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years or October 1, 1965, whichever oc-
curs later. 

(2) Operating rules. For purposes of 
this paragraph: 

(i) The term stock means all shares 
except nonvoting stock which is lim-
ited and preferred as to dividends, and 

(ii) Section 318 (relating to construc-
tive ownership of stock) shall apply in 
determining the ownership of stock, 
except that section 318(a) (2)(C) and 
(3)(C) shall be applied without regard 
to the 50-percent limitation contained 
therein. 

(3) Old members. The term old members 
of a group means: 

(i) Those corporations which were 
members of such group immediately 
preceding the first day of the taxable 
year in which the consolidated return 
change of ownership occurs, or 

(ii) If the group was not in existence 
prior to the taxable year in which the 
consolidated return change of owner-
ship occurs, the corporation which is 
the common parent for the taxable 
year to which the tax attribute is to be 
carried. 

(4) Reverse acquisitions. If there has 
been a consolidated return change of 
ownership of a corporation under sub-
paragraph (1) of this paragraph and the 
stock or assets of such corporation are 
subsequently acquired by another cor-
poration in an acquisition to which 
§ 1.1502–75(d)(3) applies so that the 
group of which the former corporation 
is the common parent is treated as con-
tinuing in existence, then the ‘‘old 
members’’, as defined in subparagraph 
(3) of this paragraph, of such group im-
mediately before the acquisition shall 
continue to be treated as ‘‘old mem-
bers’’ immediately after the acquisi-
tion. For example, assume that cor-
porations P and S comprise group PS, 
and PS undergoes a consolidated re-
turn change of ownership. Subse-
quently, the stock of P, the common 
parent, is acquired by corporation T, 
the common parent of group TU, in an 
acquisition to which section 
368(a)(1)(B) and § 1.1502–75(d)(3) apply. 
The PS group is treated as continuing 
in existence with T as the common par-
ent. P and S continue to be treated as 
old members, as defined in subpara-
graph (3) of this paragraph. 

(h) Consolidated group. The term 
‘‘consolidated group’’ means a group 
filing (or required to file) consolidated 
returns for the tax year. 

(i) [Reserved] 
(j) Affiliated. Corporations are affili-

ated if they are members of a group 
with each other. 

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as 
amended by T.D. 7246, 38 FR 758, Jan. 4, 1973; 
T.D. 8294, 55 FR 9434, Mar. 14, 1990; T.D. 8319, 
55 FR 49038, Nov. 26, 1990; T.D. 8560, 59 FR 
41675, Aug. 15, 1994; T.D. 8677, 61 FR 33325, 
June 27, 1996; T.D. 8823, 64 FR 36101, July 2, 
1999] 

CONSOLIDATED TAX LIABILITY 

§ 1.1502–2 Computation of tax liability. 
The tax liability of a group for a con-

solidated return year shall be deter-
mined by adding together: 

(a) The tax imposed by section 11 on 
the consolidated taxable income for 
such year (see § 1.1502–11 for the com-
putation of consolidated taxable in-
come); 

(b) The tax imposed by section 541 on 
the consolidated undistributed per-
sonal holding company income; 

(c) If paragraph (b) of this section 
does not apply, the aggregate of the 
taxes imposed by section 541 on the 
separate undistributed personal hold-
ing company income of the members 
which are personal holding companies; 

(d) If paragraph (b) of this section 
does not apply, the tax imposed by sec-
tion 531 on the consolidated accumu-
lated taxable income (see § 1.1502–43); 

(e) The tax imposed by section 594(a) 
in lieu of the taxes imposed by section 
11 or 1201 on the taxable income of a 
life insurance department of the com-
mon parent of a group which is a mu-
tual savings bank; 

(f) The tax imposed by section 802(a) 
on consolidated life insurance company 
taxable income; 

(g) The tax imposed by section 831(a) 
on the consolidated insurance company 
taxable income of the members which 
are subject to such tax; 

(h) The tax imposed by section 1201, 
instead of the taxes computed under 
paragraphs (a) and (g) of this section, 
computed by reference to the net cap-
ital gain of the group (see § 1.1502–22) 
(or, for consolidated return years to 
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which § 1.1502–22 does not apply, com-
puted by reference to the excess of the 
consolidated net long-term capital gain 
over the consolidated net short-term 
capital loss (see § 1.1502–41A for the de-
termination of the consolidated net 
long-term capital gain and the consoli-
dated net short-term capital loss)); 

(i) [Reserved] 
(j) The tax imposed by section 1333 on 

war loss recoveries; and 
by allowing as a credit against such 
taxes the investment credit under sec-
tion 38 (see § 1.1502–3), and the foreign 
tax credit under section 33 (see § 1.1502– 
4). For purposes of this section, the 
surtax exemption of the group for a 
consolidated return year is $25,000, or if 
a lesser amount is allowed under sec-
tion 1561, such lesser amount. See 
§ 1.1561–2(a)(2). For increase in tax due 
to the application of section 47, see 
§ 1.1502–3(f). For amount of tax sur-
charge, see section 51 and § 1.1502–7. 

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as 
amended by T.D. 7093, 36 FR 4871, Mar. 13, 
1971; T.D. 7937, 49 FR 3462, Jan. 27, 1984; T.D. 
8677, 61 FR 33326, June 27, 1996; T.D. 8823, 64 
FR 36099, July 2, 1999] 

§ 1.1502–3 Consolidated tax credits. 
(a) Determination of amount of consoli-

dated credit—(1) In general. The credit 
allowed by section 38 for a consolidated 
return year of a group shall be equal to 
the consolidated credit earned. The 
consolidated credit earned is equal to 
the aggregate of the credit earned (as 
determined under subparagraph (2) of 
this paragraph) by all members of the 
group for the consolidated return year. 

(2) Determination of credit earned. The 
credit earned of a member is an 
amount equal to 7 percent of such 
member’s qualified investment (deter-
mined under section 46(c)). For pur-
poses of computing a member’s quali-
fied investment, the basis of property 
shall not include any gain or loss real-
ized with respect to such property by 
another member in an intercompany 
transaction (as defined in § 1.1502–13(b)), 
whether or not such gain or loss is de-
ferred. Thus, if section 38 property ac-
quired in an intercompany transaction 
has a basis of $100 to the purchasing 
member, and if the selling member has 
a $20 gain with respect to such prop-
erty, the basis of such property for pur-

poses of computing the purchaser’s 
qualified investment is only $80. Such 
$80 basis shall also be used for purposes 
of applying section 47 to such property. 
See paragraph (f) of this section. 

(3) Consolidated limitation based on 
amount of tax. (i) Notwithstanding the 
amount of the consolidated credit 
earned for the taxable year, the con-
solidated credit allowed by section 38 
to the group for the consolidated re-
turn year is limited to: 

(a) So much of the consolidated li-
ability for tax as does not exceed 
$25,000, plus 

(b) For taxable years ending on or be-
fore March 9, 1967, 25 percent of the 
consolidated liability for tax in excess 
of $25,000, or 

(c) For taxable years ending after 
March 9, 1967, 50 percent of the consoli-
dated liability for tax in excess of 
$25,000. 

The $25,000 amount referred to in the 
preceding sentence shall be reduced by 
any part of such $25,000 amount appor-
tioned under § 1.46–1 to component 
members of the controlled group (as 
defined in section 46(a)(5)) which do not 
join in the filing of the consolidated re-
turn. For further rules for computing 
the limitation based on amount of tax 
with respect to the suspension period 
(as defined in section 48(j)), see section 
46(a)(2). The amount determined under 
this subparagraph is referred to in this 
section as the ‘‘consolidated limitation 
based on amount of tax.’’ 

(ii) If an organization to which sec-
tion 593 applies or a cooperative orga-
nization described in section 1381(a) 
joins in the filing of the consolidated 
return, the $25,000 amount referred to 
in subdivision (i) of this subparagraph 
(reduced as provided in such subdivi-
sion) shall be apportioned equally 
among the members of the group filing 
the consolidated return. The amount so 
apportioned equally to any such orga-
nization shall then be decreased in ac-
cordance with the provisions of section 
46(d). Finally, the sum of all such equal 
portions (as decreased under section 
46(d)) of each member of the group 
shall be substituted for the $25,000 
amount referred to in subdivision (i) of 
this subparagraph. 

(4) Consolidated liability for tax. For 
purposes of subparagraph (3) of this 
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paragraph, the consolidated liability 
for tax shall be the income tax imposed 
for the taxable year upon the group by 
chapter 1 of the Code, reduced by the 
consolidated foreign tax credit allow-
able under § 1.1502–4. The tax imposed 
by section 56 (relating to minimum tax 
for tax preferences), section 531 (relat-
ing to accumulated earnings tax), sec-
tion 541 (relating to personal holding 
company tax), and any additional tax 
imposed by section 1351(d)(1) (relating 
to recoveries of foreign expropriation 
losses), shall not be considered tax im-
posed by chapter 1 of the Code. In addi-
tion, any increase in tax resulting from 
the application of section 47 (relating 
to certain dispositions, etc., of section 
38 property) shall not be treated as tax 
imposed by chapter 1 for purposes of 
computing the consolidated liability 
for tax. 

(b) Carryback and carryover of unused 
credits—(1) Allowance of unused credit as 
consolidated carryback or carryover. A 
group shall be allowed to add to the 
amount allowable as a credit under 
paragraph (a)(1) of this section for any 
consolidated return year an amount 
equal to the aggregate of the consoli-
dated investment credit carryovers and 
carrybacks to such year. The consoli-
dated investment credit carryovers and 
carrybacks to the taxable year shall 
consist of any consolidated unused 
credits of the group, plus any unused 
credits of members of the group arising 
in separate return years of such mem-
bers, which may be carried over or 
back to the taxable year under the 
principles of section 46(b). However, 
such consolidated carryovers and 
carrybacks shall not include any con-

solidated unused credits apportioned to 
a corporation for a separate return 
year pursuant to paragraph (c) of 
§ 1.1502–79 and shall be subject to the 
limitations contained in paragraphs (c) 
and (e) of this section. A consolidated 
unused credit for any consolidated re-
turn year is the excess of the consoli-
dated credit earned over the consoli-
dated limitation based on amount of 
tax for such year. 

(2) Absorption rules. For purposes of 
determining the amount, if any, of an 
unused credit (whether consolidated or 
separate) which can be carried to a tax-
able year (consolidated or separate), 
the amount of such unused credit 
which is absorbed in a prior consoli-
dated return year under section 46(b) 
shall be determined by: 

(i) Applying all unused credits which 
can be carried to such prior year in the 
order of the taxable years in which 
such unused credits arose, beginning 
with the taxable year which ends ear-
liest, and 

(ii) Applying all such unused credits 
which can be carried to such prior year 
from taxable years ending on the same 
date on a pro rata basis. 

(3) Example. The provisions of para-
graphs (a) and (b) of this section may 
be illustrated by the following exam-
ple: 

Example. (i) Corporation P is incorporated 
on January 1, 1966. On that same day P in-
corporates corporation S, a wholly owned 
subsidiary. P and S file consolidated returns 
for calendar years 1966 and 1967. P’s and S’s 
credit earned, the consolidated credit 
earned, and the consolidated limitation 
based on amount of tax for 1966 and 1967 are 
as follows: 

Credit earned Consolidated 
credit earned 

Consolidated limi-
tation based on 
amount of tax 

1966: 
P ............................................................................................... $60,000 
S ............................................................................................... $30,000 $90,000 $100,000 

1967: 
P ............................................................................................... $40,000 
S ............................................................................................... $25,000 $65,000 $50,000 

(ii) P’s and S’s credit earned for 1966 are 
aggregated, and the group’s consolidated 
credit earned, $90,000, is allowable in full to 
the group as a credit under section 38 for 1966 
since such amount is less than the consoli-

dated limitation based on amount of tax for 
1966, $100,000. 

(iii) Since the consolidated limitation 
based on amount of tax for 1967 is $50,000, 
only $50,000 of the $65,000 consolidated credit 
earned for such year is allowable to the 
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group under section 38 as a credit for 1967. 
The consolidated unused credit for 1967 of 
$15,000 ($65,000 less $50,000) is a consolidated 
investment credit carryback and carryover 
to the years prescribed in section 46(b). In 
this case the consolidated unused credit is a 
consolidated investment credit carryback to 
1966 (since P and S were not in existence in 
1964 and 1965) and a consolidated investment 

credit carryover to 1968 and subsequent 
years. The portion of the consolidated un-
used credit for 1967 which is allowable as a 
credit for 1966 is $10,000. This amount shall be 
added to the amount allowable as a credit to 
the group for 1966. The balance of the con-
solidated unused credit for 1967 to be carried 
to 1968 is $5,000. These amounts are computed 
as follows: 

Consolidated carryback to 1966 ................................ .................... .................... $15,000 
1966 consolidated limitation based on tax ............ .................... $100,000 ....................

Less: Consolidated credit earned for 1966 ............... $90,000 
Consolidated unused credits attributable to years 

preceding 1967 ................................................... 0 $90,000 

Limit on amount of 1967 consolidated unused credit 
which may be added as a credit for 1966 ............. .................... .................... $10,000 

Balance of 1967 consolidated unused credit to be 
carried to 1968 ....................................................... .................... .................... $5,000 

(c) Limitation on investment credit 
carryovers and carrybacks from separate 
return limitation years applicable for con-
solidated return years for which the due 
date of the return is on or before March 
13, 1998—(1) General rule. In the case of 
an unused credit of a member of the 
group arising in a separate return limi-
tation year (as defined in § 1.1502–1(f)) 
of such member (and in a separate re-
turn limitation year of any predecessor 
of such member), the amount which 
may be included under paragraph (b) of 
this section (computed without regard 
to the limitation contained in para-
graph (e) of this section) shall not ex-
ceed the amount determined under 
paragraph (c)(2) of this section. 

(2) Computation of limitation. The 
amount referred to in paragraph (c)(1) 
of this section with respect to a mem-
ber of the group is the excess, if any, 
of— 

(i) The limitation based on amount of 
tax of the group, minus such limitation 
recomputed by excluding the items of 
income, deduction, and foreign tax 
credit of such member; over 

(ii) The sum of the investment credit 
earned by such member for such con-
solidated return year, and the unused 
credits attributable to such member 
which may be carried to such consoli-
dated return year arising in unused 
credit years ending prior to the par-
ticular separate return limitation year. 

(3) Special effective date. This para-
graph (c) applies to consolidated return 
years for which the due date of the in-
come tax return (without extensions) is 
on or before March 13, 1998. See para-
graph (d) of this section for the rule 
that limits the group’s use of a section 
38 credit carryover or carryback from a 
SRLY for a consolidated return year 
for which the due date of the income 
tax return (without extensions) is after 
March 13, 1998. See also paragraph 
(d)(4) of this section for an optional ef-
fective date rule (generally making the 
rules of this paragraph (c) inapplicable 
to a consolidated return year beginning 
after December 31, 1996, if the due date 
of the income tax return (without ex-
tensions) for such year is on or before 
March 13, 1998). 

(4) Examples. The provisions of this 
paragraph (c) may be illustrated by the 
following examples: 

Example 1. (i) Assume the same facts as in 
the example contained in paragraph (b)(3) of 
this section, except that all the stock of cor-
poration T, also a calendar year taxpayer, is 
acquired by P on January 1, 1968, and that P, 
S, and T file a consolidated return for 1968. 
In 1966, T had an unused credit of $10,000 
which has not been absorbed and is available 
as an investment credit carryover to 1968. 
Such carryover is from a separate return 
limitation year. P’s and S’s credit earned for 
1968 is $10,000 each, and T’s credit earned is 
$8,000; the consolidated credit earned is 
therefore $28,000. The group’s consolidated 
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limitation based on amount of tax for 1968 is 
$50,000. Such limitation recomputed by ex-
cluding the items of income, deduction, and 
foreign tax credit of T is $30,000. Thus, the 
amount determined under paragraph (c)(2)(i) 
of this section is $20,000 ($50,000 minus 
$30,000). Accordingly, the limitation on the 
carryover of T’s unused credit is $12,000, the 
excess of $20,000 over $8,000 (the sum of T’s 
credit earned for the taxable year and any 
carryovers from prior unused credit years 
(none in this case)). Therefore T’s $10,000 un-
used credit from 1966 may be carried over to 
the consolidated return year without limita-
tion. 

(ii) The group’s consolidated credit earned 
for 1968, $28,000, is allowable in full as a cred-
it under section 38 since such amount is less 
than the consolidated limitation based on 
amount of tax, $50,000. 

(iii) The group’s consolidated investment 
credit carryover to 1968 is $15,000, consisting 

of the consolidated unused credits of the 
group ($5,000) plus T’s separate return year 
unused credit ($10,000). The entire $15,000 
consolidated carryover shall be added to the 
amount allowable to the group as a credit 
under section 38 for 1968, since such amount 
is less than $22,000 (the excess of the consoli-
dated limitation based on tax, $50,000, over 
the sum of the consolidated credit earned for 
1968, $28,000, and unused credits arising in 
prior unused credit years, zero). 

Example 2. Assume the same facts as in Ex-
ample 1, except that the amount determined 
under paragraph (c)(2)(i) of this section is 
$12,000. Therefore, the limitation on the car-
ryover of T’s unused credit is $4,000. Accord-
ingly, the consolidated investment credit 
carryover is only $9,000 since the amount of 
T’s separate return year unused credit which 
may be added to the group’s $ 5,000 consoli-
dated unused credit is $4,000. These amounts 
are computed as follows: 

T’s carryover to 1968 ................................................ .................... .................... $10,000 
Consolidated limitation based on amount of tax 

minus recomputed limitation .............................. .................... $12,000 ....................
Less: T’s credit earned for 1968 ............................... $8,000 .................... ....................

Unused credits attributable to T arising in unused 
credit years preceding 1966 ............................... 0 $8,000 ....................

Limit on amount of 1966 unused credit of T which 
may be added to consolidated investment credit 
carryover ................................................................ .................... .................... $4,000 

Balance of 1966 unused credit of T to be carried to 
1969 (subject to the limitation contained in para-
graph (c) of this section) ........................................ .................... .................... $6,000 

(d) Limitation on tax credit carryovers 
and carrybacks from separate return limi-
tation years applicable for consolidated 
return years for which the due date of the 
return is after March 13, 1998—(1) General 
rule. The aggregate of a member’s un-
used section 38 credits arising in 
SRLYs that are included in the con-
solidated section 38 credits for all con-
solidated return years of the group 
may not exceed— 

(i) The aggregate for all consolidated 
return years of the member’s contribu-
tions to the consolidated section 38(c) 
limitation for each consolidated return 
year; reduced by 

(ii) The aggregate of the member’s 
section 38 credits arising and absorbed 
in all consolidated return years 
(whether or not absorbed by the mem-
ber). 

(2) Computational rules—(i) Member’s 
contribution to the consolidated section 
38(c) limitation. If the consolidated sec-
tion 38(c) limitation for a consolidated 
return year is determined by reference 
to the consolidated tentative minimum 
tax (see section 38(c)(1)(A)), then a 
member’s contribution to the consoli-
dated section 38(c) limitation for such 
year equals the member’s share of the 
consolidated net income tax minus the 
member’s share of the consolidated 
tentative minimum tax. If the consoli-
dated section 38(c) limitation for a con-
solidated return year is determined by 
reference to the consolidated net reg-
ular tax liability (see section 
38(c)(1)(B)), then a member’s contribu-
tion to the consolidated section 38(c) 
limitation for such year equals the 
member’s share of the consolidated net 
income tax minus 25 percent of the 
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quantity which is equal to so much of 
the member’s share of the consolidated 
net regular tax liability less its portion 
of the $25,000 amount specified in sec-
tion 38(c)(1)(B). The group computes 
the member’s shares by applying to the 
respective consolidated amounts the 
principles of section 1552 and the per-
centage method under § 1.1502–33(d)(3), 
assuming a 100% allocation of any de-
creased tax liability. The group must 
make proper adjustments so that taxes 
and credits not taken into account in 
computing the limitation under section 
38(c) are not taken into account in 
computing the member’s share of the 
consolidated net income tax, etc. (See, 
for example, the taxes described in sec-
tion 26(b) that are disregarded in com-
puting regular tax liability.) Also, the 
group may apportion all or a part of 
the $25,000 amount (or lesser amount if 
reduced by section 38(c)(3)) for any year 
to one or more members. 

(ii) Years included in computation. For 
purposes of computing the limitation 
under this paragraph (d), the consoli-
dated return years of the group include 
only those years, including the year to 
which a credit is carried, that the 
member has been continuously in-
cluded in the group’s consolidated re-
turn, but exclude— 

(A) For carryovers, any years ending 
after the year to which the credit is 
carried; and 

(B) For carrybacks, any years ending 
after the year in which the credit 
arose. 

(iii) Subgroups and successors. The 
SRLY subgroup principles under 
§ 1.1502–21(c)(2) apply for purposes of 
this paragraph (d). The predecessor and 
successor principles under § 1.1502–21(f) 
also apply for purposes of this para-
graph (d). 

(iv) Overlap with section 383. The prin-
ciples under § 1.1502–21(g) apply for pur-
poses of this paragraph (d). For exam-
ple, an overlap of paragraph (d) of this 
section and the application of section 
383 with respect to a credit carryover 
occurs if a corporation becomes a 
member of a consolidated group (the 
SRLY event) within six months of the 
change date of an ownership change 
giving rise to a section 383 credit limi-
tation with respect to that carryover 
(the section 383 event), with the result 

that the limitation of this paragraph 
(d) does not apply. See §§ 1.1502– 
21(g)(2)(ii)(A) and 1.383–1; see also 
§ 1.1502–21(g)(4) (subgroup rules). 

(3) Effective date—(i) In general. This 
paragraph (d) generally applies to con-
solidated return years for which the 
due date of the income tax return 
(without extensions) is after March 13, 
1998. 

(A) Contribution years. Except as pro-
vided in paragraph (d)(4)(ii) of this sec-
tion, a group does not take into ac-
count a consolidated taxable year for 
which the due date of the income tax 
return (without extensions) is on or be-
fore March 13, 1998, in determining a 
member’s (or subgroup’s) contributions 
to the consolidated section 38(c) limi-
tation under this paragraph (d). 

(B) Special subgroup rule. In the event 
that the principles of § 1.1502–21(g)(1) do 
not apply to a particular credit carry-
over in the current group, then solely 
for purposes of applying paragraph (d) 
of this section to determine the limita-
tion with respect to that carryover and 
with respect to which the SRLY reg-
ister (the aggregate of the member’s or 
subgroup’s contribution to consoli-
dated section 38(c) limitation reduced 
by the aggregate of the member’s or 
subgroup’s section 38 credits arising 
and absorbed in all consolidated return 
years) began in a taxable year for 
which the due date of the return is on 
or before May 25, 2000, the principles of 
§ 1.1502–21(c)(2) shall be applied without 
regard to the phrase ‘‘or for a carry-
over that was subject to the overlap 
rule described in paragraph (g) of this 
section or § 1.1502–15(g) with respect to 
another group (the former group).’’ 

(ii) Overlap rule. Paragraph (d)(2)(iv) 
of this section (relating to overlap with 
section 383) applies to taxable years for 
which the due date (without exten-
sions) of the consolidated return is 
after May 25, 2000. For purposes of 
paragraph (d)(2)(iv) of this section, 
only an ownership change to which sec-
tion 383, as amended by the Tax Re-
form Act of 1986 (100 Stat. 2085), applies 
and which results in a section 383 cred-
it limitation shall constitute a section 
383 event. 

(4) Optional effective date of January 1, 
1997. (i) For consolidated taxable years 
beginning on or after January 1, 1997, 
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for which the due date of the income 
tax return (without extensions) is on or 
before March 13, 1998, in lieu of para-
graphs (c) and (e)(3) of this section (re-
lating to the general business credit), 
§ 1.1502–4(f)(3) and (g)(3) (relating to the 
foreign tax credit), the next to last sen-
tence of § 1.1502–9A(a)(2), § 1.1502– 
9A(b)(1)(v) (relating to overall foreign 
losses), and § 1.1502–55(h)(4)(iii) (relat-
ing to the alternative minimum tax 
credit), a consolidated group may apply 
the corresponding provisions as they 
appear in 1998–1 C.B. 655 through 661 
(see § 601.601(d)(2) of this chapter) 
(treating references in such cor-
responding provisions to §§ 1.1502– 
9(b)(1)(ii), (iii), and (iv) as references to 
§§ 1.1502–9A(b)(1)(ii), (iii), and (iv)). 
Also, in the case of a consolidated re-
turn change of ownership that occurs 
on or after January 1, 1997, in a taxable 
year for which the due date of the in-
come tax return (without extensions) is 
on or before March 13, 1998, a consoli-
dated group may choose not to apply 
paragraph (e) of this section and 
§ 1.1502–4(g) to taxable years ending 
after December 31, 1996. A consolidated 
group making the choices described in 
the two preceding sentences generally 
must apply all such corresponding pro-
visions (including not applying para-
graph (e) of this section and § 1.1502– 
4(g)) for all relevant years. However, a 
consolidated group making the elec-
tion provided in § 1.1502–9A(b)(1)(vi) 
(electing not to apply § 1.1502– 

9A(b)(1)(v) to years beginning before 
January 1, 1998) may nevertheless 
choose to apply all such corresponding 
provisions referred to in this paragraph 
(d)(4)(i) other than the provision cor-
responding to § 1.1502–9A(b)(1)(v) for all 
relevant years. 

(ii) If a consolidated group chooses to 
apply the corresponding provisions re-
ferred to in paragraph (d)(4)(i) of this 
section, the consolidated group shall 
not take into account a consolidated 
taxable year beginning before January 
1, 1997, in determining a member’s (or 
subgroup’s) contributions to the con-
solidated section 38(c) limitation under 
this paragraph (d). 

(5) Example. The following example il-
lustrates the provisions of this para-
graph (d): 

Example. (i) Individual A owns all of the 
stock of P and T. P is the common parent of 
the P group. P acquires all the stock of T at 
the beginning of Year 2. T carries over an un-
used section 38 general business credit from 
Year 1 of $100,000. The table in paragraph (i) 
of this Example shows the group’s net con-
solidated income tax, consolidated tentative 
minimum tax, and consolidated net regular 
tax liabilities, and T’s share of such taxes 
computed under the principles of section 1552 
and the percentage method under § 1.1502– 
33(d)(3), assuming a 100% allocation of any 
decreased tax liability, for Year 2. (The ef-
fects of the lower section 11 brackets are ig-
nored, there are no other tax credits affect-
ing a group amount or member’s share, and 
$1,000s are omitted.) 
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(ii) T’s Year 1 is a SRLY with respect to 
the P group. See § 1.1502–1(f)(2)(ii). T did not 
undergo an ownership change giving rise to a 
section 383 credit limitation within 6 months 
of joining the P group. Thus, T’s $100,000 gen-
eral business credit arising in Year 1 is sub-
ject to a SRLY limitation in the P group. 
The amount of T’s unused section 38 credits 
from Year 1 that are included in the consoli-
dated section 38 credits for Year 2 may not 
exceed T’s contribution to the consolidated 

section 38(c) limitation. For Year 2, the 
group determines the consolidated section 
38(c) limitation by reference to consolidated 
tentative minimum tax for Year 2. There-
fore, T’s contribution to the consolidated 
section 38(c) limitation for Year 2 equals its 
share of consolidated net income tax minus 
its share of consolidated tentative minimum 
tax. T’s contribution is $280,000 minus 
$160,000, or $120,000. However, because the 
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group has a consolidated section 38 limita-
tion of zero, it may not include any of T’s 
unused section 38 credits in the consolidated 
section 38 credits for Year 2. 

(iii) The following table shows similar in-
formation for the group for Year 3: 

(iv) The amount of T’s unused section 38 
credits from Year 1 that are included in the 
consolidated section 38 credits for Year 3 
may not exceed T’s aggregate contribution 

to the consolidated section 38(c) limitation 

VerDate Aug<31>2005 14:44 Apr 26, 2006 Jkt 208094 PO 00000 Frm 00299 Fmt 8010 Sfmt 8010 Y:\SGML\208094.XXX 208094 E
R

25
M

Y
00

.0
03

<
/G

P
H

>

hs
ro

bi
ns

on
 o

n 
P

R
O

D
1P

C
61

 w
ith

 C
F

R



290 

26 CFR Ch. I (4–1–06 Edition) § 1.1502–3 

for Years 2 and 3. For Year 3, the group de-
termines the consolidated section 38(c) limi-
tation by reference to the consolidated ten-
tative minimum tax for Year 3. Therefore, 
T’s contribution to the consolidated section 
38(c) limitation for Year 3 equals its share of 
consolidated net income tax minus its share 
of consolidated tentative minimum tax. Ap-
plying the principles of section 1552 and 
§ 1.1502–33(d) (taking into account, for exam-
ple, that T’s positive earnings and profits ad-
justment under § 1.1502–33(d) reflects its 
losses actually absorbed by the group), T’s 
contribution is $(105,000) minus $(40,000), or 
$(65,000). T’s aggregate contribution to the 
consolidated section 38(c) limitation for 
Years 2 and 3 is $120,000 + $(65,000), or $55,000. 
The group may include $55,000 of T’s Year 1 
unused section 38 credits in its consolidated 
section 38 tax credit in Year 3. 

(e) Limitation on investment credit 
carryovers where there has been a consoli-
dated return change of ownership—(1) 
General rule. If a consolidated return 
change of ownership (as defined in 
paragraph (g) of § 1.1502–1) occurs dur-
ing the taxable year or an earlier tax-
able year, the amount which may be 
included under paragraph (b) of this 
section in the consolidated investment 
credit carryovers to the taxable year 
with respect to the aggregate unused 
credits attributable to old members of 
the group (as defined in paragraph 
(g)(3) of § 1.1502–1) arising in taxable 
years (consolidated or separate) ending 
on the same day and before the taxable 
year in which the consolidated return 
change of ownership occurred shall not 
exceed the amount determined under 
subparagraph (2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to in subparagraph (1) 
of this paragraph shall be the excess of 
the consolidated limitation based on 
the amount of tax for the taxable year, 
recomputed by including only the 
items of income, deduction, and foreign 
tax credit of the old members, over the 
sum of: 

(i) The aggregate investment credits 
earned by the old members for the tax-
able year, and 

(ii) The aggregate unused investment 
credits attributable to the old members 
which may be carried to the taxable 
year arising in unused credit years end-
ing prior to the particular unused cred-
it year or years. 

(3) Special effective date. This para-
graph (e) applies only to a consolidated 

return change of ownership that oc-
curred during a consolidated return 
year for which the due date of the in-
come tax return (without extensions) is 
on or before March 13, 1998. See para-
graph (d)(4) of this section for an op-
tional effective date rule (generally 
making the rules of this paragraph (e) 
also inapplicable if the consolidated re-
turn change of ownership occurred on 
or after January 1, 1997, and during a 
consolidated return year for which the 
due date of the income tax return 
(without extensions) is on or before 
March 13, 1998). 

(f) Early dispositions, etc., of section 38 
property—(1) Dispositions of section 38 
property during and after consolidated re-
turn year. If property is subject to sec-
tion 47(a) (1) or (2) with respect to a 
member during a consolidated return 
year, any increase in tax shall be added 
to the tax liability of the group under 
§ 1.1502–2 (regardless of whether the 
property was placed in service in a con-
solidated or separate return year). 
Also, if property is subject to section 
47(a) (1) or (2) with respect to a cor-
poration during a taxable year for 
which such corporation files on a sepa-
rate return basis, any increase in tax 
shall be added to the tax liability of 
such corporation (regardless of whether 
such property was placed in service in 
a consolidated or separate return year). 

(2) Exception for transfer to another 
member. (i) Except as provided in sub-
divisions (ii) and (iii) of this subpara-
graph, a transfer of section 38 property 
from one member of the group to an-
other member of such group during a 
consolidated return year shall not be 
treated as a disposition or cessation 
within the meaning of section 47(a)(1). 
If such section 38 property is disposed 
of, or otherwise ceases to be section 38 
property or becomes public utility 
property with respect to the transferee, 
before the close of the estimated useful 
life which was taken into account in 
computing qualified investment, then 
section 47(a) (1) or (2) shall apply to the 
transferee with respect to such prop-
erty (determined by taking into ac-
count the period of use, qualified in-
vestment, other dispositions, etc., of 
the transferor). Any increase in tax due 
to the application of section 47(a) (1) or 
(2) shall be added to the tax liability of 
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such transferee (or the tax liability of 
a group, if the transferee joins in the 
filing of a consolidated return). 

(ii) Except as provided in subdivision 
(iii) of this subparagraph, if section 38 
property is disposed of during a con-
solidated return year by one member of 
the group to another member of such 
group which is an organization to 
which section 593 applies or a coopera-
tive organization described in section 
1381(a), the tax under chapter 1 of the 
Code for such consolidated return year 
shall be increased by an amount equal 
to the aggregate decrease in the credits 
allowed under section 38 for all prior 
taxable years which would result solely 
from treating such property, for pur-
poses of determining qualified invest-
ment, as placed in service by such or-
ganization to which section 593 applies 
or such cooperative organization de-
scribed in section 1381(a), as the case 
may be, but with due regard to the use 
of the property before such transfer. 

(iii) Section 47(a)(1) shall apply to a 
transfer of section 38 property by a cor-
poration during a consolidated return 
year if such corporation is liquidated 
in a transaction to which section 
334(b)(2) applies. 

(3) Examples. The provisions of this 
paragraph may be illustrated by the 
following examples: 

Example (1). P, S, and T file a consolidated 
return for calendar year 1967. In such year S 
places in service section 38 property having 
an estimated useful life of more than 8 years. 
In 1968, P, S, and T file a consolidated return 
and in such year S sells such property to T. 
Such sale will not cause section 47(a)(1) to 
apply. 

Example (2). Assume the same facts as in 
example (1), except that P, S, and T filed sep-
arate returns for 1967. The sale from S to T 
will not cause section 47(a)(1) to apply. 

Example (3). Assume the same facts as in 
example (1), except that P, S, and T continue 
to file consolidated returns through 1971 and 
in such year T disposes of the property to in-
dividual A. Section 47(a)(1) will apply to the 
group and any increase in tax shall be added 
to the tax liability of the group. For the pur-
poses of determining the actual period of use 
by T, such period shall include S’s period of 
use. 

Example (4). Assume the same facts as in 
example (3), except that T files a separate re-
turn in 1971. Again, the actual periods of use 
by S and T will be combined in applying sec-
tion 47. If the disposition results in an in-
crease in tax under section 47(a)(1), such ad-

ditional tax shall be added to the separate 
tax liability of T. 

Example (5). Assume the same facts as in 
example (1), except that in 1969, P sells all 
the stock of T to a third party. Such sale 
will not cause section 47(a)(1) to apply. 

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as 
amended by T.D. 7246, 38 FR 758, Jan. 4, 1973; 
T.D. 8597, 60 FR 36679, July 18, 1995; T.D. 8751, 
63 FR 1742, Jan. 12, 1998; T.D. 8766, 63 FR 
12642, Mar. 16, 1998; T.D. 8884, 65 FR 33754, 
May 25, 2000; 65 FR 48379, Aug. 8, 2000; 65 FR 
50281, Aug. 17, 2000] 

§ 1.1502–4 Consolidated foreign tax 
credit. 

(a) In general. The credit under sec-
tion 901 for taxes paid or accrued to 
any foreign country or possession of 
the United States shall be allowed to 
the group only if the common parent 
corporation chooses to use such credit 
in the computation of the tax liability 
of the group for the consolidated re-
turn year. If this choice is made, no de-
duction may be taken on the consoli-
dated return for such taxes paid or ac-
crued by any member of the group. See 
section 275(a)(4). 

(b) Limitation effective under section 
904(a) for the group—(1) Common parent’s 
limitation effective for group. The deter-
mination of whether the overall limita-
tion or the per-country limitation ap-
plies for a consolidated return year 
shall be made by reference to the limi-
tation effective with respect to the 
common parent corporation for such 
year. If the limitation effective with 
respect to a member for its imme-
diately preceding separate return year 
differs from the limitation effective 
with respect to the common parent 
corporation for the consolidated return 
year, then such member shall, if the 
overall limitation is effective with re-
spect to the common parent, be deemed 
to have made an election to use such 
overall limitation, or, if the per-coun-
try limitation is effective with respect 
to the common parent, be deemed to 
have revoked its election to use the 
overall limitation. Consent of the Sec-
retary or his delegate (if otherwise re-
quired) is hereby given to such member 
for such election or revocation. Any 
such election or revocation shall apply 
only prospectively beginning with such 
consolidated return year. 
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(2) Limitation effective for subsequent 
years. The limitation effective with re-
spect to a member for the last year for 
which it joins in the filing of a consoli-
dated return with a group shall remain 
in effect for a subsequent separate re-
turn year and may be changed by such 
corporation for such subsequent year 
only in accordance with the provisions 
of section 904(b) (and this paragraph if 
it joins in the filing of a consolidated 
return with another group). Any retro-
active change in the limitation by the 
common parent corporation for such 
member’s last consolidated return year 
shall change the election effective with 
respect to such member for such last 
period. Thus, if the common parent (P) 
elects the overall limitation with re-
spect to calendar year 1966, such elec-
tion would be effective with respect to 
its subsidiary S for 1966. If S leaves the 
group at the beginning of calendar year 
1967, such election shall be effective for 
1967 with respect to S (unless S revokes 
such election for 1967 or a subsequent 
year in accordance with section 904(b), 
or this paragraph if it joins in the fil-
ing of a consolidated return with an-
other group). However, if P retro-
actively changes back to the per-coun-
try limitation with respect to 1966, 
such limitation would be effective with 
respect to S for 1966 and subsequent 
years (unless S elects the overall limi-
tation for any such subsequent year). 

(c) Computation of consolidated foreign 
tax credit. The foreign tax credit for the 
consolidated return year shall be deter-
mined on a consolidated basis under 
the principles of sections 901 through 
905 and section 960. For example, if the 
per-country limitations applies to the 
consolidated return year, taxes paid or 
accrued for such year (including those 
deemed paid or accrued under sections 
902 and 960(a) and paragraph (e) of this 
section) to each foreign country or pos-
session by the members of the group 
shall be aggregated. If the overall limi-
tation applies, taxes paid or accrued 
for such year (including those deemed 
paid or accrued) to all foreign coun-
tries and possessions by members of 
the group shall be aggregated. If the 
overall limitation applies and a mem-
ber of the group qualifies as a Western 
Hemisphere trade corporation, see sec-
tion 1503(b). 

(d) Computation of limitation on credit. 
For purposes of computing the group’s 
applicable limitation under section 
904(a), the following rules shall apply: 

(1) Computation of taxable income from 
foreign sources. The numerator of the 
applicable limiting fraction under sec-
tion 904(a) shall be an amount (not in 
excess of the amount determined under 
subparagraph (2) of this paragraph) 
equal to the aggregate of the separate 
taxable incomes of the members from 
sources within each foreign country or 
possession of the United States (if the 
per-country limitation is applicable), 
or from sources without the United 
States (if the overall limitation is ap-
plicable), determined under § 1.1502–12, 
adjusted for the following items taken 
into account in the computation of 
consolidated taxable income: 

(i) The portion of the consolidated 
net operating loss deduction, the con-
solidated charitable contributions de-
duction, the consolidated dividends re-
ceived deduction, and the consolidated 
section 922 deduction, attributable to 
such foreign source income; 

(ii) Any such foreign source capital 
gain net income (net capital gain for 
taxable years beginning before January 
1, 1977) (determined without regard to 
any net capital loss carryover or 
carryback); 

(iii) Any such foreign source net cap-
ital loss and section 1231 net loss, re-
duced by the portion of the consoli-
dated net capital loss attributable to 
such foreign source loss; and 

(iv) The portion of any consolidated 
net capital loss carryover or carryback 
attributable to such foreign source in-
come which is absorbed in the taxable 
year. 

(2) Computation of entire taxable in-
come. The denominator of the applica-
ble limiting fraction under section 
904(a) (that is, the entire taxable in-
come of the group) shall be the consoli-
dated taxable income of the group com-
puted in accordance with § 1.1502–11. 

(3) Computation of tax against which 
credit is taken. The tax against which 
the limiting fraction under section 
904(a) is applied shall be the consoli-
dated tax liability of the group deter-
mined under § 1.1502–2, but without re-
gard to paragraphs (b), (c), (d), and (j) 
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thereof, and without regard to any 
credit against such liability. 

(e) Carryover and carryback of unused 
foreign tax—(1) Allowance of unused for-
eign tax as consolidated carryover or 
carryback. The aggregate of the consoli-
dated unused foreign tax carryovers 
and carrybacks to the taxable year, to 
the extent absorbed for such year 
under the principles of section 904(d), 
shall be deemed to be paid or accrued 
to a foreign country or possession for 
such year. The consolidated unused for-
eign tax carryovers and carrybacks to 
the taxable year shall consist of any 
consolidated unused foreign tax, plus 
any unused foreign tax of members for 
separate return years of such members, 
which may be carried over or back to 
the taxable year under the principles of 
section 904 (d) and (e). However, such 
consolidated carryovers and 
carrybacks shall not include any con-
solidated unused foreign taxes appor-
tioned to a corporation for a separate 
return year pursuant to § 1.1502–79(d) 
and shall be subject to the limitations 
contained in paragraphs (f) and (g) of 
this section. A consolidated unused for-
eign tax is the excess of the foreign 
taxes paid or accrued by the group (or 
deemed paid or accrued by the group, 
other than by reason of section 904(d) 
over the applicable limitation for the 
consolidated return year. 

(2) Absorption rules. For purposes of 
determining the amount, if any, of an 
unused foreign tax (consolidated or 
separate) which can be carried to a tax-
able year (consolidated or separate), 
the amount of such unused tax which is 
absorbed in a prior consolidated return 
year under section 904(d) shall be deter-
mined by: 

(i) Applying all unused foreign taxes 
which can be carried to such prior year 
in the order of the taxable years in 
which such unused taxes arose, begin-
ning with the taxable year which ends 
earliest, and 

(ii) Applying all such unused taxes 
which can be carried to such prior year 
from taxable years ending on the same 
date on a pro rata basis. 

(f) Limitation on unused foreign tax 
carryover or carryback from separate re-
turn limitation years—(1) General rule. 
In the case of an unused foreign tax of 
a member of the group arising in a sep-

arate return limitation year (as defined 
in paragraph (f) of § 1.1502–1) of such 
member, the amount which may be in-
cluded under paragraph (e) of this sec-
tion (computed without regard to the 
limitation contained in paragraph (g) 
of this section) shall not exceed the 
amount determined under subpara-
graph (2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to in subparagraph (1) 
of this paragraph with respect to a 
member of the group is the excess, if 
any, of: 

(i) The section 904(a) limitation of 
the group, minus such limitation re-
computed by excluding the items of in-
come and deduction of such member, 
over 

(ii) The sum of (a) the foreign taxes 
paid (or deemed paid, other than by 
reason of section 904(d)) by such mem-
ber for the consolidated return year, 
and (b) the unused foreign tax attrib-
utable to such member which may be 
carried to such consolidated return 
year arising in taxable years ending 
prior to the particular separate return 
limitation year. 

(3) Limitation on unused foreign tax 
credit carryover or carryback from sepa-
rate return limitation years. Paragraphs 
(f)(1) and (2) of this section do not 
apply for consolidated return years for 
which the due date of the income tax 
return (without extensions) is after 
March 13, 1998. For consolidated return 
years for which the due date of the in-
come tax return (without extensions) is 
after March 13, 1998, a group shall in-
clude an unused foreign tax of a mem-
ber arising in a SRLY without regard 
to the contribution of the member to 
consolidated tax liability for the con-
solidated return year. See also § 1.1502– 
3(d)(4) for an optional effective date 
rule (generally making the rules of 
paragraphs (f)(1) and (2) of this section 
also inapplicable to a consolidated re-
turn year beginning on or after Janu-
ary 1, 1997, if the due date of the in-
come tax return (without extensions) 
for such year is on or before March 13, 
1998). 

(g) Limitation on unused foreign tax 
carryover where there has been a consoli-
dated return change of ownership—(1) 
General rule. If a consolidated return 
change of ownership (as defined in 
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paragraph (g) of § 1.1502–1) occurs dur-
ing the taxable year or an earlier tax-
able year, the amount which may be 
included under paragraph (e) of this 
section in the consolidated unused for-
eign tax carryovers to the taxable year 
with respect to the aggregate unused 
credits attributable to the old members 
of the group (as defined in paragraph 
(g)(3) of § 1.1502–1) arising in taxable 
years (consolidated or separate) ending 
on the same day and before the taxable 
year in which the consolidated return 
change of ownership occurred shall not 
exceed the amount determined under 
subparagraph (2) of this paragraph. 

(2) Computation of limitation. The 
amount referred to in subparagraph (1) 
of this paragraph shall be the excess of 
the section 904(a) limitation of the 
group for the taxable year, recomputed 
by including only the items of income 
and deduction of the old members of 
the group, over the sum of: 

(i) The aggregate foreign taxes paid 
(or deemed paid, other than by reason 
of section 904(d)) by the old members 
for the taxable year, and 

(ii) The aggregate unused foreign tax 
attributable to the old members which 
can be carried to the taxable year aris-
ing in taxable years ending prior to the 
particular unused foreign tax year or 
years. 

(3) Special effective date for CRCO limi-
tation. Paragraphs (g)(1) and (2) of this 
section apply only to a consolidated re-
turn change of ownership that occurred 
during a consolidated return year for 
which the due date of the income tax 
return (without extensions) is on or be-
fore March 13, 1998. See also § 1.1502– 

3(d)(4) for an optional effective date 
rule (generally making the rules of 
paragraph (g)(1) and (2) of this section 
also inapplicable if the consolidated re-
turn change of ownership occurred on 
or after January 1, 1997, and during a 
consolidated return year for which the 
due date of the income tax return 
(without extensions) is on or before 
March 13, 1998). 

(h) Amount of credit with respect to in-
terest income. If any member of the 
group has interest income described in 
section 904(f)(2) (for a year for which it 
filed on a consolidated or separate 
basis), the group’s foreign tax credit 
with respect to such interest shall be 
computed separately in accordance 
with the principles of section 904(f) and 
this section. 

(i) [Reserved] 
(j) Examples. The provisions of this 

section may be illustrated by the fol-
lowing examples: 

Example (1). Domestic corporation P is in-
corporated on January 1, 1966. On that same 
day it also incorporates domestic corpora-
tions S and T, wholly owned subsidiaries. P, 
S, and T file consolidated returns for 1966 
and 1967 on the basis of a calendar year. T 
engages in business solely in country A. S 
transacts business solely in countries A and 
B. P does business solely in the United 
States. During 1966 T sold an item of inven-
tory to P at a profit of $2,000. Under § 1.1502– 
13 (as contained in the 26 CFR part 1 edition 
revised as of April 1, 1995) such profit is de-
ferred and none of the circumstances of res-
toration contained in paragraph (d), (e), or 
(f) of § 1.1502–13 have occurred as of the close 
of 1966. The taxable income for 1966 from for-
eign and United States sources, and the for-
eign taxes paid on such foreign income are as 
follows: 

Corporation 
U.S. tax-
able in-
come 

Country A Country B Total 
taxable 
income Taxable 

income 
Foreign 
tax paid 

Taxable 
income 

Foreign 
tax paid 

P ................................................................................................. $40,000 .............. .............. .............. .............. $40,000 
T ................................................................................................. .............. $20,000 $12,000 .............. .............. 20,000 
S ................................................................................................. .............. 10,000 6,000 $10,000 $3,000 20,000 

$80,000 

Such taxable income was computed by tak-
ing into account the rules provided in 
§ 1.1502–12. Thus, the $2,000 deferred profit is 
not included in T’s taxable income for 1966 
(but will be included for the taxable year for 
which one of the events specified in para-
graph (d), (e), or (f) of § 1.1502–13 occurs). The 

consolidated taxable income of the group 
(computed in accordance with § 1.1502–11) is 
$80,000. The consolidated tax liability against 
which the credit may be taken (computed in 
accordance with paragraph (d)(3) of this sec-
tion) is $31,900. 
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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-

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. 

(ii) 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-

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] 

§ 1.1502–9 Consolidated overall foreign 
losses and separate limitation 
losses. 

(a) 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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to) a CSLL account for the loss basket 
with respect to the income basket. 
Likewise, the amount by which a CSLL 
for a loss basket reduces consolidated 
U.S.-source income will create (or add 
to) a consolidated overall foreign loss 
account (a COFL account). 

(4) Recapture of COFL and CSLL ac-
counts. In the case of a COFL account 
for a loss basket, section 904(f)(1) and 
(3) recharacterizes some or all of the 
foreign-source income in the loss bas-
ket as U.S.-source income. In the case 
of a CSLL account for a loss basket 
with respect to an income basket, sec-
tion 904(f)(5)(C) and (F) recharacterizes 
some or all of the foreign-source in-
come in the loss basket as foreign- 
source income in the income basket. 
The COFL account or CSLL account is 
reduced to the extent amounts are re-
characterized with respect to such ac-
count. 

(5) Intercompany transactions—(i) Non-
application of section 904(f) disposition 
rules. Neither section 904(f)(3) (in the 
case of a COFL account) nor (5)(F) (in 
the case of a CSLL account) applies at 
the time of a disposition that is an 
intercompany transaction to which 
§ 1.1502–13 applies. Instead, section 
904(f)(3) and (5)(F) applies only at such 
time and only to the extent that the 
group is required under § 1.1502–13 
(without regard to section 904(f)(3) and 
(5)(F)) to take into account any inter-
company items resulting from the dis-
position, based on the COFL or CSLL 
account existing at the end of the con-
solidated return year during which the 
group takes the intercompany items 
into account. 

(ii) Example. Paragraph (b)(5)(i) of 
this section is illustrated by the fol-
lowing examples. The identity of the 
parties and the basic assumptions set 
forth in § 1.1502–13(c)(7)(i) apply to the 
examples. Except as otherwise stated, 
assume further that the consolidated 
group recognizes no foreign-source in-
come other than as a result of the 
transactions described. The examples 
are as follows: 

Example 1. (i) On June 10, Year 1, S trans-
fers nondepreciable property with a basis of 
$100 and a fair market value of $250 to B in 
a transaction to which section 351 applies. 
The property was predominantly used with-
out the United States in a trade or business, 

within the meaning of section 904(f)(3). B 
continues to use the property without the 
United States. The group has a COFL ac-
count in the relevant loss basket of $120 as of 
December 31, Year 1. 

(ii) Because the contribution from S to B is 
an intercompany transaction, section 
904(f)(3) does not apply to result in any gain 
recognition in Year 1. See paragraph (b)(5)(i) 
of this section. 

(iii) On January 10, Year 4, B ceases to be 
a member of the group. Because S did not 
recognize gain in Year 1 under section 351, no 
gain is taken into account in Year 4 under 
§ 1.1502–13(d). Thus, no portion of the group’s 
COFL account is recaptured in Year 4. For 
rules requiring apportionment of a portion of 
the COFL account to B, see paragraph (c)(2) 
of this section. 

Example 2. (i) The facts are the same as in 
paragraph (i) of Example 1. On January 10, 
Year 4, B sells the property to X for $300. As 
of December 31, Year 4, the group’s COFL ac-
count is $40. (The COFL account was reduced 
between Year 1 and Year 4 due to unrelated 
foreign-source income taken into account by 
the group.) 

(ii) B takes into account gain of $200 in 
Year 4. The $40 COFL account in Year 4 re-
characterizes $40 of the gain as U.S. source. 
See section 904(f)(3). 

Example 3. (i) On June 10, Year 1, S sells 
nondepreciable property with a basis of $100 
and a fair market value of $250 to B for $250 
cash. The property was predominantly used 
without the United States in a trade or busi-
ness, within the meaning of section 904(f)(3). 
The group has a COFL account in the rel-
evant loss basket of $120 as of December 31, 
Year 1. B predominately uses the property in 
a trade or business without the United 
States. 

(ii) Because the sale is an intercompany 
transaction, section 904(f)(3) does not require 
the group to take into account any gain in 
Year 1. Thus, under paragraph (b)(5)(i) of this 
section, the COFL account is not reduced in 
Year 1. 

(iii) On January 10, Year 4, B sells the 
property to X for $300. As of December 31, 
Year 4, the group’s COFL account is $60. (The 
COFL account was reduced between Year 1 
and Year 4 due to unrelated foreign-source 
income taken into account by the group.) 

(iv) In Year 4, S’s $150 intercompany gain 
and B’s $50 corresponding gain are taken into 
account to produce the same effect on con-
solidated taxable income as if S and B were 
divisions of a single corporation. See § 1.1502– 
13(c). All of B’s $50 corresponding gain is re-
characterized under section 904(f)(3). If S and 
B were divisions of a single corporation and 
the intercompany sale were a transfer be-
tween the divisions, B would succeed to S’s 
$100 basis in the property and would have 
$200 of gain ($60 of which would be re-
characterized under section 904(f)(3)), instead 
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of a $50 gain. Consequently, S’s $150 inter-
company gain and B’s $50 corresponding gain 
are taken into account, and $10 of S’s gain is 
recharacterized under section 904(f)(3) as U.S. 
source to reflect the $10 difference between 
B’s $50 recharacterized gain and the $60 re-
computed gain that would have been re-
characterized. 

(c) Becoming or ceasing to be a member 
of a group—(1) Adding separate accounts 
on becoming a member. At the time that 
a corporation becomes a member of a 
group (a new member), the group adds 
to the balance of its COFL or CSLL ac-
count the balance of the new member’s 
corresponding OFL account or SLL ac-
count. A new member’s OFL account 
corresponds to a COFL account if the 
account is for the same loss basket. A 
new member’s SLL account cor-
responds to a CSLL account if the ac-
count is for the same loss basket and 
with respect to the same income bas-
ket. If the group does not have a COFL 
or CSLL account corresponding to the 
new member’s account, it creates a 
COFL or CSLL account with a balance 
equal to the balance of the member’s 
account. 

(2) Apportionment of consolidated ac-
count to departing member—(i) In gen-
eral. A group apportions to a member 
that ceases to be a member (a depart-
ing member) a portion of each COFL 
and CSLL account as of the end of the 
year during which the member ceases 
to be a member and after the group 
makes the additions or reductions to 
such account required under para-
graphs (b)(3), (b)(4) and (c)(1) of this 
section (other than an addition under 
paragraph (c)(1) of this section attrib-
utable to a member becoming a mem-
ber after the departing member ceases 
to be a member). The group computes 
such portion under paragraph (c)(2)(ii) 
of this section, as limited by paragraph 
(c)(2)(iii) of this section. The departing 
member carries such portion to its first 
separate return year after it ceases to 
be a member. Also, the group reduces 
each account by such portion and car-
ries such reduced amount to its first 
consolidated return year beginning 
after the year in which the member 
ceases to be a member. If two or more 
members cease to be members in the 
same year, the group computes the por-
tion allocable to each such member 
(and reduces its accounts by such por-

tion) in the order that the members 
cease to be members. 

(ii) Departing member’s portion of 
group’s account. A departing member’s 
portion of a group’s COFL or CSLL ac-
count for a loss basket is computed 
based upon the member’s share of the 
group’s assets that generate income 
subject to recapture at the time that 
the member ceases to be a member. 
Under the characterization principles 
of §§ 1.861–9T(g)(3) and 1.861–12T, the 
group identifies the assets of the de-
parting member and the remaining 
members that generate foreign-source 
income (foreign assets) in each basket. 
The assets are characterized based 
upon the income that the assets are 
reasonably expected to generate after 
the member ceases to be a member. 
The member’s portion of a group’s 
COFL or CSLL account for a loss bas-
ket is the group’s COFL or CSLL ac-
count, respectively, multiplied by a 
fraction, the numerator of which is the 
value of the member’s foreign assets 
for the loss basket and the denomi-
nator of which is the value of the for-
eign assets of the group (including the 
departing member) for the loss basket. 
The value of the foreign assets is deter-
mined under the asset valuation rules 
of § 1.861–9T(g)(1) and (2) using either 
tax book value or fair market value 
under the method chosen by the group 
for purposes of interest apportionment 
as provided in § 1.861–9T(g)(1)(ii). For 
purposes of this paragraph (c)(2)(ii), 
§ 1.861–9T(g)(2)(iv) (assets in intercom-
pany transactions) shall apply, but 
§ 1.861–9T(g)(2)(iii) (adjustments for di-
rectly allocated interest) shall not 
apply. If the group uses the tax book 
value method, the member’s portions 
of COFL and CSLL accounts are lim-
ited by paragraph (c)(2)(iii) of this sec-
tion. In addition, for purposes of this 
paragraph (c)(2)(ii), the tax book value 
of assets transferred in intercompany 
transactions shall be determined with-
out regard to previously deferred gain 
or loss that is taken into account by 
the group as a result of the transaction 
in which the member ceases to be a 
member. The assets should be valued at 
the time the member ceases to be a 
member, but values on other dates may 
be used unless this creates substantial 
distortions. For example, if a member 
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ceases to be a member in the middle of 
the group’s consolidated return year, 
an average of the values of assets at 
the beginning and end of the year (as 
provided in § 1.861–9T(g)(2)) may be used 
or, if a member ceases to be a member 
in the early part of the group’s consoli-
dated return year, values at the begin-
ning of the year may be used, unless 
this creates substantial distortions. 

(iii) Limitation on member’s portion for 
groups using tax book value method. If a 
group uses the tax book value method 
of valuing assets for purposes of para-
graph (c)(2)(ii) of this section and the 
aggregate of a member’s portions of 
COFL and CSLL accounts for a loss 
basket (with respect to one or more in-
come baskets) determined under para-
graph (c)(2)(ii) of this section exceeds 
150 percent of the actual fair market 
value of the member’s foreign assets in 
the loss basket, the member’s portion 
of the COFL or CSLL accounts for the 
loss basket shall be reduced (propor-
tionately, in the case of multiple ac-
counts) by such excess. This rule does 
not apply if the departing member and 
all other members that cease to be 
members as part of the same trans-
action own all (or substantially all) the 
foreign assets in the loss basket. 

(iv) Determination of values of foreign 
assets binding on departing member. The 
group’s determination of the value of 
the member’s and the group’s foreign 
assets for a loss basket is binding on 
the member, unless the Commissioner 
concludes that the determination is 
not appropriate. The common parent of 
the group must attach a statement to 
the return for the taxable year that the 
departing member ceases to be a mem-
ber of the group that sets forth the 
name and taxpayer identification num-
ber of the departing member, the 
amount of each COFL or CSLL for each 
loss basket that is apportioned to the 
departing member under this para-
graph (c)(2), the method used to deter-
mine the value of the member’s and the 
group’s foreign assets in each such loss 
basket, and the value of the member’s 
and the group’s foreign assets in each 
such loss basket. The common parent 
must also furnish a copy of the state-
ment to the departing member. 

(v) Anti-abuse rule. If a corporation 
becomes a member and ceases to be a 

member, and a principal purpose of the 
corporation becoming and ceasing to be 
a member is to transfer the corpora-
tion’s OFL account or SLL account to 
the group or to transfer the group’s 
COFL or CSLL account to the corpora-
tion, appropriate adjustments will be 
made to eliminate the benefit of such a 
transfer of accounts. Similarly, if any 
member acquires assets or disposes of 
assets (including a transfer of assets 
between members of the group and the 
departing member) with a principal 
purpose of affecting the apportionment 
of accounts under paragraph (c)(2)(i) of 
this section, appropriate adjustments 
will be made to eliminate the benefit of 
such acquisition or disposition. 

(vi) Examples. The following examples 
illustrate this paragraph (c): 

Example 1. (i) On November 6, Year 1, S, a 
member of the P group, a consolidated group 
with a calendar consolidated return year, 
ceases to be a member of the group. On De-
cember 31, Year 1, the P group has a $40 
COFL account for the general limitation bas-
ket, a $20 CSLL account for the general limi-
tation basket (i.e., the loss basket) with re-
spect to the passive basket (i.e., the income 
basket), and a $10 CSLL account for the ship-
ping income basket (i.e., the loss basket) 
with respect to the passive basket (i.e., the 
income basket). No member of the group has 
foreign-source income or loss in Year 1. The 
group apportions its interest expense accord-
ing to the tax book value method. 

(ii) On November 6, Year 1, the group iden-
tifies S’s assets and its own assets (including 
S’s assets) expected to produce foreign gen-
eral limitation income. Use of end-of-the- 
year values will not create substantial dis-
tortions in determining the relative values 
of S’s and the group’s relevant assets on No-
vember 6, Year 1. The group determines that 
S’s relevant assets have a tax book value of 
$2,000 and a fair market value of $2,200. Also, 
the group’s relevant assets (including S’s as-
sets) have a tax book value of $8,000. On No-
vember 6, Year 1, S has no assets expected to 
produce foreign shipping income. 

(iii) Under paragraph (c)(2)(ii) of this sec-
tion, S takes a $10 COFL account for the gen-
eral limitation basket ($40 × $2000/$8000) and 
a $5 CSLL account for the general limitation 
basket with respect to the passive basket 
($20 × $2000/$8000). S does not take any por-
tion of the shipping income basket CSLL ac-
count. The limitation described in paragraph 
(c)(2)(iii) of this section does not apply be-
cause the aggregate of the COFL and CSLL 
accounts for the general limitation basket 
that are apportioned to S ($15) is less than 
150 percent of the actual fair market value of 

VerDate Aug<31>2005 14:44 Apr 26, 2006 Jkt 208094 PO 00000 Frm 00310 Fmt 8010 Sfmt 8010 Y:\SGML\208094.XXX 208094hs
ro

bi
ns

on
 o

n 
P

R
O

D
1P

C
61

 w
ith

 C
F

R



301 

Internal Revenue Service, Treasury § 1.1502–11 

S’s general limitation foreign assets ($2,200 × 
150%). 

Example 2. (i) Assume the same facts as in 
Example 1, except that the fair market value 
of S’s general limitation foreign assets is $4 
as of November 6, Year 1. 

(ii) Under paragraph (c)(2)(iii) of this sec-
tion, S’s COFL and CSLL accounts for the 
general limitation basket must be reduced 
by $9, which is the excess of $15 (the aggre-
gate amount of the accounts apportioned 
under paragraph (c)(2)(ii) of this section) 
over $6 (150 percent of the $4 actual fair mar-
ket value of S’s general limitation foreign 
assets). S thus takes a $4 COFL account for 
the general limitation basket ($10¥($9 × $10/ 
$15)) and a $2 CSLL account for the general 
limitation basket with respect to the passive 
basket ($5¥($9 × $5/$15)). 

(d) Predecessor and successor. A ref-
erence to a member includes, as the 
context may require, a reference to a 
predecessor or successor of the mem-
ber. See § 1.1502–1(f). 

(e) Effective dates. This section ap-
plies to consolidated return years for 
which the due date of the income tax 
return (without extensions) is after Au-
gust 11, 1999. However, paragraph (b)(5) 
of this section (intercompany trans-
actions) is not applicable for intercom-
pany transactions that occur before 
January 28, 1999. A group applies the 
principles of § 1.1502–9A(e) to a disposi-
tion which is an intercompany trans-
action to which § 1.1502–13 applies and 
that occurs before January 28, 1999. 
Also, paragraph (c)(2) of this section 
(apportionment of consolidated ac-
count to departing member) is not ap-
plicable for members ceasing to be 
members of a group before January 28, 
1999. A group applies the principles of 
§ 1.1502–9A (rather than paragraph (c)(2) 
of this section) to determine the 
amount of a consolidated account that 
is apportioned to a member that ceases 
to be a member of the group before 
January 28, 1999 (and reduces its con-
solidated account by such apportioned 
amount) before applying paragraph 
(c)(2) of this section to members that 
cease to be members on or after Janu-
ary 28, 1999. 

[T.D. 8833, 64 FR 43616, Aug. 11, 1999] 

COMPUTATION OF CONSOLIDATED 
TAXABLE INCOME 

§ 1.1502–11 Consolidated taxable in-
come. 

(a) In general. The consolidated tax-
able income for a consolidated return 
year shall be determined by taking 
into account: 

(1) The separate taxable income of 
each member of the group (see § 1.1502– 
12 for the computation of separate tax-
able income); 

(2) Any consolidated net operating 
loss deduction (see § § 1.1502–21 (or 
1.1502-21A, as appropriate) for the com-
putation of the consolidated net oper-
ating loss deduction); 

(3) Any consolidated capital gain net 
income (net capital gain for taxable 
years beginning before January 1, 1977) 
(see § § 1.1502–22 (or 1.1502-22A, as appro-
priate) for the computation of the con-
solidated capital gain net income (net 
capital gain for taxable years begin-
ning before January 1, 1977)); 

(4) Any consolidated section 1231 net 
loss (see § § 1.1502–23 (or 1.1502-23A, as 
appropriate) for the computation of the 
consolidated section 1231 net loss); 

(5) Any consolidated charitable con-
tributions deduction (see § 1.1502–24 for 
the computation of the consolidated 
charitable contributions deduction); 

(6) Any consolidated section 922 de-
duction (see § 1.1502–25 for the computa-
tion of the consolidated section 922 de-
duction); 

(7) Any consolidated dividends re-
ceived deduction (see § 1.1502–26 for the 
computation of the consolidated divi-
dends received deduction); and 

(8) Any consolidated section 247 de-
duction (see § 1.1502–27 for the computa-
tion of the consolidated section 247 de-
duction). 

(b) Elimination of circular stock basis 
adjustments when there is no excluded 
COD income—(1) In general. If one mem-
ber (P) disposes of the stock of another 
member (S), this paragraph (b) limits 
the use of S’s deductions and losses in 
the year of disposition and the 
carryback of items to prior years. The 
purpose of the limitation is to prevent 
P’s income or gain from the disposition 
of S’s stock from increasing the ab-
sorption of S’s deductions and losses, 
because the increased absorption would 
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