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Proposed regulations under section 1202 of the Code
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Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 166.—Bad Debts 57034 [FI-31-92, 1992-2 C.B. 683]) aextent the debt is charged off in the

26 CFR 1.166-3T Partial or total Wonhlessnesspotlce of proposed rulemaking that setaxable year. The charge-off requirement

(temporary). orth proposed income tax regulationss also contained in § 1.166-2(d)(1) and
(26 CFR part 1) under section 1001 of(3), which provides for a conclusive
T.D. 8676 the Internal Revenue Code (Code). Unpresumption of worthlessness under cer-

der § 1.1001-3(a) of the proposed regutain circumstances.
DEPARTMENT OF THE TREASURY lations, a significant modification of a |n general, the amount of a deduction

Internal Revenue Service debt instrument is deemed to result ion account of partial worthlessness is
26 CFR Part 1 an exchange of the original debt instruthe amount by which the adjusted basis
Modifications of Bad Debts and ment for a modified instrument thatof a debt (as determined under section

differs materially either in kind or in 1011) exceeds the amount recoverable
extent. This rule is retained in the finalon the debt. The amount of the deduc-
regulations under 8§ 1.1001-3, publishedion, however, may not exceed the
AGENCY: Internal Revenue Serviceln TD 8675, 1996-29 I.R.B. 50. Thus,amount charged off during the taxable

Dealer Assignments of Notional
Principal Contracts

(IRS), Treasury. when a debt is significantly modified, ayear. The charge-off requirement is sat-
’ taxpayer (holder) is required to recog-isfied for a debt when a portion of the
ACTION: Temporary regulations. nize gain or loss based on the differencdebt is removed from a taxpayer’s

between the issue price of the signifibooks and records. This generally is
SUMMARY: This document contains cantly modified debt and the taxpayer'saiccomplished by reducing the debt's
temporary regulations relating to theagjusted issue price in the original in-000k basis. Thus, when an amount has
allowance of a deduction for a partially gty ment. been deducted for partial worthlessness,
worthless debt when the terms of a debt .. s there is generally a reduction of both the
instrument have been modified. The Prior to finalizing the 8 1.1001-3 book basis and tax basis of a debt.

: - : egulations, the IRS and Treasury re- . .
temporary regulations provide guidance 9 y When a taxpayer is required to recog-

; : iv mmen h inr niz X .
to certain taxpayers that modify theC®ived comments that gain recognized, o gain under section 1001 because of

terms of a debt instrument after deduct@S the result of a significant modifica- " - ‘e o000t 2 debt instrument, the
ing an amount for partial worthlessnesstion Of a debt instrument often is attrib-y\\ \ove s tax basis in the debt is in-
This document also contains temporarytable to the fact that the taxpayer. ...caq by the amount of gain recog-
regulations relating to certain assignPréviously claimed a deduction for par;,eq - commentators on the proposed
ments of notional principal contracts bytial worthlessness with respect to the 1 1001-3 regulations have indicated,
dealers in those contracts. The tempcdebt. According to the commentatorsyowever, that regulatory and general
rary regulations provide guidance tothe modification does not alter the faCtaccounting principles generally would
taxpayers relating to consequences dhat a portion of the debt remains uncolngt permit a corresponding increase in
these assignments. The text of theskectible. Thus, the commentators sugthe book basis of the debt. Because the
temporary regulations also serves as thgested that, in this situation, a taxpayeprior charge-off is not restored (that is,
text of the proposed regulations set fortlshould be permitted to offset the gainthe book basis of the debt is not in-
in FI-59-94 on page 23 in this issue olwith a corresponding bad debt deducereased), there is no opportunity for the

the Bulletin. tion. taxpayer to take a new charge-off for
. . . The IRS and Treasury also receivedre-existing worthlessness. Thus, the

DATES: These regulations are effective : i i

September 23 1986. comments that the assignment by gharge-off requirement of section

dealer in notional principal contracts of166(2)(2) can never be satisfied with
FOR FURTHER INFORMATION its position in a contract to another'®SPect to the amount by which the
CONTACT: Concerning the maodifica- dealer should not result in a deemedl€bt's tax basis exceeds its book basis
tions of bad debts, Craig R. Wojay,exchange under section 1001. Althougf"ilS a result ﬁj thet ?Od'ﬁ'lcat'og’ and tge
Office of Assistant Chief Counsel (Fi-the dealer will recognize gain or loss ongxce.SS WOL!I hno d E abowe as a ”e-
nancial Institutions and Products), (202the disposition of its position, treating uct;:aln until the debt becomes totally
622-3920 (not a toll-free number), andhe transaction as a deemed exchangﬂ:ort €ss. ) )
concerning dealer assignments of nowould force the counterparty to realize. 1h€ temporary regulations contained
tional principal contracts, Thomas Jthe gain or loss on the contract eved this document set forth limited cir-
Kelly, Office of the Assistant Chief though the counterparty is maintainin%ums"anc,es under which a taxpayer will
Counsel (Financial Institutions andits position. The commentators argued® Permitted to deduct an amount on

Products), (202) 622— 3940 (not a toll-that dealer-to-dealer assignments are @Fcount of a partially worthless debt

free number). common business practice and that thegve€n though no amount has been
assignments have relatively little signifi-charged off within the taxable year. The
SUPPLEMENTARY cance to the dealers’ counterparties. ~ PUrpose of these temporary regulations
INFORMATION: is to preserve the portion of a taxpayer’s
Explanation of Provisions bad debt deduction with respect to a
Background partially worthless debt that corresponds

Section 166(a)(2) and & 1.166-3(afo the amount the taxpayer would have
On December 2, 1992, the IRS pubyprovide that a deduction for a partiallybeen entitled to deduct for partial worth-
lished in theFederal Register (57 FR worthless debt is allowed only to thelessness with respect to the modified
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debt if the book basis of the modifiedthat section 553(b) of the Administrativeproperty within the meaning of section

debt were increased to the same extemtrocedure Act (5 U.S.C. chapter 5) and@701(a)(43), a transferor taxpayer) has
as the tax basis of that debt. Thus, thesthe Regulatory Flexibility Act (5 U.S.C. claimed a deduction for partial worth-

temporary regulations apply only if all chapter 6) do not apply to these regulalessness of the debt in any prior taxable
of the following conditions are satisfied.tions, and, therefore, a Regulatory Flexyear; and

First, a significant modification of a ibility Analysis is not required. Pursuant (B) Each prior charge-off and deduc-

debt instrument (within the meaning ofto section 7805(f) of the Internal Rev-tion for partial worthlessness satisfied
§ 1.1001-3) must result in a taxpayer'ssnue Code, these temporary regulationgie requirements of paragraphs (a)(1)
recognition of gain under § 1.1001-will be submitted to the Chief Counseland (2) of this section.

1(a). In addition, the debt must havefor Advocacy of the Small Business (i) Amount of deemed charge-off.
been previously charged off and deAdministration for comment on their The amount of the deemed charge-off, if

ducted by the taxpayer, and the prioimpact on small business. any, is the amount by which the tax
charge-off and deduction must have sat- _ basis of the debt exceeds the greater of
isfied the requirements of § 1.166-Drafting Information the fair market value of the debt or the

3(@)(1) and (2). If these conditions aré The principal author of the regula-amount of the debt recorded on the
satisfied, then a modified debt "iSiong concerning the modification of badtaxpayer’s books and records reduced as
deemed to have been charged off in thgeps is Craig R. Wojay, Office of the appropriate for a specific allowance for
year in which gain is recognized. Theaggisiant Chief Counsel (Financial Insti-l0an losses. The amount of the deemed
amount of the charge-off, however, isyions and Products), IRS. The princi-charge-off, however, may not exceed the
limited to the difference between the taX, | athor of the regulations concerninggmount of recognized gain described in
basis of the debt and the greater of e gealer assignments of certain noparagraph (a)(3)(i) of this section.
book basis or the fair market valué Ofiiona| principal contracts is Thomas J. (iv) Effective date. This paragraph
the debt. _ Kelly, Office of the Assistant Chief (a)(3) is effective September 23, 1996.
Both the proposed and the final regutoynsel (Financial Institutions and (b) [Reserved]. For further guidance,
lations under § 1.1001-3 deal only withpoqycts), IRS. However, other personsee § 1.166-3(b).
modifications of debt instruments. INpe| from the IRS and Treasury Depart- Par. 3. Section 1.1001-4T is added to
response to comments on the proposegent participated in their developmentread as follows:

regulations, however, the temporary o xwx

regulations contained in this document § 1.1001-4T Modifications of certain
provide a limited rule dealing with a Adoption of Amendments to the Regulaaotional principal contracts.

dealer’s assignment of itsd_position in artions (a) Dealer assignmentsFor purposes
interest rate or commodity swap, or _ _ _ - ituti

other notional principal contract to an- Accordingly, 26 CFR part 1 is (r:]:avs ;alr?yotnl(:r){ itrﬂir:;bfg:g“g? f;ma_
other dealer. If the assignment is permit2mended as follows: modity swap, or other notional principal
ted by the terms of the contract, thepART 1—INCOME TAXES contract (as defined in § 1.446-3(c)(1))
assignment will not be treated as a is not treated as a deemed exchange by

deemed exchange by the nonassigning Ptarilgraprl_l. Thetauthoréty_citatio? forte nonassigning party of the original
party of the original contract for a newpPar continues 1o read In part as.,.tract for a modified contract that

contract that differs materially either infollows: i ; : —- ;
kind or in extent. Thus, an )allssignment Authority: 26 U.S.C. 7805 * * * gﬂg[ﬁ ifm_aterlally either in kind or in
to which the rule applies does not Par. 2. Section 1.166-3T is added to L
trigger gain or loss ptF()) the dealer'stead as follows: ob(lil) The party assigning its rights and
) o gations under the contract and the
counterparty. No inference is |r_1tende% 1.166-3T Partial or total worthless- party to which the rights and obligations
Wlth_ respect to whether an assignmengagg (temporary). are assigned are both dealers in notional
of rights by one party to other types of principal contracts, as defined in

bilateral contracts results in an exchange (8)(1) and (2) [Reserved]. For guid-g 1 4463\ (a)iii);: and
or other disposition under section 100%&nce, see § 1.166- 3(a)(1) and (2). S 2) The (te)r(m)s(; c)Jf the contract permit
by the nonassigning party. 3) S(Ijgnlflﬁanﬂy f?“f)dlfled defbt-(') the substitution

Deemed charge-aff If a significant S . .
Effective Dates modification of a debt instrument (P) Effective date.This section is ef-

" - \ 1owithin the meaning of § 1.1001-3) dur-fective September 23, 1996.
e temporary regulations apply toing a taxable year results in the recogni-

significant modifications of debt instru- ;7 ¢ gain by a taxpayer under Margaret Milner Richardson,

ments and assignments of interest ratg 1.1001-1(a), and if the requirements Commissioner of Internal Revenue.
swaps, commodity swaps, and other no ;

tional principal contracts occurring on orgega:ﬁg::ﬁz éazj(gé(r%')egf gp\gf;:%}'? gfatrhe@pproved May 31, 1996.
after September 23, 1996. ‘

debt during that taxable year in the
amount specified in paragraph (a)(3)(iii)
of this section.

It has been determined that this Trea- (i) Requirements for deemed chargefFiled by the Office of the Federal Register on
sury decision is not a significant regula-off. A debt is deemed to have beenlune 24, 1996, 8:45 am., and published in the
tory action as defined in EO 12866.charged off only if— ';;“esg‘%ghse) Federal Register for June 25, 1996, 61
Therefore, a regulatory assessment is not (A) The taxpayer (or, in the case of a =~
required. It also has been determinedebt that constitutes transferred basis
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Special Analyses Assistant Secretary of the Treasury.




Section 472.—Last-in, First-out Rev. Rul. 96-36 for tax years ended on, or with reference
Inventories to, May 31, 1996.

The following Department Store In- The Department Store Inventory Price
ventory Price Indexes for May 1996Indexes are prepared on a national basis
LIFO: price indexes; department were issued by the Bureau of Labomand include (a) 23 major groups of

’ ' Statistics on June 12, 1996. The indexedepartments, (b) three special combina-
stores. The May 1996 Bureau of Labor 5re accepted by the Internal Revenudions of the major groups - soft goods,
Statistics price indexes are accepted fo§eryice, under § 1.472—1(k) of the In-durable goods, and miscellaneous goods,
use by department stores employing theome Tax Regulations and Rev. Procand (c) a store total, which covers all
retail inventory and last-in, first-out in- 86-46, 1986-2 C.B. 739, for appropriatelepartments, including some not listed
ventory methods for valuing inventoriesapplication to inventories of departmentseparately, except for the following:
for tax years ended on, or with referencatores employing the retail inventorycandy, foods, liquor, tobacco, and con-
to, May 31, 1996. and last-in, first-out inventory methodstract departments.

26 CFR 1.472-1: Last-in, first-out inventories.

BUREAU OF LABOR STATISTICS, DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent
Change from
May May May 1995 to
Groups 1995 1996 May 1996

1. Piece GOOAS. ... .o e 507.4 545.1 7.4
2. Domestics and Draperies ... 643.5 649.3 0.9
3. Women’s and Children’s Shoes ............. ... .. ... .. .... 635.2 659.7 3.9
4. Men's ShOES ... .. i e 920.2 906.5 -15
B, Infants’Wear . ... ... e 599.2 631.2 5.3
6. Women's Underwear. ........ ...t 529.4 534.1 0.9
7. Women's HOSIErY ... ..o 283.1 286.8 1.3
8. Women’s and Girls’ ACCESSOrES .. ... ... 539.4 550.8 2.1
9. Women’s Outerwear and Girls' Wear. ........................ 437.0 417.9 —4.4
10. MensClothing ..........c i e 610.4 626.1 2.6
11. Men's Furnishings. . ... i e 575.7 593.3 3.1
12. Boys’ Clothing and Furnishings. ........... ... ... .. .. ..... 483.8 493.3 20
13, JeWelry. .o 984.9 1020.1 3.6
14, NOUONS. . .ottt e e e 750.3 773.8 3.1
15. Toilet Articles and Drugs . .. ..ot 857.9 883.8 3.0
16. Furniture and Bedding . ........ ... 655.3 668.0 1.9
17. Floor CoveringS. . ..o vt e e e e 569.4 576.1 1.2
18. HOUSBWAIES . .. .t e s 775.1 803.9 3.7
19. Major ApplianCes .. ... 247.3 245.1 -0.9
20. Radio and Television. . ...t e 84.8 79.2 —6.6
21. Recreation and Educatfon. .................c.oiiueeaann.. 114.3 112.8 -1.3
22. Home Improvememts . ...t 122.3 127.2 4.0
23, AULO ACCESSONIES. . . oo oo 107.2 107.4 0.2
Groups 1-15: Soft GOOdS . ... ..ot 597.1 603.0 1.0
Groups 16-20: Durable Goods ...t 465.4 467.6 0.5
Groups 21-23: MiSC. GOOBS . .. ... vv e e 114.2 113.7 -0.4

Store Total. . ..ot 552.4 556.3 0.7

1Absence of a minus sign before percentage change in this column signifies price increase.

2Indexes on a January 1986=100 base.

3The store total index covers all departments, including some not listed separately, except for the following: candy, foods,
liquor, tobacco, and contract departments.

DRAFTING INFORMATION

The principal author of this revenue ruling is Stan Michaels of the Office of Assistant Chief Counsel (Income Tax and
Accounting). For further information regarding this revenue ruling, contact Mr. Michaels on (202) 622—-4970 (not a toll-free
call).




Section 1502.—Regulations Reponses to this collection of informa-their use of losses for consolidated re-
26 CFR 1.1502-21T: Net operating losses (tempddON are required to obtain a benefitturn years ending on or after January 29,
rary). (relating to the carryover of losses1991. _

which would otherwise be carried back). To address the uncertainty, the IRS

An agency may not conduct or Spon_and Treasury are issuing this Treasury

DEPARTMENT OF THE TREASURY 0 and a person is not required tGEEROT 10 SE0BY CHBTEN, STER
Internal Revenue Service respond to, a collection of information '€Nts 1o the Tules regarding a consoli-

. : . . dated group’s losses, including the car-
26 CFR Parts 1 and 602 unless the _collectlon of information dis ryover and carryback of SRLY losses.
plays a valid control number.

The temporary amendments are substan-

T.D. 8677

Consolidated Returns—Limitations For further information concerning tially identical to the rules proposed on
on the Use of Certain Losses and this collection of information, and where january 29, 1991. A more detailed dis-
Deductions to submit comments on the collection ofcussion of the effective dates of the
AGENCY: Internal Revenue Serviceinformation and the accuracy of thetemporary amendments, including spe-
(IRS), Treasury. estimated burden, and suggestions fagial transitional rules, is set forth below

) reducing this burden, please refer to thenderEffective Dates.
ACTION: Final and temporary regula- preamble to the cross-referencing notice These temporary amendments prima-
tions. of proposed rulemaking published inrily address the uncertainty created by
SUMMARY: This document contains fi- this issue of the Bulletin. the proposed effective dates. They do

nal and temporary amendments to the Books or records relating to a collec-N0t address the comments on the pro-
consolidated return regulations relatingion of information must be retained asP0Sed amendments. Many of these com-
to deductions and losses of memberdong as their contents may become maents are St'". under cqn3|derat|on. .

The temporary amendments concern therial in the administration of any Inter- S companions to this Treasury deci-
method for computing the limitations nal Revenue law. Generally, tax return§1®™ the IRS and Treasury also issue
with respect to separate return limitationand tax return information are confiden-VO Other sets of temporary regulations

year (SRLY) losses. They also concerfiig|. as required by 26 U.S.C. 6103 under sections 382 and 383 concerning

e s ey o caryover and car et Gonps ond b memaes o
ryback of losses to consolidated anggackground and Explanation of Provi-

i controlled groups. See TD 8678 and TD
separate return years and to the builtigjons 8679 ublighedp elsewhere in the Bulle-
deduction rules. Final amendments are p

made amending definitions and redesig- On February 4, 1991, the IRS anati”'

nating sections displaced by temporaryfireasury published in thEederal Reg- _

regulations. The text of these temporaryster a notice of proposed rulemakingEffective Date

regulations also serves as the text of thec0_078-90, 56 FR 4228) setting forth i
proposed reguiatons set o1t I COwmandments o the. ulos 1eGaIANG My comiere o nemeon e, e
24-96 on page 22 in this issue of thenet Operating losses, built-in deduction ears beginning on or after January 1,

Bulletin. and capital losses of consolidatedi997. However, two important changes
DATES: These amendments are effecgroups, including rules regarding theare made to the effective date provisions
tive Thursday, June 27, 1996. For date§arryover and carryback of losses taset forth in the proposed rules.

of application and special transitionconsolidated and separate return years. As proposed, the amendments gener-
rules, see Effective Dates undeSome of the amendments are clarifyingally applied to consolidated return years
SUPPLEMENTARY INFORMATION. and some change the existing rules. Thending on or after January 29, 1991,

principal changes related to losses arisyithout regard to the year in which the
FOR FURTHER INFORMATION ing in (or carried to) SRLY years. Thelosses arose and without regard to

CONTACT: David B. Friedel at (202) preamble to the proposed amendmenighether the losses are subject to the
622-7550 (not a toll-free number). eﬁplains the groposed chalnges irg)ldita(igRLY rules. An exception to the general
The IRS and Treasury also publishegffective date rules was made for the
SUPPLEMENTARY Notice 91-27 (1991-2 C.B. 629) toproposed SRLY rules and built-in de-
INFORMATION: advise of intended modifications to theduction rules, which generally applied
proposed amendments. only to losses and deductions of corpo-
Generally, section 1503(a) requiregations that became members (and ac-
The collection of information con- that a consolidated group determine itsjuisitions occurring) on or after January
tained in the temporary regulations hasax in accordance with the regulation29, 1991, without regard to when they
been reviewed and approved by theinder section 1502 prescribed before tharose. Thus, the proposed amendments
Office of Management and Budget inlast day prescribed by law for the filing required the losses and deductions of
accordance with the Paperwork Reducef its tax return. Many of the proposedmembers acquired before January 29,
tion Act (44 U.S.C. 3507) under theamendments have proposed effectivé991, to remain subject to the existing
control number 1545-1237. Sectiondates of January 29, 1991, and otheBRLY limitations.
1.1502-21T(b)(3) requires a respons&ansitional rules for their application. The temporary amendments revise
from certain consolidated groups. TheBecause of this effective date, consolithis treatment. Losses and deductions of
IRS requires the information to assurelated groups have been uncertaia member (including SRLY losses) car-
that an election to relinquish a carrybackvhether the existing rules or the pro-ied to consolidated return years begin-
period is properly documented.posed rules (if adopted) will determinening on or after January 1, 1997, are

7

Paperwork Reduction Act



governed by the temporary amendmentfiecame members before, and to acquisPRART 1—INCOME TAXES
regardless of the year in which the losgions occurring before, January 29,

or deduction was recognized, and re1991. See § 1.1502-21T(g)(3). Paragraph 1. The authority citation
gardless of when the member with the for Part 1 is amended in part by adding

SRLY loss became a member of theSPECIAL ANALYSIS ;:itl?tions in numerical order to read as
ollows:

group. It has been determined that this Trea-" Aihority: 26 U.S.C. 7805 * * *

The temporary amendments also cong,ry gecision is not a significant regula-

tain rules relating to consolidated returm v action as defined in EO 12866 Section 1.1502-0 also issued under 26

Section 1.1502-1T also issued under
. L 6 U.S.C. 1502.
may apply thg temporary amendment_s tpr i%%lgg:)igsim%céc? %tn r;a\gibgtaﬁggfﬁr?&%_ Section 1.1502-2 also issued under 26
those consoh_datgd return years provideflo; of small entities. This certification iSU.S.C..1502.* * .
that three principal conditions are mety,<ad on the fact that these regulations Section 1.1502-15T also issued under
. _ SWill primarily affect affiliated groups of 26 U.S.C. 1502 * *
be applied consistently on the groupyororations that have elected to file Section 1.1502-21T also issued under
final return (original or amended retum)cqngqjidated returns, which tend to be26 U.S.C. 1502.
for each such year for which the statutg,ger pysinesses. Therefore, a Regula- Section 1.1502-22T also issued under
of limitations does not preclude they,ry Fieyipility Analysis under the Reg- 26 U.S.C. 1502.
filing of an amended return on January, siory Flexibility Act (5 U.S.C. chapter ~Section 1.1502—23T also issued under
1, 1997; (2) the temporary amendmentgy s ‘not required. Pursuant to sectior?6 U.S.C. 1502.% * *
relating to the treatment of built-in de-7805(f) of the Internal Revenue Code, Section 1.1502—79T also issued under
gﬁggor\}\?itr?mrjesspz?t( ltgssiﬁz Toussgegeai e notice of proposed rulemaking pre26 U.S.C. 1502.
- : eding these regulations were sent to the Section 1.1502—15A also issued under
deductions of those corporations thagm,|"Business Administration for com-26 U S C. 1502,

became members of the group, and tRant on their impact on small business : ;
acquisitions occurring, on or after Janu- P '2638%'0&1 1'5105202_21'“ also issued under

ary 29, 1991, and only with respect toj i i s .
su{h losses and deguctions; gnd (3Draft|ng Information Section 1.1502-22A also issued under

appropriate adjustments must be made)_z The. principal auth_or of these reg.ula-26 U.S.C. 1502. Section 1.1502-23A
in the earliest subsequent open year thons is David B. Friedel of the Office also issued under 26 U.S.C. 1502.
reflect any inconsistency in a year forof Assistant Chief Counsel (Corporate), Section 1.1502-41A also issued under
which the statute of limitations pre-!RS. Other personnel from the IRS ani6 U.S.C. 1502.

cludes the filing of an amended returni€asury participated in their develop- Section 1.1502-79A also issued under

on January 1, 1997. Until consolidatedMent. 26 U.S.C. 1502.* * *
return years beginning on or after Janus . _Par. 2. In the list below, for each
ary 1, 1997, the rules of the existingAdOptlon of Amendments to the RegUIasection indicated in the left column,

regulations relating to the treatment o 1ons remove the wording indicated in the

built-in deductions and SRLY losses Accordingly, 26 CFR parts 1 and 602middle column, and add the wording

continue to apply to corporations thatare amended as follows: indicated in the right column.
Affected Section Remove Add
1.469-1(h)(2) 1.1502-21 (consolidated net operatingl.1502—-21T (Net operating losses (tem-

loss), and 1.1502—-22 (consolidated netporary)), and 1.1502—-22T (consolidated

capital gain or loss) net capital gain and loss (temporary))
1.597-2(c)(5), first sentence 8§ 1.1502-15, 1.1502-21, and 88 1.1502-15T, 1.1502-21T, and

1.1502-22 1.1502-22T (or 88 1.1502-15A, 1.1502—

21A, and 1.1502-22A, as appropriate)

1.597-2(c)(5), second sentence 88 1.1502-15, 1.1502-21 or 1.1502—-22 8§ 1.1502-15T, 1.1502-21T or 1.1502—

22T (or 88 1.1502-15A, 1.1502-21A or
1.1502-22A, as appropriate)

1.597-4(g)(3), fifth sentence 8§ 1.1502-15, 1.1502-21 and 88 1.1502-15T, 1.1502-21T and
1.1502-22 1.1502-22T (or 88 1.1502-15A, 1.1502-
21A and 1.1502-22A, as appropriate)
1.597-4(g)(3), sixth sentence 8§ 1.1502-15, 1.1502-21, or 1.1502-22 88 1.1502-15T, 1.1502-21T, or 1.1502—

22T (or 88 1.1502-15A, 1.1502-21A, or
1.1502-22A, as appropriate)

1.904(f)-3(a) (or 88 1.1502-21(b) and 1.1502-79(ajpr 88 1.1502-21A(b) and 1.1502—
(or 8 1.1502-21T(b) 79A(a), as appropriate))



Affected Section
1.904(f)-3(b)

1.1341-1(7)(2)(i)

1.1502-9(a), seventh sentence
1.1502-9(a), eighth sentence

1.1502-9(f) Example 5(ii)
1.1502-11(a)(2)

1.1502-11(a)(3)

1.1502-11(a)(4)
1.1502-11(b)(2)(iii) Example 1(c)
1.1502—11(b)(2)(iii) Example 2(d)
1.1502—11(b)(2)(iii) Example 3(e)
1.1502—12(b)

1.1502-13(c)(7)(ii) Example 10(d)
1.1502-13(g)(5) Example 4(b)

1.1502-13(h)(2), Example 1(a)
1.1502-13(h)(2) Example 1(b)
1.1502-13(h)(2) Example 2(a)
1.1502-13(h)(2) Example 2(b)
1.1502-15(a)(1), first sentence
1.1502-15(a)(1), first sentence
1.1502-15(a)(1), second sentence

1.1502-15(a)(1), second sentence

1.1502-15(a)(3)

Remove

(or 8§ 1.1502-22 and 1.1502—79(b)

§ 1.1502-2A

§ 1.1502-79
§ 1.1502-79

§ 1.1502-21(c)
§ 1.1502-21

§ 1.1502-22
§ 1.1502-23
§ 1.1502-79
§ 1.1502-79

§ 1.1502-79

§ 1.1502-15 shall be taken into ac-

count as provided in that section

§ 1.1502-21(c)
§ 1.1502-15

§ 1.1502-21(c)
§ 1.1502-21(c)
§ 1.1502-15
1.1502-22

§ 1.1502-21(c)
§ 1.1502-22(c)

Add

(or &8 1.1502-22T(b) (or 88 1.1502-22A
and 1.1502-79A(b), as appropriate))

§ 1.1502-2A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)

§ 1.1502-21T(b)(2) (or § 1.1502-79A,
as appropriate)

§ 1.1502-21T(b)(1) (or & 1.1502-79A,
as appropriate)

§ 1.1502-21A(c)

88 1.1502-21T (or 1.1502-21A, as
appropriate)

88 1.1502-22T (or 1.1502—-22A, as
appropriate)

88 1.1502-23T (or 1.1502—-23A, as
appropriate)

§ 1.1502-21T (or § 1.1502-79A, as
appropriate)

88 1.1502-21T and 1.1502-22T, respec-
tively (or 8 1.1502—79A, as appropriate),

§ 1.1502-21T (or § 1.1502-79A, as
appropriate)

88 1.1502-15A or 1.1502-15T shall be
taken into account as provided in those
sections

§ 1.1502—21T(c)

§ 1.1502-15T (or 8 1.1502-15A, as
appropriate)

§ 1.1502-21T(c)
§ 1.1502-21T(c)
§ 1.1502-15T
1.1502-22T

§ 1.1502—-21A(c)
§ 1.1502-22A(c)

under 88§ 1.1502-21, 1.1502-22, andder 8§88 1.1502-21A, 1.1502—-22A, and

1.1502-79

1.1502-79A (or 88 1.1502-21T and
1.1502-22T, as appropriate)

in § 1.1502-21(c) or § 1.1502-22() §§ 1.1502-21T(c) or 1.1502-22T(c)

(as the case may be)

§ 1.1502-31A(b)(9)

1.1502-18(f)(L)(ii), (1)), (2)(), (2)(i), § 1.1502—39A

and (4) Example (i) and (ii)

1.1502-18(f)(5)

1.1502-20(a)(1)
1.1502-20(c)(4), Example 7(iii)

§ 1.1502-31A(b)(1)

1.1502-15(b)
§ 1.1502-21

(or 88 1.1502—-21A(c) or 1.1502—-22A(c),
as appropriate), as the case may be

§ 1.1502-31A(b)(9) (as contained in the
26 C.F.R. edition revised as of April 1,
1996)

§ 1.1502-39A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)

§ 1.1502-31A(b)(1) (as contained in the
26 C.F.R. edition revised as of April 1,
1996)

1.1502-11(c)
88§ 1.1502-21A or 1.1502-21T



Affected Section
1.1502-20(g)(3), Example 1(i)
1.1502-20(g)(3), Example 2(i)
1.1502-21(b)(1)
1.1502-21(b)(1)

1.1502-21(b)(2)(i)
1.1502-21(e)(1)())
1.1502-22(a)(1)(ii)
1.1502-22(a)(3)
1.1502-22(b)(1)

1.1502-23

1.1502-26(a)(1)(ii) concluding text

1.1502-32(b)(5) Example 2(b)
1.1502-41(a)

1.1502-41(a)

1.1502-41(b)

1.1502-41(b)
1.1502-42(f)(4)(1)(A)

1.1502-42(j) Example 4(b)
1.1502-42(j) Example 4(c)
1.1502-42(j) Example 4(c)
1.1502-43(b)(2)(iv)

1.1502-43(b)(2)(v)
1.1502-43(b)(2)(vi)
1.1502-43(b)(2)(vi)
1.1502-43(b)(2) (vii)

1.1502-43(b)(2)(vi ii)

1.1502-44(b)(2)
1.1502-44(b)(3)

1.1502-47(h)(2)())

Remove

§ 1.1502-21

§ 1.1502-21

paragraph (a) of § 1.1502-79
§ 1.1502-15

paragraph (a)(4) of § 1.1502-79
paragraph (a)(3) of § 1.1502-79
§ 1.1502-23

§ 1.1502-15

paragraph (b) of § 1.1502-79

Add

8§ 1.1502-21A or 1.1502-21T
88 1.1502-21A or 1.1502-21T
§§ 1.1502-79A(a)

§ 1.1502-15A (or § 1.1502-11(c), as
appropriate)

this paragraph

this paragraph
88 1.1502-23A or 1.1502-23T
88 1.1502-15A and 1.1502-11(c)

§ 1.1502-79A(b) (or 8 1.1502-22T(b),
as appropriate)

§§ 1.1502-21(c) and 1.1502-22(c), ag§ 1.1502—21A(c) and 1.1502—22A(c),

provided in § 1.1502-15(a)

paragraph (f) of § 1.1502-21

1.1502-79

paragraph (a)(1) of § 1.1502-22
§ 1.1502-23

paragraph (a)(1) of § 1.1502-22
paragraph (b) of § 1.1502-22
§ 1.1502-79(a)(3)

§ 1.1502-79(a)(3)
§ 1.1502-21(b)(3)
§ 1.1502-79(a)(3)
§ 1.1502-21(a)

§ 1.1502-22(a)
§ 1.1502-41(a)
§ 1.1502-41(b)

§ 1.1502-22(b)

as provided in 8 1.1502-15A(a) (or

§§ 1.1502-21T(c) and 1.1502-22T(c), as
provided in § 1.1502-15T(a), as appro-
priate)

8§ 1.1502-21T(e) or 1.1502-21A(f), as
appropriate,

1.1502-21T(b)

§ 1.1502-22A(a)
§ 1.1502-23A

§ 1.1502-22A(a)
§ 1.1502—-22A(b)

§ 1.1502-21T(b) (or § 1.1502—
79A(a)(3), as appropriate)

§ 1.1502-79A(a)(3)

§ 1.1502-21A(b)(3)

§ 1.1502-79A(a)(3)

88 1.1502-21T(a) or 1.1502-21A(a), as
appropriate

88 1.1502-22T(a) or 1.1502-22A(a), as
appropriate

88 1.1502-22T(a) or 1.1502-41A, as
appropriate

8§ 1.1502-22T(a) or 1.1502-41A, as
appropriate

88 1.1502-22T(b) or 1.1502-22A(b), as
appropriate

Section 1.1502-15 (built-in deductions$ections 1.1502—-15A (Limitations on

does

§ 1.1502-21

§ 1.1502-22

§ 1.1502-21

10

built-in deductions not subject to

§ 1.1502-15T) and 1.1502-15T (SRLY
limitation on built-in losses (temporary))
do

88 1.1502-21T or 1.1502-21A (as
appropriate)

88 1.1502-22T or 1.1502-22A (as
appropriate)

88 1.1502-21T or 1.1502-21A (as
appropriate)



Affected Section
1.1502-47(h)(2)(ii)

1.1502-47(h)(2)(iii)
1.1502-47(h)(2)(iv)

1.1502-47(h)(2)(vii) Example
1.1502-47(h)(3)(iii)

1.1502-47(h)(3)(iv) and (v)
1.1502-47(h)(4)(i), first sentence

1.1502-47(h)(4)(i), second sentence

1.1502-47(h)(4)(ii), first sentence
1.1502-47(h)(4)(ii), first sentence

1.1502-47(h)(4)(ii), second sentence
1.1502-47(h)(4)(ii), second sentence
1.1502-47(h)(4)(iii)

1.1502-47(k)(5)

1.1502-47()(3)(i)
1.1502-47(m)(2)(ii)
1.1502-47(m)(2)(ii)

1.1502-47(m)(3)(i)

1.1502-47(m)(3)(vi)(A), both instances

1.1502-47(m)(3)(vii)
1.1502-47(m)(3)(ix )

1.1502-47(m)(5) Example 4
1.1502-47(0)(2)(i)

1.1502-47(0)(2)(ii)

1.1502-47(q)

1.1502-78(a)

1.1502-79(a)(1)(i)
1.1502-79(b)(1)

Remove
§ 1.1502-21(f)

§ 1.1502-21
§ 1.1502-21

§§ 1.1502—21 and 1.1502-79
§ 1.1502-21(c)

§ 1.1502-21(d)
§ 1.1502-22

§ 1.1502-22(a)

§ 1.1502-22
§ 1.1502-21

“§ 1.1502-22(d)"

“§ 1.1502-21(d)”
§ 1.1502-22(b)(1)
§ 1.1502-22

§ 1.1502-21
§ 1.1502-21
§ 1.1502-22

§§ 1.1502-21 and 1.1502-22

§ 1.1502-79(a)(3)

§ 1.1502-21(b)(3)(ii)

Add

88 1.1502-21(A)(f) or 1.1502-21T(e)
(as appropriate)
88 1.1502-21A or 1.1502-21T (as
appropriate)
88 1.1502-21A or 1.1502-21T (as
appropriate)
8§ 1.1502-21A and 1.1502-79A

88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
§ 1.1502-21A(d)
88 1.1502-22T or 1.1502-22A (as
appropriate)
88 1.1502-22T or 1.1502—-22A(a) (as
appropriate)
88 1.1502-22A or 1.1502-22T
88 1.1502-21T or 1.1502-21A (as
appropriate)
“§ 1.1502-22A(d)"
“§ 1.1502-21A(d)”
88 1.1502-22A(b)(1) or 1.1502-22T(b)
88 1.1502-22T or 1.1502-22A (as
appropriate)
88 1.1502-21T or 1.1502-21A (as
appropriate)
88 1.1502-21T or 1.1502-21A (as
appropriate)
88 1.1502-22T or 1.1502-22A (as
appropriate)

88 1.1502-21T and 1.1502-22T (or
88 1.1502-21A and 1.1502-22A, as
appropriate)
88 1.1502-21T(b) or 1.1502-79A(a)(3)
(as appropriate)
§ 1.1502-21A(b)(3)(ii)

§ 1.1502-15 (including the exceptiong§ 1.1502—-15T and 1.1502—15A (includ-

in paragraph (a)(4) thereof)
§ 1.1502-15
§ 1.1502-41

§ 1.1502-41

§ 1.1502-21(b)(3) and § 1.1502—

79(2)(3)

§ 1.1502-79 (a), (b), or (c)

§ 1.1502-21
1.1502-22

11

ing applicable exceptions thereto)
§ 1.1502-15A
88 1.1502-41A or 1.1502-22T (as
appropriate)
88 1.1502-41A or 1.1502-22T (as
appropriate)

88 1.1502-21A(b)(3) and 1.1502—
79A(a)(3) (or § 1.1502-21T, as appro-
priate)

8§ 1.1502-21T(b), 1.1502-22T(b), or
1.1502-79(c) (or 88 1.1502-79A(a),
1.1502-79A(b), or 1.1502—79(c), as
appropriate)

§ 1.1502-21A
1.1502-22A



Affected Section
1.1502-79(c)(1)

1.1502-79(d)(1)
1.1502-79(e)(1)

1.1502-80(c)
1.1502-100(c)(2)

1.1503-2(d)(2)(i)
1.1503-2(d)(2) (i)

1.1503-2(d)(4) Example 1(iv)
1.1503-2(d)(4) Example 2(iv)
1.1503-2(g)(2)(vii)(B)(1)

1.1503-2(g)(2)(vii)(B)(2)
1.1503-2(g)(2) (vii)(E)
1.1503-2(g)(2)(vii)(G) Example 1
1.1503-2(g)(2)(vii)(G) Example 2
1.1503-2(h)(3)

1.1503-2A(H)(2)(i) intro text
1.1503-2A(H)(1)(i)(C)
1.1503-2A(f)(2)(i)

1.1503—2A(f)(2) (i)

Remove

Add

paragraph (a)(1) and (2) of this section § 1.1502-21T(b) (or 8§ 1.1502—

79A(a)(1) and (2), as appropriate)

paragraph (a)(1) and (2) of this section § 1.1502-21T(b) (or 88 1.1502—

79A(a)(1) and (2), as appropriate)

paragraph (a)(1) and (2) of this section § 1.1502-21T(b) (or 88 1.1502—

§ 1.1502-15(b)
§ 1.1502-21

§ 1.1502-21(c)
§ 1.1502-21(c)

1.1502-22
§ 1.1502-21(c)
§ 1.1502-21(c)

§ 1.1502-21(c)
§ 1.1502-21(c)
§ 1.1502-21(c)
§ 1.1502-21(c)
§ 1.1502-21(c)

§ 1.1502-79(a)(3)
§ 1.1502-79
§ 1.1502-21(c)(2)

§ 1.1502-21(c)(2)

1.1503-2A(f)(4) Example 2(iv), first sen-§ 1.1502-21(c)(2)

tence

1.1503-2A(f)(4) Example 2(iv), second § 1.1502-21(c)

sentence
1.1552-1(a)(3)(i)

1.1552—1(b)(1)

301.6402-7(g)(2)(iii)

§ 1.1502-30A

§ 1.1502-30A

§ 1.1502-21(b)

301.6402-7(g)(3) Example 2, second § 1.1502-21

sentence

301.6402-7(g)(3) Example 2, third sen-§ 1.1502-21(c)

tence
301.6402-7(h)(1)(ii) Example(B)
301.6402-7(h)(1)(i i) Example(B)

1.1502-21(b)
1.1502—22(b)

12

79A(a)(1) and (2), as appropriate)
§ 1.1502-11(c)
88 1.1502-21A or 1.1502-21T (as
appropriate)
88 1.1502-21A(c) or 1.1502-21T(c), as
appropriate
88 1.1502-21A(c) or 1.1502-21T(c), as
appropriate
1.1502-22T(c)
§ 1.1502-21A(c)
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
88 1.1502—21A(c) or 1.1502—-21T(c), as
appropriate
§8 1.1502-21A(c) or 1.1502-21T(c), as
appropriate
88 1.1502-21A(c) or 1.1502-21T(c) (as
appropriate)
§ 1.1502-21T(b)
§ 1.1502-22T(b)
88 1.1502-21A(c)(2) or 1.1502-21T(c)
(as appropriate)
88 1.1502-21A(c)(2) or 1.1502—-21T(c)
(as appropriate)
§ 1.1502-21A(c)(2)

§ 1.1502-21A(c)

§ 1.1502-30A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)

§ 1.1502-30A (as contained in the 26
C.F.R. edition revised as of April 1,
1996)

88 1.1502-21T(b) or 1.1502-21A(b) (as
appropriate)

§ 1.1502-21T
§ 1.1502-21T(c)

1.1502-21T(b)
1.1502-22T(b)



§ 1.1501-1 [Removed] (i) To which section 381(a) applies;which 8§ 1.1502-21T does not apply.
. . or See § 1.1502-21T(qg) for effective dates
Ear. i ?ﬁcnondl.l_SOlt—ld IS retm%ved._ (i) That occurs on or after January 1,of that section.
. .d' elunf e|:|3|gr_1ae center ea(1997, in which the successor’s basis for pgr 11. Section 1.1502—15T is added
Ing |rr_1m(ej }atey,,sE%Wdt%T?o}\é‘r’%;‘l the assets is determined, directly Ofy read as follows:
'SL{E\Q‘IS;LE r9|% TAXABLE YEARS_ indirectly, in whole or in part, by refer- '
PRIOR TO JANUARY 1. 1966" to ENc€ to the basis of the assets of thg 1.1502-15T SRLY
“ ' transferor or distributor, but only if the
REGULATIONS APPLICABLE TO

amount by which basis differs from
TAXABLE YEARS BEFORE JANU- : : .
ARY 1. 1997". value, in the aggregate, is material. In (3) SRLY limitation. Built-in losses

the case of such a transaction, only ongre sybject to the SRLY limitation under
88 1.1502-0A through 1.1502-3A, member may be considered a predece§§ 1.1502-21T(c) and 1.1502—22T(c)

1.1502-10A through 1.1502-19A and sor to or a successor of one othe{jncyding applicable subgroup prin-

limitation on
built-in losses (temporary).

1.1502-30A through 1.1502-51A [Re- member. ciples). Built-in losses are treated as
moved] _ ook s deductions or losses in the year recog-
Par. 5. Sections 1.1502-0A through () [Reserved] nized, except for the purpose of deter-

1.1502-3A, 1.1502-10A through (1) Affiliated. Corporations are affili- mining the amount of, and the extent to
1.1502-19A, and 1.1502-30A througtfied if they are members of a grouRyhich the built-in loss is limited by, the

1.1502-51A are removed. with each other. SRLY limitation for the year in which it
Par. 6. Section 1.1502—0 is revised to_F &% 8. In 8 1.1502-2, paragraph (hjs recognized. Solely for such purpose, a
read as follows: is revised to read as follows: built-in loss is treated as a hypothetical

. . ... het operating loss carryover or net capi-
§ 1.1502-2 Computation of tax liability. tal Iogs car?yover ariging in a SRL\F(),

. . R or o instead of as a deduction or loss in the
(a) The regulations under section () The tax imposed by section 1201year recognized. To the extent that a
1502 are applicable to taxable yearfstead of the taxes computed undepuiit-in loss is allowed as a deduction
beginning after December 31, 1965, exparagraphs (a) and (g) of this sectionynder this section in the year it is
cept as otherwise provided therein. - computed by reference to the net capitalecognized, it offsets any consolidated
(b) The provisions of 88 1.1502-0Again of the group (see § 1.1502-22T}axable income for the year before any
through  ~1.1502-3A,  1.1502-10A(qr, for consolidated return years tojoss carryovers or carrybacks are ai-
through 1.1502-19A, and 1.1502-30Ayhich § 1.1502-22T does not applyjowed as a deduction. To the extent not
through 1.1502-51A (as contained in thgomputed by reference to the excess afo allowed, it is treated as a separate net
26 CFR part 1 _Edltlon revised Aprll 11the consolidated net Iong-term Capitabperating loss or net Capita| loss car-
1996) are applicable to taxable yeargain over the consolidated net shortryover or carryback arising in the year
beginning before January 1, 1966. term capital loss (see § 1.1502—41A fof recognition and, under § 1.1502—
Par. 7. Section 1.1502-1 is amendeghe determination of the consolidated nep1T(c) or § 1.1502-22T(c), the year of
by revising paragraphs (b), ()(1), andiong-term capital gain and the consolitecognition is treated as a SRLY.

(f)(2) introductory text, and adding para-gated net short-term capital loss)): o .
graphs (f)(4) and (), and reserving para- p ); (b) Built-in losses—(1) Defined.If a

8 1.1502-0 Effective dates.

; . L A A corporation has a net unrealized built-in
graph (i) to read as follows: Par. 9. In 8 1.1502-15, paragraph (bJoss under section 382(h)(3) (as modi-
§ 1.1502—1 Definitions is redesignated as paragraph (c) ofied by this section) on the day it

%« § 1.1502-11, and the heading of newllbecomes a member of the group

(b) Member.The termmembermeans designated § 1.1502-11, paragraph (¢hether or not the group is a consoli-
a corporation (including the commoniS revised to read as follows: dated group), its deductions and losses
parent) that is included in the group, or ) __are built-in losses under this section to
as the context may require, a Corpora§ 1.1502-11 Consolidated taxable In'the. e)-(tent they are treated as reCOgﬂlzed
tion that is included in a subgroup. come. built-in ~ losses ~ under  section
v % x % xx % 382(h)(2)(B) (as modified by this sec-

(f) Separate return limitation year (c) Disallowance of loss attributable tion). This paragraph (b) generally ap-
(1) In general. Except as provided in to pre-1966 distributions. * * * plies separately with respect to each

paragraphs (f)(2) and (3) of this section, Par. 10. Section 1.1502-15 is redesighember, but see paragraph (c) of this
the termseparate return limitation year nated as § 1.1502-15A; the sectiofsection for circumstances in which it is
(or SRLY means any separate returheading of the newly designatedapplied on a subgroup basis.

year of a member or of a predecessor o8 1.1502-15A is revised; and paragraph (2) Operating rules. Solely for pur-

a member. (b) is added to read as follows: poses of applying paragraph (b)(1) of

(2) ExceptionsThe termseparate re- o this section, the principles of § 1.1502-
turn limitation year (or SRLY does not § 1.1502-15A Limitations on the allow-94T(c) apply with appropriate adjust-
include: ance of built-in deductions for consoli-ments, including the following:

. %% % dated return years beginning before (i) Ownership changeA corporation

(4) Predecessors and successofhe January 1, 1997. is treated as having an ownership
term predecessomeans a transferor or LA S change under section 382(g) on the day
distributor of assets to a member (the (b) Effective date.This section ap- the corporation becomes a member of a
successqgrin a transaction— plies to any consolidated return years tgroup, and no other events (e.g., a
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subsequent ownership change under seare with unrelated persons, and théuilt-in gain (two depreciable assets, asset 1 with

tion 382(g) while it is a member) areapplication of any limitation or thresh- aitzaziia‘;fijgfssggda:d‘;a'\f;ugfofiié)a”:n :Sss?az
treated as causing an ownership Changeld under section 382 is dlsregardeda $75 net unrealized built-in loss (two (’jepreciable

In the case of an asset acquisition by dhe principles of this section are illus-,ssers, asset 3 with a basis of $95 and a value of
group, the assets and liabilities acquiretrated by the following examples: $10, and asset 4 with a basis of $10 and a value
directly from the same transferor pursu- EX?”)‘p'e bl- De“ﬁm;:”aﬂonk"f ][ecog”i.ze“ built-inof $20).
ss. (a) P buys all the stock of T during Year 1 . :
ant to the same plan are treated as tﬂ%r $100, and T becomes a member of the p (B) under pzragraph (Cl)) of this sectlont,)P anfdtﬁ
assets and liabilities of a corporationyroup. T has three depreciable assets. Asset 1 h§@MPOSe a subgroup on becoming members o | e
that becomes a member of the groupn unrealized loss of $20 (basis $45, value $25)Y1 9roup because P and S were continuously
(and has an Ownership change) on thesset 2 has an unrealized loss of $25 (basis $5g}‘f|llated for the 60 month period ending immedi-
date of the acquisition value $25), and asset 3 has an unrealized gain §fely before they became members of the M
~ .C] - ) $25 (basis $25, value $50). group. Consequently, paragraph (b) of this section
(i) Recognized built-in gain or 10SS. (b) Under paragraph (b)(2)(i) of this section, Tdoes not apply to P and S separately. Instead, their
A loss that is included in the determina-ds treated as having an ownership change undéeparately computed unrealized gains and losses
tion of net unrealized built-in gain or section 382(g) on becoming a member of the Rre aggregated for purposes of determining
; ; iaqldroup. This treatment does not depend on whethavhether and the extent to which any unrealized
:OSS (;ind thatd 'Sf recggmzed but d:jsalP’s acquisition of the T stock actually constitutesloss is treated as built-in loss under this section
owed or deferred (e.g., underan ownership change under section 382(g), oand is subject to the SRLY limitation under
§ 1.1502-20 or section 267) iS notwhether T is subject to any limitation unders 1.1502-21T(c).
treated as a built-in loss unless and untjection 382. Under paragraph (b)(1) of this sec- . \nger paragraph (c) of this section, the P

the loss would be allowed during thefon: none of T's $45 of unrealized loss is treated ubgroup has a net unrealized built-in loss on the

. . . as a built-in loss unless T has a net unrealize
recognition period without regard to thepiiin loss under section 382(h)(3) on becomingéay P and S become members of the M group
determined by treating the day they become

application of this section. Sectiona member of the P group. _
382(h)(1)(B)(ii) does not apply to the (c) Under section 382(h)(3)(A), T has a $20 nef"éMbers as a change date. The net unrealized
extent it limits the amount of recognizedunrealized built-in loss on becoming a member ofuilt-in loss is the aggregéte of P's net unrealized
built-in loss that may be treated as aire P group (($20) + ($25) + $25 = ($20)). built-in gain of $10 and S’s net unrealized built-in
ul y ssume that this amount exceeds the threshol@ss of $75, or an aggregate net unrealized built-in
pre-change loss to the amount of the ngtguirement in section 382(h)(3)(B). Under sectiodoss of $65. (The stock of S owned by P is
unrealized built-in loss. 382(h)(2)(B), the entire amount of T's $45 unreal-disregarded for purposes of determining the net
i ized loss is treated as a built-in loss to the extentinrealized built- in loss. However, any loss al-
In (C)er?el1’£| I?n I?hsse(?a;)é zl#bagrg:jgs%t it i_s recogn_ized _during_ the 5-year recognitionlowed on the sale of the stock within the recogni-
g ictal. g P’perlod described in section 382(h)(7). Under paration period is taken into account in determining
the principles of paragraph (b) of thisgraph (b)(2)(ii) of this section, the restriction recognized built-in loss.) Assume that the $65 net
section apply to the subgroup, and noénder section 382(h)(1)(B)(i), which limits the ynrealized built-in loss exceeds the threshold re-
separately to its members. Thus, the né{nount of recognized built-in loss that is treatedyjrement under section 382(h)(3)(B).

. i : s pre-change loss to the amount of the net .
unrealized built-in loss and recognize nrealized built-in loss, is inapplicable for this (d) Under paragraphs (b)(1), (b)(2)(ii), and (c)

built-in loss for purposes of paragraphurpose. Consequently, the entire $45 of unreal' this section, a loss recognized during the 5-year

(b) of this section are based on thezed loss (not just the $20 net unrealized loss) i€&cognition period on an asset of P or S held on

aggregate amoun o each member e s pusgon ) 11 e s e 0 L S e meryer of e
the subgroup. built-in loss to the extent it is recognized within 5 group - p

years of T's becoming a member of the P group9rouP establishes that such loss exceeds the

(2) Members of subgroupsA sub- Under paragraph (a) of this section, a built-in losMount by which the adjusted basis of such asset

group is composed of those memberis subject to the SRLY limitation under § 1.1502-°0 the day the member became a member ex-

. ) 21T(c)(1). ceeded the fair market value of such_ asset on that
that have been continuously affiliated?!T( )L(Jn)der paragraph (b)(2)(i) of this section,5ame day. If P sells asset 2 for $45 in Year 7 and

with each . other f_OI‘ t.he 60 _Consecunvethe results would be the same if T transferred all€cognizes a $10 loss, the entire $10 loss is treated
month period ending immediately befores its assets and liabilities to a subsidiary of the F2S @ built-in loss under paragraphs (b)(2)(i)) and
they become members of the group imroup in a single transaction described in sectiofC) Of this section. If S sells asset 3 for $10 in

; : ; Year 7 and recognizes an $85 loss, the entire $85
which the loss is recognized. A membeB51. , g y
remains a member of %he subgroup until Example 2. Actual application of section 3gploss is treated as a built-in loss under paragraphs

. e . not relevant. (a) The facts are the same as in(®)(2)(i) and (c) of this section (not just the $55
it ceases to be affiliated with the 10SSg,ample 1,except that P buys 55 percent of thedalance of the P subgroup's $65 net unrealized
member. For this purpose, the principlestock of T during Year 1, resulting in an owner- Puilt-in 10ss).
of § 1.1502-21T(c)(2)(iv) through (vi) ship change of T under section 382(g). During (e) The determination of whether P and S
app|y with appropriate adjustments. Year 2, P buys the 45 percent balance of the Tonstitute a SRLY subgroup for purposes of Io_ss
. stock, and T becomes a member of the P grougEarryovers and carrybacks, and the extent to which
(3) Built-in amounts.Solely for pur- (b) Although T has an ownership change forbuilt-in losses are not allowed under the SRLY
poses of determining whether the subpurposes of section 382 in Year 1 and not Year 2jmitation, is made under § 1.1502-21T(c).
group has a net unrealized built-in losg’s joining the P group in Year_ 2 is treated as an Example 4. Computation of SRLY limitatidia)
or whether it has a recognized bui|t_inownersh;pthghangi‘ undgr section t?82f(g) for purpuriggo\éeardL individual Aéororgs T by cont_ribult-
L oses of this section. Consequently, for purposeisig and T sustains a $100 net operating loss.
loss, the pl’lnCIp|e_S of 8§ 1'1_502_9]1T(g)3f this section, whether T has a net unrealizeduring Year 2, T's assets decline in varl)ue to $100.
and (h) apply with appropriate adjust-puilt-in loss under section 382(h)(3) is determinedat the beginning of Year 3, P buys all the stock of
ments. as if the day T joined the P group were a changqd for $100, and T becomes a member of the P
date. Thus, the results are the same aBxample 1. group with a net unrealized built-in loss of $100.
(d) Exanjples: For purposes of the Example 3. Determination of a recognizedAssume that $100 exceeds the threshold require-
e>_<amples in this sectlor_l, unless ,Otherbuilt-in loss of a subgroup(a) During Year 1, P ments of section 382(h)(3)(B). During Year 3, T
wise stated, all groups file consolidatethuys all of the stock of S for $100, and Srecognizes its unrealized built-in loss as a $100
returns, all corporations have calendabecomes a member of the P group. M is theordinary loss. The members of the P group
taxable years, the facts set forth the On|9?¢mon7pe':;ent of_anotr;lerfgrgup. Atlzhef tlgegingir:a%ont:jibute tl?le following Pert] ingome to Eg_e consg!i-
o . of Year 7, M acquires all of the stock of P, an ated taxable income of the roup (disregardin
corporate activity, Val,ue means _falr mar- nd S become qmembers of the M group. At thel’s recognized built-in loss andg an)‘/) conso?idatedg
ket value and the adjusted basis of eacfine of M's acquisition of the P stock, P has net operating loss deduction under § 1.1502-21T)
asset equals its value, all transaction@lisregarding the stock of S) a $10 net unrealizedor Years 3 and 4:
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Year 3  Year 4 Total  net operating loss carryover to Year 2 for purposegglidated return years beginning on or

P (gv:/(i)tl;%ut N $100 5100 $200 gfl_lzj(;l[;.lying the SRLY limitation under § 1.1502— after January 1, 1997, with respect to .a
T 60 40 100 (c) For Year 2, T's SRLY limitation is the cOnSolidated return change of ownership
cTI $160 $140  $300. adoregate of the P group's consolidated taxabl@ccurring before January 1, 1997.

. A * % %
b) Under paragraph (b) of this section, T,slncome’ th(ough Year 2 Qetermlned by refergnce to (e)
(b) paragraph  (b) only T's items. For this purpose, consolidated (3) Effective dateThis paragraph (e)

$100 ordinary loss in Year 3 (not taken intotaxable income is determined by disregarding anyy; ;
account in the consolidated taxable income comzt == (S S RIS L operating Iosgsallows or reduces the net operating

g;g:;\)trllo(ns (?fbt(;]\i/s )séitign??Ag-lguill?-?r?'logg(:s rtrg:t'ﬁ(;carryover, and any consolidated net operating los©SS carryovers of a member as a result

. eductions under § 1.1502-21T(a). Consolidate@f @ transaction to which old section
o 2 net operalig oss caryouer o IBE56S i ncome so cetemined i 525 382 (as defined in § 1.382-2T(f)(21)
217(c). (d) Under § 1.1502-21T(c), $25 of the $45gnpjies. See § 1.1502—21T(d)(2) for the

o .. built-in loss could be deducted in Year 2. Becaus . . .
(c) For Year 3, § 1.1502-21T(c) limits T's the P group has only $10 of consolidated taxabliUIe that applies the principles of this

i;?roo\?gr"t;gn:o\iza?qdtc?ltgg ggetré)p:t;atlc;gﬂ:gssncome (determined without regard to the $45),paragraph. (e) in consolidated return
grogp’s consolidated taxable inco?negthrough veajhe $25 loss creates a consolidated net operatirgears beginning on or after January 1,
3 determined by reference to only T's items. Fo oss of $15. This loss is carried back or over unde 997, with respect to such a transaction.

this purpose, consolidated taxable income is dete| he rules of § 1.1502-21T(b) and absorbed under * * * * *

: - ) he rules of § 1.1502-21T(a). This loss is not
mined without regard to any consolidated ne . ; . .
operating loss deductions under § 1.1502-21T(a, reated as arising in a SRLY (see § 1.1502- (h) Effective dateExcept as provided

) ) . 1T(c)(1)(ii)) and therefore is not subject to thej . —
(d) The P group's consolidated taxable incomésp)\/"jimitation under § 1.1502-21T(c) in any I(g)(3§) 1trZ:.ifs>0iegtiil.oTn(d;(plp)l,ies(dt)ézz:,onggl?_

through Year 3 is $60 when determined by : i
e consolidated return year of the group to which it is A
reference to only T's items. Under § 1.1502- 04 The remaining $20 is treated as a losdated return years beginning before

21T(c), the SRLY limitation for Year 3 is therefore carryover arising in a SRLY and is subject to theJanuary 1, 1997.

$60. -altyo A ) [ )
limitation of § 1.1502-21T th to which _
(6) Under paragraph (a) of this section, thq'tni]s' ac ;?ﬂe% .§ (c) in the year to whic Par. 13. Section 1.1502-21T is added

$100 built- in loss is treated as a current deduction to read as follows:

for all purposes other than determination of the (e) Predecessors and successoFar _

SRLY limitation under § 1.1502-21T(c). Conse'purposes of this section, any referenc 1.1502-21T Net operating losses
' temporary).

guently, a deduction for the built-in loss is allowed . .

in Year 3 before T's loss carryover from Year 1 ist0 & corporation or member includes, a

allowed, but only to the extent of the $60 SRLYthe context may require, a reference to a (a) Consolidated net operating loss
limitation. None of T's Year 1 loss carryover is successor or predecessor, as defined feduction. The consolidated net operat-
allowed be_ca_us_e the built-in loss ($100) exceed§ 1_1502_1(f)(4)_ ing loss deduction (or CNOL deduction)
the SRLY limitation for Year 3. g

(f) The $40 balance of the built-in loss that is (f) Effe_ctlve da.te_(l) In. g_eneral' for any consolidated return year is the
not allowed in Year 3 because of the SRLYThis section applies to built-in lossesaggregate of the net operating loss car-
limitation is treated as a $40 net operating lossecognized in consolidated return yearsyovers and carrybacks to the year. The
arising in Year 3 that is carried to other years inpeginning on or after January 1, 1997pet operating loss carryovers and car-

accordance with the rules of § 1.1502-21T(b). ot ; ; .
The $40 net operating loss is treated unde (2) Appllcatlon to prior perlods.See rybaCkS consist of—

paragraph (a) of this section and § 115028 1.1502-21T(g)(3) for rules generally (1) Any CNOLs (as defined in para-
21T(c)(L)(ii) as a loss carryover or carryback frompermitting a group to apply the rules ofgraph (e) of this section) of the consoli-
Year 3 that arises in a SRLY, and is subject to th¢his section to consolidated return yeargated group; and

rules of § 1.1502-21T (including § 1.1502—ending on or after January 29, 1991, and (2) Any net operating losses of the

21T(c)) rather than this section. e
(©) ageglnnlng before January 1, 1997. Anembers arising in separate return

(9) The facts are the same as in paragraphs ( .
through (f) of thisExample 4 except that T also 9rOUp must treat all corporations thaé/ears.
purposes of determining the SRLY limitation for Continuously thereafter as having meEarrybacks to consolidated return and

these additional losses in Year 4 (or any subsehe 60 consecutive month requiremen .
quent year), the $60 of built-in loss allowed as a q beparate return years.Net operating

deduction in Year 3 is treated under paragraph (a‘?f paragraph (c)(2) of this section onjpsses of members arising during a
of this section as a deduction in Year 3 thatany day before January 1, 1992, orgnsolidated return year are taken into
reduces the P group’s consolidated taxable incom@hich the determination of net unreal-zccount in determining the group’s
when determined by reference to only T's itemsjzed puilt-in gain or loss of a subgroupcNOL under paragraph (e) of this sec-

Example 5. Built-in loss exceeding consolidatedg m - -
taxable income in the year recognized) P buys s made. tion for that year. Losses taken into

all the stock of T during Year 1, and T becomes a Fal- 12. Section 1.1502-21 is re_deSigaccount in determining the CNOL may
member of the P group. At the time of acquisition,nated as § 1.1502-21A; the heading ofe carried to other taxable years
T has a depreciable asset with an unrealized loghe newly designated § 1.1502-21A i%whether consolidated or separate) only

of $45 (basis $100, value $55), which exceeds theayi . .
threshold requirements of section 382(h)(3)(B).?eV|sed’ and paragraphs (d)(4), (€)(3iinder this paragraph (b).

During Year 2, T sells its asset for $55 ang@d (N) are added to read as follows: (1) cCarryovers and carrybacks gener-

recognizes the unrealized built-in loss. The P, . ally. The net operating loss carryovers
group has $10 of consolidated taxable income 8 1.1502—21A Consolidated net operat;

Year 2, computed by disregarding T’s recognitioning loss deduction generally applicableand carrybacks to a taxable year are
’ g . . < ~determined under the principles of sec-
of thet_$45| bU"t('j'nd'OStiS and rﬁe fr?nSO“dat(I??j f;e%or consolidated return years beginningi " 172 and this sect?on 'IPhus losses
operating loss deduction, wnile e consolidate . . ’ g
taxable income would be $25 if determined byQ€Or€ January 1, 1997. permitted to be absorbed in a consoli-
reference to only T's items (other than the $45 * * * * * dated return year generally are absorbed
'OS?- e 45 loss | e i vear 2 ang. @ T in the order of the taxable years in
un(dgr pzragrap%ss(b;sOrfetcr?ig”'siecti[;;' constiuios ' (4) Cross-reference.See § 1.1502— which they arose, and losses carried
built-in loss. Under paragraph (a) of this Sectiorﬁl_T((_}l)(l) for the rule that appli_es thefrom taxable years endin_g on the same
and § 1.1502-21T(c)(L)(ii), the loss is treated as @rinciples of this paragraph (d) in con-date, and which are available to offset
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consolidated taxable income for the (iii) Equivalent years.Taxable years (b)(2)(i)(B) of this section. To the extent not
year, generally are absorbed on a prare equivalent if they bear the sam(?bsorbed in that year, the loss may then be carried
. - . . . o the P group’s return in Year 2. The $600
rata b_a__S|s. Se_ExampIe 20f par_agraph numerical relatlonsh_lp to the consoli-3mount of the CNOL attributable to T is a net
(c)(1)(iii) of this section for an illustra- dated return year in which a CNOLoperating loss carryback to T's separate return in
tion of pro rata absorption of lossesarises, counting forward or backwardyear 2.
subject to a SRLY limitation. Additional from the year of the loss. For example, Example 2. Departing memberga) The facts
rules provided under the Code or regulain the case of a member’s third taxablet the same as iBxample 1In addition, on June
. . . 5 of Year 4, P sells all the stock of T. The P
tions also apply. See, e.g., sectioyear (which was a separate return yeai),yys consolidated return for Year 4 includes the
382(1)(2)(B). that preceded the consolidated returfhcome of T through June 15. T files a separate
(2) Carryovers and carrybacks of year in which the loss arose, the equivareturn for the period from June 16 through
CNOLs to separate return yeass(i) In lent year is the third consolidated returrPecember 31. _
general. If any CNOL that is attribut- year preceding the consolidated return (?) $600 of the Year 3 CNOL attributable to T
. . . is appor- tioned to T and is carried back to its
able to a member may be carried to gear in which the loss arose. See paragparate return in Year 2. To the extent the $600 is
separate return year of the member, thgraph (b)(3)(iii) of this section for cer- not absorbed in T's separate return in Year 2, it is
amount of the CNOL that is attributabletain short taxable years that are disresarried to the consolidated return in Year 4 before
to the member is apportioned to thegarded in making this determination.be'?,g Ca;”tf]d }0 Ts Sfpzfat%fztlﬂf”#”;(eaf;- Any
member (apportioned loss) and Carr.ied (iv) Amount of CNOL attributable to fho; IF?r;;r%up’i \?esastrrlloisathseonr cilrrzgd tz T?sarsep(;rr;rt]e
to the separate return year. If carriech memberThe amount of a CNOL that return in Year 4.
back to a separate return year, thé attributable to a member is deter- , , .
apportioned loss may not be carrietnined by a fraction the numerator of (3) Special rules—(i) Election to re-
back to an equivalent, or earlier, conwhich is the separate net operating losénquish carry-back.A group may make
solidated return year of the group; ifof the member for the year of the lossan irrevocable .elec_t|0n under. section
carried over to a separate return yeaand the denominator of which is thel72(P)(3) to relinquish the entire car-
the apportioned loss may not be carriedum of the separate net operating lossé¥back period with respect to a CNOL
over to an equivalent, or later, consolifor that year of all members having sucH0r any consolidated return year. The
dated return year of the group. For rulesosses. For this purpose, the separate n@lection may not be made sep.arately.for
permitting the reattribution of losses ofoperating loss of a member is deter@Ny member (whether or not it remains
a subsidiary to the common parent whemined by computing the CNOL by & member), and must be made in a
loss is disallowed on the disposition ofreference to only the member’s items of€Parate statement entitted “THIS IS
subsidiary stock, see § 1.1502-20(g)income, gain, deduction, and loss, inAN ELECTION "UNDER SECTION
(i) Special rules—(A) Year of depar- cluding the member’s losses and deduct-1902-21T(b)(3)() TO WAIVE THE
ture from group.If a corporation ceasestions actually absorbed by the group ifENTIRE CARRYBACK PERIOD PUR-
to be a member during a consolidatethe taxable year (whether or not abSUANT TO SECTION 172(b)(3) FOR
return year, net operating loss carryoversorbed by the member). THE [insert consolidated return year]
attributable to the corporation are first (v) Examples. For purposes of the CNOLS OF THE CONSOLIDATED
carried to the consolidated return yeargxamples in this section, unless otherPROUP OF WHICH f[insert name and
and only the amount so attributable thajvise stated, all groups file consolidate@MPloyer identification number of com-
is not absorbed by the group in that yeafeturns, all corporations have calendaf?on parent] IS THE COMMON PAR-
is carried to the corporation’s first sepataxable years, the facts set forth the onIfNT'" The statement must be signed by
rate return year. corporate activity, value means fair marih€ common parent and filed with the
(B) Offspring rule. In the case of a ket value and the adjusted basis of eac#OUP’S income tax return for the con-
member that has been a member comysset equals its vaiue, all transactionglidated return year in which the loss
tinuously since its organization, theare with unrelated persons, and th&"S€S:
CNOL attributable to the member isapplication of any limitation or thresh- (i) Special election for groups that
included in the carrybacks to consoli-old under section 382 is disregardedinclude insolvent financial institutions.
dated return years before the member'she principles of this paragraph (b)(2)For rules applicable to relinquishing the
existence. See paragraph (f) of thigre illustrated by the following ex- entire carryback period with respect to
section for applications to predecessoramples: losses attributable to insolvent financial
and successors. If the group did not file Example 1. Offspring rule(a) P is formed at iNstitutions, see § 301.6402-7 of this
a consolidated return for a carrybackhe beginning of Year 1 and files a separate returrchapter.
year, the loss may be carried back to & forms S on March 15 of Year 2, and P and S (jjj) Short years in connection with
separate return year of the commof}ie 2 consolidated return. P purchases all the stockansactions to which section 381(a)
. - of T at the beginning of Year 3, and T becomes a - _
parent under paragraph (b)(2)(i) of thiSpember of the P group. T was formed in Year 22PPlies.|f a member distributes or trans-
section, but only if the common parentand filed a separate return for that year. P, S, anters assets to a corporation that is a
was not a member of a different con-T Sustainhabﬂilz,lQO CP?hL' in Yetfar 3tﬁnd,l undemember immediately after the distribu-
i HH aragraj IvV) O IS section, € 10SS ISt i i H
?Qlldated group or of an affiliated groupParagdraph ($%(03(to) 5 5300 1 G ee00 & pliON or transfer in a transaction to which
iling separate returns for the year to . section 381(a) applies, the transaction
. . . (b) Of the $1,100 CNOL in Year 3, the $500 -
which the loss is carried or any subsSezmount of the CNOL that is attributable to P angd0€S not cause the distributor or
quent year in the carryback period.s ($200 + $300) may be carried to P's separatéransferor to have a short year within
Following an acquisition described inreturn in Year 1. Even though S was not inthe consolidated return year of the group
§ 1.1502-75(d)(2) or (3), references tcﬁéﬂso‘i”;gri&tzﬁgrtolvs fﬂiy izo(?arﬁzdozgtckoti) g‘,gin which the transaction occurred that is
the common parent are to the COIPOTaZ, 1o ate return in Year 1 because S (unlike T) h-gounted as a separate year for purposes
tion that was the common parent imMeneen a member of the P group since its organiz2f determining the years to which a net
diately before the acquisition. tion and P is a qualified parent under paragrapioperating loss may be carried.
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(iv) Special status losse$§Reserved]  (iii) Examples.The principles of this (c) T's Year 2 and Year 3 are SRLYs with

S L : ; espect to the P group. See § 1.1502-1(f)(2)(ii).
(c) Limitations on net operating loss paragraph (C)(l) ajre illustrated by thé;'hus, T's $50 net operating loss arising in Year 2
carryovers and carrybacks from sepafollowing examples: and $60 net operating loss arising in Year 3 are
rate return limitation years—(1) SRLY  Example 1. Determination of SRLY limitation.subject to the SRLY limitation. Under paragraph
limitation—(i) General rule.The aggre- (aélfg)geaft 1, indit\(idulal A Iﬁrrp_s T an_ddeSUStaiSS éC)_(l)$% this dsectiém, the SRLmli(rE;tatin?] for Year
. a net operating loss that Is carried torward. Is , and under paragra| of this section,
gate of the net opera- ting 10SS Cary, gy ine siock of T at the beginning of Year 2,Ts $50 loss from Year 2 must be included under
ryovers and CarrybaCkS' 'Of a membeknd T becomes a member of the P group. The Baragraph (a) of this section in the P group’s
arising (or treated as arising) in SRLYSgroup has $300 of consolidated taxable income iTNOL deduction for Year 4. The absorption of
that are included in the CNOL deduc-Year 2 (com- puted without regard to the CNOLthis loss leaves $70 of the group’s consolidated
tions for all consolidated return years ofdeduction). Such consolidated taxable incomeaxable income available for offset by other loss
would be $70 if determined by reference to onlycarryovers.

the .grouP under paragraph (a) of thISr-s items. (d) P and T each carry over net operating losses
section may not eXQEEd the aggregate (b) T's $100 net operating loss carryover fromto Year 4 from a taxable year ending on the same
consolidated taxable income for all con-vear 1 arose in a SRLY. See § 1.1502-1(f)(2)(iii).date (Year 3). The losses carried over from Year 3
solidated return years of the group deThus, the $100 net operating loss carryover idotal $180. Under paragraph (b) of this section, the
termined by reference to only the mem:Subject to the SRLY limitation in paragraph (c)(_l)losses carried over from Year 3 are absorbed on a
ber’s items of income. aain. deduction of this section. The SRLY limitation for Year 2 is pro rata basis, even though one arises in a SRLY

» gain, ‘consolidated taxable income determined by referand the other does not. However, the group cannot

and loss. For this purpose— ence to only T's items, or $70. Thus, $70 of theabsorb more than $20 of T's $60 net operating
(A) Consolidated taxable income isloss is included under paragraph (a) of this sectiolpss arising in Year 3 because its $70 SRLY
computed without regard to CNOL de-in the P group’s CNOL deduction for Year 2. limitation for Year 4 is reduced by T's $50 Year 2

; . (c) The facts are the same as in paragraph ( RLY loss already included in the _CNOL deduc-
ductions; . . of this Example 1 except that such consolidatedtion for Year 4. Thus, the absorption of Year 3
(B) Consolidated taxable incomeyapie income (computed without regard to thd0SSes is as follows:
takes into account the member’s 10SSeSNOL deduction and by reference to only T'sAmount of P's Year 3 losses
and deductions (including capital lossesifems) is a loss (a CNOL) of $370. Because the absorbedef 3120/(}55120 + $20) x $70 = $60
actual- ly absorbed by the group inSRLY limitation may not exceed the consolidategAmount of T's Year 3 losses

. taxable income determined by reference to only absorbed = $ 2_0/($120 + $20) x $70 = $10.
consolidated return years (whether oig items, and such items aggregate to a CNOL, (¢) The absorption of $10 of T's Year 3 loss

not absorbed by the member); T's $100 net operating loss carryover from Year 1further reduces T's SRLY limitation to $10 ($70 of
(C) In computing consolidated tax-is not allowed under the SRLY limitation in Year Initial SRLY limita- tion, reduced by the $60 net
able income. the consolidated returrf- Moreover, if consolidated taxable income (comoperating loss already included in the CNOL
f the el v th eEuted without regard to the CNOL deduction anddeductions for Year 4 under paragraph (a) of this
years of the group include only those, (eference to only T's items) did not exceedsection). o
years, including the year to which the$370 in Year 3, the carryover would still be (f) P carries its remaining $60 Year 3 net
loss is carried, that the member has beenstricted under § 1.1502-21T(c) in Year 3, beOperating Ios_s and T carries its remaining $50 Year
continuously included in the group’scause the aggregate consolidated taxable inconfenet operating loss over to Year 5. Assume that,

; . for all consolidated return years of the groupin Year 5, the P group has $90 of consolidated
consolidated return, but exclude: ~ computed by reference to only T's items wouldtaxable income (computed without regard to the
(1) For carryovers, any years endingot be a positive amount. CNOL deduction). The group’s CTI determined by
after the year to which the loss iS Example 2. Net operating loss carryove(a) In :(eferegc::-hto ga%gj |éemt$ ISa (l:'\(IjOL ggg“-f;’f
carried; and Year 1, individual A forms P and P sustains a $4 ear o, the eduction Inciudes ot rs

. - : . ear 3 loss but only $6 of T's Year 3 loss (the
(2) For carrybacks, any years endlndﬁo‘:ﬁ: Eﬁtlggalro;s Ghn?;;gtggrgg%;?;\;\i’s;dirZuhsigiggggregate consolidated taxable income for Years 4

after the year in which the loss arosey net operating loss of $50 in Year 2 that isand 5 deter- mined by reference to T's items, or

and carried forward. P buys the stock of T during Year$66' reduced by T's SRLY losses actually ab-

(D) The treatment under § 1.1502-3 but T is not a member of the P group for eacﬁoéiz%b{ethg gr,(\’lléf '2 \;e;;i:" olrotzo)(.:arr backs
15T of built-in | h theti |day of the year. P and T file separate returns an P : I rf’ ?( d Y h :
ol a .UI In loss as a ypo eticalg jgtain net operating losses of $120 and $6 ’a)(l) P owns all of the stock of S and T. The
net operating loss carryover in the yeafespectively, for Year 3. The P group files MeMPers of the P group contribute the following
recognized is solely for purposes ofconsolidat- ed returns beginning in Year 4. During® t:‘(e Conlsogdateg ééxab'e income of the P group
determining the limitation under this Year 4, the P group has $160 of consolidated®" Years 1, 2, and 3:

: : taxable income (computed without regard to the Year 1 Year2 Year3 Total
paragraph (C) with respect to the loss i NOL deductiong. Suri:h consolidated gtaxable inP $100 $60 $80 $240
that year and not for any other purposecome would be $70 if determined by reference tes 20 20 30 70
Thus, for purposes of determining con-only T's items. These results are summarized a% 30 10 (50) (10)
solidated taxable income for any othefollows: CTI $150 $90 $60 $300.
losses, a built-in loss allowed under this Separate/ Consoli- (2) P sells all of the stock of T to individual A
section in the year it arises is taken into Separate Separate Affiliated dated  at the beginning of Year 4. For its Year 4 separate
account. Year 1 Year2 Year3 Year4  return year, T has a net operating loss of $30.

. - . P $(40) $0 $(120) $90 (b) T's Year 4 is a SRLY with respect to the P
(i) Losses treated as arising iny 0 (50) (60) 70 group. See § 1.1502-1(f)(1). T's $30 net operating

SRLYsIf a net operating loss carryovercrTl $160. loss carryback to the P group from Year 4 is not
or carryback did not arise in a SRLY but (b) P's Year 1, Year 2, and Year 3 are notallowed under § 1.1502-21T(c) to be included in
is attributable to a built-in loss (asSRLYs with respect to the P group. See § 1.1502the CNOL deduction under paragraph (a) of this
defined under § 1.1502-15T), the CarT1(1‘)(2)(i). Thus, P's $40 net operating loss arisingsection for Year 1, 2, or 3, because the P group’s
o H in Year 1 and $120 net operating loss arising inconsolidated taxable income would not be a
ryover or C_arrybaCk is treated fO_r_pl"r.'Year 3 are not subject to the SRLY limitation positive amount if determined by reference to only
poses of this paragraph (c) as arising inder paragraph (c) of this section. Under thel’s items for all consolidated return years through
a SRLY if the built-in loss was not principles of section 172, paragraph (b) of thisYear 4 (without regard to the $30 net operating
allowed, after application of the SRLY srt]acti(pn rlequirez theta)t tdheb Ioshs algising in _Ye;a(r 1 lﬁ)ss)YHowgver, ahe $30 Io;_s is ;:arrite)ld forward to
PP : ; the first loss absorbe the roup in Year 4T's Year and succeeding taxable years as
!lmltathn’ in the year it arose. For anAbsorption of this loss Iegves $12% ofpthe group’'sprovided under the Code.
illustration, see § 1.1502-15T(d)EX- consolidated taxable income available for offset by Example 4. Computation of SRLY limitation for
ample 5. other loss carryovers. built-in losses treated as net operating loss car-
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ryovers. (a) In Year 1, individual A forms T by group for the relevant consolidated reparagraphs (c)(2)(i) and (ii) of this sec-
gggﬁgﬁﬂgngsfggriﬁgie; ;”?t,g'gzs;s%le%?ing?iurn years (as provided in paragraption apply to determine the SRLY sub-
value by $100. At the beginning of Year 3, P buysrlc)(_l)(l)(C) of this section). For an illus- group for the built-in loss that is, under
all the stock of T for $100, and T becomes atration of aggregate amounts during thearagraph (c)(1)(ii) of this section,
member of the P group. At the time of therelevant consolidated return years foltreated as arising in a SRLY with re-
ﬁ)‘;‘lu'atr']?cﬂﬁ gx(*;:: 2 tﬁle"&rggaoﬁgr?:"3ﬁgmbe“r;'tts"”I wing the year in which a member of aspect to the group in which the loss is
section 382(h)(3)(B). During Year 3, Tqrecogmzes RLY subgroup ceases to be a memb_eecognlzed. For this purpose an_d as the
its unrealized loss as a $100 or- dinary loss. Th@f the group, see paragraph (c)(2)(viicontext requires, a reference in those
members of the P group contribute the followingExample 4 of this section. A SRLY paragraphs to a group or former group
to the consolidated taxable income of the P grougubgroup may exist only for a carryoveris a reference to the subgroup deter-

for Years 3 and 4 (computed without regard to T's ‘i : : . .
recognition of its unrealized loss and any CNOLC" carryback arising in a year that is notmined under 8 1.1502-15T(c)(2).

deduction under § 1.1502-21T): a SRLY (and is not treated as a SRLY (iv) Principal purpose of avoiding or
v under paragraph (c)(1)(ii) of this sec-increasing a SRLY limitationThe mem-
ear 3 Year 4 Total . ith h h -
P group $100 $100 $200 tion) with respect to another group (thebers composing a SRLY subgroup are
(without T) former group), whether or not the groupnot treated as a SRLY subgroup if any
T 60 40 100 is a consolidated group. A separat®f them is formed, acquired, or availed
cTl $160 $140 $300. SRLY subgroup is determined for eactof with a principal purpose of avoiding

(b)IUndfer 5 1.13502—1?{(?) T’Sb$|lt90 Iof orttri]i- such carryover or carryback. A consoli-the application of, or increasing any
nary Ioss In Year constitutes a bulilt-In 10Ss thal I imi i i

o s};bject et 1.1502_‘(;?;%; group may include more than ondimitation under, this paragraph (c). Any
21T(c). The amount of the limitation is determined subgroup and a member may be membe( excluded fro.m a SRLY .SUb_
by treating the deduction as a net operating los§1€mber of more than one SRLY subgroup, if excluded with a prin- cipal
carryover from a SRLY. The built-in loss is group. Solely for purposes of determinpurpose of so avoiding or increasing any
therefore subject to a $60 SRLY limitation for ing the members of a SRLY subgroupSRLY limitation, is treated as included
Zggltat:iar.\g-rlrgfssbggtr—rl)?ovlgrsssolfeI;ri?)f'edpu?psose;sni?\lith respect to a loss: in the SRLY subgroup.

deter- mining the extent to which the loss is not (i) Carryovers.In the case of a car- (v) Coordination with other limita-
allowed by reason of the SRLY limitation, and for ryover, the SRLY subgroup is composedions. This paragraph (c)(2) does not
all other purposes the loss remains a loss arisingf the member carrying over the lossallow a net operating loss to offset
o b s’ e 80 ) lthe loss member) and each other menncome 10 the extent Inconsistent with
limitation is ’absorbed by the P group before T‘sber that was a member of the formewther limitations or restrictions on the
$100 net operating loss carryover from Year 1 iJroup that becomes a member of these of losses, such as a limitation based
allowed. group at the same time as the lossn the nature or activities of members.
o5t LIS 15T e 40 erce snemer. A member remane & memberor exanpl, any dual consolidated loss
because of the SRLY limi- tation is treated as of the. .SRLY S.l'lbgrOUp until it ceases tomay not reduce the taxable income to an
$40 net operating loss arising in Year 3 that i:be affiliated with th_e |(_)SS memb_er' TheeXtent greater than that allowed under
subject to the SRLY limitation because, underdggregate determination described imection 1503(d) and § 1.1503-2. See
§ 1.1502-21T(c)(1)(i)), Year 3 is treated as aparagraph (c)(1) of this section and thislso § 1.1502-47(q) (relating to pre-

f’vﬁﬂh: ?Skifs g?fggfaé?ag}]h?é)ygfa{;isinssgggrr]da}r@aragraph (c)(2) includes the amounts oémption of rules for life-nonlife groups).
SRLY limitation for Year 4 is the P group’s con- NCOME, gain, deduction, and loss of (vi) Anti-duplication.If the same item

solidated taxable income for Year 3 and Year 4ach memb_er of the SRLY subgroup .forof income or deduction could be taken
determined by reference to only T's items andthe consolidated return years duringnto account more than once in deter-
without regard to the group’s CNOL deductionsywhich it remains a member of the SRLlenlng a limitation under this paragraph

($60 + $40), reduced by T's loss actually ab- ; : . - . -
sorbed by the group in Year 3 ($60). The srLySubgroup. For an illustration of the(c), or in a manner inconsistent with any

limitation for Year 4 is $40. aggregate deter- mination of a SRLYgther provision of the Code or regula-
(d) Under paragraph (c) of this section and theSubgroup, see paragraph (c)(2)(viX- tions incorporating this paragraph (c),
prin- ciples of section 172(b), $40 of T's $100 netample 20f this section. the item of income or deduction is taken

operating loss carryover from Year 1 is included in (i) Carrybacks. In the case of a into account only once and in such
tshe?:ti(czaw(i)nl_vigglilc.uon under paragraph (2) of thigsarryback, the SRLY subgroup is coM-manner that losses are absorbed in ac-
posed of the member carrying back thgordance with the ordering rules in
(2) SRLY subgroup limitationin the loss (the loss member) and each othgfaragraph (b) of this section and the
case of a net operating loss carryover omember of the group from which theuynderlying purposes of this section.
carryback for which there is a SRLYloss is carried back that has been con- (yjj) ExamplesThe principles of this
subgroup, the principles of paragrapttinuously affiliated with the loss mem- naragraph (c)(2) are illustrated by the
(c)(1) of this section apply to the SRLY ber from the year to which the 10ss isfo|iowing examples:
subgroup, and not separately to its memearried through the year in which the gxample 1. Members of SRLY subgroufs)
bers. Thus, the contribution to consoli-Hoss arises. During Year 1, P sustains a $50 net operating loss.
dated taxable income and the net operat- (ii) Built-in losses.In the case of a Atthe beginning of Year 2, P buys all the stock of
ing loss carryovers and carrybacksuilt-in loss, the SRLY subgroup is S 2t & time when the aggregate basis of S's assets
Y. i . ._.— exceeds their aggregate value by $70 (as deter-
arising (or treated as arising) in SRLYscomposed of the member recognizingnined under § 1.1502-15T). At the beginning of
that are included in the CNOL deduc-the loss (the loss member) and eackear 3, P buys all the stock of T, T has a $60 net
tions for all consolidated return years ofother member that was part of theoperating loss carryover at the time of the acquisi-
the group under paragraph (a) of thisubgroup with respect to the loss deterion, and T becomes a member of the P group.

section are based on the aggregatmined under § 1.1502-15T(c)(2) imme-pufing vear 4, S forms Si and T forms T1, each
. . : . by contributing assets with built-in gains which
amounts of income, gain, deduction, andliately before the members becamgre, in the aggregate, material. S1 and T1 become

loss of the members of the SRLY sub-members of the group. The principles ofnembers of the P group. M is the common parent
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of another group. During Year 7, M acquires all of (g) In the M group, T's $60 loss carryover paragraph (c)(2)(i) of this section, Year 2 is not a
the stock of P, and the members of the P groujrose in a SRLY and is subject to limitation underSRLY with respect to the P group. Similarly, S
become members of the M group for the balanc@aragraph (c) of this section. T and T1 remain theand T compose a SRLY subgroup for purposes of
of Year 7. The_$50 and $60 loss carryovers of Ponly members of a SRLY subg!’oup with respect tadetermining the limitation for S's $10 net operat-
and T are carried to Year 7 of the M group, andthe carryover, but T1's contribution to consoli- ing |oss carryover arising in Year 1 because Year 1
the vglue and basis of S's assets did not changgated _taxable income may not be used to increasg ot a SRLY with respect to the S group.
after it became a member of the former P groupconsolidated taxable income of the M group that

(b) Under paragraph (c)(2) of this section, amay be offset by the carryover. See paragraph (2 © S anq T are memb(?rs of both the SRLY
separate SRLY subgroup is determined for eachf this section. ubgroup with respect to P's losses and the SRLY
loss carryover and built-in loss. In the P group, P’'s Example 2. Computation of SRLY subgrouptPgroup with respect to S's losses. Under para-
$50 loss carryover is not treated as arising in dimitation. (a) Individual A forms S. Individual B 9raph (c)(2) of this section, S's and T's items
SRLY. See § 1.1502-1(f). Consequently, the carforms T. In Year 2, P buys all the stock of S and T¢annot be included in the determination of the
ryover is not subject to limitation under paragraphfrom A and B, and S and T become members ofRLY subgroup limitation for both SRLY sub-
(c) of this section in the P group. the P group. For Year 3, the P group has a $48roups for the same consolidated return year;

(c) In the M group, P’s $50 loss carryover is CNOL, which is attributable to P, and which P paragraph (c)(2)(vi) of this section requires the M
treated as arising in a SRLY and is subject to thearries forward. M is the common parent ofgroup to consider the items of S and T only once
limitation under paragraph (c) of this section. Aanother group. At the beginning of Year 4, Mso that the losses are absorbed in the order of the
SRLY subgroup with respect to that loss isacquires all of the stock of P and the formertaxable years in which they were sustained. Be-
composed of members which were members of theembers of the P group become members of theause S’s loss was incurred in Year 1, while P’s
P group, the group as to which the loss was not # group. loss was incurred in Year 2, the items will be
SRLY. The SRLY subgroup is composed of P, the (b) P’s year to which the loss is attributable,added in the determination of the consolidated
member carrying over the loss, and each otheYear 3, is a SRLY with respect to the M group.taxable income of the S and T SRLY subgroup to
member of the P group that became a member ddee § 1.1502-1(f)(1). However, P, S, and T comenable S’'s loss to be absorbed first. The taxable
the M group at the same time as P. A member opose a SRLY subgroup with respect to the Year 3ncome of the P, S, and T SRLY subgroup is then
the SRLY subgroup remains a member until itloss under paragraph (c)(2)(i) of this sectioncomputed by including the consolidated taxable
ceases to be affiliated with P. For Year 7, thebecause Year 3 is not a SRLY (and is not treatethcome for the S and T SRLY subgroup less the
SRLY subgroup is composed of P, S, T, S1, ands a SRLY) with respect to the P group. P’s loss immount of any net operating loss carryover of S

T1. carried over to the M group’s Year 4 and isthat is absorbed after applying this section to the S
(d) In the P group, S's $70 unrealized loss, iftherefore subject to the SRLY subgroup limitationsubgroup for the year.
recognized within the 5-year recognition periodin paragraph (c)(2) of this section. Example 4. Corporation ceases to be affiliated

after S becomes a member of the P group, is (c) In Year 4, the M group has $10 of consoli-with a SRLY subgroupa) P and S are members
subject to limitation under paragraph (c) of thisdated taxable income (computed without regard t@f the P group and the P group has a CNOL of
section. See § 1.1502-15T and paragraph (c)(1)(ithe CNOL deduction for Year 4). However, such$30 in Year 1, all of which is attributable to P and
of this section. Because S was not continuouslgonsolidated taxable income would be $45 ifcarried over to Year 2. At the beginning of Year 2,
affiliated with P, T, or T1 for 60 consecutive determined by reference to only the items of P, S\ acquires all of the stock of P, and P and S
months prior to joining the P group, these corporaand T, the members included in the SRLY subbecome members of the M group. P and S
tions cannot be included in a SRLY subgroup withgroup with respect to P’s loss carryover. Therecompose a SRLY subgroup with respect to P’s net
respect to S's unrealized loss in the P group. Sefore, the SRLY subgroup limitation under para-operating loss carryover. For Year 2, consolidated
paragraph (c)(2)(iii) of this section. As a successograph (c)(2) of this section for P's net operatingtaxable income of the M group determined by
to S, Sl is included in a subgroup with S in the Ploss carryover from Year 3 is $45. Because the Meference to only the items of P (and without
group. Because S did not cease to exist, howevegroup has only $10 of consolidated taxable incomeegard to the CNOL deduction for Year 2) is $40.
S1's contribution to consolidated taxable incomen Year 4, however, only $10 of P’s net operatingHowever, such consolidated taxable income of the
may not be used to increase the consolidatetdss carryover is included in the CNOL deductionMm group determined by reference to the items of
taxable income of the P group that may be offsetinder paragraph (a) of this section in Year 4. both P and S is a loss of $20. Thus, the SRLY
by the built-in loss. See paragraph (f) of this (d) In Year 5, the M group has $100 of subgroup limitation under paragraph (c)(2) of this
section. consolidated taxable income (computed withoutection prevents the M group from including any
(e) In the M group, S's $70 unrealized loss, ifregard to the CNOL deduction for Year 5). Neitherof P's net operating loss carryover in the CNOL
recognized within the 5-year recognition periodP, S, nor T has any items of income, gaindeduction under paragraph (a) of this section in
after S becomes a member of the M group, igleduction, or loss in Year 5. Although the mem-Year 2, and P carries the loss to Year 3.
subject to limitation under paragraph (c) of thisbers of the SRLY subgroup do not contribute to (b) At the end of Year 2, P sells all of the S
section. Prior to becoming a member of the Mthe $100 of consolidated taxable income in Year S5¢iock and S ceases to be a member of the M
group, S had been continuously affiliated with Pthe SRLY subgroup limitation for Year 5 is $35 group and, in turn, ceases to be affiliated with the
(but not T or T1) for 60 consecutive months and(the sum of SRLY subgroup consolidated taxables subgro(;p. For Year 3. consolidated taxable
S1 is a successor that has remained continuousigcome of $45 in Year 4 and $0 in Year 5, less the,come of the M group is $’50 (determined without
affiliated with S. Those members had a net$10 net operating loss carryover actually absorbe%gard to the CNOL deduction for Year 3), and
unrealized built-in loss immediately before theyby the M group in Year 4). Therefore, $35 of P's¢ o consolidated taxable income would be ’$10 if
became members of the group under § 1.1502net operating loss carryover is included in thegeiermined by reference to only items of P.
15T(c). Consequently, in Year 7, S, S1, and FCNOL deduction under paragraph (a) of thisygyever, the limitation under paragraph (c) of this
compose a subgroup in the M group with respecsection in Year 5. section for Year 3 for P's net operating loss
to S's unrealized loss. S1's contribution to consoli- Example 3. Inclusion in more than one SR'—Ycarryover still prevents the M group from includ-
dated taxable income may not be used to increasibgroup.(a) At the beginning of Year 1, S buys ing any of P’s loss in the CNOL deduction under
the consolidated taxable income of the M groupall the stock of T, and T becomes a member of th aragraph (a) of this section. The limitation results
that may be offset by the recognized built- in lossS group. For Year 1, the S group has a CNOL Oﬁom the inclusion of S's items for Year 2 in the
See paragraph (f) of this section. $10, all of which is attributable to S and is carriedgetermination of the SRLY subgroup limitation for
() In the P group, T's $60 loss carryover aroseover to Year 2. At the beginning of Year 2, P buySyear 3 even though S ceased to be a member of
in a SRLY and is subject to limitation under all the stock of S, and S and T become memberg,e M group (and the P subgroup) at the end of
paragraph (c) of this section. P, S, and S1 weref the P group. For Year 2, the P group has ajear 2. Thus, the M group’s consolidated taxable
not members of the group in which T’s loss aroseCNOL of $35, all of which is attributable to P and jhcome determined by reference to only the SRLY
and cannot be members of a SRLY subgroup witlis carried over to Year 3. At the beginning of Yearsypgroup members’ items for all consolidated
respect to the carryover in the P group. Se&, M acquires all of the stock of P and the formerya years of the group through Year 3 (deter-
paragraph (c)(2)(i) of this section. As a successomembers of the P group become members of thgjined without regard to the CNOL deduction) is
to T, Tl is included in a SRLY subgroup with T in M group. not a positive amount.
the P group; however, because T did not cease to (b) P's and S’s net operating losses arising in
exist, T1's contribution to consolidated taxabIeISRLYs with respect to the M group are subject to (d) Coordination with consolidated
income may not be used to increase the consollimitation under paragraph (c) of this section. P, S : P
dated taxable income of the P group that may band T compose a SRLY subgroup for purposes o‘%ewm Chang.e of ownershlp Ilmltathn
offset by the carryover. See paragraph (f) of thigetermining the limitation for P's $35 net operat-and transactions subject to old section
section. ing loss carryover arising in Year 2 because, undeB82—(1) Consolidated return changes
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of ownership.If a consolidated return (i) The group’s tax liability as shown (3) Cross-reference.See § 1.1502—
change of ownership occurred beforen an original or an amended return i22T(d) for the rule that applies the
January 1, 1997, the principles ofconsistent with the application of theprinciples of this paragraph (d) in con-
§ 1.1502-21A(d) apply to determine therules of this section (other than thissolidated return years beginning on or
amount of the aggregate of the neparagraph (g)) and 88 1.1502-15Tafter January 1, 1997, with respect to a
operating losses attributable to old mem4.1502-22T, 1.1502-23T, 1.1502-91Tonsolidated return change of ownership
bers of the group that may be includedhrough 1.1502-96T, and 1.1502-98Tyccyrring before January 1, 1997.
in the consolidated net operating losgor each such year for which the statute . ; .
deduction under paragraph (a) of thiof limitations does not preclude the I'(e) Efiective daﬁ%Th'ds section ap-
section. For this purpose, § 1.1502-1(gfiling of an amended return on Januar)}) es to any consolidated return years to
is applied by treating that date as the, 1997; which § 1.1502-21T(g) does npt apply.
end of the year of change. (i) Each section described in para->€€ 8 1.1502-21T(g) for effective dates

(2) Old section 382The principles of graph (g)(3)(i) of this section and©f that section. ,
§ 1.1502-21A(e) apply to disallow or§ 1.1502-1(f)(4)(ii) is applied by substi- Par. 15. Section 1.1502-22T is added
reduce the amount of a net operatinguting “taxable years ending on or afterto read as follows:
loss carryover of a member as a resudanuary 29, 1991” for “taxable years
of a transaction subject to old sectiorPeginning on or after January 1, 1997’8 1.1502-22T Consolidated capital
382. (and “before January 29, 1991”" for gain and loss (temporary).

i i “before January 1, 1997” in the case of ) ) o

An(;/3) g(ggzglldoa;teéjednueéti gﬁser%t\llr;? gnrissé: onsolidated retumn changes of owner- (2) Capital gain. The determinations
income, as determined under § 1.15028hip) as the context requires. under section 1222, "including capital
11(a) (without regard to any consoli- (iii) The rules of paragraph (c) of this 9aIn netdmcome, _nelt 'Oﬂg'te.f?]" capital
dated net operating loss deduction), igection and §§ 1.1502-15T and 1.1502¢ain, and net capiial gain, With respect
also referred to as the consolidated ned2T(C) are applied only with respect to!® Mmembers during consolidated return
operating loss (or CNOL). the losses and deductions of those co)€ars I_‘?jre r(1jot made sepa(rjately. .Ins(tjead,

(f) Predecessors and successed) Porations that became members of th@r?nso' ate amo%ntls ar?] eterm|r|1_e for
In general. For purposes of this section,370UP_(including members of a sub-the group as a whole. The consolidated
any reference to a corporation, membe@°UP). and to acquisitions occurring, orfapital gain net income for any consoli

ated return year is determined by refer-
common parent, or subsidiary, includesfj’r after January 29, 1991, (and onlyd y y

: ith respect to such losses and dedu&nce to—
S A S 0 (1) The aggregate gains and losses of
in § 1.1502—1(f)(4) ' (iv) The rules of 8§ 1.1502-15A, members from sales or exchanges of
A : 1.1502-21A(c) and 1.1502-22A(c) arecapital assets for the year (other than
(2) Limitation on SRLY Sl"bgrwps'applied with respect to the losses angains and losses to which section 1231
Excepgats the Commissioner may Ot?ﬁrdeductions of those corporations thaapplies);
\(/:vcl).:,]esondeateer? I&i’ab?gyinégﬁfrlgagf amSRL ecame members of the group, and to (2) The consolidated net section 1231
) . acquisitions occurring, before Januaryain for the year (determined under
subgroup that is attributable to a SUCCeS59 " 1991- and § 1.1502-23T); and
sor is disregarded unless the successor, ' . ; : r e
acquires substantially all the assets an (v) Appropriate adjustments are made (3) The net capital loss carryovers or
liabiliti fits ored ¢ and th ﬁlu the earliest subsequent open year t@arrybacks to the year.
labiiities ot 11S - predecessor a Creflect any inconsistency in a year for b) Net ital | d
predecessor ceases to exist. which the statute of limitations pre- ca(rryabagksf(if)l ?n 8:2 ercaﬁrr_?_/ﬁge(rjseég

(g) Effective date-(1) In general. cjydes the filing of an amended return 2 - - ,
This section genera"y app”es to Con_on January 1 ]9997 r‘\'T'“nauons under section 1222, |nC|Ud|ng

solidated return years beginning on or (4y waiver of carrybacksParagraph net capital loss and net short-term capi-
after January 1, 1997. (b)(3)(i) of this section (relating to the tal loss, with respect to members during

(2) SRLY limitation. Except in the waiver of carrybacks) applies to r]etconsolidated return years are not made

: - . e . “separately. Instead, consolidated
case of those members (including memoperating losses arising in a consolic o Y

bers of a SRLY subgroup) described indated return year for which the due dat%mohur;ts ﬁre dete_rmlmsddfqr ttr%e group FS
paragraph (g)(3)(iii) of this section, aof the income tax return (without regardd(,i\;vedO ﬁét gsﬁzl'?;sg riambe ecgrc;inesdotz
group does not take into account aop extensions) is on or after Monday, lidat dp i y 4 aft

consolidated taxable year beginning beaugust 26, 1996. consolidated return years, and, afer ap-

fore January 1, 1997, in determining the par. 14. Section 1.1502-22 is redesigportionment, may be carried to separate

aggregate of the consolidated taxabl YN ing gietun years. The net capital loss car-
ggreg fated as § 1.1502-22A; the heading %overs and carrybacks consist of—

income under paragraph (c)(1) of thishe newly designated § 1.1502-22A is”". _ )
section (mcludlng for purposes Ofrevised; and paragraphs (d)(3) and (el)o(l) Any consolidated net Capltal

§ 1.1502-15T and § 1.1502-22T(c)) forare added to read as follows: sses of the group; and

the members (or SRLY subgroups). (i) Any net capital losses of the
(3) Application to prior periods.A 8 1.1502-22A Consolidated net capitamembers arising in separate return

consolidated group may apply the rulegain or loss generally applicable for years.

of this section to all consolidated returnconsolidated return years beginning be- (2) Carryovers and carrybacks gener-

years ending on or after January 29fore January 1, 1997. ally. The net capital loss carryovers and
1991, and beginning before January 1, LI carrybacks to a taxable year are deter-
1997, provided that— (d) *** mined under the principles of section
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1212 and this section. Thus, losses pethe SRLY subgroup principles under§ 1.1502-23T Consolidated net section
mitted to be absorbed in a consolidate@ 1.1502-21T(c)(2)) apply with appro-1231 gain or loss (temporary).

return year generally are absorbed in thpriate adjustments for purposes of ap- . _
order of the taxable years in which theyplying this paragraph (c). (a) In general.Net section 1231 gains
were sustained, and losses carried from (d) Coordination with respect to con- and losses of members arising during
taxable years ending on the same datgglidated return change of ownershipcqnsc’“dated return years are not deter-
and which are available to offset conqimitation occurring in consolidated re- mined separately. Instead, the consoli-
solidated capital gain net income, genefurn years beginning before January pdated net section 1231 gain or loss is
ally are absorbed on a pro rata basist997.If a consolidated return change o etermined under this section for the
Additional rules provided under theownership occurred before January 19°UYP as a whole. _

Code or regulations also apply, as well 997, the principles of § 1.1502—22A(d) (b) Recapture of ordinary lossiRe-
as the SRLY limitation under paragraphapply to determine the amount of theserved]

(c) of this section. See, e.g., sectiomggregate of the net capital loss attribut- (c) Effective date-(1) In general.
382(1)(2)(B). able to old members of the group (asThis section applies to gains and losses
(3) Carryovers and carrybacks ofthose terms are defined in § 1.1502-arising in the determination of consoli-
consolidated net capital losses to sepai(g)), that may be included in the netdated net section 1231 gain or loss for
rate return years.If any consolidated capital loss carryover under paragraphaxable years beginning on or after

net capital loss that is attributable to ab) of this section. For this purposeJanuary 1, 1997.

member may be carried to a separatg 1.1502-1(g) is applied by treating that (2) Application to prior periods.See
return year under the principles ofdate as the end of the year of changes 1.1502-21T(g)(3) for rules generally
§ 1.1502-21T(b)(2), the amount of the (e) Consolidated net capital losény permitting a group to apply the rules of
consolidated net capital loss that isexcess of losses over gains, as detethis section to consolidated return years
attributable to the member is appormined under paragraph (a) of this secending on or after January 29, 1991, and
tioned and carried to the separate returfion (without regard to any carryovers orbeginning before January 1, 1997.

year (apportioned loss). carrybacks), is also referred to as the Par. 18. Section 1.1502—41 is redesig-
(4) Special rules—(i) Short years in consolidated net capital loss. nated as § 1.1502-41A; the section

connection with transactions to which (f) Predecessors and successoRr heading of the newly designated

section 381(a) appliesIf a member purposes of this section, the principle$ 1.1502-41A is revised; and paragraph

distributes or transfers assets to a corpgf § 1.1502—-21T(f) apply with appropri- () is added to read as follows:

ration that is a member immediatelyate adjustments.

after the distribution or transfer in a ; § 1.1502-41A Determination of con-

. . . Effective date—(1) In general.
transaction to which section 381(a) ap'Th(ig) section applies t(o)consogllidated reSolidated net long-term capital gain and

plies, the transaction does not cause t}%e §onso|idated net short-term capital loss

distributor or transferor to have a shor urrIg)ge7ars beginning on or after Januargenera"y applicable for consolidated re-
year within the consolidated return year™’ '

o - ; turn years beginning before January 1,
of the group in which the transaction (2) Application to prior periods.See 1997y ginning y
occurred that is counted as a separaf 1.1502-21T(g)(3) for rules generally '

year for purposes of determining theP€rmitting a group to apply the rules of

years to which a net capital loss may bdhis section to consolidated return years
carried. ending on or after January 29, 1991, and (c) Effective date.This section ap-

” ; beginning before January 1, 1997. plies to any consolidated return years to

i) Special status lossegReserved .

8 Lifnitaﬁons on net fa ital |OS]S Par. 16. Section 1.1502-23 is redesigwhich § 1.1502-21T(g) does not apply.
b nated § 1.1502-23A; the section headSee § 1.1502-21T(g) for effective dates

carryovers and carrybacks from sepa- : :
rate return limitation yearsThe aggre- ing of the newly designated § 1.1502-of that section.

gate of the net capital losses of £3A s revised; the current text of the par. 19. Section 1.1502-79A is added

member arising (or treated as arising) ipcction i designated as paragraph (@ read as follows:

SRLYs that are included in the determi-and paragraph (b) is added to read as

nation of consolidated capital gain netollows: § 1-15|(|)2—79'|§ Sbeip?rate re'f:{én ;éears
income for all consolidated return year . ._generally applicable for consolidated re-

of the group under paragraph (a) o% thi 1.1502-23A Consolidated net sectiog, years beginning before January 1,
section may not exceed the aggregate gfoL 9ain or loss generally applicable 997

the consolidated capital gain net incom or consolidated return years beginning

for all consolidated return years of theP€f0re January 1, 1997. (a) through (e) [Reserved]

group determined by reference to only (f) Effective date.Paragraphs (a) and

the member’s items of gain and loss e (b) of this section apply to losses arising
from capital assets as defined in section (b) Effective date.This section ap- in consolidated return years to which
1221 and trade or business assets dglies to any consolidated return years t@ 1.1502-21T(g) does not apply. For
fined in section 1231(b), including thewhich § 1.1502-21T(g) does not applythis purpose net operating loss deduc-
member’s losses actually absorbed bypee 8 1.1502-21T(g) for effective datesions, carryovers, and carrybacks arise in

* * * * *

the group in the taxable year (whethepf that section. the year from which they are carried.
or not absorbed by the member). The Par. 17. Section 1.1502-23T is adde&ee § 1.1502-21T(qg) for effective dates
principles of 8 1.1502-21T(c)(includingto read as follows: of that section.
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Par. 20. In § 1.1502-79, paragraphsolidated return years beginning before (c) * * *

(@) and (b) are redesignated aganuary 1, 1997, see § 1.1502-79A(bXFR part or section where Current OMB
§ 1.1502-79A, paragraphs (a) and (b)For later years, see 8§ 1.1502—-22T(b)dentified or described control No.

Par. 21. Section 1.1502-79 is I o« x % x
amended by adding new paragraphs (a 1.1502-21T. ... 1545-1237
and (b) to read as follows: ART 602—OMB CONTROL orox o r

NUMBERS UNDER THE
§ 1.1502-79 Separate return yearsPAPERWORK REDUCTION ACT

Margaret Milner Richardson,

(a) Carryover and carryback of con- Par. 22. The authority citation for Commissioner of Internal Revenue.
solidated net operating losses to sepapart 602 continues to read in part as
rate return years.For losses arising in follows: Approved May 31, 1996.
consolidated return years beginning be- Authority: 26 U.S.C. 7805. .
fore January 1, 1997, see § 1.1502— Par. 23. In § 602.101, paragraph (c) . Leslie Samuels,
79A(a). For later years, see § 1.1502is amended by adding an entry in nu- ~ ASsistant Secretary of the Treasury.
21T(b). merical order to the table to read asriled by the Office of the Federal Register on
b) Carrvover and carrvback of con- follows: qune 26, 1996, 8:45 am., and published in the
sofid)ated )r/1et capital |OSyS 0 separate§ 602.101 OMB Control numbers. Ezuesggtzhlc-:; Federal Register for June 27, 1996, 61
return years.For losses arising in con- L o
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Part IV. Items of General Interest

Notice of Proposed Rulemaking FOR FURTHER INFORMATION CON- material in the administration of any

and Notice of Public Hearing TACT: Concerning the regulations,internal Revenue law. Generally, tax
David B. Friedel, (202) 622—-7550; con-returns and tax return information are

Consolidated Returns—Limitations ~ cerning submissions and the hearingzonfidential, as required by 26 U.S.C.

on the Use of Certain Losses and Evangelista Lee, (202) 622-7190 (no6103.

Deductions toll-free numbers). Estimated total annual reporting bur-

den: 1,000 hours. The estimated annual

CO-24-96 ﬁ&%%ﬁ%ﬁgﬁ‘RY burden per respondent varies from five
AGENCY: Internal Revenue Service . to thirty minutes, depending on indi-
(IRS) Tréasury Paperwork Reduction Act vidual circumstances, with an estimated

_ _ _ average of ten minutes. Estimated num-
ACTION: Withdrawal of prior proposed The collection of information con- ber of respondents: 6,000. Estimated

rule, notice of proposed rulemaking by'@in€d in this. notice of proposedannual frequency of responses: 1.

) . rulemaking has been reviewed and ap-
;LOdSSn:;L%eOr}Cgug)"ée&g?irr?éy reg'maﬂongproved by the Office of ManagementBackground

and Budget in aqcordance with the Pa- Temporary regulations in TD 8677 of
SUMMARY: On January 29, 1991, pro-Perwork Reduction Act (44 U.S.C. .o isgue )éf t?\e Bulletin amend the
posed rules under section 1502 werg207) under the control number 15454, 0,0 1oy Regulations (26 CFR par 1)
filed with the Office of the Federal 1237. Section 1.1502-21(b)(3) require$e ving o deductions and losses of
Register (CO-78-90; see 56 FR 42282 response from certain consolidated, o5 ™ The temporary amendments
1991-1 C.B. 757). A public hearing wasdroups. The IRS requires the informac. .o, the method for computing the
held on April 8, 1991. The IRS andtion to assure that an election to reliny iaviong with respect to separate re-
Treasury published Notice 91-27duish a carryback period is properlyy, , jimitation year (SRLY) losses. They
(1991-2 C.B. 629) to advise of intendecflocumented. . __also concern the rules relating to car-
modifications to the proposed regula- Comments concerming the COIIectIonryover and carryback of losses to con-
tions. The January, 1991, proposed rule@ information should be sent to thegyuqiaq ang separate return years and
are withdrawn, and these proposed rule@ffice of ‘Management and Budget, o™ it in deductions rules. The
are issued in their place. Atn: Desk Officer for the Department g, regulations that are proposed to be
In TD 8677 on page 7 of this issue ofOf Treasury, Office of Information and based on these proposed regulations

the Bulletin, the IRS is issuing tempo_Regulatory Affairs, Washington, I:)C’Would be added to part 1 of title 26 of

; . 0503, with copies to the Internal Rev- .
rary regulations relating to the carryover2 Lo . the Code of Federal Regulations. Those
and carryback of losses to consolidate§"Y€ Service, Attn: [RS Reports Clear

) ¥ X final regulations would provide rules for
and separate return years. The text ggg 4 Oglocrirhe-[{tzplonV\{ﬁsehlggltlggﬁor?% omputing the limitations with respect
those temporary regulations also serve formati hould b ived by Mon-t° separate return limitation year
as the text of these proposed regulationéf1 ormation should be received by Mon (SRLY) losses. They also concern the
This document also provides a notice op’ay, August 26, 1996. rules relating to carryover and carryback
public hearing on these proposed regula- An agency may not conduct or SPONGf osses to consolidated and separate
tions. sor, and a person IS not _requwed_ Qeturn years and to the built-in deduc-

respond to, a co!lectlon_ of mfo_rmatlc_)ntionS riles.
DATES: Written comments must be re-uniess the collection of information dis-" . iha ‘text of these new temporary
ceived by Wednesday, September 28plays a valid control number. ~ regulations, see TD 8677. The preamble
1996. Outlines of topics to be discussed The collection of information is in 4,6 temporary regulations explains the
at the public hearing scheduled forProposed 8§ 1.1502-21(b)(3). That SeGrqjations.
Thursday, October 17, 1996, at 10 a.mtion permits an election to relinquish a

must be received by Thursday, Septenfarryback period with respect to a conproposed Effective Date
ber 26, 1996. solidated net operating loss. The com-

mon parent of the group files the state- For dates of application and special
ADDRESSES: Send submissions toment evidencing the election with thetransition rules, see the discussion of
CC:DOM:CORP:R (CO-24-96), roomincome tax return of the group. ThisEffective Dates under SUPPLEMEN-
5228, Internal Revenue Service, POBnformation is required by the IRS to TARY INFORMATION relating to the
7604, Ben Franklin Station, Washingtonassure that an election to relinquish demporary regulations, published else-
DC 20044. In the alternative, submis-carryback period is properly docu-Where in this issue of the Bulletin.
sions may be hand delivered betweemented. The likely respondents and/o .
the hours of 8 am. and 5 p.m. torecordkeepers are certain consolidate%peCIaI Analyses
CC:DOM:CORP:R (C0O-24-96), Couri-groups of corporations. Responses to It has been determined that this notice
er's Desk, Internal Revenue Servicethis collection of information are re- of proposed rulemaking is not a signifi-
1111 Constitution Avenue NW., Wash-quired to obtain a benefit (relating to thecant regulatory action as defined in EO
ington, DC. The public hearing will be carryover of losses which would other-12866. Therefore, a regulatory assess-
held in the NYU Classroom, Roomwise be carried back). ment is not required. It is hereby certi-
2615, Internal Revenue Building, 1111 Books or records relating to this col-fied that these regulations do not have a
Constitution Avenue NW., Washington,lection of information must be retainedsignificant economic impact on a sub-
DC 20224. as long as their contents may becomstantial number of small entities. This
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certification is based on the fact thatrulemaking that was published on Janu§ 1.1502-22 Consolidated capital gain
these regulations will primarily affectary 29, 1991 (56 FR 4228) is with-and loss.

affiliated groups of corporations thatdrawn.
have elected to file consolidated returns,
which tend to be larger businesses.

[The text of this proposed section is
LA S the same as the text of § 1.1502-22T
e ublished elsewhere in this issue of the
Therefore, a Regulatory Flexibility Analy- proaseq Amendments to the Regulagu”etin]
sis under the Regulator_y Flexibility Act tions . ) .

Pursuant to section 7805(f) of the Inter- Accordingly, 26 CFR part 1 is pro- 'ead as follows:
nal Revenue Code, this notice of profosed to be amended as follows: ) )
pro® § 1.1502-23 Consolidated net section

posed rulemaking will be submitted to ;
the Chief Counsel for Advocacy of thePART 1—INCOME TAXES 1231 gain or loss.

Small Business Administration for com-  paragraph 1. The authority citation for [The text of this proposed section is
ment on its impact on small businesspart 1 is amended in part by addinghe same as the text of § 1.1502—23T
citations in numerical order to read agublished elsewhere in this issue of the
follows: Bulletin.]
Before these proposed regulations are Authority: 26 U.S.C. 7805

adopted as final regulations, consider- * * * Margaret Milner Richardson,
ation will be given to any written com-  Section 1.1502—15 also issued under Commissioner of Internal Revenue.
ments (a signed original and eight (86 U.S.C. 1502.

Comments and Public Hearing

(Filed by the Office of the Federal Register on

copies) that are subr_nitted tim_ely to the « x x June 26, 1996, 845 am.. and published in the
IRS. All comments will be available for  gaction 1.1502-21 also issued unddpsue of the Federal Register for June 27, 1996, 61
public inspection and copying. 6 U.S.C. 1502. F.R. 33393)

A public hearing has been schedule : N ;
for Monday, September 16, 1996, at 1%688%%1 1.1502-22 also issued under

. 1502. ; ;

a.m. in the NYU Classroom, Room . . Notice of Proposed Rulemaking
2615, Internal Revenue Building, 1111 Section 1.1502-23 also issued under e
Constitution Avenue NW., Washington,26 U.S.C. 1502. _ Modifications of Bad Debts and
DC. Because of access restrictions, Visi- Section 1.1502-79 also issued undd‘r)e_ale_r Assignments of Notional
tors will not be admitted beyond the26 U.S_.C. 1502. _ Principal Contracts
building lobby more than 15 minutes Section 1.1502-15A also issued undelgl_Sg_94
before the hearing starts. S.C. 1502. _

The rules of 26 CFR 601.601(a)(3) Section 1.1502-21A also issued undefGENCY: Internal Revenue Service
apply to the hearing. 26 U.S.C. 1502. (IRS), Treasury.

Persons that wish to present oral Section 1.1502-22A also issued under _
comments at the hearing must submig6 U.S.C. 1502. ACTION: Notice of proposed rulemak-
written comments by Wednesday, Sep- Section 1.1502—23A also issued undel’d by cross-reference to temporary
tember 25, 1996, and submit an outlin6 U.S.C. 1502. regulations.

of the topics to be discussed and the Section 1.1502—41A also issued undeg MMARY: In TD 8676 on page 4 of

time to be devoted to each topic (signe@6 U.S.C. 1502, this issue of the Bulletin, the IRS is

original and eight (8) copies) by Thurs-  Section 1.1502-79A also issued undejgg; - :
suing temporary regulations relating to
day, September 26, 1996. 26 U.S.C. 1502. the allowance of a deduction for a

A period of 10 minutes will be allot- % % % .
: partially worthless debt when the terms
ﬁgmtg each person for making com- par 2 Section 1.1502-15 is added tof a debt instrument have been modi-
; , , ead as follows: fied. The temporary regulations provide
hAn ageknda shlcl)vxgng the scfzjedm;llng ﬁ{ S ~ relief to certain taxpayers that are re-
the Spea ers wi _e_prepare_ after t % 1.1502-15 SRLY limitation on bu||t'|nquired to recognize gain as the result of
deadline for receiving outlines has|ggges. modifying a debt instrument, when a

passed. Copies of the agenda will be . S
available free of charge at the hearing. [The text of this proposed section isP®rton of the gain is in part caused by

_ reduction of the debt's basis attribut-
the same as the text of § 1.1502 1ﬁ-f’lble to a bad debt deduction claimed in

Drafting Information published elsewhere in this issue of th&P'€ |
Bulletin.] a prior taxable year. The temporary
; regulations provide guidance to taxpay-
%rs that modify the terms of a debt

instrument after deducting an amount

The principal author of these regula- . :
tions is David B. Friedel, Office of Par. 3. Sectu?n 1.1502-21 is added t
Assistant Chief Counsel (Corporate)€ad as follows:

IRS. However, other personnel from th . for partial worthlessness
- .8 1.1502-21 Net operating losses. '
IRS and Treasury Department parUm% P g In TD 8676 the IRS is also issuing
pated in their development. [The text of this proposed section istemporary regulations relating to certain
i . the same as the text of § 1.1502-21hssignments of notional principal con-
\é\/&z(ﬂ;\(’}’sl of Notice of Proposed published elsewhere in this issue of theracts by dealers in those contracts. The
9 Bulletin.] temporary regulations provide guidance

Accordingly, under the authority of 26 Par. 4. Section 1.1502-22 is added tto taxpayers relating to consequences of

U.S.C. 7805, the notice of proposedead as follows: these assignments.
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The text of those temporary regula-12866. Therefore, a regulatory assess- Par. 2. Section 1.166-3 is amended by
tions also serves as the text of thesment is not required. It also has beemdding paragraph (a)(3) to read as fol-
proposed regulations. determined that section 553(b) of thdow:

o Administrative Procedure Act (5 U.S.C. .
DATES: Written comments and requestgpanier 5) and the Regulatory Flexibility§ 1.166-3 Partial or total worthless-

for a public hearing must be received by (5 U.S.C. chapter 6) do not apply toness.
September 23, 1996. these regulations, and, therefore, a (the text of proposed paragraph

ADDRESSES: Send submissions toRegulatory Flexibility Analysis is not ;y3) js the same as the text of
CC:DOM:CORP:R (FI-59-94), room 'equired. Pursuant to section 7805(f) 0k 1 166-3T(a)(3) published elsewhere in
5228, Internal Revenue Service, POBNe Internal Revenue Code, this noticgys jssye of the Bulletin].

7604, Ben Franklin Station, WashingtonOf proposed rulemaking will be submit-" p,, "3~ gection 1.1001-4 is added to
DC 20044. In the alternative, submis-ed to the Chief Counsel for Advocacyeaq as follows:

sions may be hand delivered betweeRf the Small Business Administration for

the hours of 8 am. and 5 p.m. to:comment on its impact on small busi-§ 1.1001-4 Modifications of notional

CC:DOM:CORP'R (FI-59-94), Courier’s N€ss. principal contracts.

Desk, Intemnal Revenue Service, 1113, 0\ ond Requests for a Public [The text of proposed section

constilon Avenue NW., Washington, e aring 1.1001-4 is the same as the text of
o ) § 1.1001-4T published elsewhere in this

FOR FURTHER INFORMATION CON- _ Before these proposed regulations argsye of the Bulletin].

TACT: Craig R. Wojay, Office of Assis- 2dopted as final regulations, consider-

tant Chief Counsel, Financial Institutions2ion Will be given to any written com- Margaret Milner Richardson,

and Products, (202) 622-3920 (not %:%ep?éss)(?h:tig:rzdsggg"inﬂ'ieldatri]r?]e?;gpot t(r?é Commissioner of Internal Revenue.
toll-free number) concerning the modifi- , : . . _
cations of bad) debts ang Thomas sz_ All comments will be available for (Filed by the Office of the Federal Register on

: . : - . June 24, 1996, 8:45 a.m., and published in the
Kelly, Office of Assistant Chief Counsel, DUb“,C inspection and copying. A public gsue of the Federal Register for June 25, 1996, 61
Financial Institutions and Products,"€arng maB/ be scheduled E req_ueslte -

(202) 622-3940 (not a toll-free number)N Writing by any person that timely

R. 32728)
concerning dealer assignments of noSubmits written comments. If a public :
hearing is scheduled, notice of the datdYotice of Proposed Rulemaking

tional principal contracts. time, and place for the hearing will be@nd Notice of Public Hearing
SUPPLEMENTARY published in theFederal Register
INFORMATION:

Qualified Small Business Stock

Drafting Information IA-26-94

_The principal author of the regula-A\GeNCY: Internal Revenue Service
Temporary regulations in TD 8676tions concerning the modifications Of(IRS), Treasury.

amend the Income Tax Regulations (2®ad debts is Craig R. Wojay, Office of
CFR part 1) relating to section 166. TheAssistant Chief Counsel (Financial Insti-ACTION: Notice of proposed rulemak-
temporary regulations contain rules retut:ons hand Prr(])ducts),I IRS. The princi-ing and notice of public hearing.

lating to the requirement that a debt bdal author of the regulations concernin R .
chargged off be?ore a deduction on acdealer assignments of notional principal UMMAEY' Tlh'ts. doculrr?nt tcoma'”sso
count of partial worthlessness is alcontracts is Thomas J. Kelly, Office Ofpropos:a relgu'a |0fns realnfg 0 et o
lowed. The rules apply to certain tax-Assistant Chief Counsel (Financial msti_perc;zn bex_c usion tor kgalr]l_hrom cer alnd
payers who are required to recognizéutions and Products), IRS. Howevergma! Dusiness stock. 'he propose

gain as the result of a significant modi-other personnel from the IRS and Treal®gulations reflect changes to the law

S i L . - made by the Omnibus Budget Reconcili-
fication of a debt instrument. Zurleepartment participated in thelration Act of 1993 (OBRA '93) and
Temporary regulations in TD 8676development.

amend the Income Tax Regulations (26 provide - guidance to  the issgers and
CFR part 1) relating to section 1001 List of Subjects in 26 CFR Part 1 owners of the stock of certain small

h i ) | businesses. This document also provides
The temporary regulations contain rules ., mne taxes, Reporting anda notice of public hearing on these
relating to certain assignments of no-

Background

tional principal contracts by dealers inrecordkeepmg requirements. proposed regulations.

those contracts. Proposed Amendments to the ReguIaPATES: Written comments and outlines
The text of those temporary regulajgns of oral comments to be presented at the

tions also serves as the text of these public hearing scheduled for October 3,

proposed regulations. The preamble to Accordingly, 26 CFR part 1 is pro- 1996 must be received by September 4,

the temporary regulations explains thgosed to be amended as follows: 1996.

temporary regulations. PART 1—INCOME TAXES ADDRESSES: Send submissions to:

~ CC:DOM:CORP:R (IA-26-94), Room
Paragraph 1. The authority citation for5226, Internal Revenue Service, POB
It has been determined that this notic®art 1 continues to read in part asy604, Ben Franklin Station, Washington,
of proposed rulemaking is not a signifi-follows: DC 20044. In the alternative, submis-
cant regulatory action as defined in EO Authority: 26 U.S.C. 7805 * * * sions may be hand delivered between
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the hours of 8 am. and 5 p.m. toment may result in disqualification un- The IRS and Treasury invite com-
CC:DOM:CORP:R (IA-26-94), Couri- der these rules. Section 1202(k) authoments on matters addressed in the pro-
er's Desk, Internal Revenue Servicerizes Treasury to prescribe suchposed regulations and suggestions for
1111 Constitution Avenue, NW., Wash-regulations as may be appropriate t@any additional exceptions and clarifica-
ington, DC. The public hearing will be carry out the purposes of section 1202ions that may be appropriate in the
held in Room 2615, Internal Revenue ) - context of the purpose of section
Building, 1111 Constitution Avenue, Explanation of provisions 1202(c)(3) and the regulatory authority
NW., Washington, DC 20224. The proposed regulations permit #ranted in section 1202(k). The IRS and
s

FOR FURTHER INFORMATION CON- corporation to redeem de minimis, "€asury specifically invite comments
TACT: Concerning the proposed regu'aﬂmounts of stock without Violating thefrom the small business Communlty'

tions, Catherine A. Prohofsky at (202)anti-evasion rules. The proposed regula- The IRS and Treasury are particularly
622-4930; concerning submissions an#ons also provide that certain redemp!nterested in comments regarding the

the public hearing, Christina Vasquez afions that are incident to events aﬁectingECOpe of the exception for redemptions

; cident to termination of employment.
202) 622-7180:; (not toll-free numbers).2 shareholder and are unlikely to resul 4
(202) ( )in evasion of the original issue require-1 N IRS and Treasury are committed to

SUPPLEMENTARY ment are disregarded in determiningXt€nding the exception to independent
INFORMATION: whether redemptions exceed the d&ontractors, but seek comments regard-

minimis amounts. In particular, redemp-N9 how to determine when a termina-
Background tions upon termination of a shareholgtion of the independent contractor’s ser-

r's employment or the death, disability,VIc€S has occurred.

This document contains proposecgr mental incompetency of a shareholdeé A public hearing has been scheduled

amendments to the Income Tax Regulaé
tions (26 CFR part 1) relating to section
1202 of the Internal Revenue Code
Section 1202 was added by sectio
13113 of OBRA '93. Section 1202 al-
lows a taxpayer (other than a corpora

re disregarded. Finally, the regulationdor October 3, 1996, at 10 am. in Room
Clarify that transfers of stock by a 615,.In'FernaI Revenue Buﬂdmg., 1111
shareholder to an employee in connecconstitution Avenue, NW., Washington,
Bon with the performance of servicesDC: Because of access restrictions, visi-

are not treated as redemptions for puro'S will not be admitted beyond the
( An0ses of the anti-evasion rules. building lobby more than 15 minutes
tion) to exclude 50 percent of certain The regulations will apply to stock Pefore the hearing starts.
in from the sale of qualified small. g bRy ; The rules of 26 CFR 601.601(a)(3)
ga ine tock held fo ore th éssued after the date they are published , '
usiness  stoc r-more than 93¢ final regulations. The regulations will2PPly to the hearing.
years. . also apply to stock issued on or before P€rsons that wish to present oral
Section 1202(c)(1) provides that only. ; comments at the hearing must submit
tock red after A t 10. 1993 hat date, but only with respect to the*". i f
stock acquired after August 10, + 8fffect of redemptions occurring afterWritten comments and an outline o

its original issuance in exchange fory .. 4ota topics to be discussed and the time to be
money, property other than stock, or as ' devoted to each topic (signed original
compensation for services to the corpospecial Analyses and 8 copies) by September 4, 1996.
ration (other than as an underwriter) A period of 10 minutes will be allot-

qualifies for the exclusion (the original It has been determined that this noticgeg to each person for making com-
issue requirement). Section 1202(c)(3%f pProposed rulemaking is not a signifi- ments,

provides two rules to prevent evasion ofant regulatory action as defined in EO  an agenda showing the scheduling of
the original issue requirement. Under thel2866. Therefore, a regulatory assesspne speakers will be prepared after the
first rule, the exclusion does not applyment is not required. It also has beeRjeadline for receiving outlines has
to stock acquired by the taxpayer if, adetermined that section 553(b) of theyassed. Copies of the agenda will be
any time during the 4-year period begin/Administrative Procedure Act (5 U.S.C.gyqjlable free of charge at the hearing.
ning 2 years before the issuance of sucghapter 5) and the Regulatory Flexibility _

StOCk, the Corporation purchased (d|.ACt (5 U.S.C. Chaptel’ 6) do not apply tODI’af'[Ing Information

rectly or indirectly) any of its stock these proposed regulations, and, there- tpo hiincinal author of these regula-
from the taxpayer or a related personfOre, a Regulatory Flexibility Analysis is jons is” catherine A. Prohofsky, Office
Section 1202(c)(3)(A). Under the second10t required. Pursuant to section 7805(fj¢ assistant Chief Counsel (Income Tax
rule, the exclusion does not apply to0f the Internal Revenue Code, this no, 4 Accounting). However, other per-
stock issued by a corporation if, duringtice of proposed rulemaking will be gonne) from the IRS and Treasury De-
the 2-year period beginning 1 year besubmitted to the Chief Counsel for Ad-poyment participated in their develop-
fore the issuance of such stock, th&ocacy of the Small Business Adminis- .

corporation made one or more purchasdéation for comment on its impact on © o xx w
of its stock with an aggregate value (a$mall businesses.
of the time of the respective purchases Proposed Amendments to the Regula-

exceeding 5 percent of the aggregat&’®MMents and Public Hearing tions

value of all of its stock as of the Before these proposed regulations are Accordingly, 26 CFR part 1 is pro-

beginning of the 2-year period. Sectioradopted as final regulations, considerposed to be amended as follows:

1202(c)(3)(B). ation will be given to any written com-
The IRS and Treasury are concernethents (a signed original and 8 copiesf’ART 1—INCOME TAXES

that, in many cases, redemptions thahat are submitted timely to the IRS. All Paragraph 1. The authority citation for

have neither the purpose nor the effeatomments will be available for public part 1 is amended by adding an entry in

of evading the original issue require-inspection and copying. numerical order to read as follows:
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Authority: 26 U.S.C. 7805 * * * indirectly) by the taxpayer and related (ii) Independent contractors[Re-
Section 1.1202-2 is also issued under 2persons immediately before the purserved];

U.S.C. 1202(k). chase. The percentage of stock acquired (2) Death. The stock is purchased
* ok ok in multiple purchases is the sum of thefrom the deceased shareholder’s estate,
Par. 2. Sections 1.1202-0 andpercentages determined for each sep#eneficiary, heir, surviving joint tenant,
1.1202-2 are added to read as followstate purchase. or from a surviving spouse or a trust
(b) Significant redemptionrs-(1) In established by a decedent, the stock is
§ 1.1202-0 Table of contents. general. Stock is not qualified small purchased within 3 years and 9 months

. . . . .__business stock if, in one or more purfrom the date of death, and the stock (or
thaTthIZDSp%Catlrorzn“Sttr?ethrigrﬂgggngapéfg:chases during the 2-year period beginan qption to acquire the stock) was
§ 1.1202-2 _Fung on the date 1 year before theacquired by the seller before or on
' ' issuance of the stock, the issuing corpoaccount of the death of the decedent; or
§ 1.1202-2 Qualified small businesdation purchases more than a de minimis (3) Disability or mental incompe-
stock; effect of redemptions. amount of its stock and the purchasedency.The stock is purchased incident to
' stock has an aggregate value (as of thge disability or mental incompetency of
(a) Redemptions from taxpayer or retime of the respective purchases) exthe selling shareholder.

lated person. ceeding 5 percent of the aggregate value (e) Effective date.This section ap-
(1) In general. of all of the issuing corporation’s stockplies to stock issued after the date these
(2) De minimis amount. as of the beginning of such 2-yearregulations are published as final regula-
(b) Significant redemptions. period. o tions in the Federal Register This
(1) De minimis amount. (2)_ De minimis amountFor purposes section also applies to stock issued on
(2) Special rule. of this paragraph (b), stock exceeds a der before the date these regulations are

(c) Transfers by shareholders in conMinimis amount only if the aggregatepublished as final regulations in the
nection with the performance of service@mount paid for the stock exceed¥ederal Register but only with respect
not treated as purchases. $10,000 and more than 2 percent of alio the effect of purchases by the issuing

(d) Exceptions for termination of ser-outstanding stock is purchased. The folcorporation that occur after that date.
vices, death, or disability or mental!oWing rules apply for purposes of de-

incompetency. termining whether the 2-percent limit is Margaret Milner Richardson,
(1) Termination of services. exceeded. The percentage of the stock  Ccommissioner of Internal Revenue.
(2) Death acquired in any single purchase is deter-

) - . i iwvidi ) (Filed by the Office of the Federal Register on
(3) Disability or mental incompe- mined by dividing the stock's value (as.]une 3, 1996, 11:29 a.m., and published in the

tency. of the time of purchase) by the value (a$ssue of the Federal Register for June 6, 1996, 61
(e) Effective date of the time of purchase) of all stockrRr. 28821)

outstanding immediately before the pur-

} . ; chase. The percentage of stock acquired ] )
gtolc.lg;zgf%egt Sfu?elgleergpt%rns I business ) multiple purchases is the sum of the-oundations Status of Certain

percentages determined for each sep&rganizations
(a) Redemptions from taxpayer or re-rate purchase.

lated persor—(1) In general. Stock ac- (c) Transfers by shareholders in Con_Announcement 96-67
quired by a taxpayer is not qualifiednection with the performance of services The following organizations have
small business stock if, in one or morenot treated as purchase® transfer of fajled to establish or have been unable
purchases during the 4-year period bestock by a shareholder to an employeg maintain their status as public chari-
ginning on the date 2 years before ther independent contractor (or to a benties or as operating foundations. Accord-
issuance of the stock, the issuing corpceficiary of an employee or independeningly, grantors and contributors may not,
ration purchases (directly or indirectly)contractor) is not treated as a purchasgfter this date, rely on previous rulings
more than a de minimis amount of itsof the stock by the issuing corporationor designations in the Cumulative List
stock from the taxpayer or from afor purposes of this section even if thept Organizations (Publication 78), or on
person related (within the meaning ofstock is treated as having first beerthe presumption arising from the filing
section 267(b) or 707(b)) to the tax-transferred to the corporation undeif notices under section 508(b) of the

payer. o § 1.83- 6(d)(1) (relating to transfers byCode. This listing doesiot indicate that
(2) De minimis amountFor purposes shareholders to employees or indepenrhe organizations have lost their status
of this paragraph (a), stock exceeds a déent contractors). as organizations described in section

minimis amount only if the aggregate (d) Exceptions for termination of ser-501(c)(3), eligible to receive deductible
amount paid for the stock exceedwices, death, or disability or mental contributions.

$10,000 and more than 2 percent of thencompetencyA stock purchase is disre- ) .

stock held by the taxpayer and relatedjarded for purposes of this section if— Former Public Charities The follow-
persons is acquired. The following rules (1) Termination of services(i) Em- Ing organizations (which have been
apply for purposes of determiningployees and directorsThe stock was treated as organizations that are not
whether the 2-percent limit is exceededacquired by the seller in connection withprivate foundations described in section
The percentage of stock acquired in anyhe performance of services as an enP09(a) of the Code) are now classified
single purchase is determined by dividployee or director and the stock isas private foundations:

ing the stock’s value (as of the time ofpurchased from the seller incident to théAbode Incorporation, New Orleans, LA
purchase) by the value (as of the time o$eller’s retirement or other bona fideAddiction Recovery Resources, Inc.,
purchase) of all stock held (directly ortermination of such services; Jonesboro, GA
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African American Cultural and Eco- Durham Ecumenical Youth Choir,Irish American Unity Foundation,

nomic Alliance Inc., Washington, DC  Durham, NC Boynton Beach, FL
Agape House Inc., Hoyleton, IL East Asia Research Institute, Washingdoyfull Ministries Inc., Pensacola, FL
Agricultural Educational Foundation ton, DC Kansas City Area Teachers of Math-
Inc., 1497 N 1050 E Road, Evensong Chorale Inc., Virgina Beach, ematics Inc., Kansas City, MO
Monticello, IL VA Kirke Harris Ensemble, Landover, MD
Alle-Kiski Literacy Council Inc., New Employment Development Services, BaKrisle Christian Ministries, Whitehouse,
Kensington, PA ton Rouge, LA TX
Archway Programs Delaware Inc., Atco,Emporia Community Development Inc.,L B G | Educational Services, Chicago,
NJ Emporia, VA IL
Armin Mattli Foundation, Inc., Orlando, End-Time Deliverance Center Inc.,L C 38 Charity Fund Inc., Philadelphia,
FL Clinton, MS PA
Athenaeum Theatre Company, Chicagdiquipping the Saints Ministries Inc.,Learning Center for Christ, Washington,
IL Deerfield Beach, FL DC
Audio Optics Inc., West Orange, NJFenwick Transportation Corporation,Lincolnton Chorus Booster, Inc.,
Aware Incorporated, Clayton, MO Woodstown, NJ Lincolnton, NC
Calvert Chamber Foundation Inc.,First Ozark Housing DevelopmentLiving Composers Inc., Atlanta, GA
Prince Frederick, MD Corp., Mountain Home, AR Mineral Area Choir Connection,
Canaan House, Lynchburg, VA Fish and Wildlife Alliance, Anoka, MN  Desloge, MO
Center for Families in Change Inc.,Food Phone of The Lehigh Valley, Minnesota Asian Youth Support Group
Meadville, PA Bethlehem, PA Inc., Minneapolis, MN
Center for Law in the Public InterestFoundation for the Advancement & Sup-Miracle on Caney Creek, Inc., Lexing-
Foundation, Woodland Hills, CA port of Educ of Namibia Inc., Wash- ton, KY
Central Minnesota Youth Symphony ington, DC MLAC Inc., Pittsburgh, PA
Inc., St. Cloud, MN Fourth Street Consortium Inc., ReadingMooresville Foundation For Excellance
Centro Comunal Unidad Community PA in Education, Mooresville, NC
Center Inc., Washington, DC Freedom Faith Ministries Inc., KenoshaMuhammad Ali Education and Humani-
Cherry Tree Music CO-OP, Philadelphia, WiI tarian Foundation, Chicago, IL
PA Friends of Justice, Kansas City, MONational Academic Association, Colum-
Citizens Advisory to Probation and Pa-Friends of the Decorative Arts, Inc., bus, OH
role, Festus, MO Lake Charles, LA National Coalition for Human Rights,
Civil Justice for Civil Liberty, Omaha, Friends of Transportation, Inc., Minneapolis, MN
NE Asheville, NC National Housing Preservation Corp.,
Coalition to Avert Prison Recidivism, Flying Pig Theatre, Pittsburgh, PA Nashville, TN
Galesburg, IL G.A.N.A.S., Denver, CO Native American Television Inc., St.
Collingwood Foundation Inc., Gibsonia,Gentle Hands Ministries, Gastonia, NC Cloud, MN
PA Georgetown Preparatory School AlumniNebraska Vegetarian Society, Lincoln,
Committee for a Greener Glencoe, Association Inc., Rockville, MD NE
Glencoe, IL Grand Ma’s Hands, Charlotte, NC New Horizons Charity, Mackinaw, IL
Community Connections PublicationsGranville Academy National Inc., New Outlook Inc., Jacksonville, FL
Inc., Asheville, NC Lawrenceville, NJ North Carolina Foundation for Interna-
Community Education Institute, Cleve-Grassroot Arts, Kankakee, IL tional Commerce, Research Triangle
land, TN Green Lake County Humane Society Park, NC
Community Human Development Center Inc., Green Lake, WI Northwest Suburban Bar Association
Inc., Philadelphia, PA Gymnastic Expressions, Montoursville, Foundation, Arlington Heights, IL
Compass Theatre Inc., Princeton, NJ PA Nurses for Human Development Educa-
Consensus Foundation, Dallas, TX Haddock Foundation, Morrisville, NC tion Inc., Jonesboro, AR

Coping Kids Inc., East Petersburg, PAHarmonia Music Club, Lebanon, PAOff the Streets, Hoffman Estates, IL
Crawford County Literacy Council Inc., Heritage Foundation at Whiteman Air If an organization listed above sub-

Meadville, PA Force Base, Whiteman AFB, MO mits information that warrants the re-
Creekside Community Center,His Higher Hopes Inc., Independencenewal of its classification as a public
Muscatine, 1A MO charity or as a private operating founda-
Dauphin County Counseling CenterHistoric Wills Preservation Project Inc.,tion, the Internal Revenue Service will
Harrisburg, PA Reading, PA issue a ruling or determination letter
Delaware Valley Housing Corporation,Holiday House of Federation Housingwith the revised classification as to
Philadelphia, PA Inc., Philadelphia, PA foundation status. Grantors and contribu-
District of Columbia Cancer Consor-Interamerican Mustic Festival of Florida,tors may thereafter rely upon such rul-
tium, Washington, DC Inc., Miami, FL ing or determination letter as provided
Dodge County Friends of the Arts Inc.,International Assoc. of Black Profes-in section 1.509(a)-7 of the Income Tax
Eastman, GA sional, Landover, MD Regulations. It is not the practice of the
Dorothy B Ferebee Foundation Incorpodnternational Missions Outreach, Har-Service to announce such revised classi-
rated, Washington, DC risonville, MO fication of foundation status in the Inter-

Douglas County High School Academiclowa Historic Preservation Alliance, nal Revenue Bulletin.
Booster Club Inc., Douglasville, GA West Branch, IA
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Announcement of the Disbarment, Suspension, and Consent to Voluntary
Suspension of Attorneys, Certified Public Accountants, Enrolled Agents and
Enrolled Actuaries From Practice Before the Internal Revenue Service

Under 31 Code of Federal Regulaenue Service matter from directly oraccountant, enrolled agent or enrolled
tions, Part 10, an attorney, certified pubindirectly employing, accepting assis-actuary and date or period of suspen-
lic accountant, enrolled agent or enrolledance from, being employed by, or sharsion. This announcement will appear in
actuary, in order to avoid the institutioning fees with, any practitioner disbarredthe weekly Bulletin at the earliest practi-
or conclusion of a proceeding for hisor suspended from practice before theable date after such action and will
disbarment or suspension from practicénternal Revenue Service. continue to appear in the weekly Bulle-
before the Internal Revenue Service, To enable attorneys, certified publictins for five successive weeks or for as
may offer his consent to suspensioraccountants, enrolled agents and emmany weeks as is practicable for each
from such practice. The Director ofrolled actuaries to identify practitionersattorney, certified public accountant, en-
Practice, in his discretion, may suspendinder consent suspension from practiceolled agent or enrolled actuary so sus-
an attorney, certified public accountantbefore the Internal Revenue Service, thepended and will be consolidated and

enrolled agent or enrolled actuary inDirector of Practice will announce in thepublished in the Cumulative Bulletin.
accordance with the consent offeredinternal Revenue Bulletin the names and The following individuals have been

Attorneys, certified public accoun- addresses of practitioners who havelaced under consent suspension from
tants, enrolled agents and enrolled actbeen suspended from such practice, thefgractice before the Internal Revenue
aries are prohibited in any Internal Rev-designation as attorney, certified publicService:

Name Address Designation Date of Suspension

Bruender, Lawrence Lesueur, MN Attorney Indefinite from April 18, 1996
Pallman, James J. New Haven, CT CPA April 19, 1996 to October 18, 1996
Pribble Jr., William C. Minneapolis, MN Attorney Indefinite from May 1, 1996

Pyburn, Richard E. Downers Grove, IL CPA May 1, 1996 to October 31, 1997
Scalise, James J. New Britain, CT Attorney May 1, 1996 to July 31, 1996
Kieldaisch, Dale W. Manteno, Il CPA May 1, 1996 to October 31, 1996
Ogorek, Charolotte F. Park Ridge, IL CPA May 3, 1996 to July 2, 1996
Korman, Steven B. Mulford, CT CPA May 3, 1996 to February 2, 1997
Myers, Donald L. Olney, MD CPA May 7, 1996 to May 6, 1998
Sharrett, William R. Paradise, CA Enrolled Agent May 8, 1996 to November 7, 1996
Cornwell, Douglas S. Norwalk, CT CPA May 10, 1996 to November 9, 1996
Chang, Sun Kun McLean, VA Enrolled Agent May 13, 1996 to July 12, 1996
Cariveau, Stewart Minneapolis, MN CPA May 30, 1996 to August 29, 1996
Carter, Gary E. Ashdown, AR CPA June 1, 1996 to August 31, 1996
Underwood, Wendell L. Sedalia, MO CPA June 1, 1996 to July 31, 1996
Candiloro, James A. Glastonbury, CT CPA June 1, 1996 to November 30, 1996
Schwartz, Leonard J. Danbury, CT Enrolled Agent June 1, 1996 to February 28, 1997
Forrester, Donald F. Fairfield, OH CPA Indefinite from June 4, 1996

Shade, Stephen E.

Clearwater, FL

Enrolled Agent

June 8, 1996 to May 7, 1997

Woods, James G. Huntington, CT CPA July 1, 1996 to June 30, 1997
Grove, Michael J. Alliance, Oh CPA July 1, 1996 to June 30, 1997
Jenkins, Frank Montgomery, AL CPA July 1, 1996 to December 31, 1996
Brewton IIl, George W. Greenville, MS CPA July 1, 1996 to September 30, 1996
Fischer, Randall E. Lombard, IL CPA July 1, 1996 to September 30, 1996
Rhoney, Brian Wheaton, IL CPA July 1, 1996 to Decemer 31, 1996
Devereux, Michael J. Florissant, MO CPA July 1, 1996 to March 31, 1997
Cranston, Robert S. Saugerties, NY CPA July 1, 1996 to December 31, 1996
Miller, Dwight W. Overland Pk, KS CPA July 1, 1996 to June 30, 1997

Beck, Clyde E. Salina, KS CPA July 1, 1996 to October 31, 1996
Seal, Ernest E. Cleveland, MS CPA August 1, 1996 to July 31, 1998
Dicker, Joseph W. Minneapolis, MN Attorney August 1, 1996 to October 31, 1996
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Under Section 330, Title 31 of theenue Service matter from directly oraccountant, enrolled agent or enrolled
United States Code, the Secretary of thindirectly employing, accepting assis-actuary, and the date of disbarment or
Treasury, after due notice and opportutance from, being employed by or sharperiod of suspension. This announce-
nity for hearing, is authorized to sus-ing fees with, any practitioner disbarredment will appear in the weekly Bulletin
pend or disbar from practice before theor under suspension from practice befor five successive weeks or as long as
Internal Revenue Service any persoifore the Internal Revenue Service. it is practicable for each attorney, certi-
who has violated the rules and regula- To enable attorneys, certified publicfied public accountant, enrolled agent or
tions governing the recognition of attor-accountants, enrolled agents and erenrolled actuary so suspended or dis-
neys, certified public accountants, enfolled actuaries to identify such dis-barred and will be consolidated and
rolled agents or enrolled actuaries tdarred or suspended practitioners, thpublished in the Cumulative Bulletin.
practice before the Internal Revenudirector of Practice will announce in the After due notice and opportunity for
Service. Internal Revenue Bulletin the names anthearing before an administrative law

Attorneys, certified public accoun-addresses of practitioners who havgudge, the following individuals have
tants, enrolled agents, and enrolled actbeen suspended from such practice, thelreen disbarred from further practice be-
aries are prohibited in any Internal Rev-designation as attorney, certified publidore the Internal Revenue Service:

Name Address Designation Effective Date
Bushta, Patrick C. Sacramento, CA CPA April 18, 1996
Hart, Joel S. Beaumont, TX CPA April 19, 1996
Riggs, Patricia A. Stockton, CA Enrolled Agent April 19, 1996
Hammontree, Richard F. Ogunquit, ME CPA April 27, 1996
Otto, Judith M. Tucson, AZ Enrolled Agent May 18, 1996
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Definition of Terms

Revenue rulings and revenue procedureés modified because it corrects a pubmore than restate the substance of a
(hereinafter referred to as “rulings”) lished position. (Compare witamplified prior ruling, a combination of terms is
that have an effect on previous rulingsand clarified, above). used. For examplenodified and super-
use the following defined terms to de- Obsoleteddescribes a previously pub-seded describes a situation where the
scribe the effect: lished ruling that is not considered desubstance of a previously published rul-
Amplified describes a situation whereterminative with respect to future transing s being changed in part and is
no change is being made in a priorctions. This term is most commonlysontinued without change in part and it
publl_shed position, but the prior posltl_onuseq in a rgllng that lists previouslyis desired to restate the valid portion of
is being exten_ded_to apply to a varlatl_orpubllshed rulings that are obsoleteq beme previously published ruling in a new
of the fact situation set forth therein.cause of changes in law or regulatmns',u“ng that is self contained. In this case
Thus, if an earlier ruling held that aA ruling may also be obsoleted becausrﬁne iousl ; T g
L . X ; previously published ruling is first
principle applied to A, and the newthe substance has been included in reg\l odified and then. as modified. is su-
ruling holds that the same principle alsdations subsequently adopted. ’ '
applies to B, the earlier ruling is ampli- Revoked describes situations whereperSEded' . S ]
fied. (Compare withmodified below). the position in the previously published Supplementeds used in situations in
Clarified is used in those instancesruling is not correct and the correctwhich a list, such as a list of the names
where the language in a prior ruling isposition is being stated in the newof countries, is published in a ruling and
being made clear because the languagaling. that list is expanded by adding further
has caused, or may cause, some confu- Supersededdescribes a situation hames in subsequent rulings. After the
sion. It is not used where a position in avhere the new ruling does nothing moredriginal ruling has been supplemented
prior ruling is being changed. than restate the substance and situatigi¢veral times, a new ruling may be
Distinguished describes a situation of a previously published ruling (or Published that includes the list in the
where a ruling mentions a previouslyrulings). Thus, the term is used tooriginal ruling and the additions, and
published ruling and points out an estepublish under the 1986 Code andupersedes all prior rulings in the series.
sential difference between them. regulations the same position published Suspendeds used in rare situations to
Modified is used where the substancainder the 1939 Code and regulationsshow that the previous published rulings
of a previously published position isThe term is also used when it is desireavill not be applied pending some future
being changed. Thus, if a prior rulingto republish in a single ruling a series ofaction such as the issuance of new or
held that a principle applied to A but notsituations, names, etc., that were previamended regulations, the outcome of
to B, and the new ruling holds that itously published over a period of time incases in litigation, or the outcome of a
applies to both A and B, the prior ruling separate rulings. If the new ruling doesService study.

Abbreviations ER—Employer. PR—Partner.
ERISA—Employee Retirement Income Security Act. PRS—Partnership.

The following abbreviations in current use andEX—Executor.

formerly used will appear in material published in PTE—Prohibited Transaction Exemption.

the Bulletin. F—Fiduciary. Pub. L—Public Law.
—Indivi FC—Foreign Country.
A—Individual. 9 &4 L REIT—Real Estate Investment Trust.
FICA—Federal Insurance Contribution Act.

Acg—Acquiescence.
B—Individual. FISG—Foreign International Sales Company.

BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Rul—Revenue Ruling.
BK—Bank. F.R—Federal Register. S—Subsidiary.
B.T.A—Board of Tax Appeals. FUTA—Federal Unemployment Tax Act.
C —Individual. FX—Foreign Corporation.
G.C.M—Chief Counsel’s Memorandum.

Rev. Proc—Revenue Procedure.

S.P.R—Statements of Procedural Rules.

Stat—Statutes at Large.

C.B—Cumulative Bulletin. T—Target Corporation.

CFR—Code of Federal Regulations. GE—Grantee.

T.C—Tax Court.
CI—City. GP—General Partner. o
COOR—_Cooperative. GR—Grantor. T.D—Treasury Decision.
Ct.D—Court Decision. IC—Insurance Company. TFE—Transferee.
CY—County. I.R.B—Internal Revenue Bulletin. TFR—Transferor.
D—Decedent. LE—Lessee. T..LR—Technical Information Release.
DC—Dummy Corporation. LP—Limited Partner. TP—Taxpayer.
DE—Donee. LR—Lessor. TR_Trust.
Del. Order—Delegation Order. M—Minor.

TT—Trustee.

DISG—Domestic International Sales Corporation.Nonacg—Nonacquiescence.

U.S.C—United States Code.

DR—Donor. O—Organization.
E—Estate. P—Parent Corporation. X—Corporation.
EE—Employee. PHC—Personal Holding Company. Y—Corporation.

E.O—Executive Order.

PO—Possession of the U.S.
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Z—Corporation.
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