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paragraph (e)(3)(ii) of this section, it
may apply §1.1502-20T (as contained in
the CFR edition revised as of April 1,
1990), to all of its members with respect
to all dispositions and deconsolidations
by the certifying group to which
§1.1502-20T otherwise applied by its
terms occurring—

(A) On or after March 9, 1990 (but
only if not pursuant to a binding con-
tract described in §1.337(d)-1T(e)(2) (as
contained in the CFR edition revised as
of April 1, 1990) that was entered into
before March 9, 1990); and

(B) Before November 19, 1990 (or
thereafter, if pursuant to a binding
contract described in §1.1502-20T(g)(3)
that was entered into on or after
March 9, 1990 and before November 19,
1990).

The certification under this paragraph
(e)(3)(i) with respect to the application
of §1.1502-20T to any transaction de-
scribed in this paragraph (e)(3)(i) may
not be withdrawn and, if the certifi-
cation is filed, §1.1502-20T must be ap-
plied to all such transactions on all re-
turns (including amended returns) on
which such transactions are included.
(i1) Time and manner of filing certifi-
cation. The certification described in
paragraph (e)(3)(i) of this section must
be made in a separate statement enti-
tled ‘‘[insert name and employer iden-
tification number of common parent]
hereby certifies under §1.337(d)-1 (e)(3)
that the group of which it is the com-
mon parent is applying §1.1502-20T to
all transactions to which that section
otherwise applied by it terms.”” The
statement must be signed by the com-
mon parent and filed with the group’s
income tax return for the taxable year
of the first disposition or
deconsolidation to which the certifi-
cation applies. If the separate state-
ment required under this paragraph
(e)(3) is to be filed with a return the
due date (including extensions) of
which is before November 16, 1991, the
statement may be filed with an amend-
ed return for the year of the disposi-
tion or deconsolidation that is filed
within 180 days after September 13,
1991. Any other filings required under
§1.1502-20T, such as the statement re-
quired under §1.1502-20T(f)(5), may be
made with the amended return, regard-
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less of whether §1.1502-20T permits
such filing by amended return.

[T.D. 8319, 556 FR 49031, Nov. 26, 1990, as
amended by T.D. 8364, 56 FR 47389, Sept. 19,
1991; 57 FR 53550, Nov. 12, 1992; T.D. 8560, 59
FR 41674, 41675, Aug. 15, 1994; T.D. 8597, 60 FR
36679, July 18, 1995; T.D. 9424, 73 FR 53947,
Sept. 17, 2008]

§1.337(d)-1T [Reserved]

§1.337(d)-2 Loss limitation rules.

(a) Loss disallowance—(1) General rule.
No deduction is allowed for any loss
recognized by a member of a consoli-
dated group with respect to the disposi-
tion of stock of a subsidiary. However,
for transactions involving loss shares
of subsidiary stock occurring on or
after September 17, 2008, see §1.1502-36.
Further, this section does not apply to
a transaction that is subject to §1.1502—
36.

(2) Definitions. For purposes of this
section:

(i) The definitions in §1.1502-1 apply.

(ii) Disposition means any event in
which gain or loss is recognized, in
whole or in part.

(3) Coordination with loss deferral and
other disallowance rules. For purposes of
this section, the rules of §1.1502-20(a)(3)
apply, with appropriate adjustments to
reflect differences between the ap-
proach of this section and that of
§1.1502-20.

(4) Netting. Paragraph (a)(1) of this
section does not apply to loss with re-
spect to the disposition of stock of a
subsidiary, to the extent that, as a con-
sequence of the same plan or arrange-
ment, gain is taken into account by
members with respect to stock of the
same subsidiary having the same mate-
rial terms. If the gain to which this
paragraph applies is less than the
amount of the loss with respect to the
disposition of the subsidiary’s stock,
the gain is applied to offset loss with
respect to each share disposed of as a
consequence of the same plan or ar-
rangement in proportion to the amount
of the loss deduction that would have
been disallowed under paragraph (a)(1)
of this section with respect to such
share before the application of this
paragraph (a)(4). If the same item of
gain could be taken into account more
than once in limiting the application
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of paragraphs (a)(1) and (b)(1) of this
section, the item is taken into account
only once.

(b) Basis reduction on deconsolidation—
(1) General rule. If the basis of a mem-
ber of a consolidated group in a share
of stock of a subsidiary exceeds its
value immediately before a
deconsolidation of the share, the basis
of the share is reduced at that time to
an amount equal to its value. If both a
disposition and a deconsolidation occur
with respect to a share in the same
transaction, paragraph (a) of this sec-
tion applies and, to the extent nec-
essary to effectuate the purposes of
this section, this paragraph (b) applies
following the application of paragraph
(a) of this section.

(2) Deconsolidation. Deconsolidation
means any event that causes a share of
stock of a subsidiary that remains out-
standing to be no longer owned by a
member of any consolidated group of
which the subsidiary is also a member.

(3) Value. Value means fair market
value.

(4) Netting. Paragraph (b)(1) of this
section does not apply to reduce the
basis of stock of a subsidiary, to the
extent that, as a consequence of the
same plan or arrangement, gain is
taken into account by members with
respect to stock of the same subsidiary
having the same material terms. If the
gain to which this paragraph applies is
less than the amount of basis reduction
with respect to shares of the subsidi-
ary’s stock, the gain is applied to offset
basis reduction with respect to each
share deconsolidated as a consequence
of the same plan or arrangement in
proportion to the amount of the reduc-
tion that would have been required
under paragraph (b)(1) of this section
with respect to such share before the
application of this paragraph (b)(4).

(c) Allowable loss—(1) Application.
This paragraph (c) applies with respect
to stock of a subsidiary only if a sepa-
rate statement entitled §1.337(d)-2(c)
statement is included with the return in
accordance with paragraph (c)(3) of this
section.

(2) General rule. Loss is not dis-
allowed under paragraph (a)(1) of this
section and basis is not reduced under
paragraph (b)(1) of this section to the
extent the taxpayer establishes that
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the loss or basis is not attributable to
the recognition of built-in gain, net of
directly related expenses, on the dis-
position of an asset (including stock
and securities). Loss or basis may be
attributable to the recognition of
built-in gain on the disposition of an
asset by a prior group. For purposes of
this section, gain recognized on the dis-
position of an asset is built-in gain to
the extent attributable, directly or in-
directly, in whole or in part, to any ex-
cess of value over basis that is re-
flected, before the disposition of the
asset, in the basis of the share, directly
or indirectly, in whole or in part, after
applying section 1503(e) and other ap-
plicable provisions of the Internal Rev-
enue Code and regulations. Federal in-
come taxes may be directly related to
built-in gain recognized on the disposi-
tion of an asset only to the extent of
the excess (if any) of the group’s in-
come tax liability actually imposed
under Subtitle A of the Internal Rev-
enue Code for the taxable year of the
disposition of the asset over the
group’s income tax liability for the
taxable year redetermined by not tak-
ing into account the built-in gain rec-
ognized on the disposition of the asset.
For this purpose, the group’s income
tax liability actually imposed and its
redetermined income tax liability are
determined without taking into ac-
count the foreign tax credit under sec-
tion 27(a) of the Internal Revenue Code.

(3) Contents of statement and time of
filing. The statement required under
paragraph (c)(1) of this section must be
included with or as part of the tax-
payer’s return for the year of the dis-
position or deconsolidation and must
contain—

(i) The name and employer identi-
fication number (E.I.N.) of the sub-
sidiary; and

(ii) The amount of the loss not dis-
allowed under paragraph (a)(l) of this
section by reason of this paragraph (c)
and the amount of basis not reduced
under paragraph (b)(1) of this section
by reason of this paragraph (c).

(4) Example. The principles of para-
graphs (a), (b), and (c¢) of this section
are illustrated by the examples in
§§1.337(d)-1(a)(b) and 1.1502-20(a)(5)
(other than Erxamples 3, 4, and 5) and
(b), with appropriate adjustments to
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reflect differences between the ap-
proach of this section and that of
§1.1502-20, and by the following exam-
ple. For purposes of the examples in
this section, unless otherwise stated,
the group files consolidated returns on
a calendar year basis, the facts set
forth the only corporate activity, and
all sales and purchases are with unre-
lated buyers or sellers. The basis of
each asset is the same for determining
earnings and profits adjustments and
taxable income. Tax liability and its
effect on basis, value, and earnings and
profits are disregarded. Investment ad-
justment system means the rules of
§1.1502-32. The example reads as fol-
lows:

Example. Loss offsetting built-in gain in a
prior group. (i) P buys all the stock of T for
$50 in Year 1, and T becomes a member of the
P group. T has 2 assets. Asset 1 has a basis
of $50 and a value of $0, and asset 2 has a
basis of $0 and a value of $50. T sells asset 2
during Year 3 for $50 and recognizes a $50
gain. Under the investment adjustment sys-
tem, P’s basis in the T stock increased to
$100 as a result of the recognition of gain. In
Year 5, all of the stock of P is acquired by
the P1 group, and the former members of the
P group become members of the P1 group. T
then sells asset 1 for $0, and recognizes a $50
loss. Under the investment adjustment sys-
tem, P’s basis in the T stock decreases to $50
as a result of the loss. T’s assets decline in
value from $50 to $40. P then sells all the
stock of T for $40 and recognizes a $10 loss.

(ii) P’s basis in the T stock reflects both
T’s unrecognized gain and unrecognized loss
with respect to its assets. The gain T recog-
nizes on the disposition of asset 2 is built-in
gain with respect to both the P and P1
groups for purposes of paragraph (c)(2) of this
section. In addition, the loss T recognizes on
the disposition of asset 1 is built-in loss with
respect to the P and P1 groups for purposes
of paragraph (c)(2) of this section. T’s rec-
ognition of the built-in loss while a member
of the P1 group offsets the effect on T°s stock
basis of T’s recognition of the built-in gain
while a member of the P group. Thus, P’s $10
loss on the sale of the T stock is not attrib-
utable to the recognition of built-in gain,
and the loss is therefore not disallowed
under paragraph (c)(2) of this section.

(iii) The result would be the same if, in-
stead of having a $50 built-in loss in asset 1
when it becomes a member of the P group, T
has a $560 net operating loss carryover and
the carryover is used by the P group.

(d) Swuccessors. For purposes of this
section, the rules and examples of
§1.1502-20(d) apply, with appropriate

83

§1.337(d)-4

adjustments to reflect differences be-
tween the approach of this section and
that of §1.1502-20.

(e) Anti-avoidance rules. For purposes
of this section, the rules and examples
of §1.1502-20(e) apply, with appropriate
adjustments to reflect differences be-
tween the approach of this section and
that of §1.1502-20.

(f) Investment adjustments. For pur-
poses of this section, the rules and ex-
amples of §1.1502-20(f) apply, with ap-
propriate adjustments to reflect dif-
ferences between the approach of this
section and that of §1.1502-20.

(g) Effective dates. This section ap-
plies with respect to dispositions and
deconsolidations on or after March 3,
2005. In addition, this section applies to
dispositions and deconsolidations for
which an election is made under
§1.1502-20(1)(2) to determine allowable
loss under this section. If loss is recog-
nized because stock of a subsidiary be-
came worthless, the disposition with
respect to the stock is treated as oc-
curring on the date the stock became
worthless. For dispositions and
deconsolidations after March 6, 2002
and before March 3, 2005, see §1.337(d)-
2T as contained in the 26 CFR part 1 in
effect on March 2, 2005.

[70 FR 10322, Mar. 3, 2005, as amended by T.D.
9424, 73 FR 53947, Sept. 17, 2008]

§1.337(d)-4 Taxable to tax-exempt.

(a) Gain or loss recognition—(1) General
rule. Except as provided in paragraph
(b) of this section, if a taxable corpora-
tion transfers all or substantially all of
its assets to one or more tax-exempt
entities, the taxable corporation must
recognize gain or loss immediately be-
fore the transfer as if the assets trans-
ferred were sold at their fair market
values. But see section 267 and para-
graph (d) of this section concerning
limitations on the recognition of loss.

(2) Change in corporation’s tax status
treated as asset transfer. Except as pro-
vided in paragraphs (a)(3) and (b) of
this section, a taxable corporation’s
change in status to a tax-exempt enti-
ty will be treated as if it transferred all
of its assets to a tax-exempt entity im-
mediately before the change in status
becomes effective in a transaction to
which paragraph (a)(1) of this section
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