§ 1.1502-20T

For transitional
see §§1.337(d)-1

(5) Cross reference.
loss limitation rules,
and 1.337(d)-2.

(i) [Reserved]. For further guidance,
see §1.1502-20T(i).

[T.D. 8364, 56 FR 47392, Sept. 19, 1991; 57 FR
53550, Nov. 12, 1992, as amended by T.D. 8560,
59 FR 41680, Aug. 15, 1994; T.D. 8597, 60 FR
36709, July 18, 1995; T.D. 8677, 61 FR 33323,
June 27, 1996; T.D. 8597, 62 FR 12098, Mar. 14,
1997; T.D. 8823, 64 FR 36099, July 2, 1999; T.D.
8824, 64 FR 36127, July 2, 1999; T.D. 8984, 67 FR
11037, Mar. 12, 2002]

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

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

(i) Limitations on the applicability
of §1.1502-20—(1) Dispositions and
deconsolidations on or after March 7,
2002. Except to the extent specifically
incorporated in §1.337(d)-2T, §1.1502-20
does not apply to a disposition or
deconsolidation of stock of a subsidiary
on or after March 7, 2002, unless the
disposition or deconsolidation was ef-
fected pursuant to a binding written
contract entered into before March 7,
2002, that was in continuous effect
until the disposition or
deconsolidation.

(2) Dispositions and deconsolidations
prior to March 7, 2002. In the case of a
disposition or deconsolidation of stock
of a subsidiary by a member before
March 7, 2002, or a disposition or
deconsolidation on or after March 7,
2002, that was effected pursuant to a
binding written contract entered into
before March 7, 2002, that was in con-
tinuous effect until the disposition or
deconsolidation, a consolidated group
may determine the amount of the
member’s allowable loss or basis reduc-
tion by applying §1.1502-20 in its en-
tirety, or, in lieu thereof, subject to
the conditions set forth in this para-
graph (i), by making an irrevocable
election to apply the provisions of ei-
ther—

(i) Section 1.1502-20, except that in
applying §1.1502-20(c)(1), the amount of
loss disallowed under §1.1502-20(a)(1)
and the amount of basis reduction
under §1.1502-20(b)(1) with respect to a
share of stock will not exceed the sum
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of the amounts described in §1.1502—
20(c)(1)(i) and (ii); or

(ii) Section 1.337(d)-2T.

(3) Operating rules—(i) Reattribution of
losses in the case of an election to deter-
mine allowable loss by applying the provi-
sions described in paragraph (i)(2)(i) of
this section. If a consolidated group
elects to determine allowable loss by
applying the provisions described in
paragraph (i)(2)(i) of this section, an
election described in §1.1502-20(g) to re-
attribute losses will be respected only
if the requirements of §1.1502-20(g), in-
cluding the requirement that the elec-
tion be filed with the group’s income
tax return for the year of the disposi-
tion, have been or are satisfied. For ex-
ample, if a consolidated group did not
file a wvalid election described in
§1.1502-20(g) with its return for the
yvear of the disposition, this section
does not authorize the group that dis-
posed of the stock to make such an
election with its return for the year in
which it elects to determine its allow-
able stock loss under the provisions de-
scribed in paragraph (i)(2)(i) of this sec-
tion. If a consolidated group that made
a valid election described in §1.1502-
20(g) with respect to the disposition of
stock elects to determine allowable
loss by applying the provisions de-
scribed in paragraph (i)(2)(i) of this sec-
tion, the election described in §1.1502—
20(g) may not be revoked, and the
amount of loss treated as reattributed
as of the time of the disposition pursu-
ant to the election described in §1.1502—
20(g) is the amount of loss originally
reattributed, reduced to the extent
that it exceeds the greater of—

(A) The amount of stock loss dis-
allowed after applying the provisions
described in paragraph (i)(2)(i) of this
section; and

(B) The amount of reattributed losses
that the group that disposed of the
stock absorbed in years for which the
assessment of a deficiency is prevented
by any law or rule of law as of the date
the election to apply the provisions de-
scribed in paragraph (i)(2)(i) of this sec-
tion is filed and at all times thereafter.

(ii) Reattribution of losses in the case of
an election to determine allowable loss by
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applying the provisions described in para-
graph (i)(2)(ii) of this section. If a con-
solidated group elects to determine al-
lowable loss by applying the provisions
described in paragraph (i)(2)(ii) of this
section, the consolidated group may
not make an election described in
§1.1502-20(g) to reattribute any losses.
If the consolidated group made an elec-
tion described in §1.1502-20(g) with re-
spect to the disposition of subsidiary
stock, the amount of loss treated as re-
attributed pursuant to such election
will be the greater of—

(A) Zero; and

(B) The amount of reattributed losses
that the group that disposed of the
stock absorbed in years for which the
assessment of a deficiency is prevented
by any law or rule of law as of the date
the election to apply the provisions de-
scribed in paragraph (i)(2)(ii) of this
section is filed and at all times there-
after.

(iii) Apportionment of section 382 limi-
tation in the case of a reduction of re-
attributed losses—(A) Losses subject to a
separate section 382 limitation. If, as a re-
sult of the application of paragraph
(1)(3)(1) or (ii) and paragraph (i)(3)(vii)
of this section, pre-change separate at-
tributes that were subject to a separate
section 382 limitation are treated as
losses of a subsidiary and the common
parent previously elected to apportion
all or a part of such limitation to itself
under §1.1502-96(d), the common parent
may reduce the amount of such limita-
tion apportioned to itself.

(B) Losses subject to a subgroup section
382 limitation. If, as a result of the ap-
plication of paragraph (i)(3)(i) or (ii)
and paragraph (i)(3)(vii) of this section,
pre-change subgroup attributes that
were subject to a subgroup section 382
limitation are treated as losses of a
subsidiary and the common parent pre-
viously elected to apportion all or a
part of such limitation to itself under
§1.1502-96(d), the common parent may
reduce the amount of such limitation
apportioned to itself. In addition, if
such subsidiary has ceased to be a
member of the loss subgroup to which
the pre-change subgroup attributes re-
late, the common parent may increase
the total amount of such limitation ap-
portioned to such subsidiary (or loss
subgroup that includes such sub-
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sidiary) under §1.1502-95(c) by an
amount not in excess of the amount by
which such limitation that is appor-
tioned to the common parent is re-
duced pursuant to the previous sen-
tence.

(C) Losses subject to a consolidated sec-
tion 382 limitation. If, as a result of the
application of paragraph (i)(3)(i) or (ii)
and paragraph (i)(3)(vii) of this section,
pre-change consolidated attributes (or
pre-change subgroup attributes) that
were subject to a consolidated section
382 limitation (or subgroup section 382
limitation where the common parent
was a member of the loss subgroup) are
treated as losses of a subsidiary, and
the subsidiary has ceased to be a mem-
ber of the loss group (or loss subgroup),
the common parent may increase the
amount of such limitation that is ap-
portioned to such subsidiary (or loss
subgroup that includes such sub-
sidiary) under  §1.1502-95(c). The
amount of each element of such limita-
tion that can be apportioned to a sub-
sidiary (or loss subgroup that includes
such subsidiary) pursuant to this para-
graph (i)(3)(iii)(C), however, cannot ex-
ceed the product of (x) the element and
(y) a fraction the numerator of which
is the amount of pre-change consoli-
dated attributes (or subgroup at-
tributes) subject to that limitation
that are treated as losses of the sub-
sidiary (or loss subgroup) as a result of
the application of paragraph (i)(3)(i) or
(ii) and paragraph (i)(3)(vii) of this sec-
tion and the denominator of which is
the total amount of pre-change at-
tributes subject to that limitation de-
termined as of the close of the taxable
year in which the subsidiary ceases to
be a member of the group (or loss sub-
group).

(D) Operating rules—(i) Limitations on
apportionment. In making any adjust-
ment to an apportionment of a sub-
group section 382 limitation or a con-
solidated section 382 limitation pursu-
ant to paragraph (i)(3)(iii)(B) or (C) of
this section, the common parent must
take into account the extent, if any, to
which such limitation has previously
been apportioned to another subsidiary
or loss subgroup prior to the date the
election to apply the provisions de-
scribed in paragraph (i)(2)(i) or (ii) of
this section is filed.
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(ii) Manner and effect of adjustment to
previous apportionment of limitation to
common parent. Any reduction in a pre-
vious apportionment of a separate sec-
tion 382 limitation or a subgroup sec-
tion 382 limitation to the common par-
ent made pursuant to paragraph
(1)(3)({ii)(A) or (B) of this section is
treated as effective when the previous
apportionment was effective. Any such
adjustment must be made in a manner
consistent with the principles of
§1.1502-95(c). For example, to the ex-
tent the apportionment of a separate
section 382 limitation or a subgroup
section 382 limitation to a common
parent is reduced pursuant to para-
graph (1)(3)(iii)(A) or (B) of this section,
the amount of such limitation avail-
able to the subsidiary or loss subgroup,
as applicable, is increased.

(ii1) Manner and effect of adjustment to
apportionment of limitation to departing
subsidiary or loss subgroup. Any increase
in an amount of a subgroup section 382
limitation or a consolidated section 382
limitation apportioned to a departing
subsidiary (or loss subgroup that in-
cludes such subsidiary) made pursuant
to paragraph (i)(3)(iii)(B) or (C) of this
section is treated as effective for tax-
able years ending after the date the
subsidiary ceases to be a member of the
group or loss subgroup. Any such ad-
justment may be made regardless of
whether the common parent previously
elected to apportion all or a part of
such limitation to such subsidiary (or
loss subgroup that includes such sub-
sidiary) under §1.1502-95(c) or 1.1502—
95A(c), but must be made in a manner
consistent with the principles of
§1.1502-95(c). For example, to the ex-
tent the apportionment of an element
of a subgroup section 382 limitation or
a consolidated section 382 limitation to
a departing subsidiary is increased pur-
suant to paragraph (i)(3)(iii)(B) or (C)
of this section, the amount of such ele-
ment of such limitation that is avail-
able to the loss subgroup or loss group
is reduced consistent with §1.1502-
95(c)(3).

(iv) Prohibition against other adjust-
ments. This paragraph (i)(3)(iii) does
not authorize the common parent to
adjust the apportionment of any sepa-
rate section 382 limitation, subgroup
section 382 limitation, or consolidated
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section 382 limitation that it pre-
viously apportioned to a subsidiary, to
a loss subgroup, or to itself under
§1.1502-95(¢c), 1.1502-95A(c), or 1.1502-
96(d), other than as provided in para-
graphs (i)(3)(iii)(A), (B), and (C) of this
section.

(E) Time and manner of making appor-
tionment adjustment. An adjustment to
the apportionment of any separate sec-
tion 382 limitation, subgroup section
382 limitation, or consolidated section
382 limitation pursuant to paragraph
(1)(3)({ii)(A), (B), or (C) of this section
must be made as part of the group’s
election to apply the provisions of
paragraph (i)(2)(i) or (ii) of this section,
as described in paragraph (i)(4) of this
section.

(iv) Notification of reduction of re-
attributed losses and adjustment of appor-
tionment of section 382 limitation. If the
application of paragraph (i)(3)(i) or (ii)
of this section results in a reduction of
the losses treated as reattributed pur-
suant to an election described in
§1.1502-20(g), then, prior to the date
that the group files its income tax re-
turn for the taxable year that includes
March 7, 2002, the common parent must
send the notification required by this
paragraph to the subsidiary, at the
subsidiary’s last known address. In ad-
dition, if the acquirer of the subsidiary
stock was a member of a consolidated
group at the time of the disposition,
the common parent must send a copy
of such notification to the person that
was the common parent of the
acquirer’s group at the time of the ac-
quisition, at its last known address.
The notification is to be in the form of
a statement entitled ‘‘Recomputation
of Losses Reattributed Pursuant to the
Election Described in §1.1502-20(g),”
that is signed by the common parent
and that includes the following infor-
mation—

(A) The name and employer identi-
fication number (E.I.N.) of the sub-
sidiary;

(B) The original and the recomputed
amount of losses treated as reattrib-
uted pursuant to the election described
in §1.1502-20(g); and

(C) If the apportionment of a sepa-
rate section 382 limitation, a subgroup
section 382 limitation, or a consoli-
dated section 382 limitation is adjusted
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pursuant to paragraph (i)(3)(iii)(A), (B),
or (C) of this section, the original and
the adjusted apportionment of such
limitation.

(v) Items taken into account in closed
years. An election under paragraph
(i)(2) of this section affects a tax-
payer’s items of income, gain, deduc-
tion, or loss only to the extent that the
election gives rise, directly or indi-
rectly, to items or amounts that would
properly be taken into account in a
year for which an assessment of defi-
ciency or a refund of overpayment, as
the case may be, is not prevented by
any law or rule of law.

(vi) Conforming amendments for items
previously taken into account in open
years. To the extent that, on any Fed-
eral income tax return, the common
parent absorbed losses that were re-
attributed pursuant to an election de-
scribed in §1.1502-20(g) and the amount
of losses so absorbed is in excess of the
amount of losses that are treated as re-
attributed after application of para-
graph (i)(3)(i) or (ii) of this section, or
that may be taken into account after
any adjustment to an apportionment of
a separate section 382 limitation, a sub-
group section 382 limitation, or a con-
solidated section 382 limitation pursu-
ant to paragraph (i)(3)(iii) of this sec-
tion, such returns must be amended to
the greatest extent possible to reflect
the reduction in the amount of losses
treated as reattributed and any adjust-
ment to the apportionment of such
limitation.

(vii) Availability of losses to subsidiary.
To the extent that any losses of a sub-
sidiary are reattributed to the common
parent pursuant to an election de-
scribed in §1.1502-20(g), such reattribu-
tion is binding on the subsidiary and
any group of which the subsidiary is or
becomes a member. Therefore, if the
subsidiary ceases to be a member of the
group, any reattributed losses are not
thereafter available to the subsidiary
and may not be utilized by the sub-
sidiary or any other group of which
such subsidiary is or becomes a mem-
ber. To the extent that the application
of paragraph (i)(3)(i) or (ii) of this sec-
tion results in a reduction in the
amount of losses treated as reattrib-
uted to the common parent pursuant to
an election described in §1.1502-20(g),
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however, losses in the amount of such
reduction are available to the sub-
sidiary and may be utilized by the sub-
sidiary or any group of which such sub-
sidiary is a member, subject to applica-
ble limitations (e.g., section 382).

(4) Time and manner of making the elec-
tion. An election to determine allow-
able loss or basis reduction by applying
the provisions described in paragraph
(1)(2)() or (ii) of this section is made by
including the statement required by
this paragraph with or as part of the
original return for the taxable year
that includes the later of March 7, 2002,
and the date of the disposition or
deconsolidation of the stock of the sub-
sidiary, or with or as part of an amend-
ed return filed before the date the
original return for the taxable year
that includes March 7, 2002, is due. The
statement shall be entitled ‘‘Allowed
Loss under Section [Specify Section
under Which Allowed Loss Is Deter-
mined] Pursuant to Section 1.1502-
20T(1)” and must include the following
information—

(i) The name and employer identi-
fication number (E.I.N.) of the sub-
sidiary and of the member(s) that dis-
posed of the subsidiary stock;

(ii) In the case of an election to de-
termine allowable loss or basis reduc-
tion by applying the provisions de-
scribed in paragraph (i)(2)(i) of this sec-
tion, a statement that the taxpayer
elects to determine allowable loss or
basis reduction by applying such provi-
sions;

(iii) In the case of an election to de-
termine allowable loss or basis reduc-
tion by applying the provisions de-
scribed in paragraph (i)(2)(ii) of this
section, a statement that the taxpayer
elects to determine allowable loss or
basis reduction by applying such provi-
sions;

(iv) If an election described in
§1.1502-20(g) was made with respect to
the disposition of the stock of the sub-
sidiary, the amount of losses originally
treated as reattributed pursuant to
such election and the amount of losses
treated as reattributed pursuant to
paragraph (i)(3)(i) or (ii) of this section;

(v) If an apportionment of a separate
section 382 limitation, a subgroup sec-
tion 382 limitation, or a consolidated
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section 382 limitation is adjusted pur-
suant to paragraph (i)(3)(iii)(A), (B), or
(C) of this section, the original and re-
determined apportionment of such lim-
itation; and

(vi) If the application of paragraph
(1)(3)(1) or (ii) of this section results in
a reduction of the amount of losses
treated as reattributed pursuant to an
election described in §1.1502-20(g), a
statement that the notification de-
scribed in paragraph (i)(3)(iv) of this
section was sent to the subsidiary and,
if the acquirer was a member of a con-
solidated group at the time of the
stock sale, to the person that was the
common parent of such group at such
time, as required by paragraph (i)(3)(iv)
of this section.

(5) Cross references. See §1.1502—
32(b)(4)(v) for a special rule for filing a
waiver of loss carryovers.

[T.D. 8984, 67 FR 11037, Mar. 12, 2002]
COMPUTATION OF CONSOLIDATED ITEMS
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(a) Consolidated met operating loss de-
duction. The consolidated net operating
loss deduction (or CNOL deduction) for
any consolidated return year is the ag-
gregate of the net operating Iloss
carryovers and carrybacks to the year.
The net operating loss carryovers and
carrybacks consist of—

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

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

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

(1) Carryovers and carrybacks gen-
erally. The net operating loss
carryovers and carrybacks to a taxable
year are determined under the prin-
ciples of section 172 and this section.
Thus, losses permitted to be absorbed

Net operating losses.

26 CFR Ch. | (4-1-02 Edition)

in a consolidated return year generally
are absorbed in the order of the taxable
years in which they arose, and losses
carried from taxable years ending on
the same date, and which are available
to offset consolidated taxable income
for the year, generally are absorbed on
a pro rata basis. Additional rules pro-
vided under the Internal Revenue Code
or regulations also apply. See, e.g., sec-
tion 382(1)(2)(B) (if losses are carried
from the same taxable year, losses sub-
ject to limitation under section 382 are
absorbed before losses that are not sub-
ject to limitation under section 382).
See Example 2 of paragraph (c)(1)(iii) of
this section for an illustration of pro
rata absorption of losses subject to a
SRLY limitation.

(2) Carryovers and carrybacks of
CNOLs to separate return years—(i) In
general. If any CNOL that is attrib-
utable to a member may be carried to
a separate return year of the member,
the amount of the CNOL that is attrib-
utable to the member is apportioned to
the member (apportioned loss) and car-
ried to the separate return year. If car-
ried back to a separate return year, the
apportioned loss may not be carried
back to an equivalent, or earlier, con-
solidated return year of the group; if
carried over to a separate return year,
the apportioned loss may not be car-
ried over to an equivalent, or later,
consolidated return year of the group.
For rules permitting the reattribution
of losses of a subsidiary to the common
parent when loss is disallowed on the
disposition of subsidiary stock, see
§1.1502-20(g).

(i) Special rules—(A) Year of departure
from group. If a corporation ceases to be
a member during a consolidated return
year, net operating loss carryovers at-
tributable to the corporation are first
carried to the consolidated return year,
and only the amount so attributable
that is not absorbed by the group in
that year is carried to the corpora-
tion’s first separate return year. For
rules concerning a member departing a
subgroup, see paragraph (c)(2)(vii) of
this section.

(B) Offspring rule. In the case of a
member that has been a member con-
tinuously since its organization (deter-
mined without regard to whether the
member is a successor to any other
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