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( )SUMMARY This document contains fi-
{al and temporary regulations relating t
mitations on net operating loss car
ryforwards and certain built-in losses
Vltﬁollowmg an ownership change anc
is. comply with the statutory direction un-
er section 382(m) of the Internal Rev

er €NUE Code to prescribe regulations col
g cerning short taxable vyears ant
controlled groups. This document alst
contains amendments relating to the er
of separate tracking of the stock owner
ship of loss corporations that cease t
oy exist following a merger or similar
d transaction. The text of these temporar



regulatiors als serves as the text of the
proposé regulatiors se forth in CO-
26-96 page 31, in this isswe of the
Bulletin.

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

For dates of application and special
transition rules see Effective Dates un-

der SUPPLEMENARY INFORMA-
TION.
FOR- FURTHER- INFORMATION

CONTACT: David B. Friedd at (202)
622- 7550 (nat a toll-free number).

SUPPLEMENARY INFORMATION:

Paperwok Reduction Act

The collection of information con-
tained in thew temporay regulations
has been reviewed and approvel by the
Office of Managemen ard Budgé in
accordane with the Paperwok Reduc-
tion Act (44 U.S.C 3507 unde the
contrd numbe 1545 1434 Section
1.382-8T(h requires a respones from
certan corporatiors tha are membes of
controlled groups The IRS requires this
information to assue compliane with
section 382(m)(5 so that the value of a
loss corporation tha is a membe of a
controlled groy is not taken into ac-
court more than one in computirg a
section 382 limitation. Responsgto this
collection of information are required to
obtan a beneft (relating to the restora-

tion of value for sectimm 382 purposes).

An ageng may not condud or spon-
sa, and a persam is not required to
respor to, a collection of information
unles the collection of information dis-
plays avalid contrd numbe:.

For further information concerning
this collection of information and where
to submt commens on the collection of
information and the accurag of the
estimate burden ard suggestioa for
reducirg this burden plea® refer to the
preambé to CO-26-96 pace 31, in this
isste of the Bulletin.

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

Backgourd and Explanation of Provi-
sions

On Februay 4, 1991 the IRS and
Treasuy issuel three notices of pro-
posel rulemaking CO-132-8 (56 FR

4194) CO-077-9 (56 FR 4183) and
CO-078-9 (56 FR 4228) settirg forth
rules regardirg the application of sec-
tions 382 amd 383 by consolidated
groups and by controlled groups and
the carryove and carryba& of losses to
consolidatd and separa retun years.

For reasos explainal in the preamble
to TD 8678 (page 11 in this isste of the
Bulletin), the IRS and Treasuy are
issuirg temporay amendmerst concern-
ing the limitations on net operatiry loss
carryforward and certan built-in losses
and credis following an ownershp
chang of a consolidatd group The
temporay regulatiors containel in this
Treasuy decisim complemeh thos
othe temporay regulations They assure
tha the membes of a controlled group
cannd duplicae value in computing
their respectie section 382 limitations,
a resut not permitted to membes of a
grow filing consolidatd returns See
§ 1.1502-93.

Thes temporay regulatiors are sub-
stantially identicd to the rules proposed
on Januay 29, 1991 One provision
(relating to the effects of successive
ownershp changepy was movel from
the consolidatd retum regulatiors to the
sectin 382 regulatiors to clarify tha it
is applicabé to all corporations These
temporay amendmerg do not address
the numeros commens on the pro-
posa regulations Many of thee com-
ment are still unde consideration.

Effective Dates

The temporay amendmerst are gen-
erally effective as of Januay 1, 1997.
The final rules relating to the value of
stok addel to § 1.382-2(a)(3)ji and
the~ temporay- rules- in~ § 1.382-
2T(f)(2)(ii) (relating to the erd of sepa-
rate tracking of certan loss corpora-
tions) are generaly effective as of Janu-
ary 29, 1991 The temporay rules in
§ 1.382-9 (relating generaly to short
taxabk years ard successig ownership
change} generaly apply to loss corpo-
ratiors tha hawe an ownershp change
to which sectilm 382(a) as amendd by
the Tax Reform Act of 1986 applies.

Speci& Analysis

It has been determind tha this Trea-
suly decisia is nat a significart regula-
tory action as defined in EO 12866.
Therefore aregulatoy assessmeris not
required It has alo been determined
tha section 553(b of the Administrative
Procedue Act (5 U.S.C chapte 5) and
the Regulatoy Flexibility Act (5 U.S.C.

chapte 6) do not apply to the® regula-
tions and therefore a Regulatoy Flex-

ibility Analysis is nat required Pursuant
to sectiom 7805() of the Internd Rev-
ene Code the notice of proposed
rulemakirg precedig thes regulations
were sent to the Smal Busines Admin-

istration for commert on their impad on

smal business.

Drafting Information

The principd autha of the temporary
regulatiors is David B. Friedd of the
Office of Assistath Chief Counsé (Cor-
porate) IRS. Othe personnk from the
IRS and Treasuy participatel in their
development.

Adoptin of Amendmermstto the Regula-
tions

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

PART 1—INCOME TAXES

Paragraph 1. The authoriyy citation
for Pat 1 is amendd by removirg the
entries for “1.382-2' ard “1.382-2T’
ard addirg entries in numericé orde to
read as follows:

Authority: 26 U.S.C 7806

Sectin 1.382-2 als issual unde 26
U.S.C 382(k)(1) ()(3), (m), ad 26
U.S.C 383.

Sectin 1.382- also issual under
26 U.S.C 382(g)(4)(C) (i), (k)(1) and
(6), (I(3), (m), and 26 U.S.C 383.

Section 1.382-9 als issua under
26 U.S.C 382(m).

Sectin 1.382-8 also issual under
26 U.S.C 382(m).

Pa. 2. Sectim 1.38241 is amended
by:

a Adding an ently for 8§ 1.382-2,
paragrap (a)(1)(iv).

b. Revisirg the ently for § 1.382-2,
paragrap (a)(3)(i).

c. Adding entries for § 1.382-7,
paragraph (f)(1)(i) throudh (f)(1)(iii).

d. Adding entries for 88 1.382-5T
ard 1.382-9.

8§ 1.382- Table of contents.

§ 1.382-2 Generd rules for ownership
change.

@
@



(iv) End of separat accountimg for
losses ard credis of distributa or
transfero loss corporation.

* o * 4 * 4 * 4 *

§ 1.382-X Definition of ownershp
chang unde sectim 382 as amended
by the Tax Refom Act of 198 (tempo-
rary).

(f)
1)
(i) In general.

(i) End of separa accountiy for
losses amd credis of distributa or
transfero loss corporation.

(iii) Application to othe successor
corporations.

* o * 4 * 5 * 4 *

§ 1.382-9 Section 382 limitation (tem-
porary).

() Scope.

(b) Computatio of value.

(c) Shot taxabk yea.

(d) Successig ownershp changs
ard absorptiom of a section 382 limita-
tion.

(1) In general.

(2) Recognizé built-in gains ard
losses.

(3) Effective date.

(e) Controlled groups.

(f) Effective date.

§ 1.382-8 Contolled groups (tempo-
rary).

(8 Introduction.

(b) Controlled growp loss ard con-
trolled growp with respet to a con-
trolled grou loss.

(c) Computatiom of value.

(1) Reductim in value.

(2) Restoratio of value.

(3) Reductim in value by the amount
restored.

(4) Appropriak adjustments.

(5) Certah reductiors in the value of
membes of a controlled group.

(d) No doubk reduction.

(e) Definitions and nomenclature

(1) Definitions in Sectian 382 ard the
regulatiors thereunde

(2) Controlled group.

(3) Componeh membe.

(4) Predecessoand successo corpo-
ration.

(f) Coordination betwea consoli
dated groups and controlled groups.

(g) Examples.

(h) Time ard manne of filing elec-
tion to restore.

(1) Statemetrequired.

(2) Revocatia of election.

(3) Filing by componeh membe.

(i) [Reserved]

(j) Effective date.

(1) In general.

(2) Transitian rule.

(i) In general.

(i) Specia transitin rules for con-
trolled groups tha had ownershp
changes before Januay 29, 1991.

(3) Amendal returns.

Pa. 3. Section 1.382-2 is amendd as
follows:

a The first sentene of paragraph
(a)(1)(iii) is amendd by removirg the
langua@g ‘‘Pre-chang losse$ and add-
ing “Except as provided in § 1.382—
2T(f)(1)(ii), pre-chang losses in its
place.

b Paragrap (a)(1)(iv) is added.

c The text of 8 1.382-2T(f)(18)(i is
redesignate as the text of § 1.382—
2(a)(3)().

d Newly- designatd- paragrap
(@)(@3)() is amendd by addirg three
sentence at the end.

The additiors rea as follows:

§ 1.382-2 Genera rules for ownership
change.

(@

D

(iv) End of separae accountigy for
lossess and credits of distributar or
transfeor loss corporation For further
guidance see § 1.382-2T(f)(2)(ii).

(3) (iSolely for
purposs of determinirg the percentage
of stodk owned by a person ead share
of all the outstandig shares of stock
tha hawe the sane materid ternms is
treatal as havirg the sanme value Thus,
for example a contrd premium or
blockag discoun is disregardd in de-
termining the percentag of stok owned
by ary person The previows two sen-
tences of this paragrap (a)(3)() apply
to ary testing dae occurrirg on or after
Januay 29, 1991.

Pa. 4. Sectimm 1.382-2 is amended
as follows:

(a) Paragrap (e)(2)(ivy Exampé (1)
is amendd by removirg the lag sen-
tence.

(b) Paragrap (e)(2)(iv) Exampk
(2)(ii) is amendd by addirg a sentence
at the end.

(c) Paragrap (e)(2)(iv) Exampek
(2)(iii) is amendd by removirg the
languag@ ‘“, but mud be separately

accountd for unde 8 1.382-2(a)(1)(iii)
of this sectio’ from the lag sentence.

(d) The text following the headimy of
paragrap (f)(1) is designatd as para-
grapgh (N(1)(i) and a headirg for newly
designatd paragrap (f)(1)(i) is added.

(e) Paragraps (f)(1)(ii) and (f)(1)(iii)
are added.

(f) Paragrap (f)(4) is amendd by
removirg the word “loss’ and by add-
ing two sentence at the end.

(g) Paragrap (f)(5) is amendd by
addirg two sentencs at the end.

(h) A sentene is addel after the
headimg of paragrap (f)(18)(i).

(i) Paragrap (h)(2)(i)(A) is amended
by addirg the langua@ ‘‘and solely for
the purpose of determinig whethe a
loss corporatim has an ownershp
chang& immediatey after “excepg as
otherwie provided in this section,.

The additiors read as follows:

§ 1.382—-7Z Definitions of ownershp
chang unde sectilm 382 as amended
by the Tax Refom Act of 1986 (tempo-
rary).

(e)

(2

(iv)

Exampe (2)

(i) See paragrap (f)(1)(ii) of
this sectin for rules tha end separate
accountirg for L,’s pre-chang losses on
ary testirg dae occurrirg on or after
Januay 29, 1991.

®)

1)

(i) In general

(i) End of separaé accountirg for
losses and credits of distributar or
transfaor loss corporation The separate
tracking of owne shifts of the stok of
an acquirirg corporation required by
§ 1.382-2(a)(1)(il with respet to the
net operatiy loss carryoves and other
attributes~ describel~ in- § 1.382-
2(@)(1)(i) ends when a fold-in event
occurs A fold-in evert is eitha an
ownershp chang of the distributa or
transferoe corporation in connectim
with, or after, the transactio to which
section 381(9 applies or a periad of 5
consecutie yeas following the section
381(9 transactio during which the dis-
tributor or transfere corporation has not
had an ownershp change Startirg on
the day after the earlie of the change
dake (but not earlie than the day of the
section 381(9 transactioh or the last
day of the 5consecutie yea period the
losses and othea attributes of the dis-
tributor or transfero corporation are

* * * * *



treated as losses and attributes of thehich transfers an asset or assets t@sult in a lesser (but never in a greater)
acquiring corporation for purposes ofanother corporation if the transferee’section 382 limitation with respect to

determining whether an ownershipbasis for the asset(s) is determinedsuch losses. In any case, the amount of
change occurs with respect to sucldirectly or indirectly, in whole or in taxable income for any post-change year
losses. Also, for purposes of determiningart, by reference to the corporation’shat can be offset by pre-change losses
the beginning of the acquiring corpora-basis and the amount by which basisnay not exceed the section 382 limita-
tion’s testing period, such losses ardliffers from value is, in the aggregatetion for such ownership change, reduced
considered to arise either in a taxablenaterial. The previous sentence of thiby the amount of taxable income offset
year that begins not earlier than the lateparagraph (f)(5) applies to any testingoy pre-change losses subject to any
of the day following the change date ordate occurring on or after January learlier ownership change(s).

the day of the section 381(a) transaction}997. (2) Recognized built-in gains and
or in a taxable year that begins 3 years o x % x losses.[Reserved]

before the end of the 5 consecutive year (18) * * * (i) * * * For further (3) Effective dateThis paragraph (d)
period. Pre-change losses of a distributaguidance, see § 1.382—2(a)(3)(i). applies to taxable years of a loss corpo-

or transf_ero_r corporation th_at are subject e e e ration beginning on or after January 1,
to a limitation under section 382 con- p,. 5 gections 1.382-5T andl997.
tinue to be subject to the limitation) 355 g7 are added to read as follows: (€) Controlled groups.See § 1.382-

notwithstanding the occurrence of & 8T for rules for determining the value of
fold-in event. Any ownership changeg 1 .382-5T Section 382 limitation (tem-a loss corporation that is a member of a
that occurs in connection with, or subsepgrary). controlled group.

guent to, the section 381 transaction (f) Effective dateExcept as otherwise

may result in an additional, lesser limi- (&) Scope. Following an ownership . : - :
tation with respect to such pre-chang&hange, the section 382 limitation fOfpr%‘gﬁg’iowlstﬁ:f tlﬁgsapggesoxngr;ﬁiss
losses. This paragraph (f)(1)(ii) appliesany post-change year is an amount equéﬁan e to which section 382(a), as
to any testing date occurring on or afteto the value of the loss COTDOTationamer?ded by the Tax Reform Act of
January 29, 1991. multiplied by the long-term tax- exempt1986 applie)é

(i) Application to other successorrate that applies with respect to the ™" '
corporations. Section 1.382-2(a)(1) (re-ownership change, and adjusted as res 1 385 g1 Controlled groups (tempo-
lating to the definition of loss corpora-quired by section 382 and the regulag,,
tion) and this paragraph (f)(1) also apdiions thereunder. See, for example, sec- "
ply, as the context may require, totion 382(b)(2) (relating to the (a) Introduction. This section pro-
successor corporations other than sugarryforward of unused section 382vides rules to adjust the value of a loss
cessors in section 381(a) transactiondimitation), section 382(b)(3)(B) (relat- corporation that is a member of a con-
For example, if a corporation receivegng to the section 382 limitation for thetrolled group of corporations on a
assets from the loss corporation thapost-change year that includes thehange date so that the same value is
have basis in excess of value, the recipichange date), section 382(m)(2) (relatingiot included more than once in comput-
ent corporation’s basis for the assets i short taxable years), and sectioring the limitations under section 382 for
determined, directly or indirectly, in 382(h) (relating to recognized built-inthe loss corporations that are members
whole or in part, by reference to the losgains and section 338 gains). of the controlled group. In general, the
corporation’s basis, and the amount by (b) Computation of value[Reserved] adjustment is made under paragraph (c)
which basis exceeds value is material, (c) Short taxable year.The section of this section by reducing the value of
the recipient corporation is a successo882 limitation for any post-change yearthe loss corporation by the value of the
corporation subject to § 1.382—2(a)(1}that is less than 365 days is the amourgtock of each component member of the
and this paragraph (f)(1). This paragraplthat bears the same ratio to the sectiopontrolled group that the loss corpora-
(f)(1)(iii) applies to any testing date 382 limitation determined under sectiortion owns immediately after the owner-
occurring on or after January 1, 1997382(b)(1) as the number of days in theship change. The loss corporation’s

I post-change year bears to 365. Thealue may, however, be increased under

(4) Successor corporation* * * A section 382 limitation, as so determinedparagraph (c) of this section by any
successor corporation also includes, as adjusted as required by section 382mount of value that the other member
the context may require, a corporatiorand the regulations thereunder. Thiglects to restore to the loss corporation.
which receives an asset or assets fromparagraph (c) does not apply to a 52-53 (b) Controlled group loss and con-
another corporation if the corporation’sweek taxable year that is less than 36%olled group with respect to a con-
basis for the asset(s) is determinedjays unless a return is required undetrolled group loss.A controlled group
directly or indirectly, in whole or in section 443 (relating to short periods)oss is a pre-change loss (or a net
part, by reference to the other corporafor such year. unrealized built-in loss) of a loss corpo-
tion’s basis and the amount by which (d) Successive ownership changesation that is attributable to a taxable
basis differs from value is, in the aggre-and absorption of a section 382 limita-year of the corporation with respect to
gate, material. The previous sentence dfon—(1) In general.If a loss corpora- which the corporation is a component
this paragraph (f)(4) applies to anytion has two (or more) ownershipmember of a controlled group (as de-
testing date occurring on or after Januehanges, any losses attributable to thined by paragraphs (e)(2) and (3) of
ary 1, 1997. period preceding the earlier ownershighis section). The controlled group with

(5) Predecessor corporatiort. * * A change are treated as pre-change lossesspect to each controlled group loss is
predecessor corporation also includes, agith respect to both ownership changescomposed of the loss corporation and
the context may require, a corporatioriThus, the later ownership change magach other corporation that is a compo-



nent member of a controlled group that (4) Appropriate adjustmentsAppro- section 1563(a), determined by substitut-
includes the loss corporation both—priate additional adjustments consistening “50 percent” for “80 percent” each

(1) With respect to the taxable yearwith paragraphs (c)(1), (2), and (3) ofplace that it appears, and without regard
to which the controlled group loss isthis section must be made to prevent anjo section 1563(a)(4).

attributable; and duplication of value. Thus, for example, (3) Component memberComponent
(2) On the date the loss corporatioradjustments must be made to reflect—member has the same meaning as in

has an ownership change. (i) Any indirect ownership interest in section 1563(b), determined by substitut-
(c) Computation of value.For pur- another component member; ing “December 31 (or the change date,

poses of computing the limitation under (i) Any cross ownership of stock by if earlier)” for “December 31" each
section 382 with respect to each coneomponent members of the controllecblace it appears, and without regard to
trolled group loss, the value of the stockgroup with respect to the controlledsection 1563(b)(2), (b)(3)(C), and (b)(4).
of each component member of the congroup loss; and (4) Predecessor and successor corpo-
trolled group with respect to that loss is (iii) Any value used to determine aration. As the context may require, a
determined immediately before the owndimitation under section 382 with respectreference to a corporation, or component
ership change, and is adjusted by applyto controlled group losses from the samenember includes a reference to a prede-
ing the following rules: period. Cessor or successor corporation.

(1) Reduction in valueThe value of  (5) Certain reductions in the value of (f) Coordination between consoli-
the stock of each component member imembers of a controlled groupA loss dated groups and controlled groups.
reduced by the value (immediately becorporation that has an ownershigfSome or all of the component members
fore the ownership change and withouthange is required to make adjustmentsf a controlled group may also be
regard to any restoration of value orconsistent with this paragraph (c) withmembers of a consolidated group, and a
other adjustment under this section) ofespect to its stock if the stock ofcontrolled group loss may be subject to
the stock of any other component memanother corporation in which it had aa consolidated section 382 limitation or
ber directly owned by the componentdirect or indirect ownership interest wassubgroup section 382 limitation deter-
member immediately after the ownerdisposed of before the ownershipmined under § 1.1502-93T. Except as

ship change. change, and; otherwise provided in this paragraph (f)
(2) Restoration of value.After the (i) Both corporations were componentand 88 1.1502-91T through 1.1502-
value of the stock of each componentmembers of a controlled group— 99T, § 1.1502-93T applies instead of

member is reduced pursuant to para- (A) With respect to a taxable year tothis section when both sections, by their
graph (c)(1) of this section, the value ofwhich a controlled group loss of the losserms, are otherwise applicable. This
the stock of each component member isorporation is attributable; and section is applicable and may require an
increased by the amount of value, if (B) At any time during the 2 year adjustment to value if a member of a
any, restored to the component membgyeriod before the ownership change; andonsolidated group, a loss group, or a
by another component member (the (ii) Both corporations are componentloss subgroup (as those terms are de-
electing member) pursuant to this paramembers of a controlled group at anyfined in 88 1.1502-1(h) and 1.1502-
graph (c)(2). The electing member maytime during the 2 year period following 91T) is also a component member of a
elect to restore value to another compothe ownership change. controlled group with respect to a con-
nent member in an amount that does not (d) No double reductionTo the ex- trolled group loss. Solely for purposes
exceed the lesser of— tent consistent with the purposes of thi®f applying this section, a consolidated
(i) The sum of— section, section 382 and this sectiomgroup, loss group, or loss subgroup is
(A) The value, determined immedi-shall not be applied to duplicate atreated as a single corporation. Thus to
ately before the ownership change, ofeduction in the value of a loss corporadetermine the limitation with respect to
the electing member’s stock (after adtion. Thus, for example, if the value of aany portion of the pre-change consoli-
justment under paragraph (c)(1) of thidoss corporation is reduced under sectiodated attributes or pre-change subgroup
section and before any restoration 0B882(I)(1) to reflect a capital contribution attributes of the loss group or loss
value under this paragraph (c)(2)); plusf stock of a component member, it issubgroup that is a controlled group loss,
(B) Any amount of value restored tonot again reduced by such amount undehe consolidated section 382 limitation
the electing member by another compoparagraph (c)(1) of this section. If thisor subgroup section 382 limitation is
nent member under this paragrapiparagraph (d) applies to prevent a reduczomputed by treating the loss group or
(©)(2); or tion in value from being duplicated, thethe loss subgroup as a single corpora-
(i) The value, determined immedi- application of the other rules of thistion, and adjusting value in accordance
ately before the ownership change, ofection, such as those relating to thevith paragraph (c) of this section. See
the electing member’s stock (withoutrestoration of value, is correspondinglyparagraph (g) Example 4 of this section.
regard to any adjustment under thidimited in a manner consistent with the (g) Examples. For purposes of the

section) that is directly owned by theprinciples of this section. examples in this section, unless other-
other component member immediately (e) Definitions and nomenclature wise stated, the nomenclature and as-
after the ownership change. (1) Definitions in section 382 and thesumptions of the examples in § 1.382—

(3) Reduction in value by the amountregulations thereundefExcept as other- 2T(b) apply, all corporations file
restored. The value of the stock of the wise provided, the definitions and no-separate income tax returns on a calen-
electing member is reduced by anymenclature contained in section 382 andar year basis, the only 5-percent share-
amount of value that the electing mem+the regulations thereunder apply to thidolder of a corporation is a public
ber elects to restore under paragrapbection. group, and the facts set forth the only
(c)(2) of this section to another compo- (2) Controlled group. Controlled owner shifts with respect to the corpora-
nent member. group has the same meaning as itions during the testing period.



Example 1.Controlled group with respect to a (A) With respect to the taxable year to which (2) On December 1, Year 7, the change date.
controlled group loss. (a) Public L owns all of theL1's net operating loss carryover is attributable (c) The value of the stock of L1 for purposes of
L stock, L and Public L1 own 30 percent and 70(i.e., Year 1); and determining its limitation under section 382 with
percent, respectively, of the L1 stock, and L1 (B) On November 1, Year 4, L1's change daterespect to its net operating loss carryover from
owns all of the corporation T stock. L1 has a netAlthough L and S are component members of L1'sYear 6 is $40. L1 does not elect to restore any
operating loss arising in Year 1 that is carried overcontrolled group on L1’s change date, they are notalue to P under paragraph (c)(2) of this section.
to Year 4. L has a net operating loss arising incomponent members of the controlled group with (d) The value of the stock of P ($100) is
Year 2 that is carried over to Year 4. On August 1respect to the Year 1 net operating loss carryovereduced under paragraph (c)(1) of this section by
Year 3, L acquires 30 percent of the stock of L1because they were not component members witthe value of the stock of L1 that it directly owns,
thereby increasing its percentage ownership interespect to the year to which the net operating 10s$30 (75% x $40). Following the adjustment, the
est in L1 to 60 percent. On December 1, Year 3carryover is attributable. value of the stock of P is $70. P elects to restore
L1 purchases all of the stock of corporation S (2) The value of L1's stock must therefore bethis entire $70 of value to L.
from Public S. On November 1, Year 4, P acquiresdjusted in accordance with paragraph (c) of this (e) The value of the stock of L, $200, is
all of the L stock. The acquisition by P of all of section to take into account an adjustment withreduced under paragraph (c)(1) of this section by
the L stock on November 1, Year 4, causegespect to the T stock (but not the S stock) inthe value of the stock of P it directly owns, i.e.,
ownership changes of both L and L1 under thecomputing L1's limitation under section 382 with $80 (80% x $100), and increased under paragraph
rules of § 1.382-2T. The following is a graphic respect to its net operating loss carryover. (c)(2) of this section by the amount P elects to
illustration of these facts. (c) Although L is a member of a controlled restore to L, i.e., $70. Thus, the value of the L

group composed of L, L1, S, and T on Novemberstock for purposes of determining L's limitation
1, Year 4, L's change date, it is not a componentinder section 382 with respect to its net operating
member of a controlled group with respect to Yealoss carryover from Year 6 is $190 ($260 $80 +
2, the taxable year to which its net operating l0s$70).
carryover is attributable. Therefore, L's Year 2 net Example 3. Limitation on restoration of value.
operating loss carryover is not a controlled grouga) The facts are the same asErample 2 except
loss under paragraph (b) of this section and théhat L1 elects to restore $20 to P. For purposes of
value of L's stock is not adjusted in accordancedetermining L1’s limitation under section 382 with
with paragraph (c) of this section to compute L'srespect to the Year 6 net operating loss carryover,
limitation under section 382 with respect to thethe value of the stock of L1 is $20 ($40 $20)
Year 2 net operating loss carryover. because the value of its stock is reduced under
Example 2. Adjustments to value of the conparagraph (c)(3) of this section by the $20 of
trolled group members(a) Since Year 1, A has value it elects to restore to P.
owned all of the stock of L, L and B have owned (b) The value of the stock of P ($100) is
80 percent and 20 percent, respectively, of theeduced under paragraph (c)(1) of this section by
stock of corporation P, and P and C have ownethe value of the L1 stock it directly owns ($30),
75 percent and 25 percent, respectively, of thend is increased under paragraph (c)(2) of this
stock of L1. L and L1 each has a net operatingsection by the value that L1 elects to restore to P
loss for the Year 6 taxable year that is carried ove($20). Thus, the value of the P stock is $90 ($100
to its respective Year 7 taxable year. On December $30 + $20).
1, Year 7, A sells all of the L stock to D. The sale (c)(1) P elects to restore to L the maximum
results in ownership changes of both L and Llvalue permitted under this section. The value of
Immediately before the ownership changes, thé¢he stock of L, $200, is reduced under paragraph
total value of the L1 stock is $40, the total value(c)(1) of this section by the value of the P stock it
of the P stock (including the value of its L1 stock)directly owns ($80), and is increased by the value
is $100, and the total value of the L stockthat P elects to restore to L. P may elect to restore
(including the value of the P stock) is $200. Theto L the lesser of—
following is a graphic illustration of these facts. (A) The sum of the value of its stock immedi-
ately after adjustment under paragraph (c)(1) of
this section (i.e., $70) plus the value restored to it
by L1 (i.e., $20) (a total of $90); or

(B) The value of the P stock (without regard to
the adjustment required by paragraphs (c)(1) and
(2) of this section) that is directly owned by L
immediately before the ownership change (i.e.,
$80).

(2) Thus, $80 is the maximum amount that P
may elect to restore to L. Following the restora-
tion of value by P, the value of the L stock for
purposes of determining L's limitation under sec-
tion 382 is $200 ($200- $80 + $80).

Example 4. Coordination with consolidated re-
turn regulations. (a) P and its wholly owned
subsidiary L file a consolidated return. L owns 79
percent of the outstanding stock of L1. P acquired
the stock of L in Year 1 and L acquired the stock
of L1 in Year 2. The P consolidated group has a

(b) Under paragraph (b) of this section, theconsolidated net operating loss arising in the Year
Year 6 net operating loss carryovers of each of 16 consolidated return year that is carried over to
and L1 are controlled group losses because eactear 8. L1 has a net operating loss arising in its
of L and L1 is a component member of aYear 6 taxable year that is also carried over to

(b)(1) Under paragraph (b) of this section, thecontrolled group with respect to Year 6, the yearYear 8. On January 1, Year 8, the P consolidated
Year 1 net operating loss carryover of L1 is ato which the losses are attributable. L, P, and Ligroup has an ownership change under § 1.1502—
controlled group loss because L1 is a componentompose controlled groups with respect to bott92T(b)(1)()) and L1 has an ownership change
member of a controlled group with respect to YeartYear 6 net operating loss carryovers because L, Bnder § 1.382-2T.

1, the year to which the loss is attributable. L1and L1 are component members of a controlled (b)(1) Under paragraph (b) of this section, the
and T compose a controlled group with respect tgroup both— Year 6 net operating loss carryover of the P group
the net operating loss carryover because L1 and T (1) With respect to the taxable years to whichis a controlled group loss because P, L, and L1 are
are component members of a controlled grouphe net operating loss carryovers are attributableomponent members of a controlled group with
both— (i.e., Year 6); and respect to Year 6, the year to which the loss is



attributable. P, L, and L1 compose a controlledon behalf of the group.) It must be filedunder section 382 for any post-change

g;?fy%\\/,ghc:fe stﬁgctptolc}r;se ;?glzpe Qiﬁé’fféaﬂ?é’y'ﬁ%y the loss corporation with its incomeyear with respect to controlled group
component members of a controlled group both—FaX return for the taxable year in whichlosses by using a reasonable method to

(A) With respect to the taxable years to whichthe ownership change occurs (or with amreclude the value of stock of a compo-
the net operating loss carryover is attributable (i.eamended return for such year filed on ohent member that was owned directly or

Year 6); and before the due date (including exteningi - i
(B) On January 1, Year 8, the P group’s chang ons) of the income t:E\X returr? of anymdwectly by another member immedi
date. (2) Because P and L compose a loss gro ately after an ownership change from

(within the meaning of § 1.1502-91T(c)) with COmponent member with respect to thgeing taken into account more than once
respect to its Year 6 net operating loss carryovetaxable year in which the ownershipj, determining the limitations under sec-
the P loss group must compute a consolldate@hange occurs). The statement must Pr®on 382 with respect to controlled

section 382 limitation with respect to its Year 6,,; .
net operating loss carryover as a result of thVIde that: “THIS IS AN ELECTION group losses. If such a reasonable

ownership change. ‘UNDER § 1.382- 8T OF THE IN- method was not used for a post-change
(c) In computing the consolidated section 3832COME TAX REGULATIONS TO RE- year, subject to the exception in para-

rear o St%tclfpﬁ;ﬁiggi;gslj cartyover, the value OVALUE OF [insert name and E.I.N. of of the controlled group described in the
change is reduced under paragraphs (c)(1) and ( e electing member] TO [insert Nameépreceding sentence must reduce their

of this section by the value immediately before theiNd E.LN. of the corporation to which|imitations under section 382 for post-
ownership change of the L1 stock directly ownedvalue is restored]. The statement musthange years for which the income tax

by L immediately after the ownership change. L1g|so— return is filed after January 1, 1997, to
may, however, elect to restore such value to the P (i) Identify the change date for therecapture as quickly as possible any

consolidated group to the extent permitted undef . . . it feon a
paragraph (c)(2) of this section. 0ss corporation In connection With|imjtation that members took into ac-
Example 5. Appropriate adjustments for indirectwhich the election is made; count in excess of the amount that

ownership interest(a) Individual A owns all of (i) State the value of the electingwou|d be allowable under this section.
the stock of L, L owns an 80 percent interest |nmember’s Stock (Wlthout regard to any (”) SpeCIal tranSItlon rule for con-

the capital and profits of partnership PS, and PS .. :
owns 75 percent of the stock of L1. Both L and%ldJUStment under paragraph (c) of thl%rolled groups that had ownership

L1 have net operating losses for the Year 1 taxabl8€Ction) immediately before the Owner'changes before January 29, 199For

year that are carried over to their respective Year Ship change; ; ; ;
taxable years. On December 19, Year 2, A sells all (jii) State the amount of any reduc- pﬁrpoovir?;;’fflilghlcslhzﬁgéondcgnurtr?ﬁgC%Z?Orcg

of the L stock to an unrelated individual. The saleg; i
results in an ownership change of L and L1. e:;gg ;Zgﬁgﬁdw::ﬂdrirs p:c:??(;agtr(])c(lf)(()%)thoﬁanuary 29, 1991, the controlled group
the P ith respect to a controlled group loss
and L1 are controlled group losses because eaahr indirectly by the corporation to which
trolled group on January 29, 1991. Thus,
to which the losses are attributable. L and L1
. raph (c) of this section does not require
L and L1 are component members of a controlled (v) State whether the value of EIthet
the net operating loss carryovers are attributapiursuant  to paragraph (c)(4) of th'sdisregard the value of stock of another
(c) L has an indirect ownership interest in L1tjon made under this section is revo-
a result, the value of the L stock for purposes ofcommissioner. ber of the controlled group on January
must be reduced by the value of Ls indirectihe statement described in paragrap (3) Amended returnsA taxpayer that
that it owns through PS immediately before the
eturn for any taxable year to modify

A oy overs o ool electing member that is owned directl
Year 1 net operating loss carryovers of each of L g ydoes not include a corporation that is
of L and L1 is a component member of ayg|ye is restored: not a component member of the con-
controlled group with respect to Year 1, the year (iv) State the amount of value thatin the case of an ownership change
compose controlled groups with respect to eackn€ electlng_member elects to restore tgccurrmg before January 29, 1991, para-
corporation’s net operating loss carryovers becaus#e corporation; and ! !
group both— , . at a loss corporation that is a compo-
(1) With respect to the taxable years to whichcOMPONENt member's stock was adjusteflo “emper of a controlled group to
(ie., Year 1); and section. corporation directly owned immediatel
(2) On December 19, Year 2, the change date. (2) Revocation of electionAn elec- aftepr the ownershi);/) change in determi%-
which, under paragraph (c)(4) of this section, mus . ing the value of its own stock unless the
be taken into account in applying this section. Asbable only with the consent of theOther corporation is a component mem-
determining its limitation under section 382 with  (3) Filing by component membeAn 9 1991
respect to the Year 1 net operating loss carryoveglecting member must attach a copy o? ! ’
ownership interest in the L1 stock (60 percent)(h)(l) of this section to its income tax had an ownership change before
ownership change, and is increased by the amouk€turn (or ame_nde(_j return) for the taxJanuary 1, 1997, may file an amended
(if any) that L1 elects to restore to L underable year which includes the changé S .
paragraph (c)(2) of this section. The value of L1 isdate in connection with which the eleC_the amount of a limitation under section

reduced under paragraph (c)(3) of this section tg, - ic ade 382 with respect to a controlled group
the extent that L1 elects to restore value to L. 0] [Reser\}ed] loss only if—
(h) Time and manner of filing elec- (j) Effective date—(1) In general. () The modification complies with

tion to restore—(1) Statement required. This section applies to a loss corporathe rules contained in this section for
The election to restore value describedion that has an ownership change wittfomputing a limitation under section

in paragraph (c)(2) of this section mustrespect to a controlled group loss on 0P82;

be in the form set forth below. It mustafter January 1, 1997. (i) Any other component member of

be signed on behalf of both the electing (2) Transition rule—(i) In general. the controlled group with respect to the
member and the corporation to whichThe members of a controlled group orcontrolled group loss who elects to

such value is restored by persons auth@anuary 1, 1997, that have had amestore value and whose taxable income
rized to sign their respective income taxownership change with respect to as affected by the election to restore
returns. (The common parent of a coneontrolled group loss before January lyalue also files amended returns that
solidated group must make the electiodi997, must determine the Ilimitationscomply with such rules; and



(iii) = Correspondig adjustmerg are
mack in amendd returrs for all taxable
yeas endirg after Decembe 31, 1986.

PART 602—ONMB CONTRCOL NUM-
BERS UNDER THE PAPERWORK
REDUCTION ACT

Pa. 6. The authoriy citation for part
602 continues to read as follows:

Authority: 26 U.S.C 7805.

Pa. 7. In § 602.101 paragrap (c) is
amendd by addirg an ently in numeri-
cd orde to the table to real as follows:

8§ 602.1 OMB Contol numbers.

*_| *_| *_| *_| *
(©
CFR patt or sectiomm wheren Currert OMB
identified or describeeh contrd No.
*_| *_| *_| *_| *
13828 ... - 1545-1434
* * * * *

- - - -

Margareé Milner Richardson,
Commissioneof Internd Revenue.
Approved May 31, 1996.

Leslie Samuels,
Assistanh Secetary of the Treasuy.

(Filed by the Office of the Feder& Registe on
Jure 26, 1996 8:45 a.m, ard publishel in the
isste of the Feder& Registe for Jure 27, 1996 61
F.R. 33313)



