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368(a)(1)(B) and §1.1502-75(d)(3) apply.
The PS group is treated as continuing
in existence with T as the common par-
ent. P and S continue to be treated as
old members, as defined in subpara-
graph (3) of this paragraph.

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

(i) [Reserved]

(j) Affiliated. Corporations are affili-
ated if they are members of a group
with each other.

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

CONSOLIDATED TAX LIABILITY

§1.1502-2 Computation of tax liability.

The tax liability of a group for a con-
solidated return year shall be deter-
mined by adding together:

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

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

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

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

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

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

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

§1.1502-3

(h) The tax imposed by section 1201,
instead of the taxes computed under
paragraphs (a) and (g) of this section,
computed by reference to the net cap-
ital gain of the group (see §1.1502-22)
(or, for consolidated return years to
which §1.1502-22 does not apply, com-
puted by reference to the excess of the
consolidated net long-term capital gain
over the consolidated net short-term
capital loss (see §1.1502-41A for the de-
termination of the consolidated net
long-term capital gain and the consoli-
dated net short-term capital 1oss));

(i) [Reserved]

(j) The tax imposed by section 1333 on
war loss recoveries; and

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

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

§1.1502-3 Consolidated tax credits.

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

(2) Determination of credit earned. The
credit earned of a member is an
amount equal to 7 percent of such
member’s qualified investment (deter-
mined under section 46(c)). For pur-
poses of computing a member’s quali-
fied investment, the basis of property
shall not include any gain or loss real-
ized with respect to such property by
another member in an intercompany
transaction (as defined in §1.1502-13(b)),
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