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(h) Effective date—(1) Application. This
section applies with respect to deter-
minations of the basis of (including an
excess loss account in) the stock of a
member in consolidated return years
beginning on or after January 1, 1995. If
this section applies, basis (and excess
loss accounts) must be determined or
redetermined as if this section were in
effect for all years (including, for ex-
ample, the consolidated return years of
another consolidated group to the ex-
tent adjustments during those consoli-
dated return years are still reflected).
Any such determination or redeter-
mination does not, however, affect any
prior period.

(2) Dispositions of stock—(i) Disposi-
tions of stock before effective date. If P
was treated as disposing of stock of S
in a tax year beginning before January
1, 1995 (including, for example, a
deemed disposition because S was
worthless) under the rules of this sec-
tion then in effect, the amount of P’s
income, gain, deduction, or loss, and
the stock basis reflected in that
amount, are not redetermined under
paragraph (h)(1) of this section. See
paragraph (h)(3) of this section for the
applicable rules.

(if) Application of special limitation.
[Reserved]. For further guidance, see
§1.1502-19T (h)(2)(ii).

(iii) Intercompany amounts. For pur-
poses of this paragraph (h)(2), a disposi-
tion does not include a transaction to
which §1.1502-13, §1.1502-13T, §1.1502-14,
or §1.1502-14T applies. Instead, the
transaction is deemed to occur as the
income, gain, deduction, or loss (if any)
is taken into account.

(3) Prior law. For prior determina-
tions, see prior regulations under sec-
tion 1502 as in effect with respect to
the determination. See, e.g., §1.1502-19
as contained in the 26 CFR part 1 edi-
tion revised as of April 1, 1994.

[T.D. 8560, 59 FR 41677, Aug. 15, 1994, as
amended by T.D. 8597, 62 FR 12097, Mar. 14,
1997; T.D. 9089, 68 FR 52490, Sept. 4, 2003]

§1.1502-19T Excess loss accounts (tem-
porary).
(a) [Reserved]. For further guidance,
see §1.1502-19(a).
(b) Excess loss account taken into ac-
count as income or gain—(1) Operating
rules—(i) General rule. Except as pro-

§1.1502-19T

vided in paragraph (b)(1)(ii) of this sec-
tion, if P is treated under §1.1502-19 as
disposing of a share of S’s stock, P
takes into account its excess loss ac-
count in the share as income or gain
from the disposition.

(ii) Special limitation on amount taken
into account. Notwithstanding para-
graph (b)(1)(i) of this section, if P is
treated as disposing of a share of S’s
stock as a result of the application of
§1.1502-19(c)(1)(iii)(B), the aggregate
amount of its excess loss account in
the shares of S’s stock that P takes
into account as income or gain from
the disposition shall not exceed the
amount of S’s indebtedness that is dis-
charged that is neither included in
gross income nor treated as tax-exempt
income under §1.1502-32T (b)(3)(ii)(C)(1).
If more than one share of S’s stock has
an excess loss account, such excess loss
accounts shall be taken into account
pursuant to the preceding sentence, to
the extent possible, in a manner that
equalizes the excess loss accounts in
S’s shares that have an excess loss ac-
count.

(iii) Treatment of disposition. Except
as provided in §1.1502-19(b)(4), the dis-
position is treated as a sale or ex-
change for purposes of determining the
character of the income or gain.

(b)(2) through (h)(2)(i) [Reserved]. For
further guidance, see §1.1502-19(b)(2)
through (h)(2)(i).

(h)(2)(ii) Application of special limita-
tion. If P was treated as disposing of
stock of S because S was treated as
worthless as a result of the application
of §1.1502-19(c)(1)(iii)(B) after August
29, 2003 and in a consolidated return
year beginning on or after January 1,
1995, the amount of P’s income, gain,
deduction, or loss, and the stock basis
reflected in that amount, are deter-
mined or redetermined with regard to
paragraph (b)(1)(ii) of this section. If P
was treated as disposing of stock of S
because S was treated as worthless as a
result of the application of §1.1502-
19(c)(1)(iii)(B) on or before August 29,
2003 and in a consolidated return year
beginning on or after January 1, 1995,
the group may determine or redeter-
mine the amount of P’s income, gain,
deduction, or loss, and the stock basis
reflected in that amount with regard to
paragraph (b)(1)(ii) of this section.
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§1.1502-20

(h)(2)(iii) through (h)(3) [Reserved].

For further guidance, see §1.1502—
19(h)(2)(iii) through (h)(3).

[T.D. 9089, 68 FR 52490, Sept. 4, 2003]
§1.1502-20 Disposition or

deconsolidation of subsidiary stock.

(a) Loss disallowance—(1) General rule.
No deduction is allowed for any loss
recognized by a member with respect
to the disposition of stock of a sub-
sidiary. See also §§1.1502-11(c) (stock
losses attributable to certain pre-1966
distributions) and 1.1502-80(c) (defer-
ring the treatment of stock of members
as worthless under section 165(Q)).

(2) Disposition. Disposition means any
event in which gain or loss is recog-
nized, in whole or in part.

(3) Coordination with loss deferral and
other disallowance rules—(i) In general.
Loss with respect to the stock of a sub-
sidiary may be deferred or disallowed
under other applicable provisions of
the Code and regulations, including
section 267(f). Paragraph (a)(1) of this
section does not apply to loss that is
disallowed under any other provision.
If loss is deferred under any other pro-
vision, paragraph (a)(1) of this section
applies when the loss is taken into ac-
count. However, if an overriding event
described in paragraph (a)(3)(ii) of this
section occurs before the deferred loss
is taken into account, paragraph (a)(1)
of this section applies to the loss im-
mediately before the event occurs even
though the loss may not be taken into
account until a later time. Any loss
not disallowed under paragraph (a)(1)
of this section is subject to disallow-
ance or deferral under other applicable
provisions of the Code and regulations.

(ii) Overriding events. For purposes of
paragraph (a)(3)(i) of this section, the
following are overriding events:

(A) The stock ceases to be owned by
a member of the consolidated group.

(B) The stock is canceled or re-
deemed (regardless of whether it is re-
tired or held as treasury stock).

(C) The stock is treated as disposed
of under §1.1502-19(c)(1)(ii)(B) or
©@(iii).

(4) Netting. Paragraph (a) (1) of this
section does not apply to loss with re-
spect to the disposition of stock of a
subsidiary, to the extent that, as a con-
sequence of the same plan or arrange-
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ment, gain is taken into account by
members with respect to stock of the
same subsidiary having the same mate-
rial terms. If the gain to which this
paragraph (a)(4) applies is less than the
amount of the loss with respect to the
disposition of the subsidiary’s stock,
the gain is applied to offset loss with
respect to each share disposed of as a
consequence of the same plan or ar-
rangement in proportion to the amount
of the loss deduction that would have
been disallowed under paragraph (a)(1)
of this section with respect to such
share before the application of this
paragraph (a)(4). If the same item of
gain could be taken into account more
than once in limiting the application
of paragraphs (a)(1) and (b)(1) of this
section, the item is taken into account
only once.

(5) Examples. For purposes of the ex-
amples in this section, unless other-
wise stated, all corporations have only
one class of stock outstanding, all
groups file consolidated returns on a
calendar-year basis, the facts set forth
the only corporate activity, all trans-
actions are between unrelated persons,
and tax liabilities are disregarded. The
basis of each asset is the same for de-
termining earnings and profits adjust-
ments and taxable income. References
to the investment adjustment system
are references to the rules of 8§1.1502-
19, 1.1502-32 and 1.1502-33. The prin-
ciples of this paragraph (a) are illus-
trated by the following examples.

Example 1. Loss attributable to recognized
built-it gain. P buys all the stock of T for
$100, and T becomes a member of the P
group. T has an asset with a basis of $0 and
a value of $100. T sells the asset for $100.
Under the investment adjustment system,
P’s basis in the T stock increases to $200.
Five years later, P sells all the T stock for
$100 and recognizes a loss of $100. Under para-
graph (a)(1) of this section, no deduction is
allowed to P for the $100 loss.

Example 2. Effect of post-acquisition appre-
ciation. P buys all the stock of T for $100, and
T becomes a member of the P group. T has
an asset with a basis of $0 and a value of $100.
T sells the asset for $100. Under the invest-
ment adjustment system, P’s basis in the T
stock increases to $200. T reinvests the pro-
ceeds of the sale in an asset that appreciates
in value to $180. Five years after the sale, P
sells all the stock of T for $180 and recog-
nizes a $20 loss. Under paragraph (a)(1) of
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