
payments of interest on the bond.  Ac-
cordingly, this section generally treats the
allowance of a credit as if it were a pay-
ment of interest on the bond.  In addition,
this section provides rules to determine
the credit rate, the present value of quali-
fied contributions from private entities,
and the maximum term of a qualified
zone academy bond.

(b) Credit rate. The credit rate for a
qualified zone academy bond is equal to
110 percent of the long-term applicable
Federal rate (AFR), compounded annu-
ally, for the month in which the bond is is-
sued.  The Internal Revenue Service pub-
lishes this figure each month in a revenue
ruling that is published in the Internal
Revenue Bulletin.  See §601.601(d)(2)-
(ii)(b) of this Chapter.  

(c) Private business contribution re-
quirement. To determine the present
value (as of the issue date) of qualified
contributions from private entities under
section 1397E(d)(2), the issuer must use a
reasonable discount rate.  The credit rate
determined under paragraph (b) of this
section is a reasonable discount rate. 

(d) Maximum term. The maximum
term for a qualified zone academy bond is
determined under section 1397E(d)(3) by
using a discount rate equal to 110 percent
of the long-term adjusted AFR, com-
pounded semi-annually, for the month in
which the bond is issued.  The Internal
Revenue Service publishes this figure
each month in a revenue ruling that is
published in the Internal Revenue Bul-
letin.  See §601.601(d)(2)(ii)(b) of this
Chapter. 

(e) Tax credit—(1) Eligible taxpayer.
An eligible taxpayer (within the meaning
of section 1397E(d)(6)) that holds a quali-
fied zone academy bond on a credit al-
lowance date is allowed a tax credit
against the federal income tax imposed on
the taxpayer for the taxable year that in-
cludes the credit allowance date.  The
amount of the credit is equal to the product
of the credit rate and the outstanding prin-
cipal amount of the bond on the credit al-
lowance date.  The credit is subject to a
limitation based on the eligible taxpayer’s
income tax liability.  See section 1397E(c).

(2) Ineligible taxpayer.A taxpayer that
is not an eligible taxpayer is not allowed a
credit.

(f) Treatment of the allowance of the

credit as a payment of interest—(1) Gen-
eral rule. The holder of a qualified zone
academy bond must treat the bond as if it
pays qualified stated interest (within the
meaning of §1.1273–1(c)) on each credit
allowance date.  The amount of the
deemed payment of interest on each credit
allowance date is equal to the product of
the credit rate and the outstanding princi-
pal amount of the bond on that date.
Thus, for example, if the holder uses an
accrual method of accounting, the holder
must accrue as interest income the
amount of the credit over the one-year ac-
crual period that ends on the credit al-
lowance date.

(2) Adjustment if the holder cannot use
the credit to offset a tax liability.If a
holder holds a qualified zone academy
bond on the credit allowance date but can-
not use all or a portion of the credit to re-
duce its income tax liability (for example,
because the holder is not an eligible tax-
payer or because the limitation in section
1397E(c) applies), the holder is allowed a
deduction for the taxable year that in-
cludes the credit allowance date.  The
amount of the deduction is equal to the
amount of the unused credit deemed paid
on the credit allowance date.

(g) Not a tax-exempt obligation.A
qualified zone academy bond is not an
obligation the interest on which is ex-
cluded from gross income under section
103(a).

(h) Cross-references.See section 171
and the regulations thereunder for rules
relating to amortizable bond premium.
See §1.61–7(c) for the seller’s treatment
of a bond sold between interest payment
dates (credit allowance dates) and §1.61–
7(d) for the buyer’s treatment of a bond
purchased between interest payment dates
(credit allowance dates).

(i) [Reserved]
(j) Effective date.This section applies

to a qualified zone academy bond issued
on or after January 1, 1998.

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

Approved December 19, 1997.
Donald C. Lubick,

Acting Assistant Secretary of 
the Treasury.

(Filed by the Office of the Federal Register on
January 6, 1998, 8:45 a.m., and published in the
issue of the Federal Register for January 7, 1998, 63
F.R. 671)

Section 1502.—Regulations

26 CFR 1.1502–3: Consolidated investment credit.

T.D. 8751

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Part 1

Consolidated Returns—
Limitations on the Use of
Certain Losses and Credits;
Overall Foreign Loss Accounts
AGENCY: Internal Revenue Service
(IRS), Treasury. 

ACTION: Final and temporary regula-
tions. 

SUMMARY: This document contains
temporary amendments to the consoli-
dated return regulations. The temporary
amendments govern the use of tax credits
of a consolidated group and its members.
They also concern the recharacterization
of certain foreign source income because
of a prior overall foreign loss. The text of
the temporary regulations also serves as
the text of REG–104062–97, page 34 in
this Bulletin.

DATES: These amendments are effective
January 12, 1998. For dates of applica-
tion, see the Effective Datesportion of
the preamble under SUPPLEMENTARY
INFORMATION. FOR FURTHER IN-
FORMATION CONTACT: Concerning
the temporary regulations in general, Roy
A. Hirschhorn, (202) 622-7770; concern-
ing amendments related to foreign tax
credits and foreign losses, Seth Goldstein
(202) 622-3850.

SUPPLEMENTARY INFORMATION:

Background and Explanation of
Provisions

A. In General

On June 27, 1996, the IRS and Trea-
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sury published in the Federal Registera
Treasury decision containing temporary
regulations which, in part, provide rules
governing the absorption of certain tax at-
tribute carryovers and carrybacks from
separate return limitation years (SRLYs),
terminate the consolidated return change
of ownership rules, and make minor
changes to the computation of net section
1231 gains and losses for a group. The
Treasury decision adopted without sub-
stantive change rules that were proposed
in 1991. The 1996 temporary regulations
are effective for consolidated return years
beginning on or after January 1, 1997.

The 1996 temporary regulations signif-
icantly modify SRLY loss rules which had
been in place since 1966. The 1966 SRLY
rules employed a member-by-member
and year-by-year approach to determine
the limitation on SRLY attributes. The
1996 temporary regulations adopted a
subgroup and cumulative approach. See
the preamble to NPRM for CO–078–90
(56 F.R. 4228), reprinted at 1991–1 C.B.
757. The 1996 temporary regulations,
however, only apply the new approach to
net operating loss and net capital loss car-
ryovers and carrybacks. They do not
change regulations containing limitations
on the absorption of the following other
tax attribute carryovers and carrybacks
from SRLYs: general business credits
(§1.1502–3), foreign tax credits
(§1.1502–4), and overall foreign losses
(OFLs) (§1.1502–9).

On December 30, 1992, the IRS and
Treasury published in the Federal Regis-
ter a notice of proposed rulemaking con-
taining rules regarding a group’s compu-
tation of its alternative minimum tax and
minimum tax credits. See 57 F.R. 62251,
as corrected by 58 F.R. 8027, reprinted at
1993–1 C.B. 799. The proposed regula-
tions (Prop. Reg. §1.1502–55) do not ad-
dress the application of SRLY limitations
to the minimum tax credit. 

B. Extension of 1996 Principles

The IRS and Treasury believe that it is
appropriate to apply a single set of SRLY
principles to all attributes that are subject
to SRLY limitations. Unnecessary com-
plexity would result from applying differ-
ent principles to different attributes. In ad-
dition, the IRS and Treasury believe that
the subgroup and cumulative principles
embodied in the 1996 temporary regula-

tions more appropriately reflect the use of
attributes brought into a consolidated
group by SRLY members than do the
member-by-member and year-by-year
rules of the 1966 regulations. Accord-
ingly, this document extends the princi-
ples of the 1996 temporary regulations to
the general business credit and the mini-
mum tax credit. In doing so, the IRS and
Treasury have not attempted to address
the issues which some commentators
have raised with respect to the application
of the SRLY limitations in general.
Rather, those issues will be addressed in
connection with a review of comments re-
ceived in response to the 1991 proposed
regulations, the 1996 temporary regula-
tions and to the temporary regulations
contained in this document, prior to the
expiration of the 1996 temporary regula-
tions in 1999.

In general, a group may include a
member’s SRLY credits in the applicable
consolidated section 38 credit or mini-
mum tax credit for a consolidated return
year based on the member’s contributions
to the consolidated section 38(c) or con-
solidated section 53(c) limitation for all
consolidated return years. The contribu-
tion is based on the aggregate of the mem-
ber’s share of the group’s tax liability for
relevant years. Such share is measured
under the principles of section 1552 and
the percentage method under §1.1502–
33(d)(3), assuming a 100% allocation of
any decreased tax liability. The contribu-
tion may be a negative number, for exam-
ple, for a year in which the overall loss of
the member offsets the income of other
members. In the case of the minimum tax
credit, the temporary regulations provide
an adjustment to avoid double counting
for years in which the SRLY member con-
tributes to the group’s AMT liability.

This document also adds an example to
§1.1502–21T(c)(1) and §1.1502–23T(b).
The examples assist taxpayers in comput-
ing their cumulative registers by illustrat-
ing the concept of cumulative contribu-
tion to consolidated net capital gain and
consolidated taxable income and the char-
acter of section 1231 items for purposes
of the relevant registers.

C. Treatment of Foreiqn Tax Credits.
OFLs and SLLs

In considering the application of the
new SRLY principles in the temporary

regulations to credits in general, the IRS
and Treasury considered extending these
principles to foreign tax credits (FTCs),
and to those losses associated with the
FTC regime, namely, overall foreign
losses (OFLs) and separate limitation
losses (SLLs). The IRS and Treasury were
concerned that continued application of
the principles of the 1966 regulations
(member-by-member and year-by-year)
to these foreign attributes, and especially
to OFL and SLL accounts, could lead to
inappropriate results. Taxpayers might
adopt structures in an attempt to achieve
indefinite postponement of the recapture
of SRLY OFLs and SLLs. Such postpone-
ment would frustrate the neutrality princi-
ple that the SRLY rules are intended to
serve (i.e., that the decision to join a new
affiliated group should generally be unaf-
fected by considerations relating to the
absorption of pre-affiliation attributes).

While it was clear that application of
the 1966 principles to OFLs and SLLs
should not continue, it was less clear that
application of the subgroup and cumula-
tive principles of the temporary regula-
tions would address all concerns. The
subgroup and cumulative principles are
meant to more closely parallel the absorp-
tion that would have taken place had the
member (or subgroup) continued filing
separate returns. The interaction of the
FTC regime (with its multiple baskets)
and other provisions of the Internal Rev-
enue Code affecting international transac-
tions, such as, for example, section
864(e)(1) which allocates the interest ex-
pense of a member to income in various
baskets based on the group’s asset alloca-
tion, can make it difficult to determine
what the member has contributed to the
group. Furthermore, even with the adop-
tion of the subgroup and cumulative prin-
ciples, taxpayers would likely have the
ability to transfer controlled foreign cor-
porations to new members or to cause op-
erations to be assumed by new members,
thereby delaying indefinitely the recap-
ture of OFLs and SLLs subject to SRLY.

The IRS and Treasury have decided,
therefore, that the principles of SRLY are
not served by applying SRLY limitations
to OFL and SLL accounts of corporations
joining a group. Thus, this document
amends portions of §1.1502–9 to elimi-
nate SRLY restrictions on OFL recapture.
A new member’s SRLY OFL account will
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be added to the similar consolidated OFL
account of the group. For similar reasons,
and to avoid an imbalance in the applica-
tion of the FTC regime, the IRS and Trea-
sury have decided that SRLY limitations
should not apply to FTCs of corporations
joining a group. This document also
amends §1.1502–4(f) such that, in the fu-
ture, there will be no SRLY limitation on
the use of a member’s separate year FTCs
by the group. Other limitations on the use
of separate year FTCs continue to apply.
See, for example, section 383.

These amendments apply to corpora-
tions becoming members of a group. They
do not address the apportionment of at-
tributes to corporations that cease to
members of a group. Therefore, they only
partially address the issues presented in
applying the OFL and SLL rules to
groups. In particular, the IRS and Trea-
sury recognize that the retention of the
notional account system of §1.1502–9 for
members that cease to be members is in-
consistent with the rationale for removing
the SRLY limitation for FTCs and OFL
accounts. The notional account system
may result in a member’s taking from the
group an OFL or SLL account that is un-
related to the member’s activities and fu-
ture income. Accordingly, the IRS and
Treasury expect in the near future to issue
additional amendments to §1.1502–9.
One approach under consideration would
replace the notional account system with
a new system that apportions accounts to
a departing member based on the mem-
ber’s share of group assets that would
produce income subject to recapture. 

Effective Date

The temporary amendments are applic-
able to consolidated return years begin-
ning on or after January 1, 1997. 

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in EO 12866.
Therefore, a regulatory assessment is not
required. It is hereby certified that these
regulations do not have a significant eco-
nomic impact on a substantial number of
small entities. This certification is based
on the fact that these regulations princi-
pally affect persons filing consolidated
federal income tax returns that have car-
ryover or carryback of credits from sepa-

rate return limitation years. Available data
indicates that many consolidated return
filers are large companies (not small busi-
nesses). In addition, the data indicates that
an insubstantial number of consolidated
return filers that are smaller companies
have credit carryovers or carrybacks, and
thus even fewer of these filers have credit
carryovers or carrybacks that are subject
to the separate return limitation year
rules. Therefore, a Regulatory Flexibility
Analysis under the Regulatory Flexibility
Act (5 U.S.C. chapter 6) is not required.
Pursuant to section 7805(f) of the Internal
Revenue Code, the notice of proposed
rulemaking accompanying these regula-
tions is being sent to the Small Business
Administration for comment on their im-
pact on small businesses. 

Drafting Information

The principal author of these regula-
tions is Roy A. Hirschhorn of the Office
of Assistant Chief Counsel (Corporate).
Other personnel from the IRS and Trea-
sury participated in their development. 

*  *  *  *  *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 is amended by adding entries in nu-
merical order to read in part as follows:

Authority: 26 U.S.C. 7805 * * *
Section 1.1502–3T also issued under

26 U.S.C. 1502.
Section 1.1502–9T also issued under

26 U.S.C. 1502. * * *
Section 1. 1502–55T also issued under

26 U.S.C. 1502. * * *
Par. 2. Section 1.1502–3 is amended by

adding paragraphs (c)(3) and (e)(3) and
by designating the text following the
heading of paragraph (d) as paragraph
(d)(l) and adding paragraph (d)(2) to read
as follows: 

§1.1502–3 Consolidated investment
credit.

*  *  *  *  *

(c) * * *
(3) Special effective date.This para-

graph (c) applies to consolidated return
years beginning before January 1, 1997.
See §1.1502–3T(c) for the rule that limits
the group’s use of a section 38 credit car-
ryover or carryback from a SRLY for a
consolidated return year beginning on or
after January 1, 1997. For taxable years
not subject to §1.1502–3T(c), prior law
applies. See §1.1502–3 (c) in effect prior
to January 12, 1998, (§1.1502–3(c) as
contained in the 26 CFR part 1 edition re-
vised April 1, 1997) for prior law.

(d) Examples.(1) * * *
(2) Examples (2) and (3) of this para-

graph (d) do not apply to consolidated re-
turn years beginning on or after January
1, 1997. For consolidated return years be-
ginning on or after January 1, 1997, see
§1.1502–3T(d) .

(e) * * *
(3) Special effective date.This para-

graph (e) applies to a consolidated return
change of ownership that occurred before
January 1, 1997.

*  *  *  *  *

Par. 3. Section 1.1502–3T is added to
read as follows: 

§1.1502–3T Consolidated investment
credit (temporary).

(a) and (b) [Reserved]. For further
guidance, see §1.15023(a) and (b).

(c) Limitation on tax credit carryovers
and carrybacks from separate return limi-
tation years—(1) General rule.The ag-
gregate of a member’s unused section 38
credits arising in SRLYs that are included
in the consolidated section 38 credits for
all consolidated return years of the group
may not exceed—

(i) The aggregate for all consolidated
return years of the member’s contribu-
tions to the consolidated section 38(c)
limitation for each consolidated return
year; reduced by

(ii) The aggregate of the member’s sec-
tion 38 credits arising and absorbed in all
consolidated return years (whether or not
absorbed by the member).

(2) Computational rules—(i) Mem-
ber’s contribution to the consolidated
section 38(c) limitation.If the consoli-
dated section 38(c) limitation for a con-
solidated return year is determined by
reference to the consolidated tentative
minimum tax (see section 38(c)(1)(A)),
then a member’s contribution to the con-
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solidated section 38(c) limitation for such
year equals the member’s share of the
consolidated net income tax minus the
member’s share of the consolidated tenta-
tive minimum tax. If the consolidated
section 38(c) limitation for a consoli-
dated return year is determined by refer-
ence to the consolidated net regular tax
liability (see section 38(c)(1)(B)), then a
member’s contribution to the consoli-
dated section 38(c) limitation for such
year equals the member’s share of the
consolidated net income tax minus 25
percent of the quantity which is equal to
so much of the member’s share of the
consolidated net regular tax liability less
its portion of the $25,000 amount speci-
fied in section 38(c)(1)(B). The group
computes the member~s shares by apply-
ing to the respective consolidated
amounts the principles of section 1552
and the percentage method under
§1.1502–33(d)(3), assuming a 100% al-
location of any decreased tax liability.
The group must make proper adjustments
so that taxes and credits not taken into ac-

count in computing the limitation under
section 38(c) are not taken into account
in computing the member’s share of the
consolidated net income tax, etc. (See,
for example, the taxes described in sec-
tion 26(b) that are disregarded in comput-
ing regular tax liability.) Also, the group
may apportion all or a part of the $25,000
amount (or lesser amount if reduced by
section 38(c)(3)) for any year to one or
more members.

(ii) Years included in computation.For
purposes of computing the limitation
under this paragraph (c), the consolidated
return years of the group include only
those years, including the year to which a
credit is carried, that the member has been
continuously included in the group’s con-
solidated return, but exclude—

(A) For carryovers, any years ending
after the year to which the credit is car-
ried; and

(B) For carrybacks, any years ending
after the year in which the credit arose.

(iii) Subgroups and successors.The
SRLY subgroup principles under

§1.1502–21T(c)(2) apply for purposes of
this paragraph (c). The predecessor and
successor principles under §1.1502–
21T(f) also apply for purposes of this
paragraph (c).

(3) Effective date.This paragraph (c)
applies to consolidated return years be-
ginning on or after January 1, 1997. How-
ever, a group does not take into account a
consolidated taxable year beginning be-
fore January 1, 1997, in determining a
member’s (or subgroup’s) contributions
to the consolidated section 38(c) limita-
tion under this paragraph (c). See also
§1.1502–3 (c) .

(d) Example.(1) The following exam-
ple illustrates the provisions of paragraph
(c) of this section:

Example.(i) P, the common parent of the P
group, acquires all the stock of T at the beginning of
Year 2. T carries over an unused section 38 general
business credit from Year 1 of $100,000. The table
below shows the group’s net consolidated income
tax, consolidated tentative minimum tax, and con-
solidated net regular tax liabilities, and T’s share of
such taxes computed under the principles of sectyon
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P’s share of T’s share of
Year 2 Group col. 1 col. 1

1. consolidated taxable income $2,000 $1,200 $800

2. consolidated net regular tax $700 $420 $280

3. consolidated alternative minimum taxable income $4,000 $3,200 $800

4. consolidated tentative minimum tax $800 $640 $160

5. consolidated net income tax $800 $520 $280

6. greater of line 4 or 25% of (line 2 minus $25,000) for the group $800

7. consolidated §38(c) limitation (line 5 minus line 6) $0

1552 and the percentage method under §1.1502–33
(d) (3), assuming a 100% allocation of any de-
creased tax liability, for Year 2. (The effects of the
lower section 11 brackets are ignored, there are no
other tax credits affecting a group amount or mem-
ber’s share, and $1, 000s are omitted.)

(ii) The amount of T’s unused section 38 credits
from Year 1 that are included in the consolidted sec-
tion 38 credits for Year 2 may not exceed T’s con-
tributifn to the consolidated section 38(c) limitation.
For Year 2, the group determines the consolidated
section 38(c) km: tation by reference to consolidated

tentative minimum tax for Year 2. Therefore, T’s
contribution to the consolidated section 38(c) limita-
tion for Year 2 equals its share of consolidated net
income tax minus its share of consolidated tentativi
minimum tax. T’s contribution is $280,000 minus
$160,000, or $120,000. However, because the group

P’s share of T’s share of
Year 3 Group col. 1 col. 1

1. consolidated taxable income $1,200 $1,500 $(300)

2. consolidated net regular tax $420 $525 $(105)

3. consolidated alternative minimum taxable income $1,500 $1,700 $(200)

4. consolidated tentative minimum tax $300 $340 $(40)

5. consolidated net income tax $420 $525 $(105)

6. greater of line 4 or 25% of (line 2 minus $25,000) for the group $300

7. consolidated §38(c) limitation (line 5 minus line 6) $120



has a consolidated section 38 limitation of zero, it
may not include any of T’s unused section 38 credits
in the consolidated section 38 credits for Year 2.

(iii) The following table shows similar informa-
tion for the group for Year 3:

(iv) The amount of T’s unused section 38 credits
from Year 1 that are included in the consolidated
section 38 credits for Year 3 may not exceed T’s ag-
gregate contribution to the consolidated section
38(c) limitation for Years 2 and 3. For Year 3, the
group determines the consolidated section 38(c) lim-
itation by reference to the consolidated tentative
minimum tax for Year 3. Therefore, T’s contribution
to the consolidated section 38(c) limitation for Year
3 equals its share of consolidated net income tax
minus its share of consolidated tentative minimum
tax. Applying the principles of section 1552 and
§l.1502–33(d) (taking into account, for example,
that T’s positive earnings and profits adjustment
under §1.1502–33(d) reflects its losses actually ab-
sorbed by the group), T’s contribution is $(105,000)
minus $(40,000), or $(65,000). T’s /acgregate contri-
butions to the consolidated section 38(c) l~hitation
for Years 2 and 3 is $120,000 + $(65,000), or
$55,000. The group may include $55,000 of T’s Year
1 unused sectio 38 credits in its consolidated section
38 tax credit in Year 3.

(2) This paragraph (d) applies to con-
solidated return years beginning on or
after January 1, 1997. See also §1.1502–
3(d) for years prior to January 1, 1997.

(e) and (f) [Reserved]. For further guid-
ance, see §1.1502–3(e) and (f).

Par. 4. Section 1.1502–4 is amended by
adding new paragraphs (f) (3) and (g) (3)
to read as follows: 

§1.1502–4 Consolidated foreign tax
credit.

*  *  *  *  *

(f) * * *
(3) Special effective date ending SRLY

limitation. See §1.1502–4T(f) for the rule
that ends the SRLY limitation with re-
spect to foreign tax credits for consoli-
dated return years beginning on or after
January 1, 1997.

(g) * * *
(3) Special effective date for CRCO

limitation. See §1.1502–4T(g)(3) for the
rule that ends the CRCO limitation with
respect to a consolidated return change of
ownership that occurred on or after Janu-
ary 1, 1997.

*  *  *  *  *

Par. 5. Section 1.1502–4T is added to
read as follows: 

§1.1502–4T Consolidated foreiqn tax
credit (temporary).

(a) through (e) [Reserved]. For further
guidance, see §1.1502–4 (a) through (e).

(f) Limitation on unused foreian tax
carryover or carryback from separate re-
turn limitation years.Section 1.1502–4(f)
does not apply to consolidated return
years beginning on or after January 1,
1997. For consolidated return years be-
ginning on or after January 1, 1997, a
group shall include an unused foreign tax
of a member arising in a SRLY without
regard to the contribution of the member
to consolidated tax liability for the con-
solidated return year.

(g)(1) and (2) [Reserved]. For further
guidance, see §1.1502–4 (g) (1) and (2).

(g)(3) Special effective date for CRCO
limitation. Section 1.1502–4(g) applies to
a consolidated return change of owner-
ship that occurred before January 1, 1997.

Par. 6. In §1.1502–9, paragraph (a) is
amended by adding a sentence at the end
of the paragraph to read as follows:

§1.1502–9 Application of overall foreiqn
loss recapture rules to corporations filing
consolidated returns.

(a) In general. *** See §1.1502–
9T(b)(1)(v) for the rule that ends the sepa-
rate return limitation year limitation for
consolidated return years beginning on or
after January 1, 1997.

*  *  *  *  *

Par. 7. Section 1.1502–9T is added to
read as follows:

§1.1502–9T Application of overall foreign
loss recapture rules to corporations filing
consolidated returns (temporary).

(a) and (b) introductory text through
(b)(1)(iv) [Reserved]. For further guid-
ance, see §1.1502–9 (a) and (b) introduc-
tory text through (b) (1) (iv).

(b)(1)(v) Special effective date for SRLY
limitation. Sections 1.1502–9(b)(1)(iii)
and (iv) apply only to consolidated return
years beginning before January 1, 1997.
For consolidated return years beginning
on or after January 1, 1997, the rules of
§1.1502–9(b)(1)(ii) shall apply to overall
foreign losses from separate return years
that are separate return limitation years.
For purposes of applying §1.1502–9(b)-
(1)(ii) in such years, the group treats a
member with a balance in an overall for-
eign loss account from a separate return
limitation year on the first day of the first

consolidated return year beginning on or
after January 1, 1997, as a corporation
joining the group on such first day. An
overall foreign loss that is part of a net op-
erating loss or net capital loss carryover
from a separate return limitation year of a
member that is absorbed in a consolidated
return year beginning on or after January
1, 1997, shall be added to the appropriate
consolidated overall foreign loss account
in the year that it is absorbed. For consoli-
dated return years beginning on or after
January 1, 1997, similar principles apply
to overall foreign losses when there has
been a consolidated return change of own-
ership (regardless of when the change of
ownership occurred).

(b)(2) through (f) [Reserved]. For fur-
ther guidance, see §1.1502–9(b)(2)
through (f).

Par. 8. In §1.1502–21T, paragraph (c)
(1) (iii) is amended by adding Example 5
to read as follows: 

§1.1502–21T Net operating losses
(temporary).

*  *  *  *  *

(c) * * *
(1) * * *
(iii) * * *

Example 5. Dual SRLY registers and accounting
for SRLY losses actually absorbed. (i) In Year 1, T
sustains a $100 net operating loss and a $50 net cap-
ital loss. At the beginning of Year 2, T becomes a
member of the P group. Both of T’s carryovers from
Year 1 are subject to SRLY limits under this para-
graph (c) and §1.1502–22T(c). The members of the
P group contribute the following to the consolidated
taxable income for Years 2 and 3 (computed without
regard to T’s CNOL deduction under §1.1502–21T
or net capital loss carryover under §1.1502–22T): 

(ii) For Year 2, the group computes separate
SRLY limits for each of T’s SRLY carryovers from
Year 1. Under normal Internal Revenue Code rules, it
determines its ability to use its capital loss carryover
before it determines its ability to use its ordinary loss
carryover. Under section 1211, because the group has
no Year 2 capital gain, it cannot absorb any capital
losses in Year 2. T’s Year 1 net capital loss and the
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P T

Year 1 ordinary (100)

(SRLY) capital (50)

ordinary 30 60

Year 2 capital 0 (20)

ordinary 10 40

Year 3 capital 0 30



group’s Year 2 consolidated net capital loss fall of
which is attributable to T) are carried over to Year 3.

(iii) Under this section, the aggregate amount of
T’s $100 NOL carryover from Year 1 that may be in-
cluded in the CNOL deduction of the group for Year 2
may not exceed $60—the amount of the consolidated
taxable income computed by reference only to T’s
items, including losses and deductions to the extent
actually absorbed (i.e., $60 of ordinary income for
Year 2). Thus, the group may include $60 of T’s ordi-
nary loss carryover from Year 1 in its Year 2 CNOL
deduction. T carries over its remaining $40 of its Year
1 loss to Year 3.

(iv) For Year 3, the group again computes separate
SRLY limits for each of T’s SRLY carryovers from
Year 1. The group has consolidated net capital gain
(without taking into account a net capital loss carry-
over deduction) of $30. Under 1.150222T(c), the ag-
gregate amount of T’s $50 capital loss carryover from
Year 1 that may be included in computing the group’s
consolidated net capital gain for all years of the group
(here Years 2 and 3) may not exceed  $30 (the aggre-
gate consolidated net capital gain computed by refer-
ence only to T’s items, including losses and deduc-
tions actually absorbed (i.e., $30 of capital gain in
Year 3)). Thus, the group may include $30 of T’s Year
1 capital loss carryover in its computation of consoli-
dated net capital gain for Year 3, which offsets the
group’s capital gains for Year 3. T carries over its re-
maining $20 of its Year 1 loss to Year 4. The group
carries over the Year 2 consolidated net capital loss to
Year 4.

(v) Under this section, the aggregate amount of T’s
NOL carryover from Year 1 that may be included in
the CNOL deduction of the group for Years 2 and 3
may not exceed $100, which is the amount of the ag-
gregate consolidated taxable income for Years 2 and 3
determined by reference only to T’s items, including
losses and deductions actually absorbed (i.e., $60 of
ordinary income in Year 2 plus $40 of ordinary in-
come, $30 of capital gain, and $30 of SRLY capital
losses actually absorbed in Year 3). The group in-
cluded $60 of T’s ordinary loss carryover in its Year 2
CNOL deduction. It may include the remaining $40
of the carryover in its Year 3 CNOL deduction.

*  *  *  *  *

Par. 9. In §1.1502–23T, paragraphs (b)
and (c) are redesignated as paragraphs (c)
and (d), and a new paragraph (b) is added
to read as follows: 

§1.1502–23T Consolidated net section
1231 qain or loss (temporary).

*  *  *  *  *

(b) Example.The following example il-
lustrates the provisions of this section:

Example. Use of SRLY registers with net gains and
net losses under section 1231.(i) In Year 1, T sustains
a $20 net capital loss. At the beginning of Year 2, T
becomes a member of the P group. T’s capital loss
carryover from Year 1 is subject to SRLY limits under
§1.1502–22T(c). The members of the P group con-
tribute the following to the consolidated taxable in-
come for Year 2 (computed without regard to T’s net
capital loss carryover under §1.1502– 22T):

(ii) Under section 1231, if the section 1231 losses
for any taxable year exceed the section 1231 gains
for such taxable year, such gains and losses are
treated as ordinary gains or losses. Because the P
group’s section 1231 losses, $(60), exceed the sec-
tion 1231 gains, $30, the P group’s net loss is treated
as ordinary loss. T’s net section 1231 gain has the
same character as the P group’s consolidated net sec-
tion 1231 loss, so T’s $30 of section 1231 income is
treated as ordinary income for purposes applying
§1.1502–22T(c). under §1.1502–22T(c), the group’s
consolidated net capital gain determined by reference
only to T’s items is $0. None of T’s capital loss carry-
over from Year 1 may be taken into account in Year
2.

Par. 10. Section 1.1502–55T is added
under the undesignated center heading
“Special Taxes and Taxpayers” to read as
follows:

§1.1502–55T Computation of alternative
minimum tax of consolidated groups
(temporary).

(a) through (h)(3) [Reserved].
(h)(4) Separate return year minimum

tax credit.
(i) and (ii) [Reserved].
(iii)(A) Limitation on portion of sepa-

rate return year minimum tax credit aris-
inq in separate return limitation years.
The aggregate of a member’s minimum
tax credits arising in SRLYs that are in-
cluded in the consolidated minimum tax
credits for all consolidated return years of
the group may not exceed—

(1) The aggregate for all consolidated
return years of the member’s contribu-
tions to the consolidated section 53(c)
limitation for each consolidated return
year; reduced by

(2) The aggregate of the member’s
minimum tax credits arising and absorbed
in all consolidated return years (whether
or not absorbed by the member).

(B) Computational rules—(1) Mem-
ber’s contribution to the consolidated sec-
tion 53(c) limitation.Except as provided
in the special rule of paragraph (h)(4)(iii)-
(B)(2) of this section, a member’s contri-
bution to the consolidated section 53(c)

limitation for a consolidated return year
equals the member’s share of the consoli-
dated net regular tax liability minus its
share of consolidated tentative minimum
tax. The group computes the member’s
shares by applying to the respective con-
solidated amounts the principles of sec-
tion 1552 and the percentage method
under §1.1502–33(d)(3), assuming a
100% allocation of any decreased tax lia-
bility. The group makes proper adjust-
ments so that taxes and credits not taken
into account in computing the limitation
under section 53(c) are not taken into ac-
count in computing the member’s share of
the consolidated net regular tax, etc. (See,
for example, the taxes described in sec-
tion 26(b) that are disregarded in comput-
ing regular tax liability.)

(2) Adjustment for Year in which alter-
native minimum tax is paid.For a consoli-
dated return year for which consolidated
tentative minimum tax is greater than con-
solidated regular tax liability, the group re-
duces the member’s share of the consoli-
dated tentative minimum tax by the
member’s share of the consolidated alter-
native minimum tax for the year. The
group determines the member’s share of
consolidated alternative minimum tax for
a year using the same method it uses to de-
termine the member’s share of the consoli-
dated minimum tax credits for the year.

(3) Years included in computation.For
purposes of computing the limitation
under this paragraph (h)(4)(iii), the con-
solidated return years of the group include
only those years, including the year to
which a credit is carried, that the member
has been continuously included in the
group’s consolidated return, but exclude
any years after the year to which the
credit is carried.

(4) Subgroup principles.The SRLY
subgroup principles under §1.1502–
21T(c)(2) apply for purposes of this para-
graph (h)(4)(iii). The predecessor and
successor principles under §1.1502–
21T(f) also apply for purposes of this
paragraph (h) (4) (iii).

(C) Effective date.This paragraph
(h)(4)(iii) applies to consolidated return
years beginning on or after January 1,
1997. However, a group does not take
into account a consolidated taxable year
beginning before January 1, 1997, in de-
termining a member’s (or subgroup’s)
contributions to the consolidated section
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P T

Year 1 ordinary

(SRLY) capital (20)

ordinary 10 20

Year 2 capital 70 0

§1231 (60) 30



53(c) limitation under paragraph
(h)(4)(iii) of this section.

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

Approved December 11, 1997.

Donald C. Lubick,
Acting Assistant Secretary of 

the Treasury.

(Filed by the Office of the Federal Register on
January 9, 1998, 8:45 a.m., and published in the
issue of the Federal Register for January 12, 1998,
63 F.R. 1740)

Section 7520.—Valuation 
Tables

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.

Section 7872.—Treatment of
Loans With Below-Market
Interest Rates

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of March 1998. See Rev. Rul. 98–11, page 13.
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