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(i) Assuming P chooses to use the foreign
taxes paid as a credit and the group is sub-
ject to the per-country limitation, the group
may take as a credit against the consoli-
dated tax liability $11,962.50 of the amount
paid to country A, plus the $3,000 paid to
country B. Such amounts are computed as
follows: The aggregate taxes paid to country
A of $18,000 is limited to $11,962.50 ($31,900
times $30,000/$80,000). The unused foreign tax
with respect to country A is $6,037.50 ($18,000
less $11,962.50), and is a consolidated unused
foreign tax which shall be carried to the
years prescribed by section 904(d). A credit of
$3,000 is available with respect to the taxes
paid to country B since such amount is less
than the limitation of $3,987.50 ($31,900 times
$10,000/$80,000).

(ii) Assuming the overall limitation is in
effect for the taxable year, the group may
take $15,950 as a credit, computed as follows:
The aggregate taxes paid to all foreign coun-
tries of $21,000 is limited to $15,950 ($31,900
times $40,000/$80,000). The unused foreign tax
is $5,050 ($21,000 less $15,950), and is a consoli-
dated unused foreign tax which shall be car-
ried to the years prescribed by section 904(d).

Example (2). Assume the same facts as in
example (1), except that T has a $10,000 long-
term capital gain (derived from a sale to a
nonmember in country A) and P has a $10,000
long-term capital loss (derived from a sale to
a nonmember in the United States). Not-
withstanding that the consolidated net cap-
ital gain (capital gain net income for taxable
years beginning after December 31, 1976) of
the group is zero, T’s capital gain shall be re-
flected in full in the computation of taxable
income from foreign sources.

Example (3). Assume the same facts as in
example (1), except that the group had a con-
solidated section 172 deduction of $8,000
which is attributable to a net operating loss
sustained by T. The $8,000 consolidated net
operating loss deduction is offset against T’s
income from country A, thus reducing T’s
taxable income from country A to $12,000.

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as
amended by T.D. 7728, 45 FR 72650, Nov. 3,
1980; T.D. 8597, 60 FR 36679, July 18, 1995; T.D.
8766, 63 FR 12642, Mar. 16, 1998; T.D. 8884, 65
FR 33758, May 25, 2000]

§1.1502-5 Estimated tax.

(a) General rule—(1) Consolidated esti-
mated tax. If a group files a consoli-
dated return for two consecutive tax-
able years, it must make payments of
estimated tax on a consolidated basis
for each subsequent taxable year, until
such time as separate returns are prop-
erly filed. Until such time, the group is
treated as a single corporation for pur-
poses of section 6154 (relating to pay-
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ment of estimated tax by corpora-
tions). If separate returns are filed by
the members for a taxable year, the
amount of any estimated tax payments
made with respect to a consolidated
payment of estimated tax for such year
shall be credited against the separate
tax liabilities of the members in any
manner designated by the common par-
ent which is satisfactory to the Com-
missioner. The consolidated payments
of estimated tax shall be deposited
with the authorized financial institu-
tion with which the common parent de-
posits its estimated tax payments. A
statement should be attached to the
payment setting forth the name, ad-
dress, employer identification number,
and internal revenue service center of
each member.

(2) First two consolidated return years.
For the first 2 years for which a group
files a consolidated return, it may
make payments of estimated tax on ei-
ther a consolidated or separate basis. If
a consolidated return is filed for such
year, the amount of any estimated tax
payments made for such year by any
member shall be credited against the
tax liability of the group.

(3) Effective date. This section applies
to taxable years for which the due date
(without extensions) for filing returns
is after August 6, 1979. For prior tax-
able years see 26 CFR 1.1502-5 (Revised
as of April 1, 1978).

(b) Addition to tax for failure to pay es-
timated tax under section 6655—(1) Con-
solidated return filed. For the first two
taxable years for which a group files a
consolidated return, the group may
compute the amount of the penalty (if
any) under section 6655 on a consoli-
dated basis or separate member basis,
regardless of the method of payment.
Thereafter, for a taxable year for which
the group files a consolidated return,
the group must compute the penalty on
a consolidated basis.

(2) Computation of penalty on consoli-
dated basis. (i) This paragraph (b)(2)
gives the rules for computing the pen-
alty under section 6655 on a consoli-
dated basis.

(ii) The tax and facts shown on the
return for the preceding taxable year
referred to in section 6655(d) (1) and (2)
are, if a consolidated return was filed
for that preceding year, such items
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shown on the consolidated return for
that preceding year or, if one was not
filed for that preceding year, the aggre-
gate taxes and the facts shown on the
separate returns of the common parent
and any other corporation that was a
member of the same affiliated group as
the common parent for that preceding
year.

(iii) If estimated tax was not paid on
a consolidated basis, then the amount
of the group’s payments of estimated
tax for the taxable year is the aggre-
gate of the payments made by all mem-
bers for the year.

(iv) Section 6655(d)(1) applies only if
the common parent’s consolidated re-
turn, or each member’s separate re-
turn, for the preceding taxable year (as
the case may be) was a taxable year of
12 months.

(3) Computation of penalty on separate
member basis. To compute any penalty
under section 6655 on a separate mem-
ber basis, for purposes of section
6655(b)(1), the ‘““tax shown on the return
for the taxable year” is the portion of
the tax shown on the consolidated re-
turn allocable to the member under
paragraph (b)(5) of this section. If the
member was included in the consoli-
dated return filed by the group for the
preceding taxable year then:

(i) For purposes of section 6655(d)(1),
the ““tax shown on the return’ for any
member shall be the portion of the tax
shown on the consolidated return for
the preceding year allocable to the
member under paragraph (b)(5) of this
section.

(i) For purposes of section 6655(d)(2),
the “‘facts shown on the return’ shall
be the facts shown on the consolidated
return for the preceding year and the
tax computed under that section shall
be allocated under the rules of para-
graph (b)(5) of this section.

(4) Consolidated payments if separate
returns filed. If the group does not file a
consolidated return for the taxable
year, but makes payments of estimated
tax on a consolidated basis, for pur-
poses of section 6655(b)(2), the
“‘amount, if any of the installment
paid”’ by any member is an amount ap-
portioned to the member in a manner
designated by the common parent that
is satisfactory to the Commissioner. If
the member was included in the con-
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solidated return filed by the group for
the preceding taxable year, the amount
of a member’s penalty under section
6655 is computed on the separate mem-
ber basis described in paragraph (b)(3)
(i) and (ii) of this section.

(5) Rules for allocation of consolidated
tax liability. For purposes of subpara-
graphs (1) and (2) of this paragraph, the
tax shown on a consolidated return
shall be allocated to the members of
the group under the method which the
group has elected pursuant to section
1552 and 1.1502-33(d)(2).

(c) Examples. The provisions of this
section may be illustrated by the fol-
lowing examples:

Example (1). Corporations P and S-1 file a
consolidated return for the first time for cal-
endar year 1978. P and S-1 also file consoli-
dated returns for 1979 and 1980. For 1978 and
1979, P and S-1 may make payments of esti-
mated tax on either a separate or consoli-
dated basis. For 1980, however, the group
must pay its estimated tax on a consolidated
basis. In determining whether P and S-1
come within the exception provided in sec-
tion 6655(d)(1) for 1980, the ‘“‘tax shown on the
return” is the tax shown on the consolidated
return for 1979.

Example (2). Assume the same facts as in
example (1). Assume further that corporation
S-2 was a member of the group during 1979,
and joins in the filing of the consolidated re-
turn for such year but ceases to be a member
of the group on September 15, 1980. In deter-
mining whether the group (which no longer
includes S-2) comes within the exception
provided in section 6655(d)(1) for 1980, the
“tax shown on the return” is the tax shown
on the consolidated return for 1979.

Example (3). Assume the same facts as in
example (1). Assume further that corporation
S-2 becomes a member of the group on July
1, 1980, and joins in the filing of the consoli-
dated return for 1968. In determining wheth-
er the group (which now includes S-2) comes
within the exception provided in section
6655(d)(1) for 1980, the ‘‘tax shown on the re-
turn” is the tax shown on the consolidated
return for 1979. Any tax of S-2 for any sepa-
rate return year is not included as a part of
the *““tax shown on the return’ for purposes
of applying section 6655(d)(1).

Example (4). Corporations X and Y filed
consolidated returns for the calendar years
1977 and 1978 and separate returns for 1979. In
determining whether X and Y comes within
the exception provided in section 6655(d)(1)
for 1979, the ‘“tax shown on the return’ is the
amount of tax shown on the consolidated re-
turn for 1978 allocable to X and Y in accord-
ance with paragraph (b)(5) of this section.
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(d) Cross reference. For provisions re-
lating to quick refunds of corporate es-
timated tax payments, see §1.1502-78,
and §§1.6425-1 through 1.6425-3.

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as
amended by T.D. 7059, 35 FR 14549, Sept. 17,
1970; T.D. 7637, 44 FR 46840, Aug. 9, 1979; 62 FR
23657, May 1, 1997; T.D. 8952, 66 FR 33831, June
26, 2001]

§1.1502-6 Liability for tax.

(a) Several liability of members of
group. Except as provided in paragraph
(b) of this section, the common parent
corporation and each subsidiary which
was a member of the group during any
part of the consolidated return year
shall be severally liable for the tax for
such year computed in accordance with
the regulations under section 1502 pre-
scribed on or before the due date (not
including extensions of time) for the
filing of the consolidated return for
such year.

(b) Liability of subsidiary after with-
drawal. If a subsidiary has ceased to be
a member of the group and in such ces-
sation resulted from a bona fide sale or
exchange of its stock for fair value and
occurred prior to the date upon which
any deficiency is assessed, the Commis-
sioner may, if he believes that the as-
sessment or collection of the balance of
the deficiency will not be jeopardized,
make assessment and collection of
such deficiency from such former sub-
sidiary in an amount not exceeding the
portion of such deficiency which the
Commissioner may determine to be al-
locable to it. If the Commissioner
makes assessment and collection of
any part of a deficiency from such
former subsidiary, then for purposes of
any credit or refund of the amount col-
lected from such former subsidiary the
agency of the common parent under
the provisions of §1.1502-77 shall not
apply.

(c) Effect of intercompany agreements.
No agreement entered into by one or
more members of the group with any
other member of such group or with
any other person shall in any case have
the effect of reducing the liability pre-
scribed under this section.

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as
amended by T.D. 9002, 67 FR 43540, June 28,
2002]
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§1.1502-9 Consolidated overall foreign
losses and separate limitation
losses.

(@) In general. This section provides
rules for applying section 904(f) (includ-
ing its definitions and nomenclature)
to a group and its members. Generally,
section 904(f) concerns rules relating to
overall foreign losses (OFLs) and sepa-
rate limitation losses (SLLs) and the
consequences of such losses. As pro-
vided in section 904(f)(5), losses are
computed separately in each category
of income described in section 904(d)(1)
(basket). Paragraph (b) of this section
defines terms and provides computa-
tional and accounting rules, including
rules regarding recapture. Paragraph
(c) of this section provides rules that
apply to OFLs and SLLs when a mem-
ber becomes or ceases to be a member
of a group. Paragraph (d) of this sec-
tion provides a predecessor and suc-
cessor rule. Paragraph (e) of this sec-
tion provides effective dates.

(b) Consolidated application of section
904(f). A group applies section 904(f) for
a consolidated return year in accord-
ance with that section, subject to the
following rules:

(1) Computation of CSLI or CSLL and
consolidated U.S. source income or loss.
The group computes its consolidated
separate limitation income (CSLI) or
consolidated separate limitation loss
(CSLL) for each basket under the prin-
ciples of §1.1502-11 by aggregating each
member’s foreign-source taxable in-
come or loss in such basket computed
under the principles of §1.1502-12, and
taking into account the foreign portion
of the consolidated items described in
§1.1502-11(a)(2) through (8) for such bas-
ket. The group computes its consoli-
dated U.S.-source taxable income or
loss under similar principles.

(2) Netting CSLLs, CSLIs, and consoli-
dated U.S. source taxable income or loss.
The group applies section 904(f)(5) to
determine the extent to which a CSLL
for a basket reduces CSLI for another
basket or consolidated U.S.-source tax-
able income.

(3) CSLL and COFL accounts. To the
extent provided in section 904(f), the
amount by which a CSLL for a basket
(the loss basket) reduces CSLI for an-
other basket (the income basket) shall
result in the creation of (or addition
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