
396 

26 CFR Ch. I (4–1–06 Edition) § 1.1502–20T 

§ 1.1502–20T Disposition or 
deconsolidation of subsidiary stock 
(temporary). 

(a) through (h) [Reserved]. For fur-
ther guidance, see § 1.1502–20(a) through 
(h). 

[T.D. 8984, 67 FR 11037, Mar. 12, 2002, as 
amended by T.D. 8998, 67 FR 38000, May 31, 
2002; T.D. 9057, 68 FR 24353, May 7, 2003; T.D. 
9154, 69 FR 52421, Aug. 26, 2004; T.D. 9187, 70 
FR 10325, Mar. 3, 2005] 

COMPUTATION OF CONSOLIDATED ITEMS 

§ 1.1502–21 Net operating losses. 
(a) Consolidated net operating loss de-

duction. The consolidated net operating 
loss deduction (or CNOL deduction) for 
any consolidated return year is the ag-
gregate of the net operating loss 
carryovers and carrybacks to the year. 
The net operating loss carryovers and 
carrybacks consist of— 

(1) Any CNOLs (as defined in para-
graph (e) of this section) of the consoli-
dated group; and 

(2) Any net operating losses of the 
members arising in separate return 
years. 

(b) Net operating loss carryovers and 
carrybacks to consolidated return and 
separate return years. Net operating 
losses of members arising during a con-
solidated return year are taken into 
account in determining the group’s 
CNOL under paragraph (e) of this sec-
tion for that year. Losses taken into 
account in determining the CNOL may 
be carried to other taxable years 
(whether consolidated or separate) only 
under this paragraph (b). 

(1) Carryovers and carrybacks gen-
erally. The net operating loss 
carryovers and carrybacks to a taxable 
year are determined under the prin-
ciples of section 172 and this section. 
Thus, losses permitted to be absorbed 
in a consolidated return year generally 
are absorbed in the order of the taxable 
years in which they arose, and losses 
carried from taxable years ending on 
the same date, and which are available 
to offset consolidated taxable income 
for the year, generally are absorbed on 
a pro rata basis. In addition, the 
amount of any CNOL absorbed by the 
group in any year is apportioned 
among members based on the percent-
age of the CNOL attributable to each 

member as of the beginning of the 
year. The percentage of the CNOL at-
tributable to a member is determined 
pursuant to paragraph (b)(2)(iv)(B) of 
this section. Additional rules provided 
under the Internal Revenue Code or 
regulations also apply. See, e.g., sec-
tion 382(l)(2)(B) (if losses are carried 
from the same taxable year, losses sub-
ject to limitation under section 382 are 
absorbed before losses that are not sub-
ject to limitation under section 382). 
See paragraph (c)(1)(iii) of this section, 
Example 2, for an illustration of pro 
rata absorption of losses subject to a 
SRLY limitation. See § 1.1502–21(b)(3)(v) 
regarding the treatment of any loss 
that is treated as expired under § 1.1502– 
35(f). 

(2) Carryovers and carrybacks of 
CNOLs to separate return years—(i) In 
general. If any CNOL that is attrib-
utable to a member may be carried to 
a separate return year of the member, 
the amount of the CNOL that is attrib-
utable to the member is apportioned to 
the member (apportioned loss) and car-
ried to the separate return year. If car-
ried back to a separate return year, the 
apportioned loss may not be carried 
back to an equivalent, or earlier, con-
solidated return year of the group; if 
carried over to a separate return year, 
the apportioned loss may not be car-
ried over to an equivalent, or later, 
consolidated return year of the group. 

(ii) Special rules—(A) Year of departure 
from group. If a corporation ceases to be 
a member during a consolidated return 
year, net operating loss carryovers at-
tributable to the corporation are first 
carried to the consolidated return year, 
and then are subject to reduction under 
section 108 and § 1.1502–28 in respect of 
discharge of indebtedness income that 
is realized by a member of the group 
and that is excluded from gross income 
under section 108(a). Only the amount 
so attributable that is not absorbed by 
the group in that year or reduced under 
section 108 and § 1.1502–28 is carried to 
the corporation’s first separate return 
year. For rules concerning a member 
departing a subgroup, see paragraph 
(c)(2)(vii) of this section. 

(B) Offspring rule. In the case of a 
member that has been a member con-
tinuously since its organization (deter-
mined without regard to whether the 
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member is a successor to any other 
corporation), the CNOL attributable to 
the member is included in the 
carrybacks to consolidated return 
years before the member’s existence. If 
the group did not file a consolidated re-
turn for a carryback year, the loss may 
be carried back to a separate return 
year of the common parent under para-
graph (b)(2)(i) of this section, but only 
if the common parent was not a mem-
ber of a different consolidated group or 
of an affiliated group filing separate re-
turns for the year to which the loss is 
carried or any subsequent year in the 
carryback period. Following an acqui-
sition described in § 1.1502–75(d)(2) or 
(3), references to the common parent 
are to the corporation that was the 
common parent immediately before the 
acquisition. 

(iii) Equivalent years. Taxable years 
are equivalent if they bear the same 
numerical relationship to the consoli-
dated return year in which a CNOL 
arises, counting forward or backward 
from the year of the loss. For example, 
in the case of a member’s third taxable 
year (which was a separate return 
year) that preceded the consolidated 
return year in which the loss arose, the 
equivalent year is the third consoli-
dated return year preceding the con-
solidated return year in which the loss 
arose. See paragraph (b)(3)(iii) of this 
section for certain short taxable years 
that are disregarded in making this de-
termination. 

(iv) Operating rules—(A) Amount of 
CNOL attributable to a member. The 
amount of a CNOL that is attributable 
to a member shall equal the product of 
the CNOL and the percentage of the 
CNOL attributable to such member. 

(B) Percentage of CNOL attributable to 
a member—(1) In general. Except as pro-
vided in paragraph (b)(2)(iv)(B)(2) of 
this section, the percentage of the 
CNOL attributable to a member shall 
equal the separate net operating loss of 
the member for the year of the loss di-
vided by the sum of the separate net 
operating losses for that year of all 
members having such losses. For this 
purpose, the separate net operating 
loss of a member is determined by com-
puting the CNOL by reference to only 
the member’s items of income, gain, 
deduction, and loss, including the 

member’s losses and deductions actu-
ally absorbed by the group in the tax-
able year (whether or not absorbed by 
the member). 

(2) Special rules—(i) Carryback to a sep-
arate return year. If a portion of the 
CNOL attributable to a member for a 
taxable year is carried back to a sepa-
rate return year, the percentage of the 
CNOL attributable to each member as 
of immediately after such portion of 
the CNOL is carried back shall be re-
computed pursuant to paragraph 
(b)(2)(iv)(B)(2)(iv) of this section. 

(ii) Excluded discharge of indebtedness 
income. If during a taxable year a mem-
ber realizes discharge of indebtedness 
income that is excluded from gross in-
come under section 108(a) and such 
amount reduces any portion of the 
CNOL attributable to any member pur-
suant to section 108 and § 1.1502–28, the 
percentage of the CNOL attributable to 
each member as of immediately after 
the reduction of attributes pursuant to 
sections 108 and 1017 and § 1.1502–28 
shall be recomputed pursuant to para-
graph (b)(2)(iv)(B)(2)(iv) of this section. 

(iii) Departing member. If during a tax-
able year a member that had a separate 
net operating loss for the year of the 
CNOL ceases to be a member, the per-
centage of the CNOL attributable to 
each member as of the first day of the 
following consolidated return year 
shall be recomputed pursuant to para-
graph (b)(2)(iv)(B)(2)(iv) of this section. 

(iv) Recomputed percentage. The re-
computed percentage of the CNOL at-
tributable to each member shall equal 
the unabsorbed CNOL attributable to 
the member at the time of the re-
computation divided by the sum of the 
unabsorbed CNOL attributable to all of 
the members at the time of the re-
computation. For purposes of the pre-
ceding sentence, a CNOL that is re-
duced pursuant to section 108 and 
§ 1.1502–28 or that is otherwise perma-
nently disallowed or eliminated shall 
be treated as absorbed. 

(v) Examples. For purposes of the ex-
amples in this section, unless other-
wise stated, all groups file consolidated 
returns, all corporations have calendar 
taxable years, the facts set forth the 
only corporate activity, value means 
fair market value and the adjusted 
basis of each asset equals its value, all 
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transactions are with unrelated per-
sons, and the application of any limita-
tion or threshold under section 382 is 
disregarded. The principles of this 
paragraph (b)(2) are illustrated by the 
following examples: 

Example 1. Offspring rule. (i) During Year 1, 
Individual A forms P and T, and they each 
file a separate return. P forms S on March 15 
of Year 2, and P and S file a consolidated re-
turn. P acquires all the stock of T from Indi-
vidual A at the beginning of Year 3, and T 
becomes a member of the P group. P’s acqui-
sition of T is not an ownership change within 
the meaning of section 382. P, S, and T sus-
tain a $1,100 CNOL in Year 3 and, under para-
graph (b)(2)(iv) of this section, the loss is at-
tributable $200 to P, $300 to S, and $600 to T. 

(ii) Of the $1,100 CNOL in Year 3, the $500 
amount of the CNOL that is attributable to 
P and S ($200 + $300) may be carried to P’s 
separate return in Year 1. Even though S was 
not in existence in Year 1, the $300 amount of 
the CNOL attributable to S may be carried 
back to P’s separate return in Year 1 because 
S (unlike T) has been a member of the P 
group since its organization and P is a quali-
fied parent under paragraph (b)(2)(ii)(B) of 
this section. To the extent not absorbed in 
that year, the loss may then be carried to 
the P group’s return in Year 2. The $600 
amount of the CNOL attributable to T is a 
net operating loss carryback to T’s separate 
return in Year 1, and if not absorbed in Year 
1, then to Year 2. 

Example 2. Departing members. (i) The facts 
are the same as in Example 1. In addition, on 
June 15 of Year 4, P sells all the stock of T. 
The P group’s consolidated return for Year 4 
includes the income of T through June 15. T 
files a separate return for the period from 
June 16 through December 31. 

(ii) $600 of the Year 3 CNOL attributable to 
T is apportioned to T and is carried back to 
its separate return in Year 1. To the extent 
the $600 is not absorbed in T’s separate re-
turn in Year 1 or Year 2, it is carried to the 
consolidated return in Year 4 before being 
carried to T’s separate return in Year 4. Any 
portion of the loss not absorbed in T’s Year 
1 or Year 2 or in the P group’s Year 4 is then 
carried to T’s separate return in Year 4. 

Example 3. Offspring rule following acquisi-
tion. (i) Individual A owns all of the stock of 
P, the common parent of a consolidated 
group. In Year 1, B, an individual unrelated 
to Individual A, forms T. P acquires all of 
the stock of T at the beginning of Year 3, and 
T becomes a member of the P group. The P 
group has $200 of consolidated taxable in-
come in Year 2, and $300 of consolidated tax-
able income in Year 3 (computed without re-
gard to the CNOL deduction). At the begin-
ning of Year 4, T forms a subsidiary, Y, in a 
transaction described in section 351. The P 

group has a $300 consolidated net operating 
loss in Year 4, and under paragraph (b)(2)(iv) 
of this section, the loss is attributable en-
tirely to Y. 

(ii) Even though Y was not in existence in 
Year 2, $300, the amount of the consolidated 
net operating loss attributable to Y, may be 
carried back to the P group’s Year 2 consoli-
dated return under paragraph (b)(2)(ii)(B) of 
this section because Y has been a member of 
the P group since its organization. To the ex-
tent not absorbed in that year, the loss may 
then be carried to the P group’s consolidated 
return in Year 3. 

(3) Special rules—(i) [Reserved]. For 
further guidance, see § 1.1502– 
21T(b)(3)(i). 

(ii) Special elections—(A) Groups that 
include insolvent financial institutions. 
For rules applicable to relinquishing 
the entire carryback period with re-
spect to losses attributable to insol-
vent financial institutions, see 
§ 301.6402–7 of this chapter. 

(B) [Reserved]. For further guidance, 
see § 1.1502–21T(b)(3)(ii)(B). 

(C) [Reserved]. For further guidance, 
see § 1.1502–21T(b)(3)(ii)(C). 

(iii) Short years in connection with 
transactions to which section 381(a) ap-
plies. If a member distributes or trans-
fers assets to a corporation that is a 
member immediately after the dis-
tribution or transfer in a transaction 
to which section 381(a) applies, the 
transaction does not cause the dis-
tributor or transferor to have a short 
year within the consolidated return 
year of the group in which the trans-
action occurred that is counted as a 
separate year for purposes of deter-
mining the years to which a net oper-
ating loss may be carried. 

(iv) Special status losses. [Reserved] 
(v) Losses treated as expired under 

§ 1.1502–35(f)(1). No loss treated as ex-
pired by § 1.1502–35(f) may be carried 
over to any consolidated return year of 
the group. 

(c) Limitations on net operating loss 
carryovers and carrybacks from separate 
return limitation years—(1) SRLY limita-
tion—(i) General rule. Except as pro-
vided in paragraph (g) of this section 
(relating to an overlap with section 
382), the aggregate of the net operating 
loss carryovers and carrybacks of a 
member arising (or treated as arising) 
in SRLYs that are included in the 
CNOL deductions for all consolidated 
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return years of the group under para-
graph (a) of this section may not ex-
ceed the aggregate consolidated tax-
able income for all consolidated return 
years of the group determined by ref-
erence to only the member’s items of 
income, gain, deduction, and loss. For 
this purpose— 

(A) Consolidated taxable income is 
computed without regard to CNOL de-
ductions; 

(B) Consolidated taxable income 
takes into account the member’s losses 
and deductions (including capital 
losses) actually absorbed by the group 
in consolidated return years (whether 
or not absorbed by the member); 

(C) In computing consolidated tax-
able income, the consolidated return 
years of the group include only those 
years, including the year to which the 
loss is carried, that the member has 
been continuously included in the 
group’s consolidated return, but ex-
clude— 

(1) For carryovers, any years ending 
after the year to which the loss is car-
ried; and 

(2) For carrybacks, any years ending 
after the year in which the loss arose; 
and 

(D) The treatment under § 1.1502–15 of 
a built-in loss as a hypothetical net op-
erating loss carryover in the year rec-
ognized is solely for purposes of deter-
mining the limitation under this para-
graph (c) with respect to the loss in 
that year and not for any other pur-
pose. Thus, for purposes of determining 
consolidated taxable income for any 
other losses, a built-in loss allowed 
under this section in the year it arises 
is taken into account. 

(ii) Losses treated as arising in SRLYs. 
If a net operating loss carryover or 
carryback did not arise in a SRLY but 
is attributable to a built-in loss (as de-
fined under § 1.1502–15), the carryover or 
carryback is treated for purposes of 
this paragraph (c) as arising in a SRLY 
if the built-in loss was not allowed, 
after application of the SRLY limita-
tion, in the year it arose. For an illus-
tration, see § 1.1502–15(d), Example 5. 
But see § 1.1502–15(g)(1). 

(iii) Examples. The principles of this 
paragraph (c)(1) are illustrated by the 
following examples: 

Example 1. Determination of SRLY limitation. 
(i) Individual A owns P. In Year 1, Individual 
A forms T, and T sustains a $100 net oper-
ating loss that is carried forward. P acquires 
all the stock of T at the beginning of Year 2, 
and T becomes a member of the P group. The 
P group has $300 of consolidated taxable in-
come in Year 2 (computed without regard to 
the CNOL deduction). Such consolidated tax-
able income would be $70 if determined by 
reference to only T’s items. 

(ii) T’s $100 net operating loss carryover 
from Year 1 arose in a SRLY. See § 1.1502– 
1(f)(2)(iii). P’s acquisition of T was not an 
ownership change as defined by section 
382(g). Thus, the $100 net operating loss car-
ryover is subject to the SRLY limitation in 
paragraph (c)(1) of this section. The SRLY 
limitation for Year 2 is consolidated taxable 
income determined by reference to only T’s 
items, or $70. Thus, $70 of the loss is included 
under paragraph (a) of this section in the P 
group’s CNOL deduction for Year 2. 

(iii) The facts are the same as in paragraph 
(i) of this Example 1, except that such con-
solidated taxable income (computed without 
regard to the CNOL deduction and by ref-
erence to only T’s items) for Year 2 is a loss 
(a CNOL) of $370. Because the SRLY limita-
tion may not exceed the consolidated tax-
able income determined by reference to only 
T’s items, and such items aggregate to a 
CNOL, T’s $100 net operating loss carryover 
from Year 1 is not allowed under the SRLY 
limitation in Year 2. Moreover, if consoli-
dated taxable income (computed without re-
gard to the CNOL deduction and by reference 
to only T’s items) did not exceed $370 in Year 
3, the carryover would still be restricted 
under paragraph (c) of this section in Year 3, 
because the aggregate consolidated taxable 
income for all consolidated return years of 
the group computed by reference to only T’s 
items would not be a positive amount. 

Example 2. Net operating loss carryovers. (i) 
In Year 1, Individual A forms P, and P sus-
tains a $40 net operating loss that is carried 
forward. P has no income in Year 2. Indi-
vidual A also owns T which sustains a net 
operating loss of $50 in Year 2 that is carried 
forward. P acquires the stock of T from Indi-
vidual A during Year 3, but T is not a mem-
ber of the P group for each day of the year. 
P and T file separate returns and sustain net 
operating losses of $120 and $60, respectively, 
for Year 3. The P group files consolidated re-
turns beginning in Year 4. During Year 4, the 
P group has $160 of consolidated taxable in-
come (computed without regard to the CNOL 
deduction). Such consolidated taxable in-
come would be $70 if determined by reference 
to only T’s items. These results are summa-
rized as follows: 
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Separate Separate Separate/affili-
ated 

Consolidated 

Year 1 Year 2 Year 3 Year 4 

P ............................................................................................ $ (40) $0 $ (120) $90 
T ............................................................................................ 0 (50) (60) 70 

CTI ......................................................................................... ........................ ........................ ........................ 160 

(ii) P’s Year 1, Year 2, and Year 3 are not 
SRLYs with respect to the P group. See 
§ 1.1502–1(f)(2)(i). Thus, P’s $40 net operating 
loss arising in Year 1 and $120 net operating 
loss arising in Year 3 are not subject to the 
SRLY limitation under paragraph (c) of this 
section. Under the principles of section 172, 
paragraph (b) of this section requires that 
the loss arising in Year 1 be the first loss ab-
sorbed by the P group in Year 4. Absorption 
of this loss leaves $120 of the group’s consoli-
dated taxable income available for offset by 
other loss carryovers. 

(iii) T’s Year 2 and Year 3 are SRLYs with 
respect to the P group. See § 1.1502–1(f)(2)(ii). 
P’s acquisition of T was not an ownership 
change as defined by section 382(g). Thus, T’s 
$50 net operating loss arising in Year 2 and 
$60 net operating loss arising in Year 3 are 
subject to the SRLY limitation. Under para-
graph (c)(1) of this section, the SRLY limita-
tion for Year 4 is $70, and under paragraph 
(b) of this section, T’s $50 loss from Year 2 
must be included under paragraph (a) of this 
section in the P group’s CNOL deduction for 
Year 4. The absorption of this loss leaves $70 
of the group’s consolidated taxable income 
available for offset by other loss carryovers. 

(iv) P and T each carry over net operating 
losses to Year 4 from a taxable year ending 
on the same date (Year 3). The losses carried 
over from Year 3 total $180. Under paragraph 
(b) of this section, the losses carried over 
from Year 3 are absorbed on a pro rata basis, 
even though one arises in a SRLY and the 
other does not. However, the group cannot 

absorb more than $20 of T’s $60 net operating 
loss arising in Year 3 because its $70 SRLY 
limitation for Year 4 is reduced by T’s $50 
Year 2 SRLY loss already included in the 
CNOL deduction for Year 4. Thus, the absorp-
tion of Year 3 losses is as follows: 

Amount of P’s Year 3 losses absorbed = 
$120/($120 + $20) × $70 = $60. 

Amount of T’s Year 3 losses absorbed = $20/ 
($120 + $20) × $70 = $10. 

(v) The absorption of $10 of T’s Year 3 loss 
further reduces T’s SRLY limitation to $10 
($70 of initial SRLY limitation, reduced by 
the $60 net operating loss already included in 
the CNOL deductions for Year 4 under para-
graph (a) of this section). 

(vi) P carries its remaining $60 Year 3 net 
operating loss and T carries its remaining 
$50 Year 3 net operating loss over to Year 5. 
Assume that, in Year 5, the P group has $90 
of consolidated taxable income (computed 
without regard to the CNOL deduction). The 
group’s CTI determined by reference to only 
T’s items is a CNOL of $4. For Year 5, the 
CNOL deduction is $66, which includes $60 of 
P’s Year 3 loss and $6 of T’s Year 3 loss (the 
aggregate consolidated taxable income for 
Years 4 and 5 determined by reference to T’s 
items, or $66, reduced by T’s SRLY losses ac-
tually absorbed by the group in Year 4, or 
$60). 

Example 3. Net operating loss carrybacks. (i) 
P owns all of the stock of S and T. The mem-
bers of the P group contribute the following 
to the consolidated taxable income of the P 
group for Years 1, 2, and 3: 

Year 1 Year 2 Year 3 Total 

P ............................................................................................ $100 $60 $80 $240 
S ............................................................................................ 20 20 30 70 
T ............................................................................................ 30 10 (50) (10) 
CTI ......................................................................................... 150 90 60 300 

(ii) P sells all of the stock of T to Indi-
vidual A at the beginning of Year 4. For its 
Year 4 separate return year, T has a net op-
erating loss of $30. 

(iii) T’s Year 4 is a SRLY with respect to 
the P group. See § 1.1502–1(f)(1). T’s $30 net 
operating loss carryback to the P group from 
Year 4 is not allowed under paragraph (c) of 
this section to be included in the CNOL de-
duction under paragraph (a) of this section 
for Year 1, 2, or 3, because the P group’s con-

solidated taxable income would not be a 
positive amount if determined by reference 
to only T’s items for all consolidated return 
years through Year 4 (without regard to the 
$30 net operating loss). The $30 loss is carried 
forward to T’s Year 5 and succeeding taxable 
years as provided under the Internal Rev-
enue Code. 

Example 4. Computation of SRLY limitation 
for built-in losses treated as net operating loss 
carryovers. (i) Individual A owns P. In Year 1, 
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Individual A forms T by contributing $300 
and T sustains a $100 net operating loss. Dur-
ing Year 2, T’s assets decline in value by 
$100. At the beginning of Year 3, P acquires 
all the stock of T from Individual A, and T 
becomes a member of the P group in a trans-
action that does not result in an ownership 
change under section 382(g). At the time of 
the acquisition, T has a $100 net unrealized 
built-in loss, which exceeds the threshold re-
quirements of section 382(h)(3)(B). During 
Year 3, T recognizes its unrealized loss as a 
$100 ordinary loss. The members of the P 
group contribute the following to the con-
solidated taxable income of the P group for 
Years 3 and 4 (computed without regard to 
T’s recognition of its unrealized loss and any 
CNOL deduction under this section): 

Year 3 Year 4 Total 

P group (without T) ................... $100 $100 $200 
T ................................................ 60 40 100 
CTI ............................................. 160 140 300 

(ii) Under § 1.1502–15(a), T’s $100 of ordinary 
loss in Year 3 constitutes a built-in loss that 
is subject to the SRLY limitation under 
paragraph (c) of this section. The amount of 
the limitation is determined by treating the 
deduction as a net operating loss carryover 
from a SRLY. The built-in loss is therefore 
subject to a $60 SRLY limitation for Year 3. 
The built-in loss is treated as a net operating 
loss carryover solely for purposes of deter-
mining the extent to which the loss is not al-
lowed by reason of the SRLY limitation, and 
for all other purposes the loss remains a loss 
arising in Year 3. Consequently, under para-
graph (b) of this section, the $60 allowed 
under the SRLY limitation is absorbed by 
the P group before T’s $100 net operating loss 
carryover from Year 1 is allowed. 

(iii) Under § 1.1502–15(a), the $40 balance of 
the built-in loss that is not allowed in Year 
3 because of the SRLY limitation is treated 
as a $40 net operating loss arising in Year 3 
that is subject to the SRLY limitation be-
cause, under paragraph (c)(1)(ii) of this sec-
tion, Year 3 is treated as a SRLY, and is car-
ried to other years in accordance with the 
rules of paragraph (b) of this section. The 
SRLY limitation for Year 4 is the P group’s 
consolidated taxable income for Year 3 and 
Year 4 determined by reference to only T’s 
items and without regard to the group’s 
CNOL deductions ($60 + $40), reduced by T’s 
loss actually absorbed by the group in Year 
3 ($60). The SRLY limitation for Year 4 is $40. 

(iv) Under paragraph (c) of this section and 
the principles of section 172(b), $40 of T’s $100 
net operating loss carryover from Year 1 is 
included in the CNOL deduction under para-
graph (a) of this section in Year 4. 

Example 5. Dual SRLY registers and account-
ing for SRLY losses actually absorbed. (i) In 
Year 1, T sustains a $100 net operating loss 
and a $50 net capital loss. At the beginning 

of Year 2, T becomes a member of the P 
group in a transaction that does not result in 
an ownership change under section 382(g). 
Both of T’s carryovers from Year 1 are sub-
ject to SRLY limits under this paragraph (c) 
and § 1.1502–22(c). The members of the P 
group contribute the following to the con-
solidated taxable income for Years 2 and 3 
(computed without regard to T’s CNOL de-
duction under this section or net capital loss 
carryover under § 1.1502–22): 

P T 

Year 1 (SRLY) 

Ordinary ..................................................... ............ (100) 
Capital ........................................................ ............ (50) 

Year 2 

Ordinary ..................................................... 30 60 
Capital ........................................................ 0 (20) 

Year 3 

Ordinary ..................................................... 10 40 
Capital ........................................................ 0 30 

(ii) For Year 2, the group computes sepa-
rate SRLY limits for each of T’s SRLY 
carryovers from Year 1. The group deter-
mines its ability to use its capital loss carry-
over before it determines its ability to use 
its ordinary loss carryover. Under section 
1212, because the group has no Year 2 capital 
gain, it cannot absorb any capital losses in 
Year 2. T’s Year 1 net capital loss and the 
group’s Year 2 consolidated net capital loss 
(all of which is attributable to T) are carried 
over to Year 3. 

(iii) Under this section, the aggregate 
amount of T’s $100 net operating loss carry-
over from Year 1 that may be included in the 
CNOL deduction of the group for Year 2 may 
not exceed $60—the amount of the consoli-
dated taxable income computed by reference 
only to T’s items, including losses and de-
ductions to the extent actually absorbed 
(i.e., $60 of T’s ordinary income for Year 2). 
Thus, the group may include $60 of T’s ordi-
nary loss carryover from Year 1 in its Year 
2 CNOL deduction. T carries over its remain-
ing $40 of its Year 1 loss to Year 3. 

(iv) For Year 3, the group again computes 
separate SRLY limits for each of T’s SRLY 
carryovers from Year 1. The group has con-
solidated net capital gain (without taking 
into account a net capital loss carryover de-
duction) of $30. Under § 1.1502–22(c), the ag-
gregate amount of T’s $50 capital loss carry-
over from Year 1 that may be included in 
computing the group’s consolidated net cap-
ital gain for all years of the group (here 
Years 2 and 3) may not exceed $30 (the aggre-
gate consolidated net capital gain computed 
by reference only to T’s items, including 
losses and deductions actually absorbed (i.e., 
$30 of capital gain in Year 3)). Thus, the 
group may include $30 of T’s Year 1 capital 
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loss carryover in its computation of consoli-
dated net capital gain for Year 3, which off-
sets the group’s capital gains for Year 3. T 
carries over its remaining $20 of its Year 1 
loss to Year 4. The group carries over the 
Year 2 consolidated net capital loss to Year 
4. 

(v) Under this section, the aggregate 
amount of T’s net operating loss carryover 
from Year 1 that may be included in the 
CNOL deduction of the group for Years 2 and 
3 may not exceed $100, which is the amount 
of the aggregate consolidated taxable income 
for Years 2 and 3 determined by reference 
only to T’s items, including losses and de-
ductions actually absorbed (i.e., $60 of ordi-
nary income in Year 2 plus $40 of ordinary 
income, $30 of capital gain, and $30 of SRLY 
capital losses actually absorbed in Year 3). 
The group included $60 of T’s ordinary loss 
carryover in its Year 2 CNOL deduction. It 
may include the remaining $40 of the carry-
over in its Year 3 CNOL deduction. 

(2) SRLY subgroup limitation. In the 
case of a net operating loss carryover 
or carryback for which there is a SRLY 
subgroup, the principles of paragraph 
(c)(1) of this section apply to the SRLY 
subgroup, and not separately to its 
members. Thus, the contribution to 
consolidated taxable income and the 
net operating loss carryovers and 
carrybacks arising (or treated as aris-
ing) in SRLYs that are included in the 
CNOL deductions for all consolidated 
return years of the group under para-
graph (a) of this section are based on 
the aggregate amounts of income, gain, 
deduction, and loss of the members of 
the SRLY subgroup for the relevant 
consolidated return years (as provided 
in paragraph (c)(1)(i)(C) of this sec-
tion). For an illustration of aggregate 
amounts during the relevant consoli-
dated return years following the year 
in which a member of a SRLY subgroup 
ceases to be a member of the group, see 
paragraph (c)(2)(viii) Example 4 of this 
section. A SRLY subgroup may exist 
only for a carryover or carryback aris-
ing in a year that is not a SRLY (and 
is not treated as a SRLY under para-
graph (c)(1)(ii) of this section) with re-
spect to another group (the former 
group), whether or not the group is a 
consolidated group, or for a carryover 
that was subject to the overlap rule de-
scribed in paragraph (g) of this section 
or § 1.1502–15(g) with respect to another 
group (the former group). A separate 
SRLY subgroup is determined for each 

such carryover or carryback. A consoli-
dated group may include more than 
one SRLY subgroup, and a member 
may be a member of more than one 
SRLY subgroup. Solely for purposes of 
determining the members of a SRLY 
subgroup with respect to a loss: 

(i) Carryovers. In the case of a carry-
over, the SRLY subgroup is composed 
of the member carrying over the loss 
(the loss member) and each other mem-
ber that was a member of the former 
group that becomes a member of the 
group at the same time as the loss 
member. A member remains a member 
of the SRLY subgroup until it ceases to 
be affiliated with the loss member. The 
aggregate determination described in 
paragraph (c)(1) of this section and this 
paragraph (c)(2) includes the amounts 
of income, gain, deduction, and loss of 
each member of the SRLY subgroup for 
the consolidated return years during 
which it remains a member of the 
SRLY subgroup. For an illustration of 
the aggregate determination of a SRLY 
subgroup, see paragraph (c)(2)(viii) Ex-
ample 2 of this section. 

(ii) Carrybacks. In the case of a 
carryback, the SRLY subgroup is com-
posed of the member carrying back the 
loss (the loss member) and each other 
member of the group from which the 
loss is carried back that has been con-
tinuously affiliated with the loss mem-
ber from the year to which the loss is 
carried through the year in which the 
loss arises. 

(iii) Built-in losses. In the case of a 
built-in loss, the SRLY subgroup is 
composed of the member recognizing 
the loss (the loss member) and each 
other member that was part of the sub-
group with respect to the loss deter-
mined under § 1.1502–15(c)(2) imme-
diately before the members became 
members of the group. The principles 
of paragraphs (c)(2)(i) and (ii) of this 
section apply to determine the SRLY 
subgroup for the built-in loss that is, 
under paragraph (c)(1)(ii) of this sec-
tion, treated as arising in a SRLY with 
respect to the group in which the loss 
is recognized. For this purpose and as 
the context requires, a reference in 
paragraphs (c)(2)(i) and (ii) of this sec-
tion to a group or former group is a ref-
erence to the subgroup determined 
under § 1.1502–15(c)(2). 
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(iv) Principal purpose of avoiding or in-
creasing a SRLY limitation. The mem-
bers composing a SRLY subgroup are 
not treated as a SRLY subgroup if any 
of them is formed, acquired, or availed 
of with a principal purpose of avoiding 
the application of, or increasing any 
limitation under, this paragraph (c). 
Any member excluded from a SRLY 
subgroup, if excluded with a principal 
purpose of so avoiding or increasing 
any SRLY limitation, is treated as in-
cluded in the SRLY subgroup. 

(v) Coordination with other limitations. 
This paragraph (c)(2) does not allow a 
net operating loss to offset income to 
the extent inconsistent with other lim-
itations or restrictions on the use of 
losses, such as a limitation based on 
the nature or activities of members. 
For example, any dual consolidated 
loss may not reduce the taxable income 
to an extent greater than that allowed 
under section 1503(d) and § 1.1503–2. See 
also § 1.1502–47(q) (relating to preemp-
tion of rules for life-nonlife groups). 

(vi) Anti-duplication. If the same item 
of income or deduction could be taken 
into account more than once in deter-
mining a limitation under this para-
graph (c), or in a manner inconsistent 
with any other provision of the Inter-
nal Revenue Code or regulations incor-
porating this paragraph (c), the item of 
income or deduction is taken into ac-
count only once and in such manner 
that losses are absorbed in accordance 
with the ordering rules in paragraph 
(b) of this section and the underlying 
purposes of this section. 

(vii) Corporations that leave a SRLY 
subgroup. If a loss member ceases to be 
affiliated with a SRLY subgroup, the 
amount of the member’s remaining 
SRLY loss from a specific year is deter-
mined pursuant to the principles of 
paragraphs (b)(2)(ii)(A) and (b)(2)(iv) of 
this section. 

(viii) Examples. The principles of this 
paragraph (c)(2) are illustrated by the 
following examples: 

Example 1. Members of SRLY subgroups. (i) 
Individual A owns all of the stock of P, S, T 
and M. P and M are each the common parent 
of a consolidated group. During Year 1, P 
sustains a $50 net operating loss. At the be-
ginning of Year 2, P acquires all the stock of 
S at a time when the aggregate basis of S’s 
assets exceeds their aggregate value by $70, 
and S becomes a member of the P group. At 

the beginning of Year 3, P acquires all the 
stock of T, T has a $60 net operating loss car-
ryover at the time of the acquisition, and T 
becomes a member of the P group. During 
Year 4, S forms S1 and T forms T1, each by 
contributing assets with built-in gains which 
are, in the aggregate, material. S1 and T1 be-
come members of the P group. During Year 
7, M acquires all of the stock of P, and the 
members of the P group become members of 
the M group for the balance of Year 7. The 
$50 and $60 loss carryovers of P and T are 
carried to Year 7 of the M group, and the 
value and basis of S’s assets did not change 
after it became a member of the former P 
group. None of the transactions described 
above resulted in an ownership change under 
section 382(g). 

(ii) Under paragraph (c)(2) of this section, a 
separate SRLY subgroup is determined for 
each loss carryover and built-in loss. In the 
P group, P’s $50 loss carryover is not treated 
as arising in a SRLY. See § 1.1502–1(f). Con-
sequently, the carryover is not subject to 
limitation under paragraph (c) of this sec-
tion in the P group. 

(iii) In the M group, P’s $50 loss carryover 
is treated as arising in a SRLY and is subject 
to the limitation under paragraph (c) of this 
section. A SRLY subgroup with respect to 
that loss is composed of members which were 
members of the P group, the group as to 
which the loss was not a SRLY. The SRLY 
subgroup is composed of P, the member car-
rying over the loss, and each other member 
of the P group that became a member of the 
M group at the same time as P. A member of 
the SRLY subgroup remains a member until 
it ceases to be affiliated with P. For Year 7, 
the SRLY subgroup is composed of P, S, T, 
S1, and T1. 

(iv) In the P group, S’s $70 unrealized loss, 
if recognized within the 5-year recognition 
period after S becomes a member of the P 
group, is subject to limitation under para-
graph (c) of this section. See § 1.1502–15 and 
paragraph (c)(1)(ii) of this section. Because S 
was not continuously affiliated with P, T, or 
T1 for 60 consecutive months prior to joining 
the P group, these corporations cannot be in-
cluded in a SRLY subgroup with respect to 
S’s unrealized loss in the P group. See para-
graph (c)(2)(iii) of this section. As a suc-
cessor to S, S1 is included in a subgroup with 
S in the P group, and, because 100 percent of 
S1’s stock is owned directly by corporations 
that were members of the SRLY subgroup 
when the members of the SRLY subgroup be-
came members of the P group, its net posi-
tive income is not excluded from the consoli-
dated taxable income of the P group that 
may be offset by the built-in loss. See para-
graph (f) of this section. 

(v) In the M group, S’s $70 unrealized loss, 
if recognized within the 5-year recognition 
period after S becomes a member of the M 
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group, is subject to limitation under para-
graph (c) of this section. Prior to becoming a 
member of the M group, S had been continu-
ously affiliated with P (but not T or T1) for 
60 consecutive months, and S1 is a successor 
that has remained continuously affiliated 
with S. Those members had a net unrealized 
built-in loss immediately before they became 
members of the group under § 1.1502–15(c). 
Consequently, in Year 7, S, S1, and P com-
pose a subgroup in the M group with respect 
to S’s unrealized loss. Because S1 was a 
member of the SRLY subgroup when it be-
came a member of the M group and also be-
cause 100 percent of S1’s stock is owned di-
rectly by corporations that were members of 
the SRLY subgroup when the members of the 
SRLY subgroup became members of the M 
group, its net positive income is not ex-
cluded from the consolidated taxable income 
of the M group that may be offset by the rec-
ognized built-in loss. See paragraph (f) of 
this section. 

(vi) In the P group, T’s $60 loss carryover 
arose in a SRLY and is subject to limitation 
under paragraph (c) of this section. P, S, and 
S1 were not members of the group in which 
T’s loss arose, and T’s loss carryover was not 
subject to the overlap rule described in para-
graph (g) of this section with respect to the 
P group (the former group). Thus, P, S, and 
S1 are not members of a SRLY subgroup 
with respect to the T carryover in the P 
group. See paragraph (c)(2)(i) of this section. 
As a successor to T, T1 is included in a SRLY 
subgroup with T in the P group, and, because 
100 percent of T1’s stock is owned directly by 
corporations that were members of the 
SRLY subgroup when the members of the 
SRLY subgroup became members of the P 
group, its net positive income is not ex-
cluded from the consolidated taxable income 
of the P group that may be offset by the car-
ryover. See paragraph (f) of this section. 

(vii) In the M group, T’s $60 loss carryover 
arose in a SRLY and is subject to limitation 
under paragraph (c) of this section. T and T1 
remain the only members of a SRLY sub-
group with respect to the carryover. Because 
T1 was a member of the SRLY subgroup 
when it became a member of the M group 
and also because 100 percent of T1’s stock is 
owned directly by corporations that were 
members of the SRLY subgroup when the 
members of the SRLY subgroup became 
members of the M group, its net positive in-
come is not excluded from the consolidated 
taxable income of the M group that may be 
offset by the carryover. See paragraph (f) of 
this section. 

Example 2. Computation of SRLY subgroup 
limitation. (i) Individual A owns all of the 
stock of S, T, P and M. P and M are each the 
common parent of a consolidated group. In 
Year 2, P acquires all the stock of S and T 
from Individual A, and S and T become mem-
bers of the P group. For Year 3, the P group 

has a $45 CNOL, which is attributable to P, 
and which P carries forward. M is the com-
mon parent of another group. At the begin-
ning of Year 4, M acquires all of the stock of 
P, and the former members of the P group 
become members of the M group. None of the 
transactions described above resulted in an 
ownership change under section 382(g). 

(ii) P’s year to which the loss is attrib-
utable, Year 3, is a SRLY with respect to the 
M group. See § 1.1502–1(f)(1). However, P, S, 
and T compose a SRLY subgroup with re-
spect to the Year 3 loss under paragraph 
(c)(2)(i) of this section because Year 3 is not 
a SRLY (and is not treated as a SRLY) with 
respect to the P group. P’s loss is carried 
over to the M group’s Year 4 and is therefore 
subject to the SRLY subgroup limitation in 
paragraph (c)(2) of this section. 

(iii) In Year 4, the M group has $10 of con-
solidated taxable income (computed without 
regard to the CNOL deduction for Year 4). 
Such consolidated taxable income would be 
$45 if determined by reference to only the 
items of P, S, and T, the members included 
in the SRLY subgroup with respect to P’s 
loss carryover. Therefore, the SRLY sub-
group limitation under paragraph (c)(2) of 
this section for P’s net operating loss carry-
over from Year 3 is $45. Because the M group 
has only $10 of consolidated taxable income 
in Year 4, however, only $10 of P’s net oper-
ating loss carryover is included in the CNOL 
deduction under paragraph (a) of this section 
in Year 4. 

(iv) In Year 5, the M group has $100 of con-
solidated taxable income (computed without 
regard to the CNOL deduction for Year 5). 
Neither P, S, nor T has any items of income, 
gain, deduction, or loss in Year 5. Although 
the members of the SRLY subgroup do not 
contribute to the $100 of consolidated taxable 
income in Year 5, the SRLY subgroup limita-
tion for Year 5 is $35 (the sum of SRLY sub-
group consolidated taxable income of $45 in 
Year 4 and $0 in Year 5, less the $10 net oper-
ating loss carryover actually absorbed by the 
M group in Year 4). Therefore, $35 of P’s net 
operating loss carryover is included in the 
CNOL deduction under paragraph (a) of this 
section in Year 5. 

Example 3. Inclusion in more than one SRLY 
subgroup. (i) Individual A owns all of the 
stock of S, T, P and M. S, P, and M are each 
the common parent of a consolidated group. 
At the beginning of Year 1, S acquires all the 
stock of T from Individual A, and T becomes 
a member of the S group. For Year 1, the S 
group has a CNOL of $10, all of which is at-
tributable to S and is carried over to Year 2. 
At the beginning of Year 2, P acquires all the 
stock of S, and S and T become members of 
the P group. For Year 2, the P group has a 
CNOL of $35, all of which is attributable to P 
and is carried over to Year 3. At the begin-
ning of Year 3, M acquires all of the stock of 
P, and the former members of the P group 
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become members of the M group. None of the 
transactions described above resulted in an 
ownership change under section 382(g). 

(ii) P’s and S’s net operating losses arising 
in SRLYs with respect to the M group are 
subject to limitation under paragraph (c) of 
this section. P, S, and T compose a SRLY 
subgroup for purposes of determining the 
limitation for P’s $35 net operating loss car-
ryover arising in Year 2 because, under para-
graph (c)(2)(i) of this section, Year 2 is not a 
SRLY with respect to the P group. Simi-
larly, S and T compose a SRLY subgroup for 
purposes of determining the limitation for 
S’s $10 net operating loss carryover arising 
in Year 1 because Year 1 is not a SRLY with 
respect to the S group. 

(iii) S and T are members of both the 
SRLY subgroup with respect to P’s losses 
and the SRLY subgroup with respect to S’s 
losses. Under paragraph (c)(2) of this section, 
S’s and T’s items cannot be included in the 
determination of the SRLY subgroup limita-
tion for both SRLY subgroups for the same 
consolidated return year; paragraph (c)(2)(vi) 
of this section requires the M group to con-
sider the items of S and T only once so that 
the losses are absorbed in the order of the 
taxable years in which they were sustained. 
Because S’s loss was incurred in Year 1, 
while P’s loss was incurred in Year 2, the 
items will be added in the determination of 
the consolidated taxable income of the S and 
T SRLY subgroup to enable S’s loss to be ab-
sorbed first. The taxable income of the P, S, 
and T SRLY subgroup is then computed by 
including the consolidated taxable income 
for the S and T SRLY subgroup less the 
amount of any net operating loss carryover 
of S that is absorbed after applying this sec-
tion to the S subgroup for the year. 

Example 4. Corporation ceases to be affiliated 
with a SRLY subgroup. (i) Individual A owns 
all of the stock of P, and M. P and S are 
members of the P group and the P group has 
a CNOL of $30 in Year 1, all of which is at-
tributable to P and carried over to Year 2. At 
the beginning of Year 2, M acquires all of the 
stock of P, and P and S become members of 
the M group. P and S compose a SRLY sub-
group with respect to P’s net operating loss 
carryover. For Year 2, consolidated taxable 
income of the M group determined by ref-
erence to only the items of P (and without 
regard to the CNOL deduction for Year 2) is 
$40. However, such consolidated taxable in-
come of the M group determined by reference 
to the items of both P and S is a loss of $20. 
Thus, the SRLY subgroup limitation under 
paragraph (c)(2) of this section prevents the 
M group from including any of P’s net oper-
ating loss carryover in the CNOL deduction 
under paragraph (a) of this section in Year 2, 
and P carries the Year 1 loss to Year 3. 

(ii) At the end of Year 2, P sells all of the 
S stock, and S ceases to be a member of the 
M group and the P subgroup. For Year 3, con-

solidated taxable income of the M group is 
$50 (determined without regard to the CNOL 
deduction for Year 3), and such consolidated 
taxable income would be $10 if determined by 
reference to only items of P. However, the 
limitation under paragraph (c) of this sec-
tion for Year 3 for P’s net operating loss car-
ryover still prevents the M group from in-
cluding any of P’s loss in the CNOL deduc-
tion under paragraph (a) of this section. The 
limitation results from the inclusion of S’s 
items for Year 2 in the determination of the 
SRLY subgroup limitation for Year 3 even 
though S ceased to be a member of the M 
group (and the P subgroup) at the end of 
Year 2. Thus, the M group’s consolidated tax-
able income determined by reference to only 
the SRLY subgroup members’ items for all 
consolidated return years of the group 
through Year 3 (determined without regard 
to the CNOL deduction) is not a positive 
amount. 

(ix) Application to other than loss 
carryovers. Paragraph (g) of this section 
and the phrase ‘‘or for a carryover that 
was subject to the overlap rule de-
scribed in paragraph (g) of this section 
or § 1.1502–15(g) with respect to another 
group (the former group)’’ in this para-
graph (c)(2) apply only to carryovers of 
net operating losses, net capital losses, 
and for taxable years for which the due 
date (without extensions) of the con-
solidated return is after May 25, 2000, 
to carryovers of credits described in 
section 383(a)(2). Accordingly, as the 
context may require, if another regula-
tion references this section and such 
other regulation does not concern a 
carryover of net operating losses, net 
capital losses, or for taxable years for 
which the due date (without exten-
sions) of the consolidated return is 
after May 25, 2000, carryovers of credits 
described in section 383(a)(2), then such 
reference does not include a reference 
to such paragraph or phrase. 

(d) Coordination with consolidated re-
turn change of ownership limitation and 
transactions subject to old section 382—(1) 
Consolidated return changes of owner-
ship. If a consolidated return change of 
ownership occurred before January 1, 
1997, the principles of § 1.1502–21A(d) 
apply to determine the amount of the 
aggregate of the net operating losses 
attributable to old members of the 
group that may be included in the con-
solidated net operating loss deduction 
under paragraph (a) of this section. For 
this purpose, § 1.1502–1(g) is applied by 
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treating that date as the end of the 
year of change. 

(2) Old section 382. The principles of 
§ 1.1502–21A(e) apply to disallow or re-
duce the amount of a net operating loss 
carryover of a member as a result of a 
transaction subject to old section 382. 

(e) Consolidated net operating loss. Any 
excess of deductions over gross income, 
as determined under § 1.1502–11(a) (with-
out regard to any consolidated net op-
erating loss deduction), is also referred 
to as the consolidated net operating 
loss (or CNOL). 

(f) Predecessors and successors—(1) In 
general. For purposes of this section, 
any reference to a corporation, mem-
ber, common parent, or subsidiary, in-
cludes, as the context may require, a 
reference to a successor or predecessor, 
as defined in § 1.1502–1(f)(4). 

(2) Limitation on SRLY subgroups—(i) 
General rule. Except as provided in 
paragraph (f)(2)(ii) of this section, if a 
successor’s items of income and gain 
exceed the successor’s items of deduc-
tion and loss (net positive income), 
then the net positive income attrib-
utable to the successor is excluded 
from the computation of the consoli-
dated taxable income of a SRLY sub-
group. 

(ii) Exceptions. A successor’s net posi-
tive income is not excluded from the 
consolidated taxable income of a SRLY 
subgroup if— 

(A) The successor acquires substan-
tially all the assets and liabilities of 
its predecessor, and the predecessor 
ceases to exist; 

(B) The successor was a member of 
the SRLY subgroup when the SRLY 
subgroup members became members of 
the group; 

(C) 100 percent of the stock of the 
successor is owned directly by corpora-
tions that were members of the SRLY 
subgroup when the SRLY subgroup 
members became members of the 
group; or 

(D) The Commissioner so determines. 
(g) Overlap with section 382—(1) Gen-

eral rule. The limitation provided in 
paragraph (c) of this section does not 
apply to net operating loss carryovers 
(other than a hypothetical carryover 
described in paragraph (c)(1)(i)(D) of 
this section and a carryover described 
in paragraph (c)(1)(ii) of this section) 

when the application of paragraph (c) 
of this section results in an overlap 
with the application of section 382. For 
a similar rule applying in the case of 
net operating loss carryovers described 
in paragraphs (c)(1)(i)(D) and (c)(1)(ii) 
of this section, see § 1.1502–15(g). 

(2) Definitions—(i) Generally. For pur-
poses of this paragraph (g), the defini-
tions and nomenclature contained in 
section 382, the regulations thereunder, 
and §§ 1.1502–90 through 1.1502–99 apply. 

(ii) Overlap. (A) An overlap of the ap-
plication of paragraph (c) of this sec-
tion and the application of section 382 
with respect to a net operating loss 
carryover occurs if a corporation be-
comes a member of a consolidated 
group (the SRLY event) within six 
months of the change date of an owner-
ship change giving rise to a section 
382(a) limitation with respect to that 
carryover (the section 382 event). 

(B) If an overlap described in para-
graph (g)(2)(ii)(A) of this section occurs 
with respect to net operating loss 
carryovers of a corporation whose 
SRLY event occurs within the six 
month period beginning on the date of 
a section 382 event, then an overlap is 
treated as also occurring with respect 
to that corporation’s net operating loss 
carryover that arises within the period 
beginning with the section 382 event 
and ending with the SRLY event. 

(C) For special rules in the event that 
there is a SRLY subgroup and/or a loss 
subgroup as defined in § 1.1502–91(d)(1) 
with respect to a carryover, see para-
graph (g)(4) of this section. 

(3) Operating rules—(i) Section 382 
event before SRLY event. If a SRLY 
event occurs on the same date as a sec-
tion 382 event or within the six month 
period beginning on the date of the sec-
tion 382 event, paragraph (g)(1) of this 
section applies beginning with the tax 
year that includes the SRLY event. 

(ii) SRLY event before section 382 event. 
If a section 382 event occurs within the 
period beginning the day after the 
SRLY event and ending six months 
after the SRLY event, paragraph (g)(1) 
of this section applies starting with the 
first tax year that begins after the sec-
tion 382 event. 

(4) Subgroup rules. In general, in the 
case of a net operating loss carryover 
for which there is a SRLY subgroup 
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and a loss subgroup (as defined in 
§ 1.1502–91(d)(1)), the principles of this 
paragraph (g) apply to the SRLY sub-
group, and not separately to its mem-
bers. However, paragraph (g)(1) of this 
section applies— 

(i) With respect to a carryover de-
scribed in paragraph (g)(2)(ii)(A) of this 
section only if— 

(A) All members of the SRLY sub-
group with respect to that carryover 
are also included in a loss subgroup 
with respect to that carryover; and 

(B) All members of a loss subgroup 
with respect to that carryover are also 
members of a SRLY subgroup with re-
spect to that carryover; and 

(ii) With respect to a carryover de-
scribed in paragraph (g)(2)(ii)(B) of this 
section only if all members of the 
SRLY subgroup for that carryover are 
also members of a SRLY subgroup that 
has net operating loss carryovers de-
scribed in paragraph (g)(2)(ii)(A) of this 
section that are subject to the overlap 
rule of paragraph (g)(1) of this section. 

(5) Examples. The principles of this 
paragraph (g) are illustrated by the fol-
lowing examples: 

Example 1. Overlap—Simultaneous Acquisi-
tion. (i) Individual A owns all of the stock of 
P, which in turn owns all of the stock of S. 
P and S file a consolidated return. In Year 2, 
B, an individual unrelated to Individual A, 
forms T which incurs a $100 net operating 
loss for that year. At the beginning of Year 
3, S acquires T. 

(ii) S’s acquisition of T results in T becom-
ing a member of the P group (the SRLY 
event) and also results in an ownership 
change of T, within the meaning of section 
382(g), that gives rise to a limitation under 
section 382(a) (the section 382 event) with re-
spect to the T carryover. 

(iii) Because the SRLY event and the 
change date of the section 382 event occur on 
the same date, there is an overlap of the ap-
plication of the SRLY rules and the applica-
tion of section 382. 

(iv) Consequently, under this paragraph 
(g), in Year 3 the SRLY limitation does not 
apply to the Year 2 $100 net operating loss. 

Example 2. Overlap—Section 382 event before 
SRLY event. (i) Individual A owns all of the 
stock of P, which in turn owns all of the 
stock of S. P and S file a consolidated re-
turn. In Year 1, B, an individual unrelated to 
Individual A, forms T which incurs a $100 net 
operating loss for that year. On February 28 
of Year 2, S purchases 55% of T from Indi-
vidual B. On June 30, of Year 2, S purchases 
an additional 35% of T from Individual B. 

(ii) The February 28 purchase of 55% of T is 
a section 382 event because it results in an 
ownership change of T, under section 382(g), 
that gives rise to a section 382(a) limitation 
with respect to the T carryover. The June 30 
purchase of 35% of T results in T becoming a 
member of the P group and is therefore a 
SRLY event. 

(iii) Because the SRLY event occurred 
within six months of the change date of the 
section 382 event, there is an overlap of the 
application of the SRLY rules and the appli-
cation of section 382. 

(iv) Consequently, under paragraph (g) of 
this section, in Year 2 the SRLY limitation 
does not apply to the Year 1 $100 net oper-
ating loss. 

Example 3. No overlap—Section 382 event be-
fore SRLY event. (i) The facts are the same as 
in Example 2 except that Individual B does 
not sell the additional 35% of T to S until 
September 30, Year 2. 

(ii) The February 28 purchase of 55% of T is 
a section 382 event because it results in an 
ownership change of T, under section 382(g), 
that gives rise to a section 382(a) limitation 
with respect to the T carryover. The Sep-
tember 30 purchase of 35% of T results in T 
becoming a member of the P group and is 
therefore a SRLY event. 

(iii) Because the SRLY event did not occur 
within six months of the change date of the 
section 382 event, there is no overlap of the 
application of the SRLY rules and the appli-
cation of section 382. Consequently, the Year 
1 net operating loss is subject to a SRLY 
limitation and a section 382 limitation. 

Example 4. Overlap—SRLY event before sec-
tion 382 event. (i) P and S file a consolidated 
return. S has owned 40% of T for 6 years. For 
Year 6, T has a net operating loss of $500 that 
is carried forward. On March 31, Year 7, S ac-
quires an additional 40% of T, and on August 
31, Year 7, S acquires the remaining 20% of 
T. 

(ii) The March 31 purchase of 40% of T re-
sults in T becoming a member of the P group 
and is therefore a SRLY event. The August 
31 purchase of 20% of T is a section 382 event 
because it results in an ownership change of 
T, under section 382(g), that gives rise to a 
section 382(a) limitation with respect to the 
T carryover. 

(iii) Because the SRLY event occurred 
within six months of the change date of the 
section 382 event, there is an overlap of the 
application of the SRLY rules and the appli-
cation of section 382 within the meaning of 
this paragraph (g). 

(iv) Under this paragraph (g), the SRLY 
rules of paragraph (c) of this section will 
apply to the Year 7 tax year. Beginning in 
Year 8 (the year after the section 382 event), 
any unabsorbed portion of the Year 6 net op-
erating loss will not be subject to a SRLY 
limitation. 
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Example 5. Overlap—Coextensive subgroups. 
(i) Individual A owns all of the stock of S, 
which in turn owns all of the stock of T. S 
and T file a consolidated return beginning in 
Year 1. B, an individual unrelated to Indi-
vidual A, owns all of the stock of P, the com-
mon parent of a consolidated group. In Year 
2, the S group has a $200 consolidated net op-
erating loss which is carried forward, of 
which $100 is attributable to S, and $100 is at-
tributable to T. At the beginning of Year 3, 
the P group acquires all of the stock of S 
from Individual A. 

(ii) P’s acquisition of S results in S and T 
becoming members of the P group (the SRLY 
event). With respect to the Year 2 net oper-
ating loss carryover, S and T compose a 
SRLY subgroup under paragraph (c)(2) of 
this section. 

(iii) S and T also compose a loss subgroup 
under § 1.1502–91(d)(1) with respect to the 
Year 2 net operating loss carryover. P’s ac-
quisition also results in an ownership change 
of S, the subgroup parent, within the mean-
ing of section 382(g), that gives rise to a limi-
tation under section 382(a) (the section 382 
event) with respect to the Year 2 carryover. 

(iv) Because the SRLY event and the 
change date of the section 382 event occur on 
the same date, there is an overlap of the ap-
plication of the SRLY rules and the applica-
tion of section 382 within the meaning of 
paragraph (g) of this section. Because the 
SRLY subgroup and the loss subgroup are co-
extensive, under paragraph (g) of this sec-
tion, the SRLY limitation does not apply to 
the Year 2 $200 net operating loss. 

Example 6. No overlap—Different subgroups. 
(i) Individual B owns all of the stock of P, 
the common parent of a consolidated group. 
P owns all of the stock of S and all of the 
stock of T. Individual A owns all of the stock 
of X, the common parent of another consoli-
dated group. In Year 1, the P group has a $200 
consolidated net operating loss, of which $100 
is attributable to S and $100 is attributable 
to T. At the beginning of Year 3, the X group 
acquires all of the stock of S and T from P 
and does not make an election under § 1.1502– 
91(d)(4) (concerning an election to treat the 
loss subgroup parent requirement as having 
been satisfied). 

(ii) X’s acquisition of S and T results in S 
and T becoming members of the X group (the 
SRLY event). With respect to the Year 1 net 
operating loss, S and T compose a SRLY sub-
group under paragraph (c)(2) of this section. 

(iii) S and T do not bear (and are not treat-
ed as bearing) a section 1504(a)(1) relation-
ship. Therefore S and T do not qualify as a 
loss subgroup under § 1.1502–91(d)(1). X’s ac-
quisition of S and T results in separate own-
ership changes of S and T, that give rise to 
separate limitations under section 382(a) (the 
section 382 events) with respect to each of S 
and T’s Year 1 net operating loss carryovers. 
See § 1.1502–94. 

(iv) The SRLY event and the change dates 
of the section 382 events occur on the same 
date. However, paragraph (g)(1) of this sec-
tion does not apply because the SRLY sub-
group (composed of S and T) is not coexten-
sive with a loss subgroup with respect to the 
Year 1 carryovers. Consequently, the Year 1 
net operating loss is subject to both a SRLY 
subgroup limitation and also separate sec-
tion 382 limitations for each of S and T. 

Example 7. No overlap—Different subgroups. 
(i) Individual A owns all of the stock of T 
and all of the stock of S, the common parent 
of a consolidated group. B, an individual un-
related to Individual A, owns all of the stock 
of P, the common parent of another consoli-
dated group. In Year 1, T has a net operating 
loss of $100 that is carried forward. At the 
end of Year 2, S acquires all of the stock of 
T from Individual A. In Year 3, the S group 
sustains a $200 consolidated net operating 
loss that is carried forward. In Year 8, the P 
group acquires all of the stock of S from In-
dividual A. 

(ii) S’s acquisition of T in Year 1 results in 
T becoming a member of the S group. The 
acquisition, however, did not result in an 
ownership change under section 382(g). As a 
result, T’s Year 1 net operating loss is sub-
ject to SRLY within the S group. At the end 
of Year 7, § 1.1502–96(a) treats T’s Year 1 net 
operating loss as not having arisen in a 
SRLY with respect to the S group. Section 
1.1502–96(a), however, applies only for pur-
poses of §§ 1.1502–91 through 1.1502–96 and 
§ 1.1502–98 but not for purposes of this sec-
tion. See § 1.1502–96(a)(5). 

(iii) P’s acquisition of S in Year 8 results in 
S and T becoming members of the P group 
(the SRLY event). With respect to the Year 
1 net operating loss, S and T do not compose 
a SRLY subgroup under paragraph (c)(2) of 
this section. 

(iv) S and T compose a loss subgroup under 
§ 1.1502–91(d)(1) with respect to the Year 1 net 
operating loss carryover. P’s acquisition of S 
results in an ownership change of the loss 
subgroup, within the meaning of section 
382(g), that gives rise to a subgroup limita-
tion under section 382(a) (the section 382 
event) with respect to that carryover. 

(v) The SRLY event and the change date of 
the section 382 event occur on the same date. 
However, under paragraph (g)(4) of this sec-
tion, because the SRLY subgroup and the 
loss subgroup are not coextensive, T’s Year 1 
net operating loss carryover is subject to a 
SRLY limitation. 

(vi) With respect to the Year 3 net oper-
ating loss carryover, S and T compose both 
a SRLY subgroup and a loss subgroup under 
§ 1.1502–91(d)(1). Thus, paragraph (g)(1) of this 
section applies, and the S group’s Year 3 net 
operating loss carryover is not subject to a 
SRLY limitation. 

Example 8. SRLY after overlap. (i) Individual 
A owns all of the stock of R and M, each the 
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common parent of a consolidated group. B, 
an individual unrelated to Individual A, 
owns all of the stock of D. In Year 1, D in-
curs a $100 net operating loss that is carried 
forward. At the beginning of Year 3, R ac-
quires all of the stock of D. In Year 5, M ac-
quires all of the stock of R in a transaction 
that did not result in an ownership change of 
R. 

(ii) R’s Year 3 acquisition of D results in D 
becoming a member of the R group (the 
SRLY event) and also results in an owner-
ship change of D, that gives rise to a limita-
tion under section 382(a) (the section 382 
event) with respect to D’s net operating loss 
carryover. 

(iii) Because the SRLY event and the 
change date of the section 382 event occur on 
the same date, there is an overlap of the ap-
plication of paragraph (c) of this section and 
section 382 with respect to D’s net operating 
loss. Consequently, under this paragraph (g), 
D’s Year 1 $100 net operating loss is not sub-
ject to a SRLY limitation in the R group. 

(iv) M’s Year 5 acquisition of R results in 
R and D becoming members of the M group 
(the SRLY event), but does not result in an 
ownership change of R or D that gives rise to 
a limitation under section 382(a). Because 
there is no section 382 event, the application 
of the SRLY rules and section 382 do not 
overlap. Consequently, D’s Year 1 $100 net 
operating loss is subject to a SRLY limita-
tion in the M group. 

(v) Because D’s Year 1 net operating loss 
carryover was subject to the overlap rule of 
paragraph (g) of this section when it joined 
the R group, under § 1.1502–21(c)(2), the SRLY 
subgroup with respect to that carryover in-
cludes all of the members of the R group 
that joined the M group at the same time as 
D. 

Example 9. Overlap—Interim losses. (i) Indi-
vidual A owns all of the stock of P and S, 
each the common parent of a consolidated 
group. S owns all of the stock of T, its only 
subsidiary. B, an individual unrelated to In-
dividual A, owns all of the stock of M, the 
common parent of a consolidated group. In 
Year 1, the S group has a $100 consolidated 
net operating loss. On January 1 of Year 2, P 
acquires all of the stock of S from Individual 
A. On December 31 of Year 2, M acquires 51% 
of the stock of P from Individual A. On May 
31 of Year 3, M acquires the remaining 49% of 
the stock of P from Individual A. The P 
group, for the Year 3 period prior to June 1, 
had a $50 consolidated net operating loss, 
and under paragraph (b)(2)(iv) of this section, 
the loss is attributable entirely to S. Other 
than the losses described above, the P group 
does not have any other consolidated net op-
erating losses. 

(ii) In the P group, S’s $100 loss carryover 
is treated as arising in a SRLY and is subject 
to the limitation under paragraph (c) of this 
section. A SRLY subgroup with respect to 

that loss is composed of S and T, the mem-
bers which were members of the S group as 
to which the loss was not a SRLY. 

(iii) M’s December 31 purchase of 51% of P 
is a section 382 event because it results in an 
ownership change of the S loss subgroup that 
gives rise to a section 382(a) limitation (the 
section 382 event) with respect to the Year 1 
net operating loss carryover. The purchase, 
however, does not result in an ownership 
change of P because it is not a loss corpora-
tion under section 382(k)(1). M’s May 31 pur-
chase of 49% of P results in P, S, and T be-
coming members of the M group and is there-
fore a SRLY event. 

(iv) With respect to the Year 1 net oper-
ating loss, S and T compose a SRLY sub-
group under paragraph (c)(2) of this section 
and a loss subgroup under § 1.1502–91(d)(1). 
The loss subgroup does not include P because 
the only loss at the time of the section 382 
event was subject to SRLY with respect to 
the P group. See § 1.1502–91(d)(1). 

(v) Because the SRLY event occured within 
six months of the change date of the section 
382 event and the SRLY subgroup and loss 
subgroup are coextensive with respect to the 
Year 1 net operating loss carryover, there is 
an overlap of the application of the SRLY 
rules and the application of section 382 with-
in the meaning of paragraph (g) of this sec-
tion. Thus, the SRLY limitation does not 
apply to that carryover. 

(vi) The Year 3 net operating loss, which 
arose between the section 382 event and the 
SRLY event, is a net operating loss described 
in paragraph (g)(2)(ii)(B) of this section be-
cause it is the net operating loss of a cor-
poration whose SRLY event occurs within 
the six month period beginning on the date 
of a section 382 event. 

(vii) With respect to the Year 3 net oper-
ating loss, P, S, and T compose a SRLY sub-
group under paragraph (c)(2) of this section. 
Because P, a member of the SRLY subgroup 
for the Year 3 carryover, is not also a mem-
ber of a SRLY subgroup that has net oper-
ating loss carryovers described in paragraph 
(g)(2)(ii)(A) of this section (the Year 1 net op-
erating loss), the Year 3 carryover is subject 
to a SRLY limitation in the M group. See 
paragraph (g)(4)(ii) of this section. 

(h) Effective date—(1) In general. This 
section generally applies to taxable 
years for which the due date (without 
extensions) of the consolidated return 
is after June 25, 1999. However— 

(i) In the event that paragraph (g)(1) 
of this section does not apply to a par-
ticular net operating loss carryover in 
the current group, then solely for pur-
poses of applying paragraph (c) of this 
section to determine a limitation with 
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respect to that carryover and with re-
spect to which the SRLY register (con-
solidated taxable income determined 
by reference to only the member’s or 
subgroup’s items of income, gain, de-
duction, or loss) began in a taxable 
year for which the due date of the re-
turn was on or before June 25, 1999, 
paragraph (c)(2) of this section shall be 
applied without regard to the phrase 
‘‘or for a carryover 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)’’; and 

(ii) For purposes of paragraph (g) of 
this section, only an ownership change 
to which section 382(a), as amended by 
the Tax Reform Act of 1986, applies 
shall constitute a section 382 event. 

(2) SRLY limitation. Except in the case 
of those members (including members 
of a SRLY subgroup) described in para-
graph (h)(3) of this section, a group 
does not take into account a consoli-
dated taxable year beginning before 
January 1, 1997, in determining the ag-
gregate of the consolidated taxable in-
come under paragraph (c)(1) of this sec-
tion (including for purposes of § 1.1502– 
15 and § 1.1502–22(c)) for the members 
(or SRLY subgroups). 

(3) Prior retroactive election. A consoli-
dated group that applied the rules of 
§ 1.1502–21T(g)(3) in effect prior to June 
25, 1999, as contained in 26 CFR part 1 
revised April 1, 1999, to all consolidated 
return years ending on or after Janu-
ary 29, 1991, and beginning before Janu-
ary 1, 1997, does not take into account 
a consolidated taxable year beginning 
before January 29, 1991, in determining 
the aggregate of the consolidated tax-
able income under paragraph (c)(1) of 
this section (including for purposes of 
§ 1.1502–15 and § 1.1502–22(c)) for the 
members (or SRLY subgroups). 

(4) Offspring rule. Paragraph 
(b)(2)(ii)(B) of this section applies to 
net operating losses arising in taxable 
years ending on or after June 25, 1999. 

(5) Waiver of carrybacks. Paragraph 
(b)(3)(ii)(B) of this section (relating to 
the waiver of carrybacks for acquired 
members) applies to acquisitions oc-
curring after June 25, 1999. 

(6) Certain prior periods. Paragraphs 
(b)(1), (b)(2)(ii)(A), (b)(2)(iv), and 
(c)(2)(vii) of this section shall apply to 

taxable years the original return for 
which the due date (without regard to 
extensions) is after March 21, 2005. 
Paragraph (b)(2)(ii)(A) of this section 
and § 1.1502–21T(b)(1), (b)(2)(iv), and 
(c)(2)(vii) as contained in 26 CFR part 1 
revised as of April 1, 2004, shall apply 
to taxable years the original return for 
which the due date (without regard to 
extensions) is on or before March 21, 
2005, and after August 29, 2003. For tax-
able years the original return for which 
the due date (without regard to exten-
sions) is on or before August 29, 2003, 
see paragraphs (b)(1), (b)(2)(ii)(A), 
(b)(2)(iv), and (c)(2)(vii) of this section 
and § 1.1502–21T(b)(1) as contained in 26 
CFR part 1 revised as of April 1, 2003. 

(7) Prior periods. For certain taxable 
years ending on or before June 25, 1999, 
see § 1.1502–21T in effect prior to June 
25, 1999, as contained in 26 CFR part 1 
revised April 1, 1999, as applicable. 

(8) Losses treated as expired under 
§ 1.1502–35(f)(1). Paragraph (b)(3)(v) of 
this section is effective for losses treat-
ed as expired under § 1.1502–35(f) on and 
after March 10, 2006. For rules regard-
ing losses treated as expired before 
March 10, 2006, see § 1.1502–21T(h)(8) as 
contained in 26 CFR part 1 in effect on 
January 1, 2006. 

[T.D. 8823, 64 FR 36105, July 2, 1999; 64 FR 
41784, Aug. 2, 1999, as amended by T.D. 8884, 
65 FR 33759, May 25, 2000; T.D. 8997, 67 FR 
38002, May 31, 2002; T.D. 9048, 68 FR 12291, 
Mar. 14, 2003; T.D. 9089, 68 FR 52491, Sept. 4, 
2003; T.D. 9100, 68 FR 70706, Dec. 19, 2003; 69 
FR 5017, Feb. 3, 2004; T.D. 9192, 70 FR 14403, 
Mar. 22, 2005; T.D. 9254, 71 FR 13009, 13018, 
Mar. 14, 2006] 

§ 1.1502–21T Net operating losses (tem-
porary). 

(a) through (b)(2)(v) [Reserved]. For 
further guidance, see § 1.1502–21(a) 
through (b)(2)(v). 

(3) Special rules—(i) Election to relin-
quish carryback. A group may make an 
irrevocable election under section 
172(b)(3) to relinquish the entire 
carryback period with respect to a 
CNOL for any consolidated return year. 
Except as provided in paragraph 
(b)(3)(ii)(B) of this section, the election 
may not be made separately for any 
member (whether or not it remains a 
member), and must be made in a sepa-
rate statement entitled ‘‘THIS IS AN 
ELECTION UNDER § 1.1502–21(b)(3)(i) 

VerDate Aug<31>2005 14:44 Apr 26, 2006 Jkt 208094 PO 00000 Frm 00420 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



411 

Internal Revenue Service, Treasury § 1.1502–21T 

TO WAIVE THE ENTIRE CARRYBACK 
PERIOD PURSUANT TO SECTION 
172(b)(3) FOR THE [insert consolidated 
return year] CNOLs OF THE CONSOLI-
DATED GROUP OF WHICH [insert 
name and employer identification 
number of common parent] IS THE 
COMMON PARENT’’. The statement 
must be filed with the group’s income 
tax return for the consolidated return 
year in which the loss arises. If the 
consolidated return year in which the 
loss arises begins before January 1, 
2003, the statement making the elec-
tion must be signed by the common 
parent. If the consolidated return year 
in which the loss arises begins after 
December 31, 2002, the election may be 
made in an unsigned statement. 

(b)(3)(ii) through (b)(3)(ii)(A) [Re-
served]. For further guidance, see 
§ 1.1502–21 (b)(3)(ii) through (b)(3)(ii)(A). 

(B) Acquisition of member from another 
consolidated group. If one or more mem-
bers of a consolidated group becomes a 
member of another consolidated group, 
the acquiring group may make an ir-
revocable election to relinquish, with 
respect to all consolidated net oper-
ating losses attributable to the mem-
ber, the portion of the carryback pe-
riod for which the corporation was a 
member of another group, provided 
that any other corporation joining the 
acquiring group that was affiliated 
with the member immediately before it 
joined the acquiring group is also in-
cluded in the waiver. This election is 
not a yearly election and applies to all 
losses that would otherwise be subject 
to a carryback to a former group under 
section 172. The election must be made 
in a separate statement entitled ‘‘THIS 
IS AN ELECTION UNDER § 1.1502– 
21(b)(3)(ii)(B)(2) TO WAIVE THE PRE- 
[insert first taxable year for which the 
member (or members) was not a mem-
ber of another group] CARRYBACK 
PERIOD FOR THE CNOLs attributable 
to [insert names and employer identi-
fication number of members].’’ The 
statement must be filed with the ac-
quiring consolidated group’s original 
income tax return for the year the cor-
poration (or corporations) became a 
member. If the year in which the cor-
poration (or corporations) became a 
member begins before January 1, 2003, 
the statement must be signed by the 

common parent and each of the mem-
bers to which it applies. If the year in 
which the corporation (or corporations) 
became a member begins after Decem-
ber 31, 2002, the election may be made 
in an unsigned statement. 

(C) Partial waiver of carryback period 
for 2001 and 2002 losses—(1) Application. 
The acquiring group may make the 
elections described in paragraphs 
(b)(3)(ii)(C)(2) and (3) of this section 
with respect to an acquired member or 
members only if it did not file a valid 
election described in § 1.1502– 
21(b)(3)(ii)(B) with respect to such ac-
quired member or members on or be-
fore May 31, 2002. 

(2) Partial waiver of entire pre-acquisi-
tion carryback period. If one or more 
members of a consolidated group be-
come members of another consolidated 
group after June 25, 1999, then, with re-
spect to all consolidated net operating 
losses attributable to the member for 
the taxable year ending during either 
2001 or 2002, or both, the acquiring 
group may make an irrevocable elec-
tion to relinquish the portion of the 
carryback period for such losses for 
which the corporation was a member of 
another group, provided that any other 
corporation joining the acquiring 
group that was affiliated with the 
member immediately before it joined 
the acquiring group is also included in 
the waiver and that the conditions of 
this paragraph are satisfied. The ac-
quiring group cannot make the elec-
tion described in this paragraph with 
respect to any consolidated net oper-
ating losses arising in a particular tax-
able year if any carryback is claimed, 
as provided in paragraph (b)(3)(ii)(C)(4) 
of this section, with respect to any 
such losses on a return or other filing 
by a group of which the acquired mem-
ber was previously a member and such 
claim is filed on or before the date the 
election described in this paragraph is 
filed. The election must be made in a 
separate statement entitled ‘‘THIS IS 
AN ELECTION UNDER SECTION 
1.1502–21T (b)(3)(ii)(C)(2) TO WAIVE 
THE PRE-[insert first day of the first 
taxable year for which the member (or 
members) was a member of the acquir-
ing group] CARRYBACK PERIOD FOR 
THE CNOLS ATTRIBUTABLE TO THE 
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[insert taxable year of losses] TAX-
ABLE YEAR(S) OF [insert names and 
employer identification numbers of 
members].’’ Such statement must be 
filed as provided in paragraph 
(b)(3)(ii)(C)(5) of this section. 

(3) Partial waiver of pre-acquisition ex-
tended carryback period. If one or more 
members of a consolidated group be-
come members of another consolidated 
group, then, with respect to all consoli-
dated net operating losses attributable 
to the member for the taxable year 
ending during either 2001 or 2002, or 
both, the acquiring group may make an 
irrevocable election to relinquish the 
portion of the carryback period for 
such losses for which the corporation 
was a member of another group to the 
extent that such carryback period in-
cludes one or more taxable years that 
are prior to the taxable year that is 2 
taxable years preceding the taxable 
year of the loss, provided that any 
other corporation joining the acquiring 
group that was affiliated with the 
member immediately before it joined 
the acquiring group is also included in 
the waiver and that the conditions of 
this paragraph are satisfied. The ac-
quiring group cannot make the elec-
tion described in this paragraph with 
respect to any consolidated net oper-
ating losses arising in a particular tax-
able year if a carryback to one or more 
taxable years that are prior to the tax-
able year that is 2 taxable years pre-
ceding the taxable year of the loss is 
claimed, as provided in paragraph 
(b)(3)(ii)(C)(4) of this section, with re-
spect to any such losses on a return or 
other filing by a group of which the ac-
quired member was previously a mem-
ber and such claim is filed on or before 
the date the election described in this 
paragraph is filed. The election must 
be made in a separate statement enti-
tled ‘‘THIS IS AN ELECTION UNDER 
SECTION 1.1502–21T (b)(3)(ii)(C)(3) TO 
WAIVE THE PRE-[insert first day of 
the first taxable year for which the 
member (or members) was a member of 
the acquiring group] EXTENDED 
CARRYBACK PERIOD FOR THE 
CNOLS ATTRIBUTABLE TO THE [in-
sert taxable year of losses] TAXABLE 
YEAR(S) OF [insert names and em-
ployer identification numbers of mem-
bers].’’ Such statement must be filed as 

provided in paragraph (b)(3)(ii)(C)(5) of 
this section. 

(4) Claim for a carryback. For purposes 
of paragraphs (b)(3)(ii)(C)(2) and (3) of 
this section, a carryback is claimed 
with respect to a consolidated net oper-
ating loss if there is a claim for refund, 
an amended return, an application for 
a tentative carryback adjustment, or 
any other filing that claims the benefit 
of the net operating loss in a taxable 
year prior to the taxable year of the 
loss, whether or not subsequently re-
voked in favor of a claim based on a 5- 
year carryback period. 

(5) Time and manner for filing state-
ment. A statement described in para-
graph (b)(3)(ii)(C)(2) or (3) of this sec-
tion that relates to consolidated net 
operating losses attributable to a tax-
able year ending during 2001 must be 
filed with the acquiring consolidated 
group’s timely filed (including exten-
sions) original or amended return for 
the taxable year ending during 2001, 
provided that such original or amended 
return is filed on or before October 31, 
2002. A statement described in para-
graph (b)(3)(ii)(C)(2) or (3) of this sec-
tion that relates to consolidated net 
operating losses attributable to a tax-
able year ending during 2002 must be 
filed with the acquiring consolidated 
group’s timely filed (including exten-
sions) original or amended return for 
the taxable year ending during 2001 or 
2002, provided that such original or 
amended return is filed on or before 
September 15, 2003. 

(b)(3)(iii) and (b)(3)(iv) [Reserved]. 
For further guidance, see § 1.1502– 
21(b)(3)(iii) and (b)(3)(iv). 

(c)(1) through (h)(7) [Reserved]. For 
further guidance, see § 1.1502–21(c)(1) 
through (h)(7). 

[T.D. 9048, 68 FR 12291, Mar. 14, 2003; 68 FR 
16430, Apr. 4, 2003; T.D. 9089, 68 FR 52491, 
Sept. 4, 2003; T.D. 9100, 68 FR 70706, Dec. 19, 
2003; 69 FR 5017, Feb. 3, 2004; T.D. 9192, 70 FR 
14404, Mar. 22, 2005; T.D. 9254, 71 FR 13009, 
Mar. 14, 2006] 

§ 1.1502–22 Consolidated capital gain 
and loss. 

(a) Capital gain. The determinations 
under section 1222, including capital 
gain net income, net long-term capital 
gain, and net capital gain, with respect 
to members during consolidated return 
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years are not made separately. Instead, 
consolidated amounts are determined 
for the group as a whole. The consoli-
dated capital gain net income for any 
consolidated return year is determined 
by reference to— 

(1) The aggregate gains and losses of 
members from sales or exchanges of 
capital assets for the year (other than 
gains and losses to which section 1231 
applies); 

(2) The consolidated net section 1231 
gain for the year (determined under 
§ 1.1502–23); and 

(3) The net capital loss carryovers or 
carrybacks to the year. 

(b) Net capital loss carryovers and 
carrybacks—(1) In general. The deter-
minations under section 1222, including 
net capital loss and net short-term cap-
ital loss, with respect to members dur-
ing consolidated return years are not 
made separately. Instead, consolidated 
amounts are determined for the group 
as a whole. Losses included in the con-
solidated net capital loss may be car-
ried to consolidated return years, and, 
after apportionment, may be carried to 
separate return years. The net capital 
loss carryovers and carrybacks consist 
of— 

(i) Any consolidated net capital 
losses of the group; and 

(ii) Any net capital losses of the 
members arising in separate return 
years. 

(2) Carryovers and carrybacks gen-
erally. The net capital loss carryovers 
and carrybacks to a taxable year are 
determined under the principles of sec-
tion 1212 and this section. Thus, losses 
permitted to be absorbed in a consoli-
dated return year generally are ab-
sorbed in the order of the taxable years 
in which they were sustained, and 
losses carried from taxable years end-
ing on the same date, and which are 
available to offset consolidated capital 
gain net income, generally are ab-
sorbed on a pro rata basis. Additional 
rules provided under the Internal Rev-
enue Code or regulations also apply, as 
well as the SRLY limitation under 
paragraph (c) of this section. See, e.g., 
section 382(l)(2)(B). 

(3) Carryovers and carrybacks of con-
solidated net capital losses to separate re-
turn years. If any consolidated net cap-
ital loss that is attributable to a mem-

ber may be carried to a separate return 
year under the principles of § 1.1502– 
21(b)(2), the amount of the consolidated 
net capital loss that is attributable to 
the member is apportioned and carried 
to the separate return year (appor-
tioned loss). 

(4) Special rules—(i) Short years in con-
nection with transactions to which section 
381(a) applies. If a member distributes 
or transfers assets to a corporation 
that is a member immediately after 
the distribution or transfer in a trans-
action to which section 381(a) applies, 
the transaction does not cause the dis-
tributor or transferor to have a short 
year within the consolidated return 
year of the group in which the trans-
action occurred that is counted as a 
separate year for purposes of deter-
mining the years to which a net capital 
loss may be carried. 

(ii) Special status losses. [Reserved] 
(c) Limitations on net capital loss 

carryovers and carrybacks from separate 
return limitation years. The aggregate of 
the net capital losses of a member aris-
ing (or treated as arising) in SRLYs 
that are included in the determination 
of consolidated capital gain net income 
for all consolidated return years of the 
group under paragraph (a) of this sec-
tion may not exceed the aggregate of 
the consolidated capital gain net in-
come for all consolidated return years 
of the group determined by reference to 
only the member’s items of gain and 
loss from capital assets as defined in 
section 1221 and trade or business as-
sets defined in section 1231(b), includ-
ing the member’s losses actually ab-
sorbed by the group in the taxable year 
(whether or not absorbed by the mem-
ber). The principles of § 1.1502–21(c) (in-
cluding the SRLY subgroup principles 
under § 1.1502–21(c)(2)) apply with appro-
priate adjustments for purposes of ap-
plying this paragraph (c). 

(d) Coordination with respect to consoli-
dated return change of ownership limita-
tion occurring in consolidated return 
years beginning before January 1, 1997. If 
a consolidated return change of owner-
ship occurred before January 1, 1997, 
the principles of § 1.1502–22A(d) apply to 
determine the amount of the aggregate 
of the net capital loss attributable to 
old members of the group (as those 
terms are defined in § 1.1502–1(g)), that 
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may be included in the net capital loss 
carryover under paragraph (b) of this 
section. For this purpose, § 1.1502–1(g) is 
applied by treating that date as the 
end of the year of change. 

(e) Consolidated net capital loss. Any 
excess of losses over gains, as deter-
mined under paragraph (a) of this sec-
tion (without regard to any carryovers 
or carrybacks), is also referred to as 
the consolidated net capital loss. 

(f) Predecessors and successors. For 
purposes of this section, the principles 
of § 1.1502–21(f) apply with appropriate 
adjustments. 

(g) Overlap with section 383—(1) Gen-
eral rule. The limitation provided in 
paragraph (c) of this section does not 
apply to net capital loss carryovers 
((other than a hypothetical carryover 
like those described in § 1.1502– 
21(c)(1)(i)(D) and a carryover like those 
described in § 1.1502–21(c)(1)(ii)) when 
the application of paragraph (c) of this 
section results in an overlap with the 
application of section 383. For a similar 
rule applying in the case of net capital 
loss carryovers like those described in 
§§ 1.1502–21(c)(1)(i)(D) and (c)(1)(ii), see 
§ 1.1502–15(g). 

(2) Definitions—(i) Generally. For pur-
poses of this paragraph (g), the defini-
tions and nomenclature contained in 
sections 382 and 383, the regulations 
thereunder, and §§ 1.1502–90 through 
1.1502–99 apply. 

(ii) Overlap. (A) An overlap of the ap-
plication of paragraph (c) of this sec-
tion and the application of section 383 
with respect to a net capital loss carry-
over occurs if a corporation becomes a 
member of the consolidated group (the 
SRLY event) within six months of the 
change date of an ownership change 
giving rise to a section 382 limitation 
with respect to that carryover (the sec-
tion 383 event). 

(B) If an overlap described in para-
graph (g)(2)(ii)(A) of this section occurs 
with respect to net capital loss 
carryovers of a corporation whose 
SRLY event occurs within the six 
month period beginning on the date of 
a section 383 event, then an overlap is 
treated as also occurring with respect 
to that corporation’s net capital loss 
carryover that arises within the period 
beginning with the section 383 event 
and ending with the SRLY event. 

(C) For special rules in the event that 
there is a SRLY subgroup and/or a loss 
subgroup as defined in § 1.1502–91(d)(1) 
with respect to a carryover, see para-
graph (g)(4) of this section. 

(3) Operating rules—(i) Section 383 
event before SRLY event. If a SRLY 
event occurs on the same date as a sec-
tion 383 event or within the six month 
period beginning on the date of the sec-
tion 383 event, paragraph (g)(1) of this 
section applies beginning with the tax 
year that includes the SRLY event. 

(ii) SRLY event before section 383 event. 
If a section 383 event occurs within the 
period beginning the day after the 
SRLY event and ending six months 
after the SRLY event, paragraph (g)(1) 
of this section applies starting with the 
first tax year that begins after the sec-
tion 383 event. 

(4) Subgroup rules. In general, in the 
case of a net capital loss carryover for 
which there is a SRLY subgroup and a 
loss subgroup (as defined in § 1.1502– 
91(d)(1)), the principles of this para-
graph (g) apply to the SRLY subgroup, 
and not separately to its members. 
However, paragraph (g)(1) of this sec-
tion applies— 

(i) With respect to a carryover de-
scribed in paragraph (g)(2)(ii)(A) of this 
section only if— 

(A) All members of the SRLY sub-
group with respect to that carryover 
are also included in a loss subgroup 
with respect to that carryover; and 

(B) All members of a loss subgroup 
with respect to that carryover are also 
members of a SRLY subgroup with re-
spect to that carryover; and 

(ii) With respect to a carryover de-
scribed in paragraph (g)(2)(ii)(B) of this 
section only if all members of the 
SRLY subgroup for that carryover are 
also members of a SRLY subgroup that 
has net capital loss carryovers de-
scribed in paragraph (g)(2)(ii)(A) of this 
section that are subject to the overlap 
rule of paragraph (g)(1) of this section. 

(h) Effective date—(1) In general. This 
section generally applies to taxable 
years for which the due date (without 
extensions) of the consolidated return 
is after June 25, 1999. However— 

(i) In the event that paragraph (g)(1) 
of this section does not apply to a par-
ticular net capital loss carryover in the 
current group, then solely for purposes 

VerDate Aug<31>2005 14:44 Apr 26, 2006 Jkt 208094 PO 00000 Frm 00424 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



415 

Internal Revenue Service, Treasury § 1.1502–24 

of applying paragraph (c) of this sec-
tion to determine a limitation with re-
spect to that carryover and with re-
spect to which the SRLY register (con-
solidated taxable income determined 
by reference to only the member’s or 
subgroup’s items of income, gain, de-
duction, or loss) began in a taxable 
year for which the due date of the re-
turn was on or before June 25, 1999, the 
principles of § 1.1502–21(c)(2) shall be ap-
plied without regard to the phrase ‘‘or 
for a carryover that was subject to the 
overlap rule described in paragraph (g) 
of this section or § 1.1502–15(g) with re-
spect to another group (the former 
group)’’; and 

(ii) For purposes of paragraph (g) of 
this section, only an ownership change 
to which section 383, as amended by the 
Tax Reform Act of 1986, applies and 
which results in a section 382 limita-
tion shall constitute a section 383 
event. 

(2) Prior periods. For certain taxable 
years ending on or before June 25, 1999, 
see § 1.1502–22T in effect prior to June 
25, 1999, as contained in 26 CFR part 1 
revised April 1, 1999, as applicable. 

[T.D. 8823, 64 FR 36114, July 2, 1999] 

§ 1.1502–23 Consolidated net section 
1231 gain or loss. 

(a) In general. Net section 1231 gains 
and losses of members arising during 
consolidated return years are not de-
termined separately. Instead, the con-
solidated net section 1231 gain or loss is 
determined under this section for the 
group as a whole. 

(b) Example. The following example 
illustrates the provisions of this sec-
tion: 

Example. Use of SRLY registers with net gains 
and net losses under section 1231. (i) In Year 1, 
T sustains a $20 net capital loss. At the be-
ginning of Year 2, T becomes a member of 
the P group. T’s capital loss carryover from 
Year 1 is subject to SRLY limits under 
§ 1.1502–22(c). The members of the P group 
contribute the following to the consolidated 
taxable income for Year 2 (computed without 
regard to T’s net capital loss carryover 
under § 1.1502–22): 

P T 

Year 1 (SRLY) 

Ordinary ..................................................... ............ ............
Capital ........................................................ ............ (20) 

P T 

Year 2 

Ordinary ..................................................... 10 20 
Capital ........................................................ 70 0 
§ 1231 ........................................................ (60) 30 

(ii) Under section 1231, if the section 1231 
losses for any taxable year exceed the sec-
tion 1231 gains for such taxable year, such 
gains and losses are treated as ordinary 
gains or losses. Because the P group’s sec-
tion 1231 losses, $(60), exceed the section 1231 
gains, $30, the P group’s net loss is treated as 
an ordinary loss. T’s net section 1231 gain 
has the same character as the P group’s con-
solidated net section 1231 loss, so T’s $30 of 
section 1231 income is treated as ordinary in-
come for purposes of applying § 1.1502–22(c). 
Under § 1.1502–22(c), the group’s consolidated 
net capital gain determined by reference 
only to T’s items is $0. None of T’s capital 
loss carryover from Year 1 may be taken 
into account in Year 2. 

(c) Recapture of ordinary loss. [Re-
served] 

(d) Effective date—(1) In general. This 
section applies to gains and losses aris-
ing in the determination of consoli-
dated net section 1231 gain or loss for 
taxable years for which the due date 
(without extensions) of the consoli-
dated return is after June 25, 1999. 

(2) Application to prior periods. See 
§ 1.1502–21(h)(3) for rules applicable to 
groups that applied the rules of this 
section to consolidated return years 
ending on or after January 29, 1991, and 
beginning before January 1, 1997. 

[T.D. 8823, 64 FR 36115, July 2, 1999; 64 FR 
41784, Aug. 2, 1999] 

§ 1.1502–24 Consolidated charitable 
contributions deduction. 

(a) Determination of amount of consoli-
dated charitable contributions deduction. 
The deduction allowed by section 170 
for the taxable year shall be the lesser 
of: 

(1) The aggregate deductions of the 
members of the group allowable under 
section 170 (determined without regard 
to section 170(b)(2)), plus the consoli-
dated charitable contribution 
carryovers to such year, or 

(2) Five percent of the adjusted con-
solidated taxable income as determined 
under paragraph (c) of this section. 

(b) Carryover of excess charitable con-
tributions. The consolidated charitable 
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contribution carryovers to any consoli-
dated return year shall consist of any 
excess consolidated charitable con-
tributions of the group, plus any excess 
charitable contributions of members of 
the group arising in separate return 
years of such members, which may be 
carried over to the taxable year under 
the principles of section 170(b) (2) and 
(3). However, such consolidated 
carryovers shall not include any excess 
charitable contributions apportioned 
to a corporation for a separate return 
year pursuant to paragraph (e) of 
§ 1.1502–79. 

(c) Adjusted consolidated taxable in-
come. For purposes of this section, the 
adjusted consolidated taxable income 
of the group for any consolidated re-
turn year shall be the consolidated tax-
able income computed without regard 
to this section, section 242, section 
243(a) (2) and (3), § 1.1502–25, § 1.1502–26, 
and § 1.1502–27, and without regard to 
any consolidated net operating or net 
capital loss carrybacks to such year. 

[T.D. 6894, 31 FR 11794, Sept. 8, 1966] 

§ 1.1502–26 Consolidated dividends re-
ceived deduction. 

(a) In general. (1) The consolidated 
dividends received deduction for the 
taxable year shall be the lesser of: 

(i) The aggregate of the deduction of 
the members of the group allowable 
under sections 243(a)(1), 244(a), and 245 
(computed without regard to the limi-
tations provided in section 246(b)), or 

(ii) 85 percent of the consolidated 
taxable income computed without re-
gard to the consolidated net operating 
loss deduction, consolidated section 247 
deduction, the consolidated dividends 
received deduction, and any consoli-
dated net capital loss carryback to the 
taxable year. 
Subdivision (ii) of this subparagraph 
shall not apply for any consolidated re-
turn year for which there is a consoli-
dated net operating loss. (See § § 1.1502– 
21(e) or 1.1502–21A(f), as appropriate for 
the definition of a consolidated net op-
erating loss.) 

(2) If any member computes a deduc-
tion under section 593(b)(2) for a tax-
able year beginning after July 11, 1969, 
and ending before August 30, 1975, the 
deduction otherwise computed under 
this section shall be reduced by an 

amount determined by multiplying the 
deduction (determined without regard 
to this sentence and without regard to 
dividends received by the common par-
ent if such parent does not use the per-
centage of income method provided by 
section 593(b)(2)) by the applicable per-
centage of the member with the high-
est applicable percentage (determined 
under subparagraphs (A) and (B) of sec-
tion 593(b)(2)). 

(3) For taxable years ending on or 
after August 30, 1975, the deduction 
otherwise computed under this section 
shall be reduced by the sum of the 
amounts determined under paragraph 
(a)(4) of this section for each member 
that is a thrift institution that com-
putes a deduction under section 
593(b)(2). 

(4) For each thrift institution, the 
amount determined under this subpara-
graph is the product of: 

(i) The portion of the deduction de-
termined with regard to the sum of the 
dividends received by: (A) The thrift 
institution, and (B) any member in 
which that thrift institution owns, di-
rectly and with the application of para-
graph (a)(5) of this section, 5 percent or 
more of the stock on any day during 
the consolidated return year, and 

(ii) The thrift institution’s applicable 
percentage determined under subpara-
graphs (A) and (B) of section 593(b)(2). 

For purposes of this subparagraph, 
dividends allocated to a thrift institu-
tion under § 1.596–1(c) shall be consid-
ered received by the thrift institution. 

(5) For purposes of paragraph (a)(4)(i) 
of this section, a member owning stock 
of another member (the ‘‘second mem-
ber’’) shall be considered as owning its 
proportionate share of any stock of a 
member owned by the second member. 
Stock considered as being owned by 
reason of the preceding sentence shall, 
for purposes of applying that sentence, 
be treated as actually owned. The pro-
portionate share of stock in a member 
owned by another member is the pro-
portion which the value of the stock so 
owned bears to the value of all the out-
standing stock in the member. For pur-
poses of this paragraph the term 
‘‘stock’’ includes nonvoting stock 
which is limited and preferred as to 
dividends. 
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(6) For purposes of paragraph (a)(4)(i) 
of this section, if two or more thrift in-
stitutions that are both members of 
the group each owns 5 percent or more 
of the same member’s stock, the mem-
ber’s stock will be considered to be 
owned only by the thrift institution 
with the highest applicable percentage. 

(b) Intercompany dividends. The de-
duction determined under paragraph 
(a) of this section is determined with-
out taking into account intercompany 
dividends to the extent that, under 
§ 1.1502–13(f)(2), they are not included in 
gross income. See § 1.1502–13 for addi-
tional rules relating to intercompany 
dividends. 

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

Example (1). Corporations P, S, and S–1 
filed a consolidated return for the calendar 
year 1966 showing consolidated taxable in-
come of $100,000 (determined without regard 
to the consolidated net operating loss deduc-
tion, consolidated dividends received deduc-
tion, and the consolidated section 247 deduc-
tion). Such corporations received dividends 
during such year from nonmember domestic 
corporations as follows: 

Dividends 

Corporation: 
P ................................................................... $6,000 
S ................................................................... 10,000 
S–1 ............................................................... 34,000 

Total ....................................................... 50,000 

The dividends received deduction allowable 
to each member under section 243(a)(1) (com-
puted without regard to the limitation in 
section 246(b)) is as follows: P has $5,100 (85 
percent of $6,000), S has $8,500 (85 percent of 
$10,000), and S–1 has $28,900 (85 percent of 
$34,000), or a total of $42,500. Since $42,500 is 
less than $85,000 (85 percent of $100,000), the 
consolidated dividends received deduction is 
$42,500. 

Example (2). Assume the same facts as in 
example (1) except that consolidated taxable 
income (computed without regard to the con-
solidated net operating loss deduction, con-
solidated dividends received deduction, and 
the consolidated section 247 deduction) was 
$40,000. The aggregate of the dividends re-
ceived deductions, $42,500, computed without 
regard to section 246(b), results in a consoli-
dated net operating loss of $2,500. See section 
172(d)(6). Therefore, paragraph (a)(2) of this 

section does not apply and the consolidated 
dividends received deduction is $42,500. 

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as 
amended by T.D. 7631, 44 FR 40497, July 11, 
1979; T.D. 8597, 60 FR 36710, July 18, 1995; T.D. 
8677, 61 FR 33323, June 27, 1996; T.D. 8823, 64 
FR 36099, July 2, 1999] 

§ 1.1502–27 Consolidated section 247 
deduction. 

(a) Amount of deduction. The consoli-
dated section 247 deduction for the tax-
able year shall be an amount computed 
as follows: 

(1) First, determine the amount 
which is the lesser of: 

(i) The aggregate of the dividends 
paid (within the meaning of section 
247(a)) during such year by members of 
the group which are public utilities 
(within the meaning of section 
247(b)(1)) on preferred stock (within the 
meaning of section 247(b)(2)), other 
than dividends paid to other members 
of the group, or 

(ii) The aggregate of the taxable in-
come (or loss) (as determined under 
paragraph (b) of this section) of each 
such member which is a public utility. 

(2) Then, multiply the amount deter-
mined under subparagraph (1) of this 
paragraph by the fraction specified in 
section 247(a)(2). 

(b) Computation of taxable income. For 
purposes of paragraph (a)(1)(ii) of this 
section, the taxable income (or loss) of 
a member of the group described in 
paragraph (a)(1)(i) shall be determined 
under § 1.1502–12, adjusted for the fol-
lowing items taken into account in the 
computation of consolidated taxable 
income: 

(1) The portion of the consolidated 
net operating loss deduction, the con-
solidated charitable contributions de-
duction, and the consolidated dividends 
received deduction, attributable to 
such member; 

(2) Such member’s 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 at-
tributable to such member); 

(3) Such member’s net capital loss 
and section 1231 net loss, reduced by 
the portion of the consolidated net cap-
ital loss attributable to such member; 
and 
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(4) The portion of any consolidated 
net capital loss carryover or carryback 
attributable to such member which is 
absorbed in the taxable year. 

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as 
amended by T.D. 7728, 45 FR 72650, Nov. 3, 
1980] 

§ 1.1502–28 Consolidated section 108. 
(a) In general. This section sets forth 

rules for the application of section 
108(a) and the reduction of tax at-
tributes pursuant to section 108(b) 
when a member of the group realizes 
discharge of indebtedness income that 
is excluded from gross income under 
section 108(a) (excluded COD income). 

(1) Application of section 108(a). Sec-
tion 108(a)(1)(A) and (B) is applied sepa-
rately to each member that realizes ex-
cluded COD income. Therefore, the lim-
itation of section 108(a)(3) on the 
amount of discharge of indebtedness in-
come that is treated as excluded COD 
income is determined based on the as-
sets (including stock and securities of 
other members) and liabilities (includ-
ing liabilities to other members) of 
only the member that realizes excluded 
COD income. 

(2) Reduction of tax attributes attrib-
utable to the debtor—(i) In general. With 
respect to a member that realizes ex-
cluded COD income in a taxable year, 
the tax attributes attributable to that 
member (and its direct and indirect 
subsidiaries to the extent required by 
section 1017(b)(3)(D) and paragraph 
(a)(3) of this section), including basis of 
assets and losses and credits arising in 
separate return limitation years, shall 
be reduced as provided in sections 108 
and 1017 and this section. Basis of sub-
sidiary stock, however, shall not be re-
duced below zero pursuant to para-
graph (a)(2) of this section (including 
when subsidiary stock is treated as de-
preciable property under section 
1017(b)(3)(D) when there is an election 
under section 108(b)(5)). 

(ii) Consolidated tax attributes attrib-
utable to a member. For purposes of this 
section, the amount of a consolidated 
tax attribute (e.g., a consolidated net 
operating loss) that is attributable to a 
member shall be determined pursuant 
to the principles of § 1.1502–21(b)(2)(iv). 
In addition, if the member is a member 
of a separate return limitation year 

subgroup, the amount of a tax at-
tribute that arose in a separate return 
limitation year that is attributable to 
that member shall also be determined 
pursuant to the principles of § 1.1502– 
21(b)(2)(iv). 

(3) Look-through rules—(i) Priority of 
section 1017(b)(3)(D). If a member treats 
stock of a subsidiary as depreciable 
property pursuant to section 
1017(b)(3)(D), the basis of the depre-
ciable property of such subsidiary shall 
be reduced pursuant to section 
1017(b)(3)(D) prior to the application of 
paragraph (a)(3)(ii) of this section. 

(ii) Application of additional look- 
through rule. If the basis of stock of a 
corporation (the lower-tier member) 
that is owned by another corporation 
(the higher-tier member) is reduced 
pursuant to sections 108 and 1017 and 
paragraph (a)(2) of this section (but not 
as a result of treating subsidiary stock 
as depreciable property pursuant to 
section 1017(b)(3)(D)), and both of such 
corporations are members of the same 
consolidated group on the last day of 
the higher-tier member’s taxable year 
that includes the date on which the ex-
cluded COD income is realized or the 
first day of the higher-tier member’s 
taxable year that follows the taxable 
year that includes the date on which 
the excluded COD income is realized, 
solely for purposes of sections 108 and 
1017 and this section other than para-
graphs (a)(4) and (b)(1) of this section, 
the lower-tier member shall be treated 
as realizing excluded COD income on 
the last day of the taxable year of the 
higher-tier member that includes the 
date on which the higher-tier member 
realized the excluded COD income. The 
amount of such excluded COD income 
shall be the amount of such basis re-
duction. Accordingly, the tax at-
tributes attributable to such lower-tier 
member shall be reduced as provided in 
sections 108 and 1017 and this section. 
To the extent that the excluded COD 
income realized by the lower-tier mem-
ber pursuant to this paragraph (a)(3) 
does not reduce a tax attribute attrib-
utable to the lower-tier member, such 
excluded COD income shall not be ap-
plied to reduce tax attributes attrib-
utable to any member under paragraph 
(a)(4) of this section and shall not 
cause an excess loss account to be 
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taken into account under § 1.1502– 
19(b)(1) and (c)(1)(iii)(B). 

(4) Reduction of certain tax attributes 
attributable to other members. To the ex-
tent that, pursuant to paragraph (a)(2) 
of this section, the excluded COD in-
come is not applied to reduce the tax 
attributes attributable to the member 
that realizes the excluded COD income, 
after the application of paragraph 
(a)(3) of this section, such amount shall 
be applied to reduce the remaining con-
solidated tax attributes of the group, 
other than consolidated tax attributes 
to which a SRLY limitation applies, as 
provided in section 108 and this section. 
Such amount also shall be applied to 
reduce the tax attributes attributable 
to members that arose (or are treated 
as arising) in a separate return limita-
tion year to the extent that the mem-
ber that realizes excluded COD income 
is a member of the separate return lim-
itation year subgroup with respect to 
such attribute if a SRLY limitation ap-
plies to the use of such attribute. In 
addition, such amount shall be applied 
to reduce the tax attributes attrib-
utable to members that arose in a sepa-
rate return year or that arose (or are 
treated as arising) in a separate return 
limitation year if no SRLY limitation 
applies to the use of such attribute. 
The reduction of each tax attribute 
pursuant to the three preceding sen-
tences shall be made in the order pre-
scribed in section 108(b)(2) and pursu-
ant to the principles of § 1.1502–21(b)(1). 
Except as otherwise provided in this 
paragraph (a)(4), a tax attribute that 
arose in a separate return year or that 
arose (or is treated as arising) in a sep-
arate return limitation year is not sub-
ject to reduction pursuant to this para-
graph (a)(4). Basis in assets is not sub-
ject to reduction pursuant to this para-
graph (a)(4). Finally, to the extent that 
the realization of excluded COD income 
by a member pursuant to paragraph 
(a)(3) does not reduce a tax attribute 
attributable to such lower-tier mem-
ber, such excess shall not be applied to 
reduce tax attributes attributable to 
any member pursuant to this para-
graph (a)(4). 

(b) Special rules—(1) Multiple debtor 
members—(i) Reduction of tax attributes 
attributable to debtor members prior to re-
duction of consolidated tax attributes. If 

in a single taxable year multiple mem-
bers realize excluded COD income, 
paragraphs (a)(2) and (3) of this section 
shall apply with respect to the ex-
cluded COD income of each such mem-
ber before the application of paragraph 
(a)(4) of this section. 

(ii) Reduction of higher-tier debtor’s tax 
attributes. If in a single taxable year 
multiple members realize excluded 
COD income and one such member is a 
higher-tier member of another such 
member, paragraphs (a)(2) and (3) of 
this section shall be applied with re-
spect to the excluded COD income of 
the higher-tier member before such 
paragraphs are applied to the excluded 
COD income of the other such member. 
In applying the rules of paragraph 
(a)(2) and (3) of this section with re-
spect to the excluded COD income of 
the higher-tier member, the liabilities 
that give rise to the excluded COD in-
come of the other such member shall 
not be treated as discharged for pur-
poses of computing the limitation on 
basis reduction under section 1017(b)(2). 
A member (the first member) is a high-
er-tier member of another member (the 
second member) if the first member is 
the common parent or investment ad-
justments under § 1.1502–32 with respect 
to the stock of the second member 
would affect investment adjustments 
with respect to the stock of the first 
member. 

(iii) Reduction of additional tax at-
tributes. If more than one member real-
izes excluded COD income that has not 
been applied to reduce a tax attribute 
attributable to such member (the re-
maining COD amount) and the remain-
ing tax attributes available for reduc-
tion under paragraph (a)(4) of this sec-
tion are less than the aggregate of the 
remaining COD amounts, after the ap-
plication of paragraph (a)(2) of this sec-
tion, each such member’s remaining 
COD amount shall be applied on a pro 
rata basis (based on the relative re-
maining COD amounts), pursuant to 
paragraph (a)(4) of this section, to re-
duce such remaining available tax at-
tributes. 

(iv) Ownership of lower-tier member by 
multiple higher-tier members. If stock of 
a corporation is held by more than one 
higher-tier member of the group and 
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more than one such higher-tier mem-
ber reduces its basis in such stock, 
then under paragraph (a)(3) of this sec-
tion the excluded COD income result-
ing from the stock basis reductions 
shall be applied on a pro rata basis 
(based on the amount of excluded COD 
income caused by each basis reduction) 
to reduce the attributes of the corpora-
tion. 

(v) Ownership of lower-tier member by 
multiple higher-tier members in multiple 
groups. If a corporation is a member of 
one group (the first group) on the last 
day of the first group’s higher-tier 
member’s taxable year that includes 
the date on which that higher-tier 
member realizes excluded COD income 
and is a member of another group (the 
second group) on the following day and 
the first group’s higher-tier member 
and the second group’s higher-tier 
member both reduce their basis in the 
stock of such corporation pursuant to 
sections 108 and 1017 and this section, 
paragraph (a)(3) of this section shall 
first be applied in respect of the ex-
cluded COD income that results from 
the reduction of the basis of the cor-
poration’s stock owned by the first 
group’s higher-tier member and then 
shall be applied in respect of the ex-
cluded COD income that results from 
the reduction of the basis of the cor-
poration’s stock owned by the second 
group’s higher-tier member. 

(2) Election under section 108(b)(5)—(i) 
Availability of election. The group may 
make the election described in section 
108(b)(5) for any member that realizes 
excluded COD income. The election is 
made separately for each member. 
Therefore, an election may be made for 
one member that realizes excluded 
COD income (either actually or pursu-
ant to paragraph (a)(3) of this section) 
while another election, or no election, 
may be made for another member that 
realizes excluded COD income (either 
actually or pursuant to paragraph 
(a)(3) of this section). See § 1.108–4 for 
rules relating to the procedure for 
making an election under section 
108(b)(5). 

(ii) Treatment of shares with an excess 
loss account. For purposes of applying 
section 108(b)(5)(B), the basis of stock 
of a subsidiary that has an excess loss 
account shall be treated as zero. 

(3) Application of section 1017—(i) Tim-
ing of basis reduction. Basis of property 
shall be subject to reduction pursuant 
to the rules of sections 108 and 1017 and 
this section after the determination of 
the tax imposed by chapter 1 of the In-
ternal Revenue Code for the taxable 
year during which the member realizes 
excluded COD income and any prior 
years and coincident with the reduc-
tion of other attributes pursuant to 
section 108 and this section. However, 
only the basis of property held as of 
the beginning of the taxable year fol-
lowing the taxable year during which 
the excluded COD income is realized is 
subject to reduction pursuant to sec-
tions 108 and 1017 and this section. 

(ii) Limitation of section 1017(b)(2). The 
limitation of section 1017(b)(2) on the 
reduction in basis of property shall be 
applied by reference to the aggregate 
of the basis of the property held by the 
member that realizes excluded COD in-
come, not the aggregate of the basis of 
the property held by all of the mem-
bers of the group, and the liabilities of 
such member, not the aggregate liabil-
ities of all of the members of the group. 

(iii) Treatment of shares with an excess 
loss account. For purposes of applying 
section 1017(b)(2) and § 1.1017–1, the 
basis of stock of a subsidiary that has 
an excess loss account shall be treated 
as zero. 

(4) Application of section 1245. Not-
withstanding section 1017(d)(1)(B), a re-
duction of the basis of subsidiary stock 
is treated as a deduction allowed for 
depreciation only to the extent that 
the amount by which the basis of the 
subsidiary stock is reduced exceeds the 
total amount of the attributes attrib-
utable to such subsidiary that are re-
duced pursuant to the subsidiary’s con-
sent under section 1017(b)(3)(D) or as a 
result of the application of paragraph 
(a)(3)(ii) of this section. 

(5) Reduction of basis of intercompany 
obligations and former intercompany obli-
gations—(i) Intercompany obligations 
that cease to be intercompany obligations. 
If excluded COD income is realized in a 
consolidated return year in which an 
intercompany obligation becomes an 
obligation that is not an intercompany 
obligation because the debtor or the 
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creditor becomes a nonmember or be-
cause the assets of the creditor are ac-
quired by a nonmember in a trans-
action to which section 381(a) applies, 
the basis of such intercompany obliga-
tion is not available for reduction in 
respect of such excluded COD income 
pursuant to sections 108 and 1017 and 
this section. However, in such cases, 
the basis of the debt treated as new 
debt issued under § 1.1502–13(g)(3) is 
available for reduction in respect of 
such excluded COD income pursuant to 
sections 108 and 1017 and this section. 

(ii) Intercompany obligations. The re-
duction of the basis of an intercom-
pany obligation pursuant to sections 
108 and 1017 and this section shall not 
result in the satisfaction and 
reissuance of the obligation under 
§ 1.1502–13(g). Therefore, any income or 
gain (or reduction of loss or deduction) 
attributable to a reduction of the basis 
of an intercompany obligation will be 
taken into account when § 1.1502– 
13(g)(3) applies to such obligation. Fur-
thermore, § 1.1502–13(c)(6)(i) (regarding 
the treatment of intercompany items if 
corresponding items are excluded or 
nondeductible) will not apply to ex-
clude any amount of income or gain at-
tributable to a reduction of the basis of 
an intercompany obligation pursuant 
to sections 108 and 1017 and this sec-
tion. See § 1.1502–13(g)(3)(i)(A) and 
(ii)(B)(2). 

(6) Taking into account excess loss ac-
count—(i) Determination of inclusion. 
The determination of whether any por-
tion of an excess loss account in a 
share of stock of a subsidiary that real-
izes excluded COD income is required 
to be taken into account as a result of 
the application of § 1.1502–19(c)(1)(iii)(B) 
is made after the determination of the 
tax imposed by chapter 1 of the Inter-
nal Revenue Code for the year during 
which the member realizes excluded 
COD income (without regard to wheth-
er any portion of an excess loss ac-
count in a share of stock of the sub-
sidiary is required to be taken into ac-
count) and any prior years, after the 
reduction of tax attributes pursuant to 
sections 108 and 1017 and this section, 
and after the adjustment of the basis of 
the share of stock of the subsidiary 
pursuant to § 1.1502–32 to reflect the 
amount of the subsidiary’s deductions 

and losses that are absorbed in the 
computation of taxable income (or 
loss) for the year of the disposition and 
any prior years, and the excluded COD 
income applied to reduce attributes 
and the attributes reduced in respect 
thereof. See § 1.1502–11(c) for special 
rules related to the computation of tax 
that apply when an excess loss account 
is required to be taken into account. 

(ii) Timing of inclusion. To the extent 
an excess loss account in a share of 
stock of a subsidiary that realizes ex-
cluded COD income is required to be 
taken into account as a result of the 
application of § 1.1502–19(c)(1)(iii)(B), 
such amount shall be included on the 
group’s tax return for the taxable year 
that includes the date on which the 
subsidiary realizes such excluded COD 
income. 

(7) Dispositions of stock. See § 1.1502– 
11(c) for limitations on the reduction of 
tax attributes when a member disposes 
of stock of another member (including 
dispositions that result from the appli-
cation of § 1.1502–19(c)(1)(iii)(B)) during 
a taxable year in which any member 
realizes excluded COD income. 

(8) Departure of member. If the taxable 
year of a member (the departing mem-
ber) during which such member realizes 
excluded COD income ends on or prior 
to the last day of the consolidated re-
turn year and, on the first day of the 
taxable year of such member that fol-
lows the taxable year during which 
such member realizes excluded COD in-
come, such member is not a member of 
the group and does not have a suc-
cessor member (within the meaning of 
paragraph (b)(10) of this section), all 
tax attributes listed in section 108(b)(2) 
that remain after the determination of 
the tax imposed that belong to mem-
bers of the group (including the depart-
ing member and subsidiaries of the de-
parting member) shall be subject to re-
duction as provided in section 108 and 
the regulations promulgated there-
under (including § 1.108–7(c), if applica-
ble) and this section. 

(9) Intragroup reorganization—(i) In 
general. If the taxable year of a member 
during which such member realizes ex-
cluded COD income ends prior to the 
last day of the consolidated return 
year and, on the first day that follows 
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the taxable year of such member dur-
ing which such member realizes ex-
cluded COD income, such member has a 
successor member, for purposes of ap-
plying the rules of sections 108 and 1017 
and this section, notwithstanding 
§ 1.108–7, the successor member shall be 
treated as the member that realized 
the excluded COD income. Thus, all at-
tributes attributable to the successor 
member listed in section 108(b)(2) (in-
cluding attributes that were attrib-
utable to the successor member prior 
to the date such member became a suc-
cessor member) are available for reduc-
tion under paragraph (a)(2) of this sec-
tion. 

(ii) Group structure change. If a mem-
ber that realizes excluded COD income 
acquires the assets of the common par-
ent of the consolidated group in a 
transaction to which section 381(a) ap-
plies and succeeds such common parent 
under the principles of § 1.1502–75(d)(2) 
as the common parent of the consoli-
dated group, the member’s attributes 
that remain after the determination of 
tax for the group for the consolidated 
return year during which the excluded 
COD income is realized (and any prior 
years) (including attributes that were 
attributable to the former common 
parent prior to the date of the trans-
action to which section 381(a) applies) 
shall be available for reduction under 
paragraph (a)(2) of this section. 

(10) Definition of successor member. A 
successor member means a person to 
which the member that realizes ex-
cluded COD income (or a successor 
member) transfers its assets in a trans-
action to which section 381(a) applies if 
such transferee is a member of the 
group immediately after the trans-
action. 

(11) Non-application of next day rule. 
For purposes of applying the rules of 
sections 108 and 1017 and this section, 
the next day rule of § 1.1502– 
76(b)(1)(ii)(B) shall not apply to treat a 
member’s excluded COD income as re-
alized at the beginning of the day fol-
lowing the day on which such mem-
ber’s status as a member changes. 

(c) Examples. The principles of para-
graphs (a) and (b) of this section are il-
lustrated by the following examples. 
Unless otherwise indicated, no election 
under section 108(b)(5) has been made 

and the taxable year of all consolidated 
groups is the calendar year. The exam-
ples are as follows: 

Example 1. (i) Facts. P is the common par-
ent of a consolidated group that includes 
subsidiary S1. P owns 80 percent of the stock 
of S1. In Year 1, the P group sustained a $250 
consolidated net operating loss. Under the 
principles of § 1.1502–21(b)(2)(iv), of that 
amount, $125 was attributable to P and $125 
was attributable to S1. On Day 1 of Year 2, P 
acquired 100 percent of the stock of S2, and 
S2 joined the P group. As of the beginning of 
Year 2, S2 had a $50 net operating loss carry-
over from Year 1, a separate return limita-
tion year. In Year 2, the P group sustained a 
$200 consolidated net operating loss. Under 
the principles of § 1.1502–21(b)(2)(iv), of that 
amount, $90 was attributable to P, $70 was 
attributable to S1, and $40 was attributable 
to S2. In Year 3, S2 realized $200 of excluded 
COD income from the discharge of non-inter-
company indebtedness. In that same year, 
the P group sustained a $50 consolidated net 
operating loss, of which $40 was attributable 
to S1 and $10 was attributable to S2 under 
the principles of § 1.1502–21(b)(2)(iv). As of the 
beginning of Year 4, S2 had Asset A with a 
fair market value of $10. After the computa-
tion of tax imposed for Year 3 and before the 
application of sections 108 and 1017 and this 
section, Asset A had a basis of $40 and S2 had 
no liabilities. 

(ii) Analysis—(A) Reduction of tax attributes 
attributable to debtor. Pursuant to paragraph 
(a)(2) of this section, the tax attributes at-
tributable to S2 must first be reduced to 
take into account its excluded COD income 
in the amount of $200. 

(1) Reduction of net operating losses. Pursu-
ant to section 108(b)(2)(A) and paragraph (a) 
of this section, the net operating loss and 
the net operating loss carryovers attrib-
utable to S2 under the principles of § 1.1502– 
21(b)(2)(iv) are reduced in the order pre-
scribed by section 108(b)(4)(B). Accordingly, 
the consolidated net operating loss for Year 
3 is reduced by $10, the portion of the con-
solidated net operating loss attributable to 
S2, to $40. Then, again pursuant to section 
108(b)(4)(B), S2’s net operating loss carryover 
of $50 from its separate return limitation 
year is reduced to $0. Finally, the consoli-
dated net operating loss carryover from Year 
2 is reduced by $40, the portion of that con-
solidated net operating loss carryover attrib-
utable to S2, to $160. 

(2) Reduction of basis. Following the reduc-
tion of the net operating loss and the net op-
erating loss carryovers attributable to S2, S2 
reduces its basis in its assets pursuant to 
section 1017 and § 1.1017–1. Accordingly, S2 re-
duces its basis in Asset A by $40, from $40 to 
$0. 

(B) Reduction of remaining consolidated tax 
attributes. The remaining $60 of excluded COD 
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income then reduces consolidated tax at-
tributes pursuant to paragraph (a)(4) of this 
section. In particular, the remaining $40 con-
solidated net operating loss for Year 3 is re-
duced to $0. Then, the consolidated net oper-
ating loss carryover from Year 1 is reduced 
by $20 from $250 to $230. Pursuant to para-
graph (a)(4) of this section, a pro rata 
amount of the consolidated net operating 
loss carryover from Year 1 that is attrib-
utable to each of P and S1 is treated as re-
duced. Therefore, $10 of the consolidated net 
operating loss carryover from Year 1 that is 
attributable to each of P and S1 is treated as 
reduced. 

Example 2. (i) Facts.P is the common parent 
of a consolidated group that includes subsidi-
aries S1 and S2. P owns 100 percent of the 
stock of S1 and S1 owns 100 percent of the 
stock of S2. None of P, S1, or S2 has a sepa-
rate return limitation year. In Year 1, the P 
group sustained a $50 consolidated net oper-
ating loss. Under the principles of § 1.1502– 
21(b)(2)(iv), of that amount, $10 was attrib-
utable to P, $20 was attributable to S1, and 
$20 was attributable to S2. In Year 2, the P 
group sustained a $70 consolidated net oper-
ating loss. Under the principles of § 1.1502– 
21(b)(2)(iv), of that amount, $30 was attrib-
utable to P, $30 was attributable to S1, and 
$10 was attributable to S2. In Year 3, S1 real-
ized $170 of excluded COD income from the 
discharge of non-intercompany indebtedness. 
In that same year, the P group sustained a 
$50 consolidated net operating loss, of which 
$10 was attributable to S1 and $40 was attrib-
utable to S2 under the principles of § 1.1502– 
21(b)(2)(iv). As of the beginning of Year 4, 
S1’s sole asset was the stock of S2, and S2 
had Asset A with a $10 value. After the com-
putation of tax imposed for Year 3 and before 
the application of sections 108 and 1017 and 
this section, S1 had an $80 basis in the S2 
stock, Asset A had a basis of $0, and neither 
S1 nor S2 had any liabilities. 

(ii) Analysis—(A) Reduction of tax attributes 
attributable to debtor. Pursuant to paragraph 
(a)(2) of this section, the tax attributes at-
tributable to S1 must first be reduced to 
take into account its excluded COD income 
in the amount of $170. 

(1) Reduction of net operating losses. Pursu-
ant to section 108(b)(2)(A) and paragraph (a) 
of this section, the net operating loss and 
the net operating loss carryovers attrib-
utable to S1 under the principles of § 1.1502– 
21(b)(2)(iv) are reduced in the order pre-
scribed by section 108(b)(4)(B). Accordingly, 
the consolidated net operating loss for Year 
3 is reduced by $10, the portion of the con-
solidated net operating loss for Year 3 attrib-
utable to S1, to $40. Then, the consolidated 
net operating loss carryover from Year 1 is 
reduced by $20, the portion of that consoli-
dated net operating loss carryover attrib-
utable to S1, to $30, and the consolidated net 
operating loss carryover from Year 2 is re-

duced by $30, the portion of that consoli-
dated net operating loss carryover attrib-
utable to S1, to $40. 

(2) Reduction of basis. Following the reduc-
tion of the net operating loss and the net op-
erating loss carryovers attributable to S1, S1 
reduces its basis in its assets pursuant to 
section 1017 and § 1.1017–1. Accordingly, S1 re-
duces its basis in the stock of S2 by $80, from 
$80 to $0. 

(3) Tiering down of stock basis reduction. 
Pursuant to paragraph (a)(3) of this section, 
for purposes of sections 108 and 1017 and this 
section, S2 is treated as realizing $80 of ex-
cluded COD income. Pursuant to section 
108(b)(2)(A) and paragraph (a) of this section, 
therefore, the net operating loss and net op-
erating loss carryovers attributable to S2 
under the principles of § 1.1502–21(b)(2)(iv) are 
reduced in the order prescribed by section 
108(b)(4)(B). Accordingly, the consolidated 
net operating loss for Year 3 is reduced by an 
additional $40, the portion of the consoli-
dated net operating loss for Year 3 attrib-
utable to S2, to $0. Then, the consolidated 
net operating loss carryover from Year 1 is 
reduced by $20, the portion of that consoli-
dated net operating loss carryover attrib-
utable to S2, to $10. Then, the consolidated 
net operating loss carryover from Year 2 is 
reduced by $10, the portion of that consoli-
dated net operating loss carryover attrib-
utable to S2, to $30. S2’s remaining $10 of ex-
cluded COD income does not reduce consoli-
dated tax attributes attributable to P or S1 
under paragraph (a)(4) of this section. 

(B) Reduction of remaining consolidated tax 
attributes. Finally, pursuant to paragraph 
(a)(4) of this section, S1’s remaining $30 of 
excluded COD income reduces the remaining 
consolidated tax attributes. In particular, 
the remaining $10 consolidated net operating 
loss carryover from Year 1 is reduced by $10 
to $0, and the remaining $30 consolidated net 
operating loss carryover from Year 2 is re-
duced by $20 to $10. 

Example 3. (i) Facts. P is the common par-
ent of a consolidated group that includes 
subsidiaries S1, S2, and S3. P owns 100 per-
cent of the stock of S1, S1 owns 100 percent 
of the stock of S2, and S2 owns 100 percent of 
the stock of S3. None of P, S1, S2, or S3 had 
a separate return limitation year prior to 
Year 1. In Year 1, the P group sustained a 
$150 consolidated net operating loss. Under 
the principles of § 1.1502–21(b)(2)(iv), of that 
amount, $50 was attributable to S2, and $100 
was attributable to S3. In Year 2, the P 
group sustained a $50 consolidated net oper-
ating loss. Under the principles of § 1.1502– 
21(b)(2)(iv), of that amount, $40 was attrib-
utable to S1 and $10 was attributable to S2. 
In Year 3, S1 realized $170 of excluded COD 
income from the discharge of non-intercom-
pany indebtedness. In that same year, the P 
group sustained a $50 consolidated net oper-
ating loss, of which $10 was attributable to 
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S1, $20 was attributable to S2, and $20 was at-
tributable to S3 under the principles of 
§ 1.1502–21(b)(2)(iv). At the beginning of Year 
4, S1’s only asset was the stock of S2, and 
S2’s only asset was the stock of S3 with a 
value of $10. After the computation of tax 
imposed for Year 3 and before the application 
of sections 108 and 1017 and this section, S1’s 
stock of S2 had a basis of $120 and S2’s stock 
of S3 had a basis of $180. In addition, none of 
S1, S2, and S3 had any liabilities. 

(ii) Analysis—(A) Reduction of tax attributes 
attributable to debtor. Pursuant to paragraph 
(a)(2) of this section, the tax attributes at-
tributable to S1 must first be reduced to 
take into account its excluded COD income 
in the amount of $170. 

(1) Reduction of net operating losses. Pursu-
ant to section 108(b)(2)(A) and paragraph (a) 
of this section, the net operating loss and 
the net operating loss carryovers attrib-
utable to S1 under the principles of § 1.1502– 
21(b)(2)(iv) are reduced in the order pre-
scribed by section 108(b)(4)(B). Accordingly, 
the consolidated net operating loss for Year 
3 is reduced by $10, the portion of the con-
solidated net operating loss attributable to 
S1, to $40. Then, the consolidated net oper-
ating loss carryover from Year 2 is reduced 
by $40, the portion of that consolidated net 
operating loss carryover attributable to S1, 
to $10. 

(2) Reduction of basis. Following the reduc-
tion of the net operating loss and the net op-
erating loss carryovers attributable to S1, S1 
reduces its basis in its assets pursuant to 
section 1017 and § 1.1017–1. Accordingly, S1 re-
duces its basis in the stock of S2 by $120, 
from $120 to $0. 

(B) Tiering down of stock basis reduction to 
S2. Pursuant to paragraph (a)(3) of this sec-
tion, for purposes of sections 108 and 1017 and 
this section, S2 is treated as realizing $120 of 
excluded COD income. Pursuant to section 
108(b)(2)(A) and paragraph (a) of this section, 
therefore, the net operating loss and net op-
erating loss carryovers attributable to S2 
under the principles of § 1.1502–21(b)(2)(iv) are 
reduced in the order prescribed by section 
108(b)(4)(B). Accordingly, the consolidated 
net operating loss for Year 3 is further re-
duced by $20, the portion of the consolidated 
net operating loss attributable to S2, to $20. 
Then, the consolidated net operating loss 
carryover from Year 1 is reduced by $50, the 
portion of that consolidated net operating 
loss carryover attributable to S2, to $100. 
Then, the consolidated net operating loss 
carryover from Year 2 is further reduced by 
$10, the portion of that consolidated net op-
erating loss carryover attributable to S2, to 
$0. Following the reduction of the net oper-
ating loss and the net operating loss 
carryovers attributable to S2, S2 reduces its 
basis in its assets pursuant to section 1017 
and § 1.1017–1. Accordingly, S2 reduces its 
basis in its S3 stock by $40 to $140. 

(C) Tiering down of stock basis reduction to 
S3. Pursuant to paragraph (a)(3) of this sec-
tion, for purposes of sections 108 and 1017 and 
this section, S3 is treated as realizing $40 of 
excluded COD income. Pursuant to section 
108(b)(2)(A) and paragraph (a) of this section, 
therefore, the net operating loss and the net 
operating loss carryovers attributable to S3 
under the principles of § 1.1502–21(b)(2)(iv) are 
reduced in the order prescribed by section 
108(b)(4)(B). Accordingly, the consolidated 
net operating loss for Year 3 is further re-
duced by $20, the portion of the consolidated 
net operating loss attributable to S3, to $0. 
Then, the consolidated net operating loss 
carryover from Year 1 is reduced by $20, the 
lesser of the portion of that consolidated net 
operating loss carryover attributable to S3 
and the remaining excluded COD income, to 
$80. 

Example 4. (i) Facts. P is the common par-
ent of a consolidated group that includes 
subsidiaries S1, S2, and S3. P owns 100 per-
cent of the stock of each of S1 and S2. Each 
of S1 and S2 owns stock of S3 that represents 
50 percent of the value of the stock of S3. 
None of P, S1, S2, or S3 had a separate return 
limitation year prior to Year 1. In Year 1, 
the P group sustained a $160 consolidated net 
operating loss. Under the principles of 
§ 1.1502–21(b)(2)(iv), of that amount, $10 was 
attributable to P, $50 was attributable to S2, 
and $100 was attributable to S3. In Year 2, 
the P group sustained a $110 consolidated net 
operating loss. Under the principles of 
§ 1.1502–21(b)(2)(iv), of that amount, $40 was 
attributable to S1 and $70 was attributable 
to S2. In Year 3, S1 realized $200 of excluded 
COD income from the discharge of non-inter-
company indebtedness, and S2 realized $270 
of excluded COD income from the discharge 
of non-intercompany indebtedness. In that 
same year, the P group sustained a $50 con-
solidated net operating loss, of which $10 was 
attributable to S1, $20 was attributable to 
S2, and $20 was attributable to S3 under the 
principles of § 1.1502–21(b)(2)(iv). At the begin-
ning of Year 4, S3 had one asset with a value 
of $10. After the computation of tax imposed 
for Year 3 and before the application of sec-
tions 108 and 1017 and this section, S1’s basis 
in its S3 stock was $60, S2’s basis in its S3 
stock was $120, and S3’s asset had a basis of 
$200. In addition, none of S1, S2, and S3 had 
any liabilities. 

(ii) Analysis—(A) Reduction of tax attributes 
attributable to debtors. Pursuant to paragraph 
(b)(1)(i) of this section, the tax attributes at-
tributable to each of S1 and S2 are reduced 
pursuant to paragraph (a)(2) of this section. 
Then, pursuant to paragraph (a)(3) of this 
section, the tax attributes attributable to S3 
are reduced so as to reflect a reduction of 
S1’s and S2’s basis in the stock of S3. Then, 
paragraph (a)(4) is applied to reduce addi-
tional tax attributes. 
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(1) Reduction of net operating losses gen-
erally. Pursuant to section 108(b)(2)(A) and 
paragraph (a) of this section, the net oper-
ating losses and the net operating loss 
carryovers attributable to S1 and S2 under 
the principles of § 1.1502–21(b)(2)(iv) are re-
duced in the order prescribed by section 
108(b)(4)(B). 

(2) Reduction of net operating losses attrib-
utable to S1. The consolidated net operating 
loss for Year 3 is reduced by $10, the portion 
of the consolidated net operating loss attrib-
utable to S1, to $40. Then, the consolidated 
net operating loss carryover from Year 2 is 
reduced by $40, the portion of that consoli-
dated net operating loss carryover attrib-
utable to S1, to $70. 

(3) Reduction of net operating losses attrib-
utable to S2. The consolidated net operating 
loss for Year 3 is also reduced by $20, the por-
tion of the consolidated net operating loss 
attributable to S2, to $20. Then, the consoli-
dated net operating loss carryover from Year 
1 is reduced by $50, the portion of that con-
solidated net operating loss carryover attrib-
utable to S2, to $110. Then, the consolidated 
net operating loss carryover from Year 2 is 
reduced by $70, the portion of that consoli-
dated net operating loss carryover attrib-
utable to S2, to $0. 

(4) Reduction of basis. Following the reduc-
tion of the net operating losses and the net 
operating loss carryovers attributable to S1 
and S2, S1 and S2 must reduce their basis in 
their assets pursuant to section 1017 and 
§ 1.1017–1. Accordingly, S1 reduces its basis in 
the stock of S3 by $60, from $60 to $0, and S2 
reduces its basis in the stock of S3 by $120, 
from $120 to $0. 

(B) Tiering down of basis reduction. Pursu-
ant to paragraph (a)(3) of this section, for 
purposes of sections 108 and 1017 and this sec-
tion, S3 is treated as realizing $180 of ex-
cluded COD income. Pursuant to section 
108(b)(2)(A) and paragraph (a) of this section, 
therefore, the net operating loss and the net 
operating loss carryovers attributable to S3 
under the principles of § 1.1502–21(b)(2)(iv) are 
reduced in the order prescribed by section 
108(b)(4)(B). Accordingly, the consolidated 
net operating loss for Year 3 is further re-
duced by $20, the portion of the consolidated 
net operating loss attributable to S3, to $0. 
Then, the consolidated net operating loss 
carryover from Year 1 is reduced by $100, the 
portion of that consolidated net operating 
loss carryover attributable to S3, to $10. Fol-
lowing the reduction of the net operating 
loss and the net operating loss carryover at-
tributable to S3, S3 reduces its basis in its 
asset pursuant to section 1017 and § 1.1017–1. 
Accordingly, S3 reduces its basis in its asset 
by $60, from $200 to $140. 

(C) Reduction of remaining consolidated tax 
attributes. Finally, pursuant to paragraph 
(a)(4) of this section, the remaining $90 of 
S1’s excluded COD income and the remaining 

$10 of S2’s excluded COD income reduce the 
remaining consolidated tax attributes. In 
particular, the remaining $10 consolidated 
net operating loss carryover from Year 1 is 
reduced by $10 to $0. Because that amount is 
less than the aggregate amount of remaining 
excluded COD income, such income is applied 
on a pro rata basis to reduce the remaining 
consolidated tax attributes. Accordingly, $9 
of S1’s remaining excluded COD income and 
$1 of S2’s remaining excluded COD income is 
applied to reduce the remaining consolidated 
net operating loss carryover from Year 1. 
Consequently, of S1’s excluded COD income 
of $200, only $119 is applied to reduce tax at-
tributes, and, of S2’s excluded COD income of 
$270, only $261 is applied to reduce tax at-
tributes. 

Example 5. (i) Facts. P is the common par-
ent of a consolidated group that includes 
subsidiaries S1, S2, and S3. P owns 100 per-
cent of the stock of S1 and S2, and S1 owns 
100 percent of the stock of S3. None of P, S1, 
S2, or S3 has a separate return limitation 
year prior to Year 1. In Year 1, the P group 
sustained a $90 consolidated net operating 
loss. Under the principles of § 1.1502– 
21(b)(2)(iv), of that amount, $10 was attrib-
utable to P, $15 was attributable to S1, $20 
was attributable to S2, and $45 was attrib-
utable to S3. On January 1 of Year 2, P real-
ized $140 of excluded COD income from the 
discharge of non-intercompany indebtedness. 
On December 31 of Year 2, S1 issued stock 
representing 50 percent of the vote and value 
of its outstanding stock to a person that was 
not a member of the group. As a result of the 
issuance of stock, S1 and S3 ceased to be 
members of the P group. For the consoli-
dated return year of Year 2, the P group sus-
tained a $60 consolidated net operating loss, 
of which $5 was attributable to S1, $40 was 
attributable to S2, and $15 was attributable 
to S3 under the principles of § 1.1502– 
21(b)(2)(iv). As of the beginning of Year 3, P’s 
only assets were the stock of S1 and S2, S1’s 
sole asset was the stock of S3, S2 had Asset 
A with a value of $10, and S3 had Asset B 
with a value of $10. After the computation of 
tax imposed for Year 2 and before the appli-
cation of sections 108 and 1017 and this sec-
tion, P had a $80 basis in the S1 stock and a 
$50 basis in the S2 stock, S1 had a $80 basis 
in the S3 stock, and Asset A and B each had 
a basis of $10. In addition, none of P, S1, S2, 
and S3 had any liabilities. 

(ii) Analysis. Pursuant to paragraph (a)(2) 
of this section, the tax attributes attrib-
utable to P must first be reduced to take 
into account its excluded COD income in the 
amount of $140. 

(A) Reduction of net operating losses. Pursu-
ant to section 108(b)(2)(A) and paragraph (a) 
of this section, the net operating loss and 
the net operating loss carryover attributable 
to P under the principles of § 1.1502– 
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21(b)(2)(iv) are reduced in the order pre-
scribed by section 108(b)(4)(B). Accordingly, 
the consolidated net operating loss carryover 
from Year 1 is reduced by $10, the portion of 
that consolidated net operating loss carry-
over attributable to P, to $80. 

(B) Reduction of basis. Following the reduc-
tion of the net operating loss and the net op-
erating loss carryover attributable to P, P 
reduces its basis in its assets pursuant to 
section 1017 and § 1.1017–1. Accordingly, P re-
duces its basis in the stock of S1 by $80, from 
$80 to $0, and its basis in the stock of S2 by 
$50, from $50 to $0. 

(C) Tiering down of stock basis reduction to 
S1. Pursuant to paragraph (a)(3) of this sec-
tion, for purposes of sections 108 and 1017 and 
this section, S1 is treated as realizing $80 of 
excluded COD income, despite the fact that 
it ceases to be a member of the group at the 
end of the day on December 31 of Year 2. Pur-
suant to section 108(b)(2)(A) and paragraph 
(a) of this section, therefore, the net oper-
ating loss and net operating loss carryovers 
attributable to S1 under the principles of 
§ 1.1502–21(b)(2)(iv) are reduced in the order 
prescribed by section 108(b)(4)(B). Accord-
ingly, the consolidated net operating loss for 
Year 2 is reduced by $5, the portion of the 
consolidated net operating loss for Year 2 at-
tributable to S1, to $55. Then, the consoli-
dated net operating loss carryover from Year 
1 is reduced by an additional $15, the portion 
of that consolidated net operating loss carry-
over attributable to S1, to $65. Following the 
reduction of the net operating loss and the 
net operating loss carryover attributable to 
S1, S1 reduces its basis in its assets pursuant 
to section 1017 and § 1.1017–1. Accordingly, S1 
reduces its basis in the stock of S3 by $60, 
from $80 to $20. 

(D) Tiering down of stock basis reduction to 
S2. Pursuant to paragraph (a)(3) of this sec-
tion, for purposes of sections 108 and 1017 and 
this section, S2 is treated as realizing $50 of 
excluded COD income. Pursuant to section 
108(b)(2)(A) and paragraph (a) of this section, 
therefore, the net operating loss and net op-
erating loss carryovers attributable to S2 
under the principles of § 1.1502–21(b)(2)(iv) are 
reduced in the order prescribed by section 
108(b)(4)(B). Accordingly, the consolidated 
net operating loss for Year 2 is reduced by an 
additional $40, the portion of the consoli-
dated net operating loss for Year 2 attrib-
utable to S2, to $15. Then, the consolidated 
net operating loss carryover from Year 1 is 
reduced by an additional $10, a portion of the 
consolidated net operating loss carryover at-
tributable to S2, to $55. 

(E) Tiering down of stock basis reduction to 
S3. Pursuant to paragraph (a)(3) of this sec-
tion, for purposes of sections 108 and 1017 and 
this section, S3 is treated as realizing $60 of 
excluded COD income (by reason of S1’s re-
duction in its basis of its S3 stock). Pursuant 
to section 108(b)(2)(A) and paragraph (a) of 

this section, therefore, the net operating loss 
and net operating loss carryovers attrib-
utable to S3 under the principles of § 1.1502– 
21(b)(2)(iv) are reduced in the order pre-
scribed by section 108(b)(4)(B). Accordingly, 
the consolidated net operating loss for Year 
2 is reduced by an additional $15, the portion 
of the consolidated net operating loss for 
Year 2 attributable to S3, to $0. Then, the 
consolidated net operating loss carryover 
from Year 1 is reduced by an additional $45, 
the portion of that consolidated net oper-
ating loss carryover attributable to S3, to 
$10. 

Example 6. (i) Facts. P1 is the common par-
ent of a consolidated group that includes 
subsidiaries S1, S2, and S3. P1 owns 100 per-
cent of the stock of S1 and S2. S1 owns 100 
percent of the stock of S3. None of P1, S1, S2, 
or S3 has a separate return limitation year 
prior to Year 1. In Year 1, the P1 group sus-
tained a $120 consolidated net operating loss. 
Under the principles of § 1.1502–21(b)(2)(iv), of 
that amount, $40 was attributable to P1, $35 
was attributable to S1, $30 was attributable 
to S2, and $15 was attributable to S3. On Jan-
uary 1 of Year 2, S3 realized $65 of excluded 
COD income from the discharge of non-inter-
company indebtedness. On June 30 of Year 2, 
S3 issued stock representing 80 percent of 
the vote and value of its outstanding stock 
to P2, the common parent of another group. 
As a result of the issuance of stock, S3 
ceased to be a member of the P1 group and 
became a member of the P2 group. For the 
consolidated return year of Year 2, the P1 
group sustained a $50 consolidated net oper-
ating loss, of which $5 was attributable to S1, 
$40 was attributable to S2, and $5 was attrib-
utable to S3 under the principles of § 1.1502– 
21(b)(2)(iv). As of the beginning of its taxable 
year beginning on July 1 of Year 2, S3’s sole 
asset was Asset A with a $10 value. After the 
computation of tax imposed for Year 2 on the 
P1 group and before the application of sec-
tions 108 and 1017 and this section and the 
computation of tax imposed for Year 2 on the 
P2 group, Asset A had a basis of $0. In addi-
tion, S3 had no liabilities. On January 1 of 
Year 3, P1 sold all of its stock of S1. 

(ii) Analysis—(A) Reduction of tax attributes 
attributable to debtor. Pursuant to paragraph 
(a)(2) of this section, the tax attributes at-
tributable to S3 must first be reduced to 
take into account its excluded COD income 
in the amount of $65. Pursuant to section 
108(b)(2)(A) and paragraph (a) of this section, 
the net operating loss and the net operating 
loss carryover attributable to S3 under the 
principles of § 1.1502–21(b)(2)(iv) are reduced 
in the order prescribed by section 
108(b)(4)(B). Accordingly, the consolidated 
net operating loss for Year 2 is reduced by $5, 
the portion of the consolidated net operating 
loss for Year 2 attributable to S3, to $45. 
Then, the consolidated net operating loss 
carryover from Year 1 is reduced by $15, the 
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portion of that consolidated net operating 
loss carryover attributable to S3, to $105. 

(B) Reduction of remaining consolidated tax 
attributes. Pursuant to paragraphs (a)(4) and 
(b)(8) of this section, S3’s remaining $45 of 
excluded COD income reduces the remaining 
consolidated tax attributes in the P1 group. 
In particular, the remaining $45 consolidated 
net operating loss for Year 2 is reduced by an 
additional $45 to $0. 

(C) Basis Adjustments. For purposes of com-
puting P1’s gain or loss on the sale of the S1 
stock in Year 3, P1’s basis in its S1 stock will 
reflect a net positive adjustment of $40, 
which is the excess of the amount of S3’s ex-
cluded COD income that is applied to reduce 
attributes ($65) over the reduction of S1’s 
and S3’s attributes in respect of such ex-
cluded COD income ($25). 

Example 7. (i) Facts. P is the common par-
ent of a consolidated group that includes 
subsidiaries S1 and S2. P owns 100 percent of 
the stock of S1, and S1 owns 100 percent of 
the stock of S2. None of P, S1, or S2 has a 
separate return limitation year prior to Year 
1. In Year 1, the P group sustained a $50 con-
solidated net operating loss. Under the prin-
ciples of § 1.1502–21(b)(2)(iv), of that amount, 
$10 was attributable to P, $20 was attrib-
utable to S1, and $20 was attributable to S2. 
On January 1 of Year 2, S1 realized $55 of ex-
cluded COD income from the discharge of 
non-intercompany indebtedness. On June 30 
of Year 2, P transferred all of its assets to S1 
in a transaction to which section 381(a) ap-
plied. As a result of that transaction, pursu-
ant to § 1.1502–75(d)(2)(ii), S1 succeeded P as 
the common parent of the group. Pursuant 
to § 1.1502–75(d)(2)(iii), S1’s taxable year 
closed on the date of the acquisition. How-
ever, P’s taxable year did not close. On the 
consolidated return for Year 2, the group 
sustained a $50 consolidated net operating 
loss. Under the principles of § 1.1502– 
21(b)(2)(iv), of that amount, $10 was attrib-
utable to S1 for its taxable year that ended 
on June 30, $15 was attributable to S1 as the 
successor of P, and $25 was attributable to 
S2. 

(ii) Analysis. Pursuant to paragraph (a)(2) 
of this section, the tax attributes attrib-
utable to S1 must first be reduced to take 
into account its excluded COD income in the 
amount of $55. For this purpose, S1’s at-
tributes that remain after the determination 
of tax for the group for Year 2 are subject to 
reduction. Pursuant to section 108(b)(2)(A) 
and paragraph (a) of this section, the net op-
erating loss and the net operating loss carry-
over attributable to S1 under the principles 
of § 1.1502–21(b)(2)(iv) are reduced. Accord-
ingly, the consolidated net operating loss for 
Year 2 is reduced by $25, the portion of the 
consolidated net operating loss for Year 2 at-
tributable to S1, to $25. Then, the consoli-
dated net operating loss carryover from Year 
1 is reduced by $30, the portion of that con-

solidated net operating loss carryover attrib-
utable to S1 (which includes the portion at-
tributable to P), to $20. 

(d) Effective dates. This section ap-
plies to discharges of indebtedness that 
occur after March 21, 2005. Groups, 
however, may apply this section in 
whole, but not in part, to discharges of 
indebtedness that occur on or before 
March 21, 2005, and after August 29, 
2003. For discharges of indebtedness oc-
curring on or before March 21, 2005, and 
after August 29, 2003, with respect to 
which a group chooses not to apply this 
section, see § 1.1502–28T as contained in 
26 CFR part 1 revised as of April 1, 2004. 
Furthermore, groups may apply para-
graph (b)(4) of this section to dis-
charges of indebtedness that occur on 
or before August 29, 2003, in cases in 
which section 1017(b)(3)(D) was applied. 

[T.D. 9192, 70 FR 14404, Mar. 22, 2005] 

BASIS, STOCK OWNERSHIP, AND 
EARNINGS AND PROFITS RULES 

§ 1.1502–30 Stock basis after certain 
triangular reorganizations. 

(a) Scope. This section provides rules 
for determining the basis of the stock 
of an acquiring corporation as a result 
of a triangular reorganization. The 
definitions and nomenclature con-
tained in § 1.358–6 apply to this section. 

(b) General rules—(1) Forward tri-
angular merger, triangular C reorganiza-
tion, or triangular B reorganization. P 
adjusts its basis in the stock of S as a 
result of a forward triangular merger, 
triangular C reorganization, or tri-
angular B reorganization under § 1.358– 
6(c) and (d), except that § 1.358–6 
(c)(1)(ii) and (d)(2) do not apply. In-
stead, P adjusts such basis by taking 
into account the full amount of— 

(i) T liabilities assumed by S or the 
amount of liabilities to which the T as-
sets acquired by S are subject, and 

(ii) The fair market value of any con-
sideration not provided by P pursuant 
to the plan of reorganization. 

(2) Reverse triangular merger. If P ad-
justs its basis in the T stock acquired 
as a result of a reverse triangular 
merger under § 1.358–6 (c)(2)(i) and (d), 
§ 1.358–6 (c)(1)(ii) and (d)(2) do not apply. 
Instead, P adjusts such basis by taking 
into account the full amount of— 
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