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(d) Cross reference. For provisions re-
lating to quick refunds of corporate es-
timated tax payments, see § 1.1502–78, 
and §§ 1.6425–1 through 1.6425–3. 

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

§ 1.1502–6 Liability for tax. 

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

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

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

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as 
amended by T.D. 9002, 67 FR 43540, June 28, 
2002] 

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

[Reserved]. For further guidance, see 
§ 1.1502–9T. 

[T.D. 9371, 72 FR 72603, Dec. 21, 2007] 

§ 1.1502–9T Consolidated overall for-
eign losses, separate limitation 
losses, and overall domestic losses 
(temporary). 

(a) In general. This section provides 
rules for applying section 904(f) and (g) 
(including its definitions and nomen-
clature) to a group and its members. 
Generally, section 904(f) concerns rules 
relating to overall foreign losses 
(OFLs) and separate limitation losses 
(SLLs) and the consequences of such 
losses. Under section 904(f)(5), losses 
are computed separately in each cat-
egory of income described in section 
904(d)(1) or § 1.904–4(m) (separate cat-
egory). Section 904(g) concerns rules re-
lating to overall domestic losses 
(ODLs) and the consequences of such 
losses. Paragraph (b) of this section de-
fines terms and provides computational 
and accounting rules, including rules 
regarding recapture. Paragraph (c) of 
this section provides rules that apply 
to OFLs, SLLs, and ODLs when a mem-
ber becomes or ceases to be a member 
of a group. Paragraph (d) of this sec-
tion provides a predecessor and suc-
cessor rule. Paragraph (e) of this sec-
tion provides effective dates. 

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

(1) Computation of CSLI or CSLL and 
consolidated U.S.-source taxable income 
or CDL. The group computes its con-
solidated separate limitation income 
(CSLI) or consolidated separate limita-
tion loss (CSLL) for each separate cat-
egory under the principles of § 1.1502–11 
by aggregating each member’s foreign- 
source taxable income or loss in such 
separate category computed under the 
principles of § 1.1502–12, and taking into 
account the foreign portion of the con-
solidated items described in § 1.1502– 
11(a)(2) through (8) for such separate 
category. The group computes its con-
solidated U.S.-source taxable income 
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or consolidated domestic loss (CDL) 
under similar principles. 

(2) Netting CSLLs, CSLIs, and consoli-
dated U.S.-source taxable income. The 
group applies section 904(f)(5) to deter-
mine the extent to which a CSLL for a 
separate category reduces CSLI for an-
other separate category or consoli-
dated U.S.-source taxable income. 

(3) Netting CDL and CSLI. The group 
applies section 904(g)(2) to determine 
the extent to which a CDL reduces 
CSLI. 

(4) CSLL, COFL, and CODL accounts. 
To the extent provided in section 904(f), 
the amount by which a CSLL for a sep-
arate category (the loss category) re-
duces CSLI for another separate cat-
egory (the income category) shall re-
sult in the creation of (or addition to) 
a CSLL account for the loss category 
with respect to the income category. 
Likewise, the amount by which a CSLL 
for a loss category reduces consoli-
dated U.S.-source taxable income will 
create (or add to) a consolidated over-
all foreign loss account (a COFL ac-
count). To the extent provided in sec-
tion 904(g), the amount by which a CDL 
reduces CSLI shall result in the cre-
ation of (or addition to) a consolidated 
overall domestic loss (CODL) account 
for the income category reduced by the 
CDL. 

(5) Recapture of COFL, CSLL, and 
CODL accounts. In the case of a COFL 
account for a loss category, section 
904(f)(1) and (3) recharacterizes some or 
all of the foreign-source income in the 
loss category as U.S.-source income. In 
the case of a CSLL account for a loss 
category with respect to an income 
category, section 904(f)(5)(C) and (F) re-
characterizes some or all of the for-
eign-source income in the loss category 
as foreign-source income in the income 
category. In the case of a CODL ac-
count, section 904(g)(3) recharacterizes 
some of the U.S.-source income as for-
eign-source income in the separate cat-
egory that was offset by the CDL. The 
COFL account, CSLL account, or 
CODL account is reduced to the extent 
income is recharacterized with respect 
to such account. 

(6) Intercompany transactions—(i) Non-
application of section 904(f) disposition 
rules. Neither section 904(f)(3) (in the 
case of a COFL account) nor section 

904(f)(5)(F) (in the case of a CSLL ac-
count) applies at the time of a disposi-
tion that is an intercompany trans-
action to which § 1.1502–13 applies. In-
stead, section 904(f)(3) and (5)(F) ap-
plies only at such time and only to the 
extent that the group is required under 
§ 1.1502–13 (without regard to section 
904(f)(3) and (5)(F)) to take into ac-
count any intercompany items result-
ing from the disposition, based on the 
COFL or CSLL account existing at the 
end of the consolidated return year 
during which the group takes the inter-
company items into account. 

(ii) Examples. Paragraph (b)(6)(i) of 
this section is illustrated by the fol-
lowing examples. The identity of the 
parties and the basic assumptions set 
forth in § 1.1502–13(c)(7)(i) apply to the 
examples. Except as otherwise stated, 
assume further that the consolidated 
group recognizes no foreign-source in-
come other than as a result of the 
transactions described. The examples 
are as follows: 

Example 1. (i) On June 10, year 1, S trans-
fers nondepreciable property with a basis of 
$100 and a fair market value of $250 to B in 
a transaction to which section 351 applies. 
The property was predominantly used with-
out the United States in a trade or business, 
within the meaning of section 904(f)(3). B 
continues to use the property without the 
United States. The group has a COFL ac-
count in the relevant loss category of $120 as 
of December 31, year 1. 

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

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

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

(ii) B takes into account gain of $200 in 
year 4. The $40 COFL account in year 4 re-
characterizes $40 of the gain as U.S. source. 
See section 904(f)(3). 
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Example 3. (i) On June 10, year 1, S sells 
nondepreciable property with a basis of $100 
and a fair market value of $250 to B for $250 
cash. The property was predominantly used 
without the United States in a trade or busi-
ness, within the meaning of section 904(f)(3). 
The group has a COFL account in the rel-
evant loss category of $120 as of December 31, 
year 1. B predominantly uses the property in 
a trade or business without the United 
States. 

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

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

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

(c) Becoming or ceasing to be a member 
of a group—(1) Adding separate accounts 
on becoming a member. At the time that 
a corporation becomes a member of a 
group (a new member), the group adds 
to the balance of its COFL, CSLL or 
CODL account the balance of the new 
member’s corresponding OFL account, 
SLL account or ODL account. A new 
member’s OFL account corresponds to 
a COFL account if the account is for 
the same loss category. A new mem-
ber’s SLL account corresponds to a 
CSLL account if the account is for the 
same loss category and with respect to 
the same income category. A new 
member’s ODL account corresponds to 
a CODL account if the account is with 
respect to the same income category. If 
the group does not have a COFL, CSLL 

or CODL account corresponding to the 
new member’s account, it creates a 
COFL, CSLL or CODL account with a 
balance equal to the balance of the 
member’s account. 

(2) Apportionment of consolidated ac-
count to departing member—(i) In gen-
eral. A group apportions to a member 
that ceases to be a member (a depart-
ing member) a portion of each COFL, 
CSLL and CODL account as of the end 
of the year during which the member 
ceases to be a member and after the 
group makes the additions or reduc-
tions to such account required under 
paragraphs (b)(4), (b)(5) and (c)(1) of 
this section (other than an addition 
under paragraph (c)(1) of this section 
attributable to a member becoming a 
member after the departing member 
ceases to be a member). The group 
computes such portion under para-
graph (c)(2)(ii) of this section, as lim-
ited by paragraph (c)(2)(iii) of this sec-
tion. The departing member carries 
such portion to its first separate return 
year after it ceases to be a member. 
Also, the group reduces each account 
by such portion and carries such re-
duced amount to its first consolidated 
return year beginning after the year in 
which the member ceases to be a mem-
ber. If two or more members cease to 
be members in the same year, the 
group computes the portion allocable 
to each such member (and reduces its 
accounts by such portion) in the order 
that the members cease to be members. 

(ii) Departing member’s portion of 
group’s account. A departing member’s 
portion of a group’s COFL, CSLL or 
CODL account for a loss category is 
computed based upon the member’s 
share of the group’s assets that gen-
erate income subject to recapture at 
the time that the member ceases to be 
a member. Under the characterization 
principles of §§ 1.861–9T(g)(3) and 1.861– 
12T, the group identifies the assets of 
the departing member and the remain-
ing members that generate U.S.-source 
income (domestic assets) and foreign- 
source income (foreign assets) in each 
separate category. The assets are char-
acterized based upon the income that 
the assets are reasonably expected to 
generate after the member ceases to be 
a member. The member’s portion of a 
group’s COFL or CSLL account for a 
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loss category is the group’s COFL or 
CSLL account, respectively, multiplied 
by a fraction, the numerator of which 
is the value of the member’s foreign as-
sets for the loss category and the de-
nominator of which is the value of the 
foreign assets of the group (including 
the departing member) for the loss cat-
egory. The member’s portion of a 
group’s CODL account for each income 
category is the group’s CODL account 
multiplied by a fraction, the numer-
ator of which is the value of the mem-
ber’s domestic assets and the denomi-
nator of which is the value of the do-
mestic assets of the group (including 
the departing member). The value of 
the domestic and foreign assets is de-
termined under the asset valuation 
rules of § 1.861–9T(g)(1) and (2) using ei-
ther tax book value or fair market 
value under the method chosen by the 
group for purposes of interest appor-
tionment as provided in § 1.861– 
9T(g)(1)(ii). For purposes of this para-
graph (c)(2)(ii), § 1.861–9T(g)(2)(iv) (as-
sets in intercompany transactions) 
shall apply, but § 1.861–9T(g)(2)(iii) (ad-
justments for directly allocated inter-
est) shall not apply. If the group uses 
the tax book value method, the mem-
ber’s portions of COFL, CSLL, and 
CODL accounts are limited by para-
graph (c)(2)(iii) of this section. In addi-
tion, for purposes of this paragraph 
(c)(2)(ii), the tax book value of assets 
transferred in intercompany trans-
actions shall be determined without re-
gard to previously deferred gain or loss 
that is taken into account by the group 
as a result of the transaction in which 
the member ceases to be a member. 
The assets should be valued at the time 
the member ceases to be a member, but 
values on other dates may be used un-
less this creates substantial distor-
tions. For example, if a member ceases 
to be a member in the middle of the 
group’s consolidated return year, an 
average of the values of assets at the 
beginning and end of the year (as pro-
vided in § 1.861–9T(g)(2)) may be used or, 
if a member ceases to be a member in 
the early part of the group’s consoli-
dated return year, values at the begin-
ning of the year may be used, unless 
this creates substantial distortions. 

(iii) Limitation on member’s portion for 
groups using tax book value method. If a 

group uses the tax book value method 
of valuing assets for purposes of para-
graph (c)(2)(ii) of this section and the 
aggregate of a member’s portions of 
COFL and CSLL accounts for a loss 
category (with respect to one or more 
income categories) determined under 
paragraph (c)(2)(ii) of this section ex-
ceeds 150 percent of the actual fair 
market value of the member’s foreign 
assets in the loss category, the mem-
ber’s portion of the COFL or CSLL ac-
counts for the loss category shall be re-
duced (proportionately, in the case of 
multiple accounts) by such excess. In 
addition, if the aggregate of a mem-
ber’s portions of CODL accounts (with 
respect to one or more income cat-
egories) determined under paragraph 
(c)(2)(ii) of this section exceeds 150 per-
cent of the actual fair market value of 
the member’s domestic assets, the 
member’s portion of the CODL ac-
counts shall be reduced (proportion-
ately, in the case of multiple accounts) 
by such excess. This rule does not 
apply in the case of COFL or CSLL ac-
counts if the departing member and all 
other members that cease to be mem-
bers as part of the same transaction 
own all (or substantially all) the for-
eign assets in the loss category. In the 
case of CODL accounts, this rule does 
not apply if the departing member and 
all other members that cease to be 
members as part of the same trans-
action own all (or substantially all) the 
domestic assets. 

(iv) Determination of values of domestic 
and foreign assets binding on departing 
member. The group’s determination of 
the value of the member’s and the 
group’s domestic and foreign assets for 
a loss category is binding on the mem-
ber, unless the Commissioner concludes 
that the determination is not appro-
priate. The common parent of the 
group must attach a statement to the 
return for the taxable year that the de-
parting member ceases to be a member 
of the group that sets forth the name 
and taxpayer identification number of 
the departing member, the amount of 
each COFL and CSLL for each loss cat-
egory and each CODL that is appor-
tioned to the departing member under 
this paragraph (c)(2), the method used 
to determine the value of the member’s 
and the group’s domestic and foreign 

VerDate Mar<15>2010 10:15 May 18, 2010 Jkt 220095 PO 00000 Frm 00313 Fmt 8010 Sfmt 8010 Y:\SGML\220095.XXX 220095er
ow

e 
on

 D
S

K
5C

LS
3C

1P
R

O
D

 w
ith

 C
F

R



304 

26 CFR Ch. I (4–1–10 Edition) § 1.1502–9T 

assets in each such loss category, and 
the value of the member’s and the 
group’s domestic and foreign assets in 
each such loss category. The common 
parent must also furnish a copy of the 
statement to the departing member. 

(v) Anti-abuse rule. If a corporation 
becomes a member and ceases to be a 
member, and a principal purpose of the 
corporation becoming and ceasing to be 
a member is to transfer the corpora-
tion’s OFL account, SLL account or 
ODL account to the group or to trans-
fer the group’s COFL, CSLL or CODL 
account to the corporation, appro-
priate adjustments will be made to 
eliminate the benefit of such a transfer 
of accounts. Similarly, if any member 
acquires assets or disposes of assets 
(including a transfer of assets between 
members of the group and the depart-
ing member) with a principal purpose 
of affecting the apportionment of ac-
counts under paragraph (c)(2)(i) of this 
section, appropriate adjustments will 
be made to eliminate the benefit of 
such acquisition or disposition. 

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

Example 1. (i) On November 6, year 1, S, a 
member of the P group, a consolidated group 
with a calendar consolidated return year, 
ceases to be a member of the group. On De-
cember 31, year 1, the P group has a $40 
COFL account for the general category, a $20 
CSLL account for the general category (that 
is, the loss category) with respect to the pas-
sive category (that is, the income category), 
and a $10 CODL account with respect to the 
passive category (that is, the income cat-
egory). No member of the group has foreign- 
source income or loss in year 1. The group 
apportions its interest expense according to 
the tax book value method. 

(ii) On November 6, year 1, the group iden-
tifies S’s assets and the group’s assets (in-
cluding S’s assets) expected to produce for-
eign-source general category income. Use of 
end-of-the-year values will not create sub-
stantial distortions in determining the rel-
ative values of S’s and the group’s relevant 
assets on November 6, year 1. The group de-
termines that S’s relevant assets have a tax 
book value of $2,000 and a fair market value 
of $2,200. Also, the group’s relevant assets 
(including S’s assets) have a tax book value 
of $8,000. On November 6, year 1, S has no as-
sets expected to produce U.S. source income. 

(iii) Under paragraph (c)(2)(ii) of this sec-
tion, S takes a $10 COFL account for the gen-
eral category ($40 × $2000/$8000) and a $5 CSLL 

account for the general category with re-
spect to the passive category ($20 × $2000/ 
$8000). S does not take any portion of the 
CODL account. The limitation described in 
paragraph (c)(2)(iii) of this section does not 
apply because the aggregate of the COFL and 
CSLL accounts for the general category that 
are apportioned to S ($15) is less than 150 per-
cent of the actual fair market value of S’s 
general category foreign assets ($2,200 x 
150%). 

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

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

Example 3. (i) Assume the same facts as in 
Example 1, except that S also has assets that 
are expected to produce U.S. source income. 

(ii) On November 6, year 1, the group iden-
tifies S’s assets and the group’s assets (in-
cluding S’s assets) expected to produce U.S. 
source income. Use of end-of-the-year values 
will not create substantial distortions in de-
termining the relative values of S’s and the 
group’s relevant assets on November 6, year 
1. The group determines that S’s relevant as-
sets have a tax book value of $3,000 and a fair 
market value of $2,500. Also, the group’s rel-
evant assets (including S’s assets) have a tax 
book value of $6,000. 

(iii) Under paragraph (c)(2)(ii) of this sec-
tion, S takes a $5 CODL account ($10 × $3,000/ 
$6,000), in addition to the COFL and CSLL 
accounts determined in Example 1. The limi-
tation described in paragraph (c)(2)(iii) of 
this section does not apply because the 
CODL account that is apportioned to S ($5) is 
less than 150 percent of the actual fair mar-
ket value of S’s U.S. assets ($2,500 × 150%). 

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

(e) Effective/applicability date. This 
section applies to consolidated return 
years beginning after December 21, 2007. 
Taxpayers may choose to apply the 
provisions of this section relating to 
overall domestic losses to other con-
solidated return years beginning after 
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December 31, 2006, as well. For rules re-
lating to overall foreign losses and sep-
arate limitation losses in consolidated 
return years beginning on or before De-
cember 21, 2007 see 26 CFR 1.1502–9 (re-
vised as of April 1, 2007). 

(f) Expiration date. The applicability 
of this section expires on December 20, 
2010. 

[T.D. 9371, 72 FR 72603, Dec. 21, 2007] 

COMPUTATION OF CONSOLIDATED 
TAXABLE INCOME 

§ 1.1502–11 Consolidated taxable in-
come. 

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

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

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

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

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

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

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

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

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

(b) Elimination of circular stock basis 
adjustments when there is no excluded 

COD income—(1) In general. If one mem-
ber (P) disposes of the stock of another 
member (S), this paragraph (b) limits 
the use of S’s deductions and losses in 
the year of disposition and the 
carryback of items to prior years. The 
purpose of the limitation is to prevent 
P’s income or gain from the disposition 
of S’s stock from increasing the ab-
sorption of S’s deductions and losses, 
because the increased absorption would 
reduce P’s basis (or increase its excess 
loss account) in S’s stock under 
§ 1.1502–32 and, in turn, increase P’s in-
come or gain. See paragraph (b)(3) of 
this section for the application of these 
principles to P’s deduction or loss from 
the disposition of S’s stock, and para-
graph (b)(4) of this section for the ap-
plication of these principles to mul-
tiple stock dispositions. This para-
graph (b) applies only when no member 
realizes discharge of indebtedness in-
come that is excluded from gross in-
come under section 108(a) (excluded 
COD income) during the taxable year of 
the disposition. See paragraph (c) of 
this section for rules that apply when a 
member realizes excluded COD income 
during the taxable year of the disposi-
tion. See § 1.1502–19(c) for the definition 
of disposition. 

(2) Limitation on deductions and 
losses—(i) Determination of amount of 
limitation. If P disposes of one or more 
shares of S’s stock, the extent to which 
S’s deductions and losses for the tax 
year of the disposition (and its deduc-
tions and losses carried over from prior 
years) may offset income and gain is 
subject to limitation. The amount of 
S’s deductions and losses that may off-
set income and gain is determined by 
tentatively computing taxable income 
(or loss) for the year of disposition (and 
any prior years to which the deduc-
tions or losses may be carried) without 
taking into account P’s income and 
gain from the disposition. 

(ii) Application of limitation. S’s de-
ductions and losses offset income and 
gain only to the extent of the amount 
determined under paragraph (b)(2)(i) of 
this section. To the extent S’s deduc-
tions and losses in the year of disposi-
tion cannot offset income or gain be-
cause of the limitation under this para-
graph (b), the items are carried to 
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