avalid contrd numbe.

For furthe information concerning
this collection of information and where

SUMMARY: This documeh contains to submi commens on the collection of

temporay regulatiors regardirg the op-
eraticn of sectiors 382 ard 383 of the
Internd Revene Code of 198 (relating
to limitations on net operatirg loss ca-

information arnd the accurag of the
estimatel burden and suggestioa for
reducirg this burden plea® refer to the
preambé to CO-25-96 page 30, in of

ryforwards and certan built-in losses this isste of the Bulletin.

Books or record relating to a collec-
tion of information mug be retainel as
long as their contens may becone ma-
terid in the administratin of any Inter-
nd Revene law. Generaly, tax returns
ard tax retum information are confiden-
tial, as requirad by 26 U.S.C 6103.

Backgourd and Explanation of Provi-
sions

On Februay 4, 1991 the IRS and
Treasuy issual three notices of pro-
poseal rulemaking CO-132-8 (56 FR
4194) CO-077-9 (56 FR 4183) and
CO-078-9 (56 FR 4228) settirg forth
rules regardig the application of sec-
tions 382 armd 383 by consolidated
groups and by controlled groups and
regardirg the use of built-in deductions
ard ne operatig losses and capital
losses including the carryove and ca-
rybadk of separat retum limitation year
(SRLY) losses of membes of consoli-
dated groups The preambils to the three
proposé regulatiors explan their rules
in detail The IRS and Treasuy also
publishal Notice 91-27 (19912 C.B.
629 to advis of intendal modifications
to the propose regulations.

For reasos explainal in the preamble
to TD 8677 (publishal in 1996-30
I.LR.B. 7), the IRS ard Treasuy are
issuirg temporay amendmerst concern-
ing the use of built-in deductiors and
net operatirg losses and capitd losses of
membes of consolidatd groups Some
of the rules in those temporay amend-
mens are closey related to rules regard-
ing the application of sectim 382 to
membes of consolidatd groups (for
example rules relating to built-in deduc-
tions ard subgroups) Becaus of the
close relationship ard in orde to give
consolidatd groups immediae guidance
on the application of sectiors 382 and
383 the IRS ard Treasuy are issuing
thee temporay amendmentsThe tem-
poray amendmerd are substantial}
identicd to the rules proposé on Janu-
ary 29, 1991.

These temporay amendmerst do not
addres the commens$ on the proposed
amendmentsMany of thee comments
are still unde consideration.

As a companim to this Treasury
decision the IRS and Treasuy are also
issuirg temporay regulatiors relating to
the application of sectiors 382 ard 383
by membes of controlled groups See
TD 867 publishel on page 4 in this
isste of the Bulletin.



Effective Dates. Section 1.1502-98T also issued undeg 1.1502-92T Ownership change of a
The temporary regulations are gener_26 U.S.C. 382(m) and 26 U.S.C. 1502loss group or a loss subgroup (tempo-
ally effective for testing dates that occurze.)sl(jcgo(':1 %ég?rﬁ)_gfng azlsGoLljs;ugd 1u5n(;jzena y).
on or after January 1, 1997. Transition, , , =~ T (a) Scope.
rules contained in the proposed amend- . b) Determination of an ownership
ments are retained and made applicabl f5ég'2_29'9$egtrlgn§ dééldsag_?g;d tgrso%?)ﬁ change.
to testing dates before January 1, 199 [ows: (1) Parent change method.
OWS. (i) Loss group.
SPECIAL ANALYSIS § 1.1502-90T Table of contents (tempoll) LOSS subgroup.

(2) Examples.

It has been determined that this Trearary). The following table contains the . .
sury decision is not a significant regula-major headings in §8§ 1.1502-91T(3) Special adjustments.
tory action as defined in EO 12866.through 1.1502—-99T. (i) Common parent succeeded by a new
Therefore, a regulatory assessment is nat o . _common parent.
required. It is hereby certified that these3_1-1902-91T Application of section (i) Newly created loss subgroup parent.
regulations do not have a significant382 With respect to a consolidated grougiii) Examples.

economic impact on a substantial num{témporary). (4) End of separate tracking of certain
ber of small entities. This certification is (3) Determination and effect of an own- losses. o
based on the fact that these regulations” ership change. (c) Supplemental rules for determining
will primarily affect affiliated groups of (1) In general. ownership change.

corporations that have elected to file(z) Special rule for post-change year(l) Scope.

consolidated returns, which tend to b€ ° inat includes the change date. (2) Cause for applying supplemental
larger businesses. Therefore, a Regulz%B) Cross reference. rule.

tory Flexibility Analysis under the (b) Definitions and nomenclature (3) Operating rules.

Regulatory Flexibility Act (5 U.S.C. ¢) Loss group ' (4) Supplemental ownership change
chapter 6) is not required. Pursuant tél) Defined ' rules.

section 7805(f) of the Internal Revenue L .
Code, the notice of proposed rulemaking?) Coordination k.W'th rule that ends
preceding these regulations were sent t? separate tracking.

the Small Business Administration for(3) Example.

comment on their impact on small busi-(d) Loss subgroup.

(i) Additional testing dates for the com-
mon parent (or loss subgroup par-
ent).

(ii) Treatment of subsidiary stock as
stock of the common parent (or loss

ness. (1) Net operating loss carryovers. subgroup parent).
(2) Net unrealized built-in loss. (iii) 5-percent shareholder of the com-
DRAFTING INFORMATION (3) Loss subgroup parent. N mon parent (or loss subgroup par-
The principal author of the temporary(4) Principal purpose of avoiding a  ent).
regulations is David B. Friedel of the limitation. (5) Examples.
Office of Assistant Chief Counsel (Cor-(5) Special rules. (d) Testing period following ownership
porate), IRS. Other personnel from theg6) Examples. change under this section.
IRS and Treasury participated in their(e) Pre-change consolidated attribute(e) Information statements.
development. (1) Defined. (1) Common parent of a loss group.
. (2) Example. (2) Abbreviated statement with respect
ﬁ\gr(l)sptlon of Amendments to the Regulg)’ pre_change subgroup attribute. to loss subgroups.
_ (1) Defined. § 1.1502-93T Consolidated section 382
Accordingly, 26 CFR parts 1 and 602(2) Example. limitation (or subgroup section 382 limi-
are amended as follows: (g) Net unrealized built-in gain and tation) (temporary).
loss.
PART 1—INCOME TAXES (1) In general. (a) Determination of the consolidated
Paragraph 1. The authority citation for(2) Members included. section 382 limitation (or subgroup

section 382 limitation).

(1) In general.

(2) Coordination with apportionment
rule.

part 1 is amended by adding entries i
numerical order to read as follows:
Authority: 26 U.S.C. 7805 * * *

i) Consolidated group.
(i) Loss subgroup.

Section 1.1502-91T also issued unde(r3) Acquisitions of built-in gain or loss

26 U.S.C. 382(m) and 26 U.S.C. 1502.4 ?s;ets. . (b) Value of the loss group (or loss
Section 1.1502-92T also issued unde?) hdirect .ownershlp: . subgroup).

26 U.S.C. 382(m) and 26 U.S.C. 1502(h) Recognized built-in gain or 10ss.(1) stock value immediately before
Section 1.1502-93T also issued unded) [n general. _ ownership change.

26 U.S.C. 382(m) and 26 U.S.C. 1502(2) Disposition of stock or an intercom-(2) Adjustment to value.
Section 1.1502-94T also issued under Pany obligation of a member. (3) Examples.

26 U.S.C. 382(m) and 26 U.S.C. 1502(3) Deferred gain or loss. (c) Recognized built-in gain of a loss
Section 1.1502-95T also issued undef4) Exchanged basis property. group or loss subgroup.

26 U.S.C. 382(m) and 26 U.S.C. 1502(i) [Reserved] (d) Continuity of business.

Section 1.1502—-96T also issued undefj) Predecessor and successor corporét) In general.
26 U.S.C. 382(m) and 26 U.S.C. 1502. tions. (2) Example.



(e) Limitations of losses under other(1) Form of the election to apportion.are determined with respect to these
rules. (2) Signing of the election. attributes for the group (or loss sub-
o . (3) Filing of the election. group) on a single entity basis and not

§ 1.1502-94T Coordination with Sec'{,4) Revocation of election. for its members separately. Following an

tion 382 and the regulations thereunde :
when a corporation becomes a membe§ 1.1502-96T Miscellaneous ruIeg%\’\slgesrﬁgg)rocuhsngﬁdgfr % IESFSgESLég'Igoihz

of a consolidated group (temporary).(temporary). amount of consolidated taxable income

(a) Scope. (a) End of separate tracking of lossesfor any post-change year which may be
(1) In general. (1) Application. offset by pre-change consolidated at-
(2) Successor corporation as new los€) Effect of end of separate tracking.tributes (or pre-change subgroup at-
member. (3) Continuing effect of end of separatetributes) shall not exceed the consoli-
(3) Coordination in the case of a loss tracking. dated section 382 limitation (or
subgroup. (4) Special rule for testing period. subgroup section 382 limitation) for
(4) End of separate tracking of certain(5) Limits on effects of end of separatesuch year as determined under
losses. tracking. § 1.1502-93T.
(5) Cross-reference. (b) Ownership change of subsidiary. (2) Special rule for post-change year
(b) Application of section 382 to a new (1) Ownership change of a subsidianthat includes the change datdf the
loss member. because of options or plan or arpost-change year includes the change
(1) In general. rangement. date, section 382(b)(3)(A) is applied so
(2) Adjustment to value. (2) Effect of the ownership change.that the consolidated section 382 limita-
(3) Pre-change separate attribute ddi) In general. tion (or subgroup section 382 limitation)
fined. (i) Pre-change losses. does not apply to the portion of consoli-
(4) Examples. (3) Coordination with 8§ 1.1502-91T, dated taxable income that is allocable to
(c) Built-in gains and losses. 1.1502-92T, and 1.1502-94T. the period in the year on or before the
(d) Information statements. (4) Example. change date. See generally § 1.382-6
. c) Continuing effect of an ownership (relating to the allocation of income and
§ 1.1502-95T Rules on ceasing to beg change. loss). The allocation of consolidated

member of a consolidated group (or loss : )
subgroup) (temporary). § 1.1502-97T Special rules under sec:—ﬁg?ﬁfcl'ggg??hgorcwaenpg%g&“ﬂ%ﬁg?{;
tion 382 for members under the jurisdic- 9

tion of a court in a title 11 or similar
case (temporary). [Reserved]

made before taking into account any
(1) Consolidated group. consolidated net operating loss deduc-
(2) Election by common parent. tion (as defined in 8§ 1.1502-21T(a)).
(3) Coordination with 88§ 1.1502-91T§ 1.1502-98T Coordination with sec- (3) Cross referenceSee §§ 1.1502—
through 1.1502—-93T. tion 383 (temporary). 94T and 1.1502-95T for rules that apply
(b) Separate application of section 38_?§ 1.1502—99T Effective dates (tempo_section 382 to a corporation that be-
when a member leaves a consoli- comes or ceases to be a member of a

(&) In general.

dated group. rary). group or loss subgroup.
(1) In general. (a) Effective date. (b) Definitions and nomenclaturd=or
(2) Effect of a prior ownership change(b) Testing period may include a periodpurposes of this section and §§ 1.1502—

of the group. beginning before January 1, 199792T through 1.1502-99T, unless other-
(3) Application in the case of a loss(c) Transition rules. (1) Methods per-wise stated:

subgroup. mitted. (i) In general. (1) The definitions and nomenclature
(4) Examples. (i) Adjustments to offset excess limita-contained in section 382 and the regula-
(c) Apportionment of a consolidated  tion. tions thereunder (including the nomen-

section 382 limitation. (iii) Coordination with effective date. clature and assumptions relating to the
(1) In general. (2) Permitted methods. examples in § 1.382-2T(b)) and this
(2) Amount of apportionment. (d) Amended returns. section and 8§ 1.1502-92T through
(3) Effect of apportionment on the con-(e) Section 383. 1.1502-99T apply; and

solidated section 382 limitation. (2) In all examples, all groups file

(4) Effect on corporations to which the8 1.1502-91T Application of sectionconsplidated returns, all corporations file
consolidated section 382 limitation382 Wwith respect to a consolidatediheir income tax returns on a calendar

is apportioned. group (temporary). year basis, the only 5-percent share-
(5) Deemed apportionment when loss (a) Determination and effect of an holder of a corporation is a public
group terminates. ownership change-(1) In general. This 9roup, the facts set forth the only owner

(6) Appropriate adjustments whensection and §§ 1.1502-92T and 1.15028hifts during the testing period, and each
former member leaves during theg3T set forth the rules for determining@SSet of a corporation has a value equal

year. an ownership change under section 38% itS adjusted basis. _
(7) Examples. for members of consolidated groups and (€) Loss group—(1) Defined. A loss
(d) Rules pertaining to ceasing to be ahe section 382 limitations with respectgroup is a consolidated group that:
member of a loss subgroup. to attributes described in paragraphs (e) (i) Is entitled to use a net operating
(1) In general. and (f) of this section. These rulesloss carryover to the taxable year that
(2) Examples. generally provide that an ownershipdid not arise (and is not treated under

(e) Filing the election to apportion. change and the section 382 limitatior8 1.1502—-21T(c) as arising) in a SRLY;



(i) Has a consolidated net operatingiions that become members of a consolief a member that has an ownership
loss for the taxable year in which adated group (the current group) composehange or that has been a member of a
testing date of the common parent oca loss subgroup if: group for at least 5 consecutive years.
curs (determined by treating the com- (i) They were affiliated with each (6) Examples. The following ex-
mon parent as a loss corporation); opther in another group (the formeramples illustrate the principles of this

(i) Has a net unrealized built-in loss group), whether or not the group was garagraph (d).

(determined under paragraph (g) of thisonsolidated group; Example 1. Loss subgroufa) P owns all the L

section by treating the date on which the (ii) They bear the re|ati0nship de-stock and L owns all the L1 st_ock. The P_group
determination is made as though it werscribed in section 1504(a)(1) to eaclizzr‘i ;\‘;Tsig'f;tﬁg g TgtY;’;’f;?tQE l\'/‘l’:; Jneing in
a change date). other through a loss subgroup parens seis ail the stock of L to A, and L and L1

(2) Coordination with rule that ends immediately after they become membersereafter file consolidated returns. A portion of
separate trackingA consolidated group of the current group; and the Year 1 consolidated net operating loss is
may be a loss group because @ mem- (i) Al least one' of the members 5oroned under 11502 21T to e of &
ber’s losses that arose in (or are treate€RITies Over a net operating loss that di IIowin’g is a graphic illustration of these facts:
as arising in) a SRLY are treated adlot arise (and is not treated under
described in paragraph (c)(1)(i) of this§8 1.1502-21T(c) as arising) in a SRLY
section. See § 1.1502-96T(a). with respect to the former group.

(3) Example.The following example  (2) Net unrealized built-in lossTwo
illustrates the principles of this para-Of More corporations that become mem-
graph (c). bers of a consolidated group compose a

Example. Loss grouga) L and L1 file separate |05_3 subgroup if they: ) -
returns and each has a net operating loss carryover (i) Have been continuously affiliated
arising in Year 1 that is carried over to Year 2. Awith each other for the 5 consecutive

owns 40 shares and L owns 60 shares of the 1%9 ; ; ; ;
outstanding shares of L1 stock. At the close o ear pel’IOd endmg Immedlately before

Year 1, L buys the 40 shares of L1 stock from A.they become members, of the_ groqp;
For Year 2, L and L1 file a consolidated return. (i) Bear the relationship described in
The following is a graphic illustration of these section 1504(a)(1) to each other through

facts: a loss subgroup parent immediately after
they become members of the current
group; and

(i) Have a net unrealized built-in
loss (determined under paragraph (g) of
this section on the day they become
members of the group by treating that
day as though it were a change date).
(3) Loss subgroup parenf loss sub-
group parent is the corporation that
bears the same relationship to the other
members of the loss subgroup as a
common parent bears to the members of
a group.
(4) Principal purpose of avoiding a
limitation. The corporations described in
paragraph (d)(1) or (2) of this section do
not compose a loss subgroup if any one
of th_em is fprmed, acquired, or ayaqled (b)1) L and L1 compose a loss subgroup
of with a principal purpose of avoiding within the meaning of paragraph (d)(1) of this
the application of, or increasing anysection because—
limitation under, section 382. Instead, (i) They were affiliated with each other in the P
§ 1.1502-94T applies with respect tggroup (the former group);

; ; (ii) They bear a relationship described in sec-
the attributes of each such corporation, - 1504(a)(1) to each other through a loss

This paragraph (d)(4) does not applys;pgroup parent (L) immediately after they be-
solely because, in connection with became members of the L group; and

coming members of the group, the (i) At least one of the members (here, both L

nd L1) carries over a net operating loss to the L

(b) L and L1 become a loss group at themembers of a group (or |OSIS S-Ubg;;(?Upyroup ()the current group) cht did S:flwt arise in a
beginning of Year 2 because the group is entittedl® rearranged to bear a relationship t

. . . _SRLY with respect to the P group.
to use the Year 1 net operating loss carryover othe other members described in section P group

. : : h 2) Under paragraph (d)(3) of this section, L is
L, the common parent, which did not arise (and '51504(3-)(1)- thé I)oss subgroug pgrer(n)gf)the L loss subgroup.

not treated under § 1.1502-21T(c) as arising) in a ; _ .
SRLY. See § 1.1502-94T for rules relating to the (5) Special rules. See § 1.1502—  Example 2. Loss subgroup—section 1504(a)(1)

application of section 382 with respect to L1's net90T(d) _for rules concerning when arelationshiﬁ).(;l) P OWan ]f‘lll_;heLitOdeolf_zL and '-410
operating loss carryover from Year 1 which didcorporation ceases to be a member of lgowns all the stock of L2. an own

o percent and 60 percent of the stock of L3,
arise in a SRLY. loss subgroup. See also § 1'1502respectively. The P group has a consolidated net

(d) Loss subgroup-(1) Net operating 96T(a) for a special _rU|e regarding thesperating loss arising in Year 1 that is carried over
loss carryovers.Two or more corpora- end of separate tracking of SRLY losse% Year 2. On May 22, Year 2, P sells all the stock



of Lalr)g It-ldto P1, thﬁhcor\jmonlparent IOIJ atngther (2) Example.The following example  (g) Net unrealized built-in gain and
consoligated group. e Year consoliaated n : : : H H

operating loss is apportioned under § 1_1502‘?_‘ilustrates the principle of this paragraphoss—(1) In genergI.The determination
21T(b), and each of L, L1, L2, and L3 carries (€)- whether a consolidated group (or loss

over a portion of such loss to the first consolidated_ Example. Pre-change consolidated attribufe) sypgroup) has a net unrealized built-in
return year of the P1 group ending after thelhe L group has a consolidated net operating Iosaain or loss under section 382(h)(3) is

acquisition. The following is a graphic illustration &rising in Year 1 that is carried over to Year 2.
of ?hese facts: 9 arap The L loss group has an ownership change at thased on the aggregate amount of the

beginning of Year 2. separately computed net unrealized

(b) The net operating loss carryover of the Ly jit.in gains or losses of each member
loss group from Year 1 is a pre-change consoli-

dated attribute because the L group was entitled tlhat is included in the group (Or IOS$
use the loss in Year 2, the loss did not arise in &ubgroup) under paragraph (g)(2) of this

SRLY with respect to the L group, and thereforesection, including items of built-in in-

the loss was described in paragraph (©)(L)() obome and deduction described in section
this section. Under paragraph (a) of this section

the amount of consolidated taxable income of the382(N)(6). Thus, for example, amounts
L group for Year 2 that may be offset by this lossdeferred under section 267, or under
carryover may not exceed the consolidated sectiog 1.1502-13 (other than amounts de-
382 limitation of the L group for that year. Seef .d ith t to th tock of
§ 1.1502-93T for rules relating to the computa- erred wi reSPec 0 es OC_ O_ a
tion of the consolidated section 382 Iimitation.membef (Or an intercompany obligation)
(f) Pre-change subgroup attribute included in the group (or loss subgroup)
(1) Defined. A pre-change subgroup at-under paragraph (g)(2) of this section)
tribute of a loss subgroup is— are built-in items. The threshold require-
(i) Any net operating loss carryoverment under section 382(h)(3)(B) applies
described in paragraph (d)(1)(iii) of thison an aggregate basis and not on a
section (relating to the definition of lossmember-by-member basis. The sepa-

subgroup); and o rately computed amount of a member
(if) Any recognized built-in loss of included in a group or loss subgroup
the loss subgroup. does not include any unrealized built-in

_ (2) Example. The following example gain or loss on stock (including stock
illustrates the principle of this paragraphjescribed in section 1504(a)(4) and
(f)é o P ) wibug) p 8 1:382-2T(D(A8)(I) and (i) of an-
Xample. re-change subgroup attrioui@, H H
is the common parent of a consolidated group. ther member included in .the group or
owns all the stock of L, and L owns all the stock/0SS subgroup (or on an intercompany
of L1. L2 is not a member of an affiliated group, Obligation). However, a member of a
(b) L and L2 compose a loss subgroup Withinf"md hf?ls a net operating loss arising in Year 1 th@roup or loss subgroup includes in its
the meaning of paragraph (d)(1) of this sectioniS carried over fo Year 2. On December 11, Year 2geparately computed amount the unreal-

Neither L1 nor L3 is included in a loss subgroupll acquires all the stock of L2, causing aniuad built-in gain or loss on stock of

because neither bears a relationship described fyvnership change of L2. During Year 2, the P ;
section 1504(a)(1) through a loss sur;)group pareffoup has a consolidated net operating loss that gnother member (or on an intercompany

to any other member of the former group immedi-Carried over to Year 3. On November 2, Year 3, Mobligation) not included in the group or
ately after becoming members of the P1 group@cquires all the L stock from P. M, L, L1, and L2 |gss subgroup. If a member is not

Example 3. Loss subgroup—section 1504(a)(1ihereafter file consolidated returns. All of the P ded in a group (or loss subgroup)

relationship.The facts are the same asBxample 9roup Year 2 consolidated net operating loss is . .
2, except t%at the stock of L1 is transferred tg L inapportioned under § 1.1502-21T(b) to L and L2under paragraph (g)(2) of this section,

connection with the sale of the L stock to P1. L Which they carry over to the M group. the determination of whether the mem-
L1, L2, and L3 compose a loss subgroup within (P)(2) L, L1, and L2 compose a loss subgroupber has a net unrealized built-in gain or
the meaning of paragraph (d)(1) of this Sectiorpe(‘?)a“Tsﬁ— ffiiated with each other in th PIoss under section 382(h)(3) is made on
because— | ey were affiliatea with each otner Iin the . .
a separate entity basis. See § 1.1502—
(1) They were affiliated with each other in the group (the former group); 94 P lating t yb ilti : §| f
P group (the former group); (i) They bore a relationship described in sec- (c) (relating to built-in gain or loss o

(2) They bear a relationship described in section 1504(a)(1) to each other through a lossd New loss member) and § 1.1502-96(a)
tion 1504(a)(1) to each other through a losssubgroup parent (L) immediately after they be-(relating to the end of separate tracking
subgroup parent (L) immediately after they be-came members of the L group; and of certain losses).
come members of the P1 group; and (iii) At least one of the members (here, both L . . .

(3) At least one of the members (here, each oénd L2) carries over a net operating loss to the M (2) Members 'ndUded'(') . Consoll-_

L, L1, L2, and L3) carries over to the P1 groupgroup (the current group) that is described indated group.The members included in
(the current group) a net operating loss that digbaragraph (d)(1)(iii) of this section. the determination whether a consoli-
not arise in a SRLY with respect to the P group (2) For this purpose, L2's loss from Year 1 thatdated group has a net unrealized built-in
(the former group). was a SRLY loss with respect to the P group (they5in or loss are all members of the

(e) Pre-change consolidated at-former group) is treated as described in |oaragrapgroup on the day that the determination

i i _ _ (d)(2)(iii) of this section because of the application:
gé?|udtae'(;(§1;tlt?*|ek:cbr;:do¢ grﬁjgg a;r%ipccig_of the principles of § 1.1502-96T(a). See paraiS made other than—

. . . graph (d)(5) of this section. M’s acquisition results (A) A new loss member with a net
i) Any loss described in paragraph; - ; o X X
(i) Any paragraphin an ownership change of L, and therefore the Enreallzed built-in loss described in

(c)(1)(i) or (ii) of this section (relating loss subgroup under § 1.1502-92T(a)(2). Se .
to the definition of loss group) that is§ 1.1502-93T for rules governing the computatio 1.1502-94T(a)(1)(ii); and
allocable to the period ending on OrOf the subgroup section 382 limitation. (B) Members included in a loss sub-

. (c) In the M group, L2’s Year 1 loss continues i i —
before the change date; and to be subject to a section 382 limitation resultinggrOUp described in § 1.1502-91T(d)(2).

(i) Any recognized built-in loss of fom the ownership change that occurred on (i) Loss subgroup.T_he _members in-
the loss group. December 11, Year 2. See § 1.1502-96T(c). cluded in the determination whether a



loss subgroup has a net unrealized (i) [Reserved] (B) The day that the members of the
built-in gain or loss are those members (j) predecessor and successor corpoloss subgroup become members of the

described in paragraphs (d)(2)(i) and (iikations. A reference in this section and9roup (or a loss subgroup) is treated as
of this section. 8§ 1.1502-92T through 1.1502-99T tcf testing date within the meaning of
(3) Acquisitions of built-in gain or g corporation, member, common parent 1-382-2(a)(4); and
loss assetsA member of a consolidated |pss subgroup parent, or subsidiary in- (C) The loss subgroup parent deter-
group (or loss subgroup) may not, incydes, as the context may require, &"N€S the earliest day that its testing
determining its separately computed Nefeterence to a predecessor or successpff0d can begin under § 1.382-
unrealized built-in gain or loss, inCIUdecorporation For example, the determina. (d)(3) by reference to only the at-
any gain or loss with respect to asselyon Whethér a success’or satisfies tﬁtrlbutes that make the members a loss
acquired with a principal purpose to ontinuous _ affiliation  requirement  of ubgroup under § 1.1502-91T(d).
affect the amount of its net unrealized® . 4 : . (2) Examples. The following ex-
built-in gain or loss. A group (or loss paragraph (d)(2)() of t_h|s section ISamples illustrate the principles of this
subgroup) may not, in determining its"2d€ Dy reference to its predecessoparagraph (b).

net unrealized built-in gain or loss, . Example 1. Loss group—ownership change of
include any gain or |OSSgof a members 1.1502-92T Ownership change of anhe common parenta) A owns all the L stock. L

: . . loss group or a loss subgroup (tempoowns 80 percent and B owns 20 percent of the L1
acquired with a prlnqpal purpose to ar )g P group (temp stock. For Year 1, the L group has a consolidated
affect the amount of its net unrealized@"y): net operating loss that resulted from the operations
built-in gain or loss. . . . of L1 and that is carried over to Year 2. The value

(4) Indirect ownership.A member’s () Scope.This section provides rules of e | stock is $1000. The total value of the L1
: > for determining if there is an ownershipstock is $600 and the value of the L1 stock held
separately computed net unrealize

L . . - i ity B is $120. The L group is a loss group under
built-in gain or loss is adjusted to the hange for purposes of section 382 witth

§ 1.1502-91T(c)(1) because it is entitled to use its
extent necessary to prevent any duplicar-eSpeCt 0 a loss group or a loss SUb§et operating loss carryover from Year 1. On

tion of unrealized gain or loss attribut-9"CUP- See § 1.1502-94T for Speciahugust 15, Year 2, A sells 51 percent of the L
able to the member's indirect ownershirfwes for determining if there is anstock to C. The following is a graphic illustration

interest in another member through £Wnership change with respect to a nev" these facts:
nonmember if the member has 0SS member and § 1.1502-96T(b) for

5-percent or greater ownership interestPecial rules for determining if there is

in the nonmember. an ownership change of a subsidiary.
(h) Recognized built-in gain or loss ~ (b) Determination of an ownership
(1) In general.[Reserved)] change—(1) Parent change methed(i)

Loss group.A loss group has an owner-

ship change if the loss group’s common

or loss recognized by a member on th@arént has an ownership change under

disposition of stock (including stock S€ction 382 and the regulations thereun-

described in section 1504(a)(4) andier- Solely for purposes of determining

§ 1.382—2T(f(18)(ii) and (iii)) of an- whether.the common parent has an

other member or an intercompany obli2Wnership change—

gation is treated as a recognized built-in (A) The losses described in

gain or loss under section 382(h)(2)8 1.1502-91T(c) are treated as net oper-

(unless disallowed under § 1.1502—2@ting losses (or a net unrealized built-in

or otherwise), even though gain or losdoss) of the common parent; and

on such stock or obligation was not (B) The common parent determines (b) Under paragraph (b)(1)() of this section,

included in the determination of a netthe earliest day that its testing periogf€ction 382 and the regulations thereunder are
- o . - applied to L to determine whether it (and therefore

unrealized built-in gain or loss undercan begin by reference to only theye"| oss group) has an ownership change with

paragraph (g)(l) of this section. attributes that make the group a |OS$espect to its net operating loss carryover from

(3) Deferred gain or loss.Gain or group under § 1.1502-91T(c). Year 1 attributable to L1 on August 15, Year 2.

loss that is deferred under provisions (i) Loss subgroupA loss subgroup Iﬁgngi'eof i‘ﬁidiftgdl‘ é%zc_zcﬁlfneds ;‘ntr?gv nLelrgglsp

such as section 267 and § 1.1502-13 isas an ownership change if the 10Sgroup under paragraph (b)(1)(i) of this section.

treated as recognized built-in gain orsubgroup parent has an ownershiphe amount of consolidated taxable income of the

loss only to the extent taken into ac-change under section 382 and the regu-loss group for any post-change taxable year that

count by the group during the recognidations thereunder. The principles og;f‘r?’bu?gs 8ﬁ2$tisb¥h;tieff‘;g?;?r?geIozznig:'g/%fgr

tion period. § 1.1502-95T(b) (relating t_O ceasing Orom vear 1 attriybutable to L1) may not exceed

(4) Exchanged basis propertyf the be a member of a consolidated groupe consolidated section 382 limitation for the L
adjusted basis of any asset is dete@pply in determining whether the lossloss group for the taxable year. '
mined, directly or indirectly, in whole or subgroup parent has an ownership Example 2. Loss group—owner shifts of subsid-

. . iniaries disregarded(a) The facts are the same as in
in part, by reference to the adjustecchange. Solely for purposes of determin xample 1 except that on August 15, Year 2. A

basis of another asset held by the meming Whether the loss subgroup parenfys oniy 49 percent of the L stock to C and, on
ber at the beginning of the recognitionhas an ownership change— December 12, Year 3, in an unrelated transaction, B
period, the asset is treated, with appro- (A) The losses described inSells the 20 percent of the L1 stock to D. As sale

f the L stock to C does not cause an ownership

priate adjustments, as held by the mem§ 1.1502-91T(d) are treated as net opeE—hange of L under § 1.382-2T nor of the L loss

ber_ at the beginning of the recognitionating losses (or a net unrealized built-inyroup under paragraph (b)(1)(i) of this section. The
period. loss) of the loss subgroup parent; following is a graphic illustration of these facts:

(2) Disposition of stock or an inter-
company obligation of a membe&ain



(b) Under § 1.1502-91T(d)(1), L and L1 com- (b) Under § 1.1502-91T(d)(1), L and L1 com-
pose a loss subgroup on September 9, Year 2, ttpose a loss subgroup on May 19, Year 2, the day
day that they become members of the L groupthey become members of the M group. Under
Under paragraph (b)(1)(ii) of this section, sectionparagraph (b)(1)(ii) of this section, section 382
382 and the regulations thereunder are applied tand the regulations thereunder are applied to L to
L to determine whether it (and therefore the L lossdetermine whether L (and therefore the L loss
subgroup) has an ownership change with respesubgroup) has an ownership change with respect
to the portion of the Year 1 consolidated netto the loss carryovers from Year 1 on May 19,
operating loss that is apportioned to L1 on Sep¥Year 2, a testing date because of B's sale of L
tember 9, Year 2. L has an ownership changstock to M. The sale of L stock to M results in
resulting from P’s sale of 51 percent of the Lonly a 45 percentage point increase in A's owner-
stock to A. Therefore, the L loss subgroup has amship of L stock. Thus, there is no ownership
ownership change with respect to that loss. change of L (or the L loss subgroup) with respect

Example 4. Loss group and loss subgroup—to those loss carryovers under paragraph (b)(1)(ii)

(b) B’s subsequent sale of L1 stock is not takercontemporaneous ownership changé®). A owns of this section on that day.
into account for purposes of determining whetheall the stock of corporation M, M owns 35 percent (c) June 9, Year 3, is also a testing date with
the L loss group has an ownership change undeand B owns 65 percent of the L stock, and L owngespect to the L loss subgroup because of As sale
paragraph (b)(1)(i) of this section, and, accordall the L1 stock. The L group has a consolidatecbf M stock to C. The sale results in a 56
ingly, there is no ownership change of the L lossnet operating loss arising in Year 1 that is carriethercentage point increase in C's ownership of L
group. See paragraph (c) of this section, howevegver to Year 2. On May 19, Year 2, B sells 45stock, and L has an ownership change. Therefore,
for a supplemental ownership change method thatercent of the L stock to M for cash. M, L, andthe L loss subgroup has an ownership change on
would apply to cause an ownership change if the.1 thereafter file consolidated returns. L and Llthat day with respect to the loss carryovers from
purchases by C and D were pursuant to a plan aare each apportioned a portion of the Year lvear 1.
arrangement. consolidated net operating loss, which they carry (d) paragraph (b)(1)(i) of this section requires

Example 3. Loss subgroup—ownership changever to the M group’s Year 2 and Year 3 that section 382 and the regulations thereunder be
of loss subgroup parent control¢a) P owns all consolidated return years. The M group has @pplied to M to determine whether M (and
the L stock. L owns 80 percent and A owns 20consolidated net operating loss arising in Year Zherefore the M loss group) has an ownership
percent of the L1 stock. The P group has ahatis carried over to Year 3. On June 9, Year 3change with respect to the net operating loss
consolidated net operating loss arising in Year 1A sells 70 percent of the M stock to C. The carryover from Year 2 on June 9, Year 3, a testing
that is carried over to Year 2. On September 9following is a graphic illustration of these facts: gate because of A's sale of M stock to C. The sale

Year 2, P sells 51 percent of the L stock to B, and
L1 is apportioned a portion of the Year 1 consoli-
dated net operating loss under § 1.1502-21T(b),
which it carries over to its next taxable year. L
and L1 file a consolidated return for their first
taxable year ending after the sale to B. The

results in a 70 percentage point increase in C's
ownership of M stock, and M has an ownership
change. Therefore, the M loss group has an
ownership change on that day with respect to that
loss carryover.

(3) Special adjustments(i) Common

following is a graphic illustration of these facts:
parent succeeded by a new common

parent. For purposes of determining if a

loss group has an ownership change, if
the common parent of a loss group is
succeeded or acquired by a new com-
mon parent and the loss group remains
in existence, the new common parent is
treated as a continuation of the former
common parent with appropriate adjust-
ments to take into account shifts in

ownership of the former common parent
during the testing period (including

shifts that occur incident to the common
parent's becoming the former common
parent).

(i) Newly created loss subgroup par-
ent. For purposes of determining if a
loss subgroup has an ownership change,
if the member that is the loss subgroup
parent has not been the loss subgroup
parent for at least 3 years as of a testing
date, appropriate adjustments must be
made to take into account owner shifts
of members of the loss subgroup so that
the structure of the loss subgroup does
not have the effect of avoiding an
ownership change under section 382.
(See paragraph (b)(3)(iiilexample 3of
this section.)

(i) Examples. The following ex-
amples illustrate the principles of this
paragraph (b)(3).

Example 1. New common parent acquires old
common parent(a) A, who owns all the L stock,



sells 30 percent of the L stock to B on August 26,f the L loss group has an ownership change undeshares (2% percent) of L's stock for five years,
Year 1. L owns all the L1 stock. The L group hasparagraph (b)(1)(i) of this section on Novemberand A purchased an additional 10 shares of L
a consolidated net operating loss arising in Year 11, Year 3, HC is treated as a continuation of Lstock from E two years before the merger. Imme-
that is carried over to Year 3. On July 16, Year 2under paragraph (b)(3)(i) of this section because itliately after the close of the day of the merger (a
A and B transfer their L stock to a newly createdacquired L and became the common parent withtesting date), As ownership interest in P, the
holding company, HC, in exchange for 70 percenbut terminating the L loss group. Accordingly, common parent of the L loss group, has increased
and 30 percent, respectively, of the HC stock. HCHC's testing period commences on January 1, Yedny 653 percentage points over her lowest percent-
L, and L1 thereafter file consolidated returns.l, the first day of the taxable year of the L lossage ownership during the testing period ¥23
Under the principles of § 1.1502-75(d), the L lossgroup in which the consolidated net operating lospercent to 30 percent).

group is treated as remaining in existence, witlthat is carried over to Year 3 arose (see § 1.382- (d) The facts are the same as in (a) of this
HC taking the place of L as the new common2T(d)(3)(i)). Immediately after the close of No- Example 2 except that P has a net operating loss
parent of the loss group. The following is avember 11, Year 3, B's percentage ownershirising in Year 1 that is carried to the first

graphic illustration of these facts:

interest in the common parent of the loss grougonsolidated return year ending after the day of
(HC) has increased by 55 percentage points ovehe merger. Solely for purposes of determining
its lowest percentage ownership during the testingvhether the L loss group has an ownership change
period (zero percent). Accordingly, HC and the Lunder paragraph (b)(1)(i) of this section, the
loss group have an ownership change on that datesting period for P commences on January 1, Year
Example 2. New common parent in case irR2. P does not determine the earliest day for its
which common parent ceases to exi&) A, B, testing period by reference to its net operating loss
and C each own one-third of the L stock. L ownscarryover from Year 1, which 8§ 1502-1(f)(3) and
all the L1 stock. The L group has a consolidatedl.1502—75(d)(3)(i) treat as arising in a SRLY. See
net operating loss arising in Year 2 that is carried8 1.1502-94T to determine the application of
over to Year 3. On November 22, Year 3, L issection 382 with respect to P’s net operating loss
merged into P, a corporation owned by D, and Lilcarryover.
thereafter files consolidated returns with P. A, B, Example 3. Newly acquired loss subgroup par-
and C, as a result of owning stock of L, own 90ent. (a) P owns all the L stock and L owns all the
percent of P’s stock after the merger. D owns thé.1 stock. The P group has a consolidated net
remaining 10 percent of P’s stock. The merger obperating loss arising in Year 1 that is carried over
L into P qualifies as a reverse acquisition of the Lto Year 3. On January 19, Year 2, L issues a 20
group under § 1.1502-75(d)(3)(i), and the L losgercent stock interest to B. On February 5, Year 3,
group is treated as remaining in existence, with PP contributes its L stock to a newly formed
taking the place of L as the new common parensubsidiary, HC, in exchange for all the HC stock,
of the L group. The following is a graphic and distributes the HC stock to its sole shareholder
illustration of these facts: A. HC, L, and L1 thereafter file consolidated
returns. A portion of the P group’s Year 1
consolidated net operating loss is apportioned to L
and L1 under § 1.1502-21T(b) and is carried over
to the HC group’s year ending after February 5,
Year 3. HC, L, and L1 compose a loss subgroup
within the meaning of § 1.1502-91T(d) with
respect to the net operating loss carryovers from
Year 1. The following is a graphic illustration of
these facts:

(b) For purposes of determining if the L loss
group has an ownership change on November 22,
Year 3, the day of the merger, P is treated as a
continuation of L so that the testing period for P
begins on January 1, Year 2, the first day of the
taxable year of the L loss group in which the
consolidated net operating loss that is carried over
to Year 3 arose. Immediately after the close of
November 22, Year 3, D is the only 5-percent
shareholder that has increased his ownership inter-
est in P during the testing period (from zero to 10
percentage points).

(b) On November 11, Year 3, A sells 25 percent (c) The facts are the same as in paragraph (a)
of the HC stock to B. For purposes of determiningof this Example 2 except that A has held 23



(b) February 5, Year 3, is a testing date for HC  (ji) Those increases occur within a 3 (iii) 5-percent shareholder of the com-

2;;:‘aetiAgsﬁ)ssg?:g:?;gvgg%’;tLW;;‘ drislpﬁ'gtmtoYégf Sfear period ending on any day of amon parent (or loss subgroup parent).
See paragraph (b)(1)(i)(B) of this section. ForcOnsolidated return year or, if shorter, theAny person described in paragraph

purposes of determining whether HC has an owne€eriod beginning on the first day follow- (c)(3)(i) of this section who is acting.
ship change on the testing date, appropriate adjusing the most recent ownership change apursuant to the plan or arrangement is
ments must be made with respect to the changes {he |oss group (or loss subgroup). treated as a 5-percent shareholder of the

the percentage ownership of the stock of HC : . mmon ren rl r ren
because HC was not the loss subgroup parent for at (3) Operating rU|es'SOIEIy for pur- €O on parent (0 0SS SUbg oup pare t)'

least 3 years prior to the day on which it became #0S€S of this paragraph (c)— (5) Ex_amples. The f(_)llo_wmg ex-
member of the HC loss subgroup (a testing date). (i) A 5-percent shareholder of theamples illustrate the principles of this
The appropriate adjustments include adjustments ssommon parent (or loss subgroup parparagraph (c).

that HC succeeds to the owner shifts of otherent) is treated as increasing its percent- Example 1. Stock of the common parent under

members of the former group. Thus, HC succeeds P . upplemental rules(a) A owns all the L stock. L
to the owner shift of L that resulted from the sale?9€ ownership interest in the commo is not a member of an affiliated group and has a

of the 20 percent interest to B in determiningparent (or loss subgroup parent) Or et operating loss carryover arising in Year 1 that
whether the HC loss subgroup has an ownershigubsidiary to the extent, if any, that anyis carried over to Year 6. On September 20, Year
change on February 5, Year 3, and on any subsgyerson acting pursuant to a plan of. L transfers all of its assets and liabilities to a
quent testing date that includes January 19, Year erangemem with the 5-percent SharerleWIy created subsidiary, S, in exchange for S

(4) End of separate tracking of certain h . . stock. L and S thereafter file consolidated returns.
. older increases its percentage owne i
losses. If § 1.1502-96T(a) (relating to p 9 ©n November 23, Year 6, B contributes cash to L

h 4 of ki f b §h|p interest in the stock of that entity;in exchange for a 45 percent ownership interest in

the end o separate tracking of attri ute_s (i) The rules in section 382(1)(3) andL and contributes cash to S for a 20 percent

applies to a loss subgroup, then, whil § 1.382—2T(h) and 1.382—4(d) (relating?Wnership interest in S.

one or more members that were include cénstructive owner.shi ) apply with (b) B is a 5-percent shareholder of L who

in the loss subgroup remain members o p ppy increases his percentage ownership interest in L and
espect to the stock of the subsidiary b¥ during the 3 year period ending on November 23,

the consolidated group, there is an 0Wnert'reating such stock as stock of a losSear 6. Under paragraph (c)(4)(ii) of this section,

ship change with respect to their at'corporation; and the determination whether L (the common parent of
tributes described in § 1.1502-96T(a)(2) (iii) In the case of a loss subgroup agloss group) has an ownership change on November

i i i - - 3, Year 6 (or on any testing date in the testin
gp(%plf at::de ﬁggSg::dg\ts:ergsﬁgpcfar?géoiss_ub5|d|ary includes any member of theeiog Whicrg includesy Noverr?ber 23, Year 6), ig
q h (b)) of thi " Noss subgroup other than the loss sulimade by applying paragraph (b)(1)(i) of this section

er paragrap ( )( )(') 0 IS Se? 1on (OI‘ roup parent. (The loss Subgroup paremnd by treating the value of B's 20 percent owner-
such a member has an ownership chan however, a subsidiary of the lossShip interestin S as if it were L stock issued to B.
under § 1.1502-96T(b) (relating to Own-gr’Oup of Whi,Ch it is a member.) Example 2. Plan or arrangement—public offering

ership changes of subsidiaries)). If, how=",y" g _ of subsidiary stock(a) A owns all the stock of L and
’ upplemental ownership chan
ever, the loss subgroup has had an OWnei 4) pp p g€ owns all the stock of L1. The L group has a

; ules. The determination whether theconsolidated net operating loss arising in Year 1 that
Shlp' Change before § 11502_96T(a ommon parent (or loss Subgroup par[ESUlted from the operations of L1 and that is carried
applies, see § 1.1502-96T(c) for the con-

PP -3 - ant) has an ownership change is mad®€’ to Year 2. As part of a plan, A sells 49 percent
tinuing application of the subgroup’s secy, ) P 9 Gf:%/the L stock to B on October 7, Year 2, and L1

i imitati i i y applying paragraph (b)(1) of thisissues new stock representing a 20 percent ownership

tion ﬁ82 I|m|t%t|on with .erespect 0 IS saction ‘as modified by the following interest in L1 to the public on November 6, Year 2.

pre-change subgroup attrioutes. . additional rules— The following is a graphic illustration of these facts:
(c) Supplemental rules for determin-

i) Additional testi dates for th
ing ownership change-(1) Scope.This () riona, ‘esing cates for me

| aiommon parent (or loss subgroup parent).
paragraph (c) contains a supplementdi tegfing date for the common parent (or

rule for determining whether there is angqq subgroup parent) also includes—
ownership change of a loss group (or (A) Each day on which there is an

loss subgroup). It applies in addition 0,ncrease in the percentage ownership of
and not instead of, the rules of paragrapQiqck of a subsidiary as described in

(b) of this section. Thus, for example, ifgaragraph (©)(2) of this section; and
the common parent of the loss group haS gy’ The first day of the first consoli-
an ownership change under paragrapf§ateq return year for which the group is

(b) of this section, the loss group has an, 555 group (or the members compose a
ownership change even if, by applyingqg subgroup);

this paragraph (c), the common parent ) Treatment of subsidiary stock as
would not have an ownership changegiock of the common parent (or loss
(2) Cause for applying supplementalsypgroup parent).The common parent
rule. This paragraph (c) applies to a l0sgor |oss subgroup parent) is treated as
group (or loss subgroup) if— though it had issued to the person
(i) Any 5-percent shareholder of theacquiring (or deemed to acquire) the
common parent (or loss subgroup parsupsidiary stock an amount of its own
ent) increases its percentage ownershigtock (by value) that equals the value of
interest in the stock of both— the subsidiary stock represented by the
(A) A subsidiary of the loss group (or percentage increase in that person’'s
loss subgroup) other than by a direct obwnership of the subsidiary (determined
indirect acquisition of stock of the com-on a separate entity basis). A similar
mon parent (or loss subgroup parent); an@rinciple applies if the increase in per-
(B) The common parent (or loss sub-centage ownership interest is effected by
group parent); and a redemption or similar transaction; and



(b) As sale of the L stock to B does not causeloss subgroup until, under § 1.1502— (iii) Stock includes stock described in

an ownership change of the L loss group o ; i —
October 7. Year 2. under the rules 0f§1_382_2[’FCJ6T(a), the attributes are no longeisection 1504(a)(4) and § 1.382

and paragraph (b)(1)(i) of this section. treated as described in § 1.1502—91T((9T(f)(18).(”) and (”')
(c) Because the issuance of L1 stock to thqrelating to the definition of loss sub- (2) Adjustment to valueThe value of
public occurs in connection with B’s acquisition Ofsgroup). After that time, the information the loss group (or loss subgroup), as

L stock pursuant to a plan, paragraph (c)(4) of thi . . i
section applies to determine whether the L Iosét"itewlent described in paragraph (e)( etermined under paragraph (b)(l) of

group has an ownership change on November @f this section must be filed with respect_t 1S Se_Ctlon1 IS adJUSted under any rule
Year 2 (or on any testing date for which theto those attributes. in section 382 or the regulations there-
testing period includes November 6, Year 2). under requiring an adjustment to such
(d) Testing period following owner- § 1.1502-93T Consolidated section ggyalue for purposes of computing the
ship change under this sectioti.a loss limitation (or subgroup section 382 limi- amount of the section 382 limitation.
group (or a loss subgroup) has had a{btion) (temporary) See, for example, section 382(e)(2) (re-
ownership change under this section, the ' demptions and corporate contractions),
testing period for determining a subse- (3) Determination of the consolidatedSection 382(I)(1) (certain capital contri-
quent ownership change with respect t@ection 382 limitation (or subgroup sec-butions) and section 382(l)(4) (owner-
pre-change consolidated attributes (Ofion 382 limitation)—(1) In general. Ship of substantial nonbusiness assets).
pre-change subgroup attributes) begi“ﬁollowing an ownership change theThe value of the loss group (or loss
no earlier than the first day following .,.solidated section 382 Iimitatio;w (Orsubgroup) determined under this para-
the loss group’s (or loss subgroup S)subgroup section 382 limitation) for anygraph (b) is also adjusted to the extent
most recent change date. ost-change year is an amount equal t ecessary to prevent any duplication of
(e) Information statements(1) Com- Fh | fy the | | e value of the stock of a member. For
mon parent of a loss groupThe com- € vajue of the 1oss group (or loss xample, the principles of § 1.382-8T
mon parent of a loss group must file theSUbg_rOUp)’ as de“”?d_ in paragraph (b relating to controlled groups of corpo-
information statement required by©f this section, multiplied by the long- 1aionsy apply in determining the value
§ 1.382-2T(a)(2)(ii) for a consolidated!®'m tax-exempt rate that applies withyt 5 |6ss group (or loss subgroup) if,
return year because of any owner shiftl®Spect to the ownership change, anfnger § 1.1502-91T(g)(2), members are
equity structure shift, or the issuance ofdjusted as required by section 382 andot included in the determination
transfer of an option— the regulations thereunder. See, for exyhether the group (or loss subgroup)
(i) With respect to the common par-ample, section 382(b)(2) (relating to thehas a net unrealized built-in loss.
ent and with respect to any subsidiarycarryforward of unused section 382 (3) Examples. The following ex-
stock subject to paragraph (c) of thidimitation), section 382(b)(3)(B) (relat- amples illustrate the principles of this
section; and ing to the section 382 limitation for the paragraph (b).
(i) With respect to an ownership post-change year that includes the Example 1. Basic case(@) L, L1, and L2
change described in § 1.1502—96T(b?change date), section 382(m)(2) (relatin ompose a loss group. L has outstanding common

- . . stock, the value of which is $100. L1 has
(relating to ownership changes of subto short taxable years), and SeClOR,tstanding common stock and preferred stock that

sidiaries). . 382(h) (relating to recognized built-inis described in section 1504(a)4). L owns 90
(2) Abbreviated statement with re-gains and section 338 gains). percent of the L1 common stock, and A owns the
spect to loss subgroupsThe common L . . remaining 10 percent of the L1 common stock
erent of a consoligateg group that has RJ(Z) Coordination with apportionment ps il the preferred stock. The value of the L1
. . le. For special rules relating to appor-common stock is $40, and the value of the L1
loss subgroup during a consolidated rex ; ' :
t g pt fil thg nf " tat jonment of a consolidated section 382referred stock is $30. L2 has outstanding com-
urn year must tile the information sta e-l- P ; mon stock, 50 percent of which is owned by L
. - limitation (or a subgroup section 382 ' p y
ment required by § 1'382_2T(a)(2)(")Iimitation) (when onegor Fr}nore corpora-2d 50 percent by L1. The L group has an
because of anv owner shift. equity strucs: P ownership change. The following is a graphic
; Yy » equity tions cease to be members of a l0Sfustration of these facts:
ture shift, or issuance or transfer of a roup (or a loss subgroup) and to aggre- '
option with respect to the loss subgrou

; _gation of amounts so apportioned, see
parent and with respect to any subsid 1.1502-95T(c).

iary stock subject to paragraph (c) o
this section. Instead of filing a separate (P) Value of the loss group (or loss
statement for each loss subgroup parergUbgrOUp)_(l) Stock value immediately

the common parent (which is treated ad€fore ownership chang&ubject to any

a loss corporation) may file the single2diustment under paragraph (b)(2) of
this section, the value of the loss group

statement described in paragraph (e)( 51 X . !
of this section. In addition to the infor- (OF 0SS subgroup) is the value, immedi-

mation concerning stock ownership of2€ly before the ownership change, of
the common parent, the single statemerfl® Stock of each member, other than

must identify each loss subgroup pare tock that is owned directly or indirectly ' _
i ; another member. For this purpose— (b) Under paragraph (b)(1) of this section, the L
and state which loss subgroups, if any?y Purp group does not include the value of the stock of

have had ownership changes during the () Ownership is determined underalny member that is owned directly or indirectly by
consolidated return year. The loss sub8 1.382-2T; another member in computing its consolidated
group parent is, however, still required (i) A member is considered to indi- Section 382 limitation. Accordingly, the value of
to maintain the records necessary toectly own stock of another memberf,r;?uzt%ik_‘)f the loss group is $134, the sum of the
determine if the loss subgroup has athrough a nonmember only if the mem-"" 1y the common stock of L ($100);

ownership change. This paragraph (e)(2er has a 5-percent or greater ownership (2) the 10 percent of the L1 common stock ($4)

applies with respect to the attributes of anterest in the nonmember; and owned by A; and



(3) The L1 preferred stock ($30) owned by A.tjon of § 1.1502-21T(c), the amount ofan ownership change before § 1.1502-
co'fnxzmg'eaZéo'n”dcilr%gtezwnffh'mi? '-g;ﬁ hl the excess is carried forward unde®6T(a) applies, see § 1.1502-96T(c) for
vallib of $100. L owns 80 shares (worth $80)a§n§ection 382(b)(2) (relating to the car-the continuing application of the section
corporation M owns 20 shares (worth $20) of thefyforward of unused section 382 limita-382 limitation with respect to the mem-
L1 stock. L also owns 79 percent of the stock oftion). ber’s pre-change losses.
corporation M. The L group has an ownership (5) Cross-reference. See section
::r?:sneg?éc'{ge following is a graphic illustration of§ 1.1502-94T Coordination with sec-382(a) and § 1.1502-96T(c) for the

' tion 382 and the regulations thereundercontinuing effect of an ownership
when a corporation becomes a membethange after a corporation becomes or
of a consolidated group (temporary).ceases to be a member.

. (b) Application of section 382 to a
(@) Scope—(1) In general. This sec- o\ 55" member(1) In general. Sec-

tion applies section 382 and the regulay ., 385 anq the regulations thereunder
tions thereunder to a corporation that i

a new loss member of a consolidate pply 0 a new loss m'ember' fo deter-

group. A corporation is a new loss ine, on a separate entity basis, vv_he_ther

member if it— and to what extent a section 382 limita-
tion applies to limit the amount of

(i) Carries over a net operating 10SS;onsolidated taxable income that may be
that arose (or is treated under 8 1.15025¢¢at by the new loss member's pre-

21T(c) as arising) in a SRLY with change separate attributes. For example,
(b) Under paragraph (b)(1) of this section,/@SPECt to the current group, and that i an "wnership change with respect to
because of L's more than 5 percent ownershijot described in § 1.1502-91T(d)(1); Ofpe new loss member occurs under sec-

interest in M, a nonmember, L is considered to (jj i ilt_i . .
' , ii) Has a net unrealized built-in loss
indirectly own 15.8 shares of the L1 stock held by (i) tion 382 and the regulations thereunder,

M (79% x 20 shares). The value of the L |055(determined under paragraph (c) of thighe amount of consolidated taxable in-

group is $104.20, the sum of the values of—  S€ction on the day it becomes a memb&iyme for any post-change year that may
(1) The L stock ($100); and of the current group by treating that dayhe offset by the new loss member’s
(2) The L1 stock not owned directly or indi- as a change date) that is not taken intgre_change separate attributes shall not

rectly by L (21% x $20, or $4.20). account under § 1.1502-91T(d)(2) inexceed the section 382 limitation as

(c) Recognized built-in gain of a lossdetermining whether two or more corpo- : i
group or loss subgrouplf a loss group rations compose a loss subgroup. ggtze([,r)n'@ﬁﬂ rgses:éfttilx[h;[n%gmssrc?grn
(or loss subgroup) has a net unrealized () syccessor corporation as newsych year. If the post-change year in-
built-in gain, any recognized built-in o5 memberA new loss member also cludes  the change date, section
gain of the loss group (or loss subgroupjnciydes any successor to a corporatiogg2(b)(3)(A) is applied so that the sec-
is taken info account under sectiopat has a net operating loss carryovefion 382 limitation of the new loss
382(h) i determining the consolidatedyiging in 4 SRLY and that is treated asnember does not apply to the portion of
section 382 limitation (or subgroup seCyemaining in existence under § 1.382+he taxable income for such year that is
tion 382 limitation). . 2(a)(1)(ii) following a transaction de- gliocable to the period in such year on

(d) Continuity of business(1) In seriped in section 381(a). or before the change date. See generally
general. A loss group (or a loss sub- (3) coordination in the case of a loss§ 1.382-6 (relating to the allocation of

group) is treated as a single entity forg,hqr0un For rules regarding the deter-income and loss).

purposes of determining whether it saliSmination of whether there is an owner- (2) Adjustment to valueThe value of
fies 'ghe continuity o_f business enterprls%hip change of a loss subgroup witithe new loss member is adjusted to the
requirement of section 382(c)(1). respect to a net operating loss or a nasxtent necessary to prevent any duplica-
_(2) Example.The following example ynrealized built-in loss described intion of the value of the stock of a
illustrates the principle of this paragraphg 1.1502-91T(d) (relating to the defini-member. For example, the principles of
(d|)5}<amp|e. Contintity of business enterpride, tion of loss subgroup) and the computag 1.382-8T (relating to controlled
owns all the stock of two subsidiaries, L1 and L2.tIon Of a SUbgrOUp section 38.2 |Im|tatlongr.01.,|ps of corporatlons) apply in deter-
The L group has an ownership change. It hafollowing such an ownership changemining the value of a new loss member.
pre-change consolidated attributes attributable tsee 8§ 1.1502-92T and 1.1502-93T. (3) Pre-change separate attribute de-
(LjﬁéteE;C: s‘g ;Tgteml‘i?n”;b;[sbD;f]ers“ssmggggyliﬁg”'f (4) End of separate tracking of cer-fined. A pre-change separate attribute of
businese is a%proximately equal In value, One ye;ﬁain losses|f § 1.1502-96T(a) (relating a new loss member is—
after the ownership change, L discontinues itdO the end of separate tracking of at- (i) Any net operating loss carryover
separate business and the business of L2. THgibutes) applies to a new loss membemf the new loss member described in
separate business of L1 is continued for thehen, while that member remains aparagraph (a)(1) of this section; and
:Jmaelrns%?;; 2L§2§e2Tyhiarcﬁﬁﬁ'ﬁﬂtym'é?w't,”ugsi,Egismember of the consolidated group, there (ii) Any recognized built-in loss of
enterprise requirement of section 382(c)(1) is melS @n o_vvnersh|p Chqnge Wlth respect téhe new loss member. _
even though the separate businesses of L and lits attributes described in 8§ 1.1502- (4) Examples. The followmg ex-
are discontinued. 96T(a)(2) only if the consolidated groupamples illustrate the principles of this
(e) Limitations of losses under otheris a loss group and has an ownershiparagraph (b).
rules. If a section 382 limitation for a change under § 1.1502-92T(b)(1)(i) (or Example 1. Basic cas€a) A and P each own 50
post-change year exceeds the consolihat member has an ownership changgercent of the L stock. On December 19, Year 6, P
dated taxable income that may be offsetinder § 1.1502-96T(b) (relating toE”ggzafgsoi%r‘;fifgeﬁs‘gefZr'i‘sisrfgci'; f{(ggnf;;dcisegr
by pre-change attributes for any reasomwnership changes of subsidiaries)). Ifp that it carries over to Year 6 and Year 7. The

including the application of the limita- however, the new loss member has hatdllowing is a graphic illustration of these facts:



(b) L1 is a new loss member because it has gew loss member the common parent

net operating loss carryover from Year 3 that aros : ; ; ;
in a SRLY with respect to the P group and L1 is?nay file a single statement described in

not a member of a loss subgroup under § 1.1502§ 1'382_2T(a)(_2)(“) with respect to the
91T(d)(2). stock ownership of the common parent
(c) L's purchase of all the stock of L1 causes(which is treated as a loss corporation).

an ownership change of L1 on December 31, Yeafy addition to the information concern-
6, under section 382 and § 1.382-2T. Accordingly;

a section 382 limitation based on the value of thc-!ng stock OwnerShlp of the Comr.non
L1 stock immediately before the ownership changd@rent, the single statement must iden-
limits the amount of consolidated taxable incometify each new loss member and state
of the P group for any post-change year that mayvhich new loss members, if any, have
be offset by L1's loss from Year 3. _had ownership changes during the con-
(d) L1’s ownership change in connection with .
its becoming a member of the P group is arsolidated return year. The new loss
ownership change described in § 1.1502-96T(aynember is, however, required to main-
Thus, starting on January 1, Year 7, the P groupain the records necessary to determine
no longer separately tracks owner shifts of thgf it has an ownership change. This
stock of L1 with respect to L1's loss from Year 3. . .
Instead, the P group is a loss group because (Rarggraph (d) applies with respect tQ the
such loss under § 1.1502-91T(c). attributes of a new loss member until an
Example 3. Ownership changes of new los€vent occurs which ends separate track-
members. (a) The facts are the same as i”ing under § 1.1502-96T(a). After that
Example 2, and, on April 30, Year 7, C purchasestime the information statement de-
all the stock of P for cash. . .
(b) L is a new loss member on April 30, Year S,C”bed, in § 1'1502_92T(e)(1) m,USt be
7, because its Year 1 and Year 2 losses arose filed with respect to these attributes.
SRLYs with respect to the P group and it is not a

. . member of a loss subgroup under § 1.1502§ 1.1502-95T Rules on ceasing to be a
(b) L is a new loss member because it has n$§1T(d)(1). The testing period for L commences ofpmember of a consolidated group (or loss

operating loss carryovers that arose in a SRL May 1, Year 4. C’'s purchase of all the P stock
with respect to the P group and L is not @ membep, ses an ownership change of L on April 3oysubgroup) (temporary).

of a loss subgroup under § 1.1502-91T(d). Unde{es: 7 nder section 382 and § 1.382-2T with .
section 382 and the regulations thereunder, L iS fagpect to its Year 1 and Year 2§Io§ses. Accord- (8) In generai—(1) Consolidated

loss corporation on December 19, Year 6, that da}ﬁgly, a section 382 limitation based on the valuegroup. This section provides rules for

is a testing date for L, and the testing period for L ; ; ; ; ;
commences on December 20, Year 3. of the L stock immediately before the ownershipapplying section 382 on or after the day

X change limits the amount of consolidated taxablghat g member ceases to be a member of
) i~ purrfhase c:f 5 Sto‘E)k doeé "l vear gincome of the P group for any postchange year "o c oliated grou (or loss subgroup)
ownership change of L on December 19, Year byt may he offset by L's Year 1 and Year 2 losses 9 P g . P)-
with respect to the net operating loss carryoversye e of those carryovers is also subject tghe rules concern how to determine
gog“sg;aszl T?]gd uzzagfzth‘énfoesrs Sceacrtr'}?gvgzz h%r\‘,aimitation under § 1.1502-21T(c). whether an ownership change occurs
ever, is subject to limitation under § 1.1502—2’1T(c).Y () The P group is a loss group on April 30, with respect to losses of the member,

- ear 7, because it is entitled to use L1's loss fromynq how a consolidated section 382
Example 2. Multiple new loss membea) The Year 3, and such loss is no longer treated as a lo
facts are the same as iExample 1 and, on

f a new loss member starting the day after Ll’j'sm_'tathn (OI‘ SUt_’grO“p section 382 limi-
Decfember f31’ Yeal:r 6, thurchases all the SItOCk ? wnership change on December 31, Year 6. séi@tion) is apportioned to the member. As
;iorggnsir? or cash. L1 has a net operating 105 Ofss 1.1502-96T(a) and 1.1502-91T(c)(2). C's purthe context requires, a reference in this

g mn b ; _chase of all the P stock causes an ownershigection to a loss group, a member, or a
The following is a graphic illustration of these facts: g p, )

change of P, and therefore the P loss group, o ; ;
April 30, Year 7, with respect to L1's Year 3 loss. Eorporaﬂon also includes a reference to

Accordingly, a consolidated section 382 limitation@ 0SS subgroup, and a reference to a
based on the value of the P stock immediatenconsolidated section 382 limitation also

before the ownership change limits the amount ofncludes a reference to a subgroup sec-
consolidated taxable income of the P group fortion 382 limitation.

any post-change year that may be offset by L1's .
Yegrpg loss. %y g Y (2) Election by common parent. Only

(c) Built-in gains and lossesAs the the common parent (not the loss sub-
context may require, the principles ofgroup parent) may make the election
§§ 1.1502-91T(g) and (h) and 1.1502-Under paragraph (c) of this section to
93T(c) (relating to built-in gains and apportion _elther a consolldated_sectlon
|Osses) app|y to a new |OSS member on 382 I|m|tat|0n ora Subgroup section 382
separate entity basis. See § 1.1502limitation.
91T(9)(3). (3) Coordination with 8§ 1.1502-91T

(d) Information statementsThe com- through 1.1502-93Tkor rules regarding
mon parent of a consolidated group thathe determination of whether there is an
has a new loss member subject t®wnership change of a loss subgroup
paragraph (b)(1) of this section during &and the computation of a subgroup
consolidated return year must file thesection 382 limitation following such an
information statement required byownership change, see 88 1.1502-91T
§ 1.382-2T(a)(2)(ii) because of anythrough 1.1502-93T.
owner shift, equity structure shift, or (b) Separate application of section
issuance or transfer of an option with382 when a member leaves a consoli-
respect to the new loss member. Insteadated group—(1) In general. Except as
of filing a separate statement for eactprovided in 88 1.1502-91T through



1.1502-93T (relating to rules applicablgionment by the common parent undepf this section, the testing period for L2 with

to loss groups and loss subgroups)paragraph (c) of this section is made t
section 382 and the regulations thereurthe loss subgroup rather than separate
der apply to a corporation on a separat® its members.

entity basis after it ceases to be a (4) Examples. The following ex-

, Year 1, the first day of the taxable year in
hich the portion of the consolidated net operating
loss apportioned to L2 arose. Therefore, in deter-
mining whether L2 has an ownership change on

ispect to this testing date commences on January

member of a consolidated group (or losemples illustrate the principles of thisFebruary 7, Year 3, B's purchase of 30 percent of

subgroup). Solely for purposes of deterparagraph (b).

the L stock and C's purchase of 40 percent of the
L2 stock are each owner shifts. L2 has an

mining whether a corporation has an Example 1. Treatment of departing member a3%wnership change under section 382(g) and
ownership change— a separate corporation throughout the testingg ; 38> 5T pecause B and C have increased their

. . . period. () A owns all the L stock. L owns all the
(') Any portion of a consolidated net stock of L1 and L2. The L group has a consoli-

operating loss that is apportioned to theated net operating loss arising in Year 1 that i¢

ownership interests in L2 by 18 and 40 percentage
oints, respectively, during the testing period.
Example 2. Effect of prior ownership change of

corporation under § 1-1.502—21T(b) |sca|r|ried over to Ye?rh3. Sn Jaknuaré 15’ \l(:eat: 2, Aoss group.(a) L owns all the L1 stock and L1
treated as a net operating loss of thgells 30 percent of the L stock to B. On February, "o the 12 stock. The L loss group had an

corporation beginning on the first day of

which) the corporation was a member o
the group (or loss subgroup); and

(iii) Except to the extent provided in
§ 1.1502-20(g) (relating to reattributed
losses), the day it ceases to be a mem-
ber of a consolidated group is treated as
a testing date of the corporation within
the meaning of § 1.382-2(a)(4).

(2) Effect of a prior ownership
change of the groupf a loss group has
had an ownership change under
§ 1.1502-92T before a corporation
ceases to be a member of a consolidated
group (the former member)—

(i) Any pre-change consolidated at-
tribute that is subject to a consolidated
section 382 limitation continues to be
treated as a pre-change loss with respect
to the former member after the attribute
is apportioned to the former member;

(i) The former member’s section 382
limitation with respect to such attribute
is zero except to the extent the common
parent apportions under paragraph (c) of
this section all or a part of the consoli-
dated section 382 limitation to the
former member;

(i) The testing period for determin-
ing a subsequent ownership change with
respect to such attribute begins no ear-
lier than the first day following the loss
group’s most recent change date; and

(iv) As generally provided under sec-
tion 382, an ownership change of the
former member that occurs on or after
the day it ceases to be a member of a
loss group may result in an additional,
lesser limitation amount with respect to
such loss.

(3) Application in the case of a loss
subgroup.If two or more former mem-
bers are included in the same loss
subgroup immediately after they cease
to be members of a consolidated group,
the principles of paragraphs (b) and (c),

7/, Year 3, L sells 40 percent of the L2 stock to C,

. . and L2 ceases to be a member of the group.
the taxable year in which the loss aros€sortion of the Year 1 consolidated net operatin

(i) The testing period may include loss is apportioned to L2 under § 1.1502—
the period during which (or beforeand is carried to L2's first separate return year

f;vrgf:pﬁir::dﬁlLi?f;?g:egf?;ﬁ'ez:iggghe following Sstock of L is $100. On December 31, Year 2, L1

(b) Under paragraph (b)(1) of this section, L2 is
loss corporation on February 7, Year 3. Unde

wnership change under § 1.1502-92T in Year 2
ith respect to a consolidated net operating loss

ZlT(bgf(rlsmg in Year 1 and carried over to Year 2 and

ear 3. The consolidated section 382 limitation
computed solely on the basis of the value of the

sells 25 percent of the stock of L2 to B. L2 is

apportioned a portion of the Year 1 consolidated
net operating loss which it carries over to its first

separate return year ending after December 31,
Year 2. L2’s separate section 382 limitation with

respect to this loss is zero unless L elects to
apportion all or a part of the consolidated section
382 limitation to L2. (See paragraph (c) of this

section for rules regarding the apportionment of a
consolidated section 382 limitation.) L apportions

$50 of the consolidated section 382 limitation to

L2.

(b) On December 31, Year 3, L1 sells its
remaining 75 percent stock interest in L2 to C,
resulting in an ownership change of L2. L2's
section 382 limitation computed on the change
date with respect to the value of its stock is $30.
Accordingly, L2's section 382 limitation for post-
change years ending after December 31, Year 3,
with respect to its pre-change losses, including the
consolidated net operating losses apportioned to it
from the L group, is $30, adjusted as required by
section 382 and the regulations thereunder.

(c) Apportionment of a consolidated
section 382 limitatior-(1) In general.
The common parent may elect to appor-
tion all or any part of a consolidated
section 382 limitation to a former mem-
ber (or loss subgroup). See paragraph
(e) of this section for the time and
manner of making the election to appor-
tion.

(2) Amount of apportionment.The
common parent may apportion all or
part of each element of the consolidated
section 382 limitation determined under
§ 1.1502-93T. For this purpose, the
consolidated section 382 limitation con-
sists of two elements—

(i) The value element, which is the
element of the limitation determined
under section 382(b)(1) (relating to
value multiplied by the long-term tax-
exempt rate) without regard to such
adjustments as those described in sec-
tion 382(b)(2) (relating to the car-
ryforward of unused section 382 limita-
tion), section 382(b)(3)(B) (relating to

of this section apply to the loss Sub-paragraph (b)(1)(iii) of this section, February 7,th€ section 382 Iim_itation for the post-
group. Therefore, for example, an apporyear 3, is a testing date. Under paragraph (b)(1)(ichange year that includes the change



date), section 382(h) (relating to built-inyear that is a separate return year witlgraph (c)(6) of this section. Therefore, the value
gains and section 338 gains), and secespect to each member of the formeflement of the consolidated section 382 fimitation

i ; Year 2 of the L [ h
tion 382(m)(2) (relating to short taxableloss group. n°gar§§rdo”3r)f ¢ L group is 38 (founded to the

years); and ~ . (6) Appropriate adjustments when () The section 382 limitation for L2's short
(i) The adjustment element, which isformer member leaves during the yeanaxable year ending December 31, Year 2, is $2
so much (if any) of the limitation for Appropriate adjustments are made to théounded to the nearest dollar), which is the
the taxable year during which theconsolidated section 382 limitation foramount that bears the same relationship to $6, the
. . value element of the consolidated section 382

former member ceases to be a membéhe consolidated return year duringitation apportioned to L2, as the number of
of the consolidated group that is gtt_riwahich the former member (or 0SS Subways during that short taxable year, 124 days,

utable to a carryover of unused limita-group) ceases to be a member(s) tbears to 365. See § 1.382-4(c).

tion under section 382(b)(2) or to recog-eflect the inclusion of the former mem- Example 2. Consequence of no apportionment.
nized built-in gains under 382(h). ber in the loss group for a portion of;h“;; If_agts are ihel same as E”;,amp'e 1 eX‘t?ept .
(3) Effect of apportionment on thethat year. at - does not elect 1o apportion any portion o

- . S . the consolidated section 382 limitation to L2. For
consolidated section 382 limitatiohe (7) Examples. The following ex- it separate return years ending after August 29,
value element of the consolidated secamples illustrate the principles of thisyear 2, L2's section 382 limitation with respect to
tion 382 limitation for any post-changeparagraph (c). the $90 of the group’s pre-change consolidated
year ending after the day that a former Example 1. Consequence of apportionmda). attribute apportioned to L2 is zero under paragraph
member (or loss subgroup) ceases to H?owns all the L1 stock and L1 owns all the L2 (P)(2)(ii) of this section. Thus, the $90 consoli-

b > d d h ock. The L group has a $200 consolidated netated ne’t operating_ loss ap_portioned to L2 cannot
a member(s) is reduced to the extenfperating loss arising in Year 1 that is carried ovePffset L2's taxable income in any of its separate

that it is apportioned under this parato Year 2. At the close of December 31, Year 1feturn years ending after August 29, Year 2. For
graph (c). The consolidated section 382e group has an ownership change undelfs consolidated return years ending after August
limitation for the post-change year in§ 1.1502-92T. The ownership change resuits in 89, Year 2, the L group’s consolidated section 382

: consolidated section 382 limitation of $10 basedimitation with respect to the remaining $110 of
which the former member (or loss sub-J "o\ a1t of the stock of the group. On AugusPre-change consolidated attribute is $10, adjusted,

group) ceases to be a member(s) is als® vear 2, L1 sells 30 percent of the stock of L2&S appropriate, for any short taxable year, unused

reduced to the extent that the adjustmend A. L2 is apportioned $90 of the group’s $200Section 382 limitation, or other adjustment.
element for that year is apportionedconsolidated net operating loss under § 1.1502— Example 3. Apportionment of adjustment ele-
under this paragraph (c). 21T(b). L, the common parent, elects to apportionment. The facts are the same as Example 1
. . . $6 of the consolidated section 382 limitation toexcept that L2 ceases to be a member of the L
(4) Eﬁeclt on corpo.ratlons tQ V_Vh'(.:h L2. The following is a graphic illustration of these group on August 29, Year 3, and the L group has a
the consolidated section 382 limitationfacts: $4 carryforward of an unused consolidated section

is apportioned.The amount of the value 382 limitation (under section 382(b)(2)) to the
element that is apportioned to a former 1993 consolidated return year. The carryover of
: unused limitation increases the consolidated sec-
member (or loss SUb.grOUp) IS treated. as tion 382 limitation for the Year 3 consolidated
the amount determined under S?C_t'on return year from $10 to $14. L may elect to
382(b)(1) for purposes of determining apportion all or any portion of the $10 value
the amount of that corporation’s (or loss element and all or any portion of the $4 adjust-
subgroup’s) section 382 limitation for ment element to L2. _
any taxable year ending after the former (d) Rules pertaining to ceasing to be
member (or loss subgroup) ceases to be a member of a loss subgroug(l) In

a member(s). Appropriate adjustments
must be made to the limitation based on
the value element so apportioned for a
short taxable year, carryforward of un-
used limitation, or any other adjustment

general. A corporation ceases to be a
member of a loss subgroup—

(i) On the first day of the first tax-
able year for which it files a separate
return; or

required under section 382. The adjust- (b) For its separate retun years ending after (i) The first day that it ceases to bear

ment element apportioned to a formenugust 29, Year 2 (other than the taxable yead relationship described in section
member (or loss subgroup) is treated asnding December 31, Year 2), L2's section 3821504(a)(1) to the loss subgroup parent

an adjustment under section 382(b)(2) ofmitation with respect to the $90 of the group’s (treating for this purpose the loss sub-

; ; et operating loss apportioned to it is $6, adjuste
section 382(h)’ as appropriate, for thé]as appropriate, for any short taxable year, unusegrOUp parent as the common parent

first taxable year after the member (Olsecion 382 limitation, or other adjustment. For itsdescribed in section 1504(a)(1)(A)).
members) ceases to be a member (@bnsolidated return years ending after August 29, (2) Examples.The principles of this

members). Year 2, (other than the year ending December 3 ) )
(5) Deemed apportionment when losgear 2) the L group’s consolidated section 38%par§graph (d) are illustrated by the fol
imitation with respect to the remaining $110 of lOWiNg examples.

group terminateslf a loss group tefm" re-change consolidated attribute is $4 ($10 minus Example 1. Basic casga) P owns all the L
nates, to the extent the consolidateéhe $6 value element apportioned to L2), adjustedstock, L owns all the L1 stock and L1 owns all
section 382 limitation is not apportionedas appropriate, for any short taxable year, unuseithe L2 stock. The P group has a consolidated net
under paragraph (c)(1) of this sectiongection 382 limitation, or other adjustment. operating loss arising in Year 1 that is carried over
the consolidated section 382 limitation (c_) For the L group’s consolidated return yearto Year 2. On Decemper 11, Year 2, P sells all the
. . ending December 31, Year 2, the value element dftock of L to corporation M. Each of L, L1, and
is deemed to t_)e apportloned to the |OS% consolidated section 382 limitation is increased.2 is apportioned a portion of the Year 1 consoli-
subgroup that includes the common pairby $4 (rounded to the nearest dollar), to accoundated net operating loss, and thereafter each joins
ent, or, if there is no loss subgroup thafor the period during which L2 was a member ofwith M in filing consolidated returns. Under
includes the common parent immedithe L group ($6, tze conzsolidatedzsegign 3;]8§h1.15r?2—92T, the L Iosbs subgroup héas e;]n owlner-

: imitation apportioned to L2, times 241/365, theship change on December 11, Year 2. The L loss
ately after the loss group terminates, t atio of thepnpumber of days during Year 2 that L25ubpgroup 9r]1as a subgroup section 382 limitation of
the common parent. A loss group termiss a member of the group to the number of days i$100. The following is a graphic illustration of
nates on the first day of the first taxablethe group’s consolidated return year). See parahese facts:



as a pre-change loss of L2 for its separate return
years ending after May 22, Year 3. Under para-
graphs (a)(2) and (b)(2) of this section, the
separate section 382 limitation with respect to this
loss is zero unless M elects to apportion all or a
part of the subgroup section 382 limitation of the
L loss subgroup to L2.

Example 2. Formation of a new loss subgroup.
The facts are the same as Example 1 except
that A purchases 40 percent of the L1 stock from
L rather than purchasing L2 stock from L1. L1
and L2 file a consolidated return for their first
taxable year ending after May 22, Year 3, and
each of L1 and L2 carries over a part of the net
operating loss of the P group that arose in Year 1.
Under paragraph (d)(1) of this section, L1 and L2
cease to be members of the L loss subgroup on
May 22, Year 3. The net operating losses carried
over from the P group are treated as pre-change
subgroup attributes of the loss subgroup composed
of L1 and L2. The subgroup section 382 limitation
with respect to those losses is zero unless M elects
to apportion all or part of the subgroup section
382 limitation of the L loss subgroup to the L1
loss subgroup. The following is a graphic illustra-
tion of these facts:

(b) P distributes the L2 stock to M on October
7, Year 4. L2 ceases to be a member of the P loss
subgroup on October 7, Year 4, the first day that it
ceases to bear the relationship described in section
1504(a)(1) to P, the P loss subgroup parent. See
paragraph (d)(1)(ii) of this section. Thus, the
section 382 limitation with respect to the pre-
change subgroup attributes attributable to L2 is
zero except to the extent M elects to apportion all
or a part of the subgroup section 382 limitation of
the P loss subgroup to L2.

Example 4. Relationship through a successor.

(b) On May 22, Year 3, L1 sells 40 percent of Example 3. Ceasing to bear a section]N€ facts are the same as Example 3 except
that, instead of P’s distributing the stock of L2, L2

the L2 stock to A. L2 carries over a portion of the 1504(a)(1) relationship to a loss subgroup parent. -

P group’s net operating loss from Year 1 to its(a) A owns all the stock of P, and P owns all theMerges into llj on hOctober 7 _ﬁ(‘earh4. L1 (as
separate return year ending December 31, Year 3tock of L1 and L2. The P group has a consoli-i?%celsgcérzioﬂ(f)('z))t fom;?:; \tI(\;Itblena? s 2?;2)'29
Under paragraph (d)(1) of this section, L2 ceasedated net operating loss arising in Year 1 that i%hip déscribed in section 1504(a)(1) to P, the loss
to be a member of the L loss subgroup on Maycarried over to Year 3 and Year 4. Corporation Msubgroup parent. Thus, L2 does not ceaée to be a
22, Year 3, which is both (1) the first day of the acquires all the stock of P on November 11, Yeat,omber of the P loss subgroup as a result of the
first taxable year for which it files a separate3, and P, L1, and L2 thereafter file consolidatedmerger.

return and (2) the day it ceases to bear aeturns with M. M’s acquisition results in an . . .
relationship described in section 1504(a)(1) to th@wnership change of the P loss subgroup under (e) F”mg the electlo_n to apportlo&
loss subgroup parent, L. The net operating loss c§ 1.1502—-92T(b)(L)(ii). The following is a graphic (1) Form of the election to apportion.
L2 that is carried over from the P group is treatedllustration of these facts: An election under paragraph (c) of this



section must be made by the commomvhich the members of a new lossrately track owner shifts of the stock of
parent. The election must be made isubgroup join) that is filed after thethe new loss member or loss subgroup
the form of the following statement: close of the consolidated return year oparent to determine if an ownership
“THIS IS AN ELECTION UNDER the group of which the former memberchange occurs with respect to the at-
§ 1.1502-95T OF THE INCOME TAX (or the members of a new loss subtributes of the new loss member or
REGULATIONS TO APPORTION ALL group) ceases to be a member. members included in the loss subgroup;
OR PART OF THE [insert either CON- (4) Revocation of electionAn elec- (i) The group includes the member’s
SOLIDATED SECTION 382 LIMITA- tion statement made under paragraph (@ttributes in determining whether it is a
TION or SUBGROUP SECTION 382 of this section is revocable only with theloss group under § 1.1502-91T(c);

LIMITATION, as appropriate] TO [in- consent of the Commissioner. (i) There is an ownership change
sert name and E.I.N. of the corporation with respect to such attributes only if
(or the corporations that compose a ne§ 1.1502-96T Miscellaneous rulesthe group is a loss group and has an
loss subgroup) to which allocation is(temporary). ownership change; and

made]. The declaration must also in-
clude the following information, as ap-
propriate—

(iv) If the group has an ownership

(a) End of separate tracking of cpange such attributes are pre-change

losses—(1) Application. This paragraph consolidated attributes subject to the

(i) The date of the ownership changd®) applies to a member (or a l0S§455 group's consolidated section 382
that resulted in the consolidated SeCtioﬁgﬁg/:)?/ie)th\g';tgroien(%tr igpt‘?ggtt'gg u'gjg;mitation.
382 limitation (or subgroup section 382 . ; (3) Continuing effect of end of sepa-
limitation); § 1.1502-21T(c) as arising) in a SRLY 10" tracking. As the context may re-
(i) The amount of the consolidated (" @ net unrealized built-in gain or 108y ire "4 current group determines which

section 382 limitation (or subgroup secdetermined at the time that the membeg 15 members are included in a loss

tion 382 limitation) for the taxable year (OF 10SS subgroup) becomes a membes

. . ) ubgroup on any testing date by taking
during which the former member (orOf the consolidated group if there is—iniq account the application of this sec-

new loss subgroup) ceases to be a (i) Anownership change of the mem-tion in the former group. See the ex-
member of the consolidated group (dePer (or loss subgroup in connectiongmple in § 1.1502-91T(f)(2).
termined without regard to any appor-With, or after, becoming a member of (4) special rule for testing period.
tionment under this section; the__group; or _ For purposes of determining the begin-
(iii) The amount of the value element (i) A period of 5 consecutive yearsning of the testing period for a loss
and adjustment element of the consolifollowing the day that the member (orgroup, the member’s (or loss sub-
dated section 382 limitation (or sub-loss subgroup) becomes a member of group’s) net operating loss carryovers
group section 382 limitation) that isgroup during which the member (or losS(or net unrealized built-in gain or loss)
apportioned to the former member (osubgroup) has not had an ownershigescribed in paragraph (a)(2) of this
new loss subgroup) pursuant to parachange. section are considered to arise—
graph (c) of this section; and (2) Effect of end of separate tracking. (i) in a case described in paragraph
(iv) The name and E.I.N. of the com-If this paragraph (a) applies with respecta)(1)(i) of this section, in a taxable year
mon parent making the apportionmentto a member (or loss subgroup), thenthat begins not earlier than the later of
(2) Signing of the electionThe elec- starting on the day after the earlier ofthe day following the change date or the
tion statement must be signed by bottthe change date (but not earlier than thday that the member becomes a member
the common parent and the formeday the member (or loss subgrouppf the group; and
member (or, in the case of a lossecomes a member of the consolidated (i) in a case described in paragraph
subgroup, the common parent and thgroup) or the last day of the 5 consecu¢a)(1)(ii) of this section, in a taxable
loss subgroup parent) by persons authdive year period described in paragraplyear that begins 3 years before the end
rized to sign their respective income tax@)(1)(ii) of this section, the member’sof the 5 consecutive year period.
returns. net operating loss carryover that arose (5) Limits on effects of end of sepa-
(3) Filing of the election.The elec- (or is treated under § 1.1502-21T(c) asate tracking.The rule contained in this
tion statement must be filed by thearising) in a SRLY, is treated as de-paragraph (a) applies solely for purposes
common parent of the group that isscribed in § 1.1502-91T( c)(1)(i). Also,of §8 1.1502-91T through 1.1502-95T
apportioning the consolidated sectiorthe member’s separately computed neind this section (other than paragraph
382 limitation (or the subgroup sectionunrealized built-in gain or loss is in- (b)(2)(ii))(B) of this section (relating to
382 limitation) with its income tax re- cluded in the determination whether thehe definition of pre-change attributes of
turn for the taxable year in which thegroup has a net unrealized built-in gaira subsidiary)) and § 1.1502-98T, and
former member (or new loss subgrouppr loss. The preceding sentences alsgot for purposes of other provisions of
ceases to be a member. The commoapply for purposes of determiningthe consolidated return regulations, in-
parent must also deliver a copy of thewhether there is an ownership changeluding, for example, 8§ 1.1502-15T
statement to the former member (or thavith respect to such attributes followingand 1.1502-21T (relating to the consoli-
members of the new loss subgroup) osuch change date (or earlier day) or Glated net operating loss deduction). See
or before the day the group files itsconsecutive year period. Thus, for exalso paragraph (c) of this section for the
income tax return for the consolidatedample, starting the day after the changeontinuing effect of an ownership
return year that the former member (odate or the end of the 5 consecutiveehange with respect to pre-change at-
new loss subgroup) ceases to be year period— tributes.
member. A copy of the statement must (i) The consolidated group which in- (b) Ownership change of subsid-
be attached to the first return of thecludes the new loss member or lossary—(1) Ownership change of a sub-
former member (or the first return insubgroup is no longer required to sepasidiary because of options or plan



or arrangement. Notwithstanding (C) Its recognized built-in loss with (b) The acquisitions by A, B, C, and D pursu-
§ 1.1502-92T, a subsidiary may haveespect to its separately computed nél‘;cé%t;hee g\':,‘:ergﬁ‘i’e igggggtsse?n Tz”b fespective
an ownership change for purposes ofinrealized built-in loss, if any, deter-fnately 13 13, 16, anpd 20 percentage pg’img’f’fora
section 382 with respect to its attributesnined on the change date. total of approximately 59 percentage points during
which a group or loss subgroup includes (3) Coordination with 88 1.1502- the testing period. This more than 50 percentage
in making a determination under91T, 1.1502-92T, and 1.1502-94fan Point increase in the percentage ownership interest
§ 1.1502-91T(c)(1) (relating to the defi-increase in percentage ownership inteHf‘ar';;r;gh‘Sg)i(gnofm?:fgc'goﬁha”ge of L4 under
nition of loss group) or § 1.1502-est causes an ownership change with (c) Continuing effect 01; an ownership
91T(d) (relating to the definition of loss respect to an attribute under this Pardshange. A loss corporation (or loss
subgroup). The subsidiary has such agraph (b) and under § 1.1502-92T Osubgroup) that is subject to a limitation
O\r/]vnership chgnge ifhit has an _0\/|vnershi]?he s_?jme 3ay, the ownership; chan%e ISnder section 382 with respect to its
change wunder the principles ofconsidered to occur only underg... ; }
§ 1.1502-95T(b) and section 382 and& 1.1502-92T and not under this paraFergtCTgngtﬁeloﬁﬁfat?ggtlr:zgzré?egg Sol;b
the regulations thereunder (determinedraph (b). See § 1.1502-94T for antiy,hether it becomes a member or ceases
on a separate entity basis by treating thduplication rules relating to value. to be a member of a consolidated group.
subsidiary as not being a member of a (4) Example.The following example ggq § 1.382-5T(d) (relating to succes-
consolidated group) in the event of—illustrates paragraph (b)(1)(ii) of thisg;q ownership changes and absorption
(i) The deemed exercise undersection.

§ 1.382-4(d) of an option or options Plan to avoid an ownership change of ,Of @ section 382 limitation).

. " subsidiary. (a) L owns all the stock of L1, L1 .
(other than an option with respect to , < Ji the stock of L2, L2 owns all the stock of 3 1.1502-97T Special rules under sec-

stock of the common parent) held by a3, and L3 owns all the stock of L4. The L group tion 382 for members under the jurisdic-
person (or persons acting pursuant to Bas a consolidated net operating loss arising ition of a court in a title 11 or similar

plan or arrangement) to acquire more’éar 1 that is carried over to Year 2. L has assetggge (temporary)[Reserved)]

than 20 percent of the stock of theother than its L1 stock with a value of $900. L1,

- L2, and L3 own no assets other than their L2, L3, . . .

subsidiary; or and L4 stock. L4 has assets with a value of $100.§. 1.1502-98T Coordination with sec-
(i) An increase by 1 or more During Year 2, A, B, C, and D, acting pursuant totion 383 (temporary).

5-percent shareholders, acting pursuart Plan to avoid an ownership change of L4, - i
P 9p cquire the following ownership interests in the The rules contained in 8§ 1.1502-

to a plan or arrangement to avoid E_“ﬂ]embers of the L loss group: (A) on SeptembeS1T through 1.1502-96T also apply for
ownershlp change of a ?Ub_5|d|ary. IM1, Year 2, A acquires 20 percent of the L1 stockyurposes of section 383, with appropri-
their percentage ownership interest irrom L and B acquires 20 percent of the L2 stockgte adjustments to reflect that section
the subsidiary by more than 50 percentfrom L1; and (B) on September 20, Year 2, Cogq applies to credits and net capital

; ; ; ; cquires 20 percent of the stock of L3 from L2 7. ;
age points during the testing period Ognd D acquires 20 percent of the stock of L4 froml0SSes. Similarly, in the case of net

the subsidiary through the acquisition 3 the foliowing is a graphic illustration of these capital losses, general business credits,
(or deemed acquisition pursuant tGacts: and excess foreign taxes that are pre-

§ 1.382-4(d)) of ownership interests in
the subsidiary and in higher-tier mem-
bers with respect to the subsidiary.

(2) Effect of the ownership change

(i) In general. If a subsidiary has an
ownership change under paragraph
(b)(2) of this section, the amount of
consolidated taxable income for any
post-change year that may be offset by
the pre-change losses of the subsidiary
shall not exceed the section 382 limita-
tion for the subsidiary. For purposes of
this limitation, the value of the subsid-
iary is determined solely by reference to
the value of the subsidiary’s stock.

(i) Pre-change losses.The pre-
change losses of a subsidiary are—

(A) Its allocable part of any consoli-
dated net operating loss which is attrib-
utable to it under § 1.1502-21T(b) (de-
termined on the last day of the
consolidated return year that includes
the change date) that is not carried back
and absorbed in a taxable year prior to
the year including the change date;

(B) Its net operating loss carryovers
that arose (or are treated under
§ 1.1502-21T(c) as having arisen) in a
SRLY; and

change attributes, § 1.383-1 applies the
principles of 88§ 1.1502-91T through
1.1502-96T. For example, if a loss
group has an ownership change under
§ 1.1502-92T and has a carryover of
unused general business credits from a
pre-change consolidated return year to a
post-change consolidated return year, the
amount of the group’s regular tax liabil-
ity for the post-change year that can be
offset by the carryover cannot exceed
the consolidated section 383 credit limi-
tation for that post-change year, deter-
mined by applying the principles of
88 1.383-1(c)(6) and 1.1502-93T (relat-
ing to the computation of the consoli-
dated section 382 limitation).

§ 1.1502-99T Effective dates (temporary).

(a) Effective date.Sections 1.1502—-
91T through 1.1502-96T and 1.1502—
98T apply to any testing date on or after
January 1, 1997. Sections 1.1502-94T
through 1.1502-96T also apply on any
date on or after January 1, 1997, on
which a corporation becomes a member
of a group or on which a corporation
ceases to be a member of a loss group
(or a loss subgroup).



(b) Testing period may include a pe-used a method described in paragraph (d) Amended returnsA group may file
riod beginning before January 1, 199&. (c)(2)(ii) or (iii) of this section for the an amended return in connection with an
testing period for purposes of 8§ 1.1502period before January 1, 1997 ownership change occurring before Janu-
91T through 1.1502-96T and 1.1502-98B§ 1.1502-91T through 1.1502-96T andry 1, 1997, to modify the amount of a
may include a period beginning beforel.1502-98T apply to any testing datesection 382 limitation with respect to a
January 1, 1997. Thus, for example, iroccurring on or after January 1, 1997consolidated net operating loss, a net
applying 8§ 1.1502-92T(b)(1)(i) (relatingfor purposes of determining whetheroperating loss carryover (including net
to the determination of an ownershipthere is an ownership change with reoperating loss carryovers arising in
change of a loss group), the determinaspect to any losses and, if so, theSRLYS), or a recognized built-in loss (or
tion of the lowest percentage ownershigcollateral consequences. Any ownershigain) only if it files amended returns:
interest of any 5-percent shareholder othange of a member other than the (1) For the earliest taxable year end-
the common parent during a testing peecommon parent pursuant to a methoéhg after December 31, 1986, in which
riod ending on a testing date occurring ordescribed in paragraph (c)(2)(ii) or (iii)it had an ownership change, if any,
or after January 1, 1997, takes intoof this section does not cause a newnder § 1.1502-92T;
account the period beginning before Januesting period of the loss group to begin (2) For all subsequent taxable years
ary 1, 1997, except to the extent that thdor purposes of applying § 1.1502-92Tfor which returns have already been filed
period is more than 3 years before then or after January 1, 1997. as of the date of the amended return;
testing date or is otherwise before the (2) Permitted methodsThe methods (3) The modification with respect to
beginning of the testing period. Seedescribed in this paragraph (c)(2) areall members for all taxable years ending
§ 1.1502-92T(b)(1). (i) A method that does not materiallyin 1987 and thereafter complies with

(c) Transition rules—(1) Methods per- differ from the rules in 8§88 1.1502-91T 8§ 1.1502-91T through 1.1502-96T and
mitted—(i) In general. For the period through 1.1502-96T and 1.1502-98T1.1502-98T; and
ending before January 1, 1997, a consoliother than those in § 1.1502-95T(c) (re- (4) The amended return(s) permitted
dated group is permitted to use anyating to the apportionment of a sectionby the applicable statute of limitations
method described in paragraph (c)(2) o882 limitation) as they would apply to ais/are filed before Tuesday, September
this section which is consistently appliedcorporation that ceases to be a member &4, 1996.
to determine if an ownership changehe group before January 1, 1997). As the (e) Section 383. This section also
occurred with respect to a consolidatedtontext requires, the method must treaapplies for the purposes of section 383,
net operating loss, a net operating losseferences to rules in current regulationsvith appropriate adjustments to reflect
carryover (including net operating lossas references to rules in regulations genethat section 383 applies to credits and
carryovers arising in SRLYs), or a netally effective for taxable years beforenet capital losses.
unrealized built-in Ios's. If an ownershipJanuary 1, 1997. Thus, for example, th?’ART 602—OMB CONTROL NUM-
change occurred during that period, théaxpayer must treat a reference {BERS UNDER THE PAPERWORK
group is also permitted to use any§ 1.382-4(d) (relating to options) as 3REDUCTION ACT
method described in paragraph (c)(2) ofeference to § 1.382-2T(h)(4) for any o
this section which is consistently appliedtesting date to which § 1.382-2T(h)(4) Par. 3. The authority citation for part
to compute the amount of the sectiorapplies. Similarly, a reference to602 continues to read in part as follows:
382 limitation that applies to limit the § 1.1502-21T(c) may be a reference to Authority: 26 U.S.C. 7805. _
use of taxable income in any post-chang€ 1.1502—-21A(c), as appropriate. Further- Par. 4. In § 602.101, paragraph (c) is
year ending before, on, or after Januarynore, the method must treat all corpora@mended by adding an entry in numeri-
1, 1997. The preceding sentence does ntions that were affiliated on January 1,cal order to the table to read as follows:
preclude_ the jmposition of an additional,;987, and continuously t_hereafter as hav§ 602.101 OMB Control numbers.
lesser limitation due to a subsequening met the 5 consecutive year require-
ownership change nor, except as proment of § 1.1502-91T(d)(2)(i) on any

* * * * *

vided in paragraph (c)(1)(iii) of this day before January 1, 1992, on which the (€) * **
section, does it permit the beginning of aletermination of net unrealized built-in .
new testing period for the loss group.gain or loss of a loss subgroup is made?':R part or section Current
(i) Adjustments to offset excess limita- (ii) A reasonable application of the Where identified or OomB
tion. If an ownership change occurredrules in section 382 and the regulationéjescrIbGd control No.
during the period ending before Januarghereunder applied to each member on a * * * * *
1, 1997, and a method described irseparate entity basis, treating each mem-1502-95T............ 1545-1218
paragraph (c)(2) of this section was nober’s allocable part of a consolidated net * * * * *
used for a post-change year, the membenperating loss which is attributable to it
(or group) must reduce the section 382inder § 1.1502-21T(b) as a net operat- Margaret Milner Richardson,
limitation for post-change years for whiching loss of that member and applying Commissioner of Internal Revenue.

an income tax return is filed after Januaryules similar to § 1.382-8T to avoid

1, 1997, to offset, as quickly as possibleduplication of value in computing the APProved May 31, 1996.

the effects of any section 382 limitationsection 382 limitation for the member )

that members took into account in excesésee § 1.382-8T(h) (relating to the ef- ) Leslie Samuels,

of the amount that would have beerfective date and transition rules regard- Assistant Secretary of the Treasury.

allowable under 88 1.1502-91T throughing controlled groups)); or (Filed by the Office of the Federal Register on

1.1502—-96T and 1.1502-98T. (i) A method approved by the Com- June 26, 1996, 8:45 a.m., and published in the
(i) Coordination with effective date. missioner upon application by the com—'lst“esggghs Federal Register for June 27, 1996, 61

Notwithstanding that a group may havemon parent. o




