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Consol idated Returns--Limtations on the Use of Certain Credits
AGENCY: I nternal Revenue Service (IRS), Treasury.

ACTI ON: Fi nal regul ations.

SUMMARY: Thi s docunment contains final regulations regarding
certain credits of corporations that becone nenbers of a
consolidated group. The regulations provide rules for conputing
the limtation with respect to certain credits earned in a
separate return [imtation year (SRLY) and the carryover and
carryback of those credits to consolidated and separate return
years. The regulations also elimnate the application of the
SRLY rules in certain circunstances in which the rules of section
383 al so apply.

DATES: Effective Date: These regulations are effective May 25,

2000.

Applicability Dates: For dates of applicability, see the

“Dates of Applicability” portion of this preanble.
FOR FURTHER | NFORMATI ON CONTACT: Marie C. M| nes-Vasquez, (202)

622-7770 (not a toll-free nunber).



SUPPLEMENTARY | NFORMATI ON:
Background and Expl anation of Provisions
A. In Ceneral

On January 12, 1998, the IRS and Treasury published in the
Federal Register a Treasury decision (TD 8751, 63 FR 1740)
containing tenporary regul ati ons concerning the use of certain
tax attributes by a consolidated group. |In part, these
regul ati ons provided rul es governing the absorption of general
busi ness credits and mininumtax credits carried from separate
return limtation years (SRLYs), and elim nated SRLY restrictions
with respect to recapture of overall foreign | osses (OFLs) and on
the use of foreign tax credits of corporations joining a group.
Further, this Treasury decision contained a final regulation
elimnating the [imtation on credit carryovers follow ng a
consol i dated return change of ownership (CRCO).

A notice of proposed rul emaki ng cross-referencing the
tenporary regul ati ons was published in the Federal Register on
the sane day (63 FR 1803). On March 16, 1998, the IRS and
Treasury published tenporary anmendnents to those consol i dated
return regul ations (TD 8766, 63 FR 12641) and the correspondi ng
noti ce of proposed rul emaking (63 FR 12717) nodifying the general
date of applicability contained in the January 12, 1998 tenporary
regul ati ons. Per the anendnent, the January 12, 1998 tenporary

regul ati ons, as anmended, are generally applicable for
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consolidated return years for which the due date of the return is
after March 13, 1998. The anendnents provided further gui dance
Wi th respect to consolidated return years beginning on or after
January 1, 1997, for which the incone tax return is due on or
before March 13, 1998.

On August 11, 1999, the IRS and Treasury issued final
regul ations relating to the recapture of OFLs (including
elimnation of any SRLY limtation on such recapture). (TD 8833,
64 FR 43613).

Thi s Treasury deci sion adopts w thout substantive change the
portions of the tenporary regulations that were issued in 1998,
relating to general business credits and mnimumtax credits,

with the addition of the “overlap rule”, discussed in Extension

of 1999 Principles of this preanble. This Treasury decision also
makes final the rules elimnating SRLY restrictions on the use of
foreign tax credits, and the rules repealing the consolidated
return change of ownership provisions pertaining to those
credits.

B. Extension of 1999 Principles

On July 2, 1999, the IRS and Treasury published in the
Federal Register a Treasury decision (TD 8823, 64 FR 36092)
containing final regulations providing rules governing the
absorption of certain tax attribute carryovers and carrybacks

fromseparate return [imtation years (SRLYS). These tax
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attributes included net operating | osses and net capital | osses.
The rul es al so governed the absorption of recognized built-in
| osses. These regulations, in part, elimnated the application
of the SRLY rules in certain circunstances in which the rules of
section 382 also apply (overlap rule).

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 Iimtations. Unnecessary conplexity would result
fromapplying different principles to different attri butes.
Accordi ngly, this docunent extends the principles of the overlap
rule of the 1999 final regulations to the general business credit
and the mninumtax credit. These final regul ations adopt the
mechani sm of subgroupi ng and the overlap rule set forth in
81.1502-21 (including the requirenments of coextensive subgroups
and cont enporaneity).

C. Dates of Applicability

The final regulations generally are applicable to
consolidated return years for which the due date of the incone
tax return (wthout extensions) is after March 13, 1998.

However, there are sonme special effective dates. The rules
contained in these final regul ations (except the overlap rule)
may be applied optionally to years beginning on or after January

1, 1997. Application of the overlap principles of 81.1502-21(g)



5

Is generally effective for consolidated return years for which
the return (wthout extensions) is due after May 25, 2000.
Speci al Anal yses

It has been determined that this Treasury decision is not a
significant regulatory action as defined in Executive Oder
12866. Therefore, a regulatory assessnent is not required. It
I's hereby certified that these regul ations do not have a
significant econom c inpact on a substantial nunber of small
entities. This certification is based on the fact that these
regul ations principally affect persons filing consolidated
federal income tax returns that have carryover or carryback of
credits fromseparate return limtation years. Available data
i ndi cates that many consolidated return filers are |arge
conmpani es (not small businesses). |In addition, the data
I ndi cates that an insubstantial nunber of consolidated return
filers that are smaller conpanies have credit carryovers or
carrybacks, and thus even fewer of these filers have credit
carryovers or carrybacks that are subject to the separate return
limtation year rules. Therefore, a Regulatory Flexibility
Anal ysis 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 rul emaki ng acconpanyi ng
these regul ations was sent to the Small Business Adm nistration

for comment on their inpact on small businesses.



Drafting Information
The principal author of these regulations is Marie C
M | nes-Vasquez of the O fice of Assistant Chief Counsel
(Corporate). O her personnel fromthe IRS and Treasury
participated in their devel opnent.
Li st of Subjects in 26 CFR Part 1
I ncone taxes, Reporting and recordkeeping requirenents.
Adoption of Amendnents to the Regul ations
Accordingly, 26 CFR part 1 is anended as foll ows:
PART 1--1NCOVE TAXES
Paragraph 1. The authority citation for part 1 is anmended
by renoving the entries for sections 1.1502-3T and 1.1502-55T and
adding entries in nunerical order to read in part as foll ows:
Authority: 26 U S.C. 7805 * * *
Section 1.1502-3 al so issued under 26 U. S.C. 1502.
Section 1.1502-4 al so issued under 26 U.S.C 1502, * * *
Section 1.1502-55 al so issued under 26 U S.C. 1502. * * *
Par. 2. Section 1.1502-3 is anended as foll ows:
1. The section heading is revised.
2. Paragraph (b)(3) is added.
3. Paragraphs (c), (d), and (e)(3) are revised.

The addition and revisions read as foll ows:

81.1502-3 Consolidated tax credits.




* * % * *

(b)***
(3) Exanple. The provisions of paragraphs (a) and (b) of
this section may be illustrated by the foll ow ng exanpl e:

Exanple. (i) Corporation P is incorporated on January 1,
1966. On that sane day P incorporates corporation S, a wholly
owned subsidiary. P and S file consolidated returns for cal endar
years 1966 and 1967. P s and S s credit earned, the consoli dated
credit earned, and the consolidated Iimtation based on anount of
tax for 1966 and 1967 are as foll ows:

Credit Consol i dat ed Consol i dat ed
ear ned credit earned limtation based
on anpunt of tax
1966:
P $ 60, 000
S $ 30, 000 $ 90, 000 $ 100, 000
1967:
P $ 40, 000
S $ 25, 000 $ 65, 000 $ 50, 000

(i1) Ps and S s credit earned for 1966 are aggregated, and
the group’s consolidated credit earned, $90,000, is allowable in
full to the group as a credit under section 38 for 1966 since
such amount is less than the consolidated Iimtation based on
anount of tax for 1966, $100, 000.

(iii1) Since the consolidated limtation based on anount of
tax for 1967 is $50, 000, only $50,000 of the $65, 000 consol i dated
credit earned for such year is allowable to the group under
section 38 as a credit for 1967. The consolidated unused credit
for 1967 of $15, 000 ($65,000 | ess $50,000) is a consolidated
I nvestment credit carryback and carryover to the years prescribed
In section 46(b). In this case the consolidated unused credit is
a consolidated investnent credit carryback to 1966 (since P and S
were not in existence in 1964 and 1965) and a consol i dated
I nvestment credit carryover to 1968 and subsequent years. The
portion of the consolidated unused credit for 1967 which is
allowable as a credit for 1966 is $10,000. This anount shall be
added to the amount allowable as a credit to the group for 1966.
The bal ance of the consolidated unused credit for 1967 to be
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carried to 1968 is $5,000. These ampunts are conputed as
fol | ows:

Consol i dat ed carryback to 1966 $ 15, 000
1966 consolidated limtation based on tax $ 100, 000
Less: Consolidated credit earned for 1966 $ 90, 000

Consol i dated unused credits attri butable
to years preceding 1967 0 $ 90,000
Limt on anount of 1967 consolidated unused
credit which nmay be added as a credit for 1966 $ 10, 000
Bal ance of 1967 consoli dated unused credit to
be carried to 1968 $ 5,000

(c) Limtation on investnent credit carryovers and

carrybacks from separate return Iimtation years applicable for

consolidated return vears for which the due date of the return

is on or before March 13, 1998--(1) Ceneral rule. 1In the case

of an unused credit of a nenber of the group arising in a
separate return limtation year (as defined in 81.1502-1(f)) of
such nmenber (and in a separate return limtation year of any
predecessor of such nenber), the anount which may be incl uded
under paragraph (b) of this section (conmputed without regard to
the limtation contained in paragraph (e) of this section)

shal | not exceed the anpunt determ ned under paragraph (c)(2)
of this section.

(2) Conputation of limtation. The amount referred to in

paragraph (c)(1) of this section with respect to a nenber of

the group is the excess, if any, of-
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(i) The limtation based on anount of tax of the group,
m nus such limtation reconputed by excluding the itens of
I ncome, deduction, and foreign tax credit of such nmenber; over

(i1) The sumof the investnment credit earned by such nenber
for such consolidated return year, and the unused credits
attributable to such nenber which nay be carried to such
consolidated return year arising in unused credit years ending
prior to the particular separate return [imtation year

(3) Special effective date. This paragraph (c) applies to

consolidated return years for which the due date of the incone
tax return (w thout extensions) is on or before March 13, 1998.
See paragraph (d) of this section for the rule that limts the
group’s use of a section 38 credit carryover or carryback from
a SRLY for a consolidated return year for which the due date of
the incone tax return (w thout extensions) is after March 13,
1998. See al so paragraph (d)(4) of this section for an
optional effective date rule (generally making the rul es of
this paragraph (c) inapplicable to a consolidated return year
begi nni ng after Decenber 31, 1996, if the due date of the
I ncome tax return (w thout extensions) for such year is on or
before March 13, 1998).

(4) Exanples. The provisions of this paragraph (c) may be
Illustrated by the foll ow ng exanpl es:

Exanple 1. (i) Assune the same facts as in the exanple
contained in paragraph (b)(3) of this section, except that al
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the stock of corporation T, also a cal endar year taxpayer, is
acquired by P on January 1, 1968, and that P, S, and T file a
consolidated return for 1968. |In 1966, T had an unused credit
of $10, 000 which has not been absorbed and is avail able as an

I nvestment credit carryover to 1968. Such carryover is froma
separate return limtation year. P's and S's credit earned for
1968 is $10,000 each, and T's credit earned is $8,000; the
consolidated credit earned is therefore $28,000. The group’s
consolidated limtation based on anount of tax for 1968 is
$50,000. Such limtation reconputed by excluding the itens of

i ncome, deduction, and foreign tax credit of T is $30, 000.

Thus, the anount determ ned under paragraph (c)(2)(i) of this
section is $20,000 ($50,000 mi nus $30,000). Accordingly, the
limtation on the carryover of T s unused credit is $12, 000,

t he excess of $20,000 over $8,000 (the sumof T s credit earned
for the taxabl e year and any carryovers from prior unused
credit years (none in this case)). Therefore T's $10, 000
unused credit from 1966 nmay be carried over to the consoli dated
return year without limtation

(ii) The group’s consolidated credit earned for 1968,
$28,000, is allowable in full as a credit under section 38
since such anount is |less than the consolidated limtation
based on anount of tax, $50, 000.

(ii1) The group’s consolidated investnent credit carryover
to 1968 is $15,000, consisting of the consolidated unused
credits of the group ($5,000) plus T's separate return year
unused credit ($10,000). The entire $15, 000 consoli dated
carryover shall be added to the anmount allowable to the group
as a credit under section 38 for 1968, since such amount is
| ess than $22,000 (the excess of the consolidated limtation
based on tax, $50,000, over the sumof the consolidated credit
earned for 1968, $28,000, and unused credits arising in prior
unused credit years, zero).

Exanple 2. Assune the sane facts as in Exanple 1, except
that the anount determ ned under paragraph (c)(2)(i) of this
section is $12,000. Therefore, the limtation on the carryover
of T's unused credit is $4,000. Accordingly, the consolidated
i nvestment credit carryover is only $9,000 since the anount of
T s separate return year unused credit which nmay be added to
the group’s $ 5,000 consolidated unused credit is $4,000.

These anounts are conputed as foll ows:
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T s carryover to 1968 $ 10, 000

Consolidated limtation based on anount of
tax mnus reconputed linmtation $ 12,000

Less: T's credit earned for 1968 $ 8,000

Unused credits attributable to T arising in

unused credit years preceding 1966 0 $ 8,000
Limt on amount of 1966 unused credit of T

whi ch may be added to consoli dated

i nvestment credit carryover $ 4,000
Bal ance of 1966 unused credit of T to be

carried to 1969 (subject to the limtation

contai ned in paragraph (c) of this section) $ 6,000

(d) Limtation on tax credit carryovers and carrybacks

fromseparate return [imtation years applicable for

consolidated return vears for which the due date of the return

is after March 13, 1998--(1) General rule. The aggregate of a

menber’ s unused section 38 credits arising in SRLYs that are
I ncluded in the consolidated section 38 credits for al
consolidated return years of the group may not exceed--

(i) The aggregate for all consolidated return years of the
menber’ s contributions to the consolidated section 38(c)
limtation for each consolidated return year; reduced by

(ii1) The aggregate of the nmenmber’s section 38 credits
arising and absorbed in all consolidated return years (whether
or not absorbed by the nmenber).

(2) Conputational rules--(i) Menber’'s contribution to the

consolidated section 38(c) limtation. |If the consolidated

section 38(c) limtation for a consolidated return year is
determ ned by reference to the consolidated tentative m ni num

tax (see section 38(c)(1)(A)), then a menber’s contribution to
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the consolidated section 38(c) limtation for such year equals
the menber’s share of the consolidated net incone tax mnus the
menber’ s share of the consolidated tentative mnimumtax. |If
the consolidated section 38(c) limtation for a consoli dated
return year is determned by reference to the consolidated net
regular tax liability (see section 38(c)(1)(B)), then a
menber’s contribution to the consolidated section 38(c)
limtation for such year equals the nenber’s share of the
consolidated net incone tax mnus 25 percent of the quantity
which is equal to so much of the nenber’s share of the
consolidated net regular tax liability less its portion of the
$25, 000 anmount specified in section 38(c)(1)(B). The group
conputes the nenber’s shares by applying to the respective
consol i dated anobunts the principles of section 1552 and the
per cent age net hod under 81.1502-33(d)(3), assuming a 100%
al l ocation of any decreased tax liability. The group nust nake
proper adjustnments so that taxes and credits not taken into
account in conputing the I[imtation under section 38(c) are not
taken into account in conputing the nmenber's share of the
consolidated net incone tax, etc. (See, for exanple, the taxes
described in section 26(b) that are disregarded in conmputing
regular tax liability.) Also, the group nmay apportion all or a
part of the $25,000 anount (or |esser amount if reduced by

section 38(c)(3)) for any year to one or nore nenbers.
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(i1) Years included in conputation. For purposes of

conmputing the limtation under this paragraph (d), the
consolidated return years of the group include only those
years, including the year to which a credit is carried, that
t he nenber has been continuously included in the group’s
consol i dated return, but exclude--

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

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

(ii1i1) Subgroups and successors. The SRLY subgroup

princi ples under 81.1502-21(c)(2) apply for purposes of this
paragraph (d). The predecessor and successor principles under
81.1502-21(f) also apply for purposes of this paragraph (d).

(iv) Overlap with section 383. The principles under

81.1502-21(g) apply for purposes of this paragraph (d). For
exanpl e, an overlap of paragraph (d) of this section and the
application of section 383 with respect to a credit carryover
occurs if a corporation becones a nenber of a consoli dated
group (the SRLY event) within six nonths of the change date of
an ownership change giving rise to a section 383 credit
limtation with respect to that carryover (the section 383

event), with the result that the limtation of this paragraph
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(d) does not apply. See 8§81.1502-21(g)(2)(ii)(A) and 1.383-1;
see al so 81.1502-21(g)(4) (subgroup rules).

(3) Effective date--(i) In general. This paragraph (d)

generally applies to consolidated return years for which the
due date of the incone tax return (W thout extensions) is after

March 13, 1998.

(A) Contribution years. Except as provided in paragraph
(d)(4)(ii) of this section, a group does not take into account
a consolidated taxable year for which the due date of the
I ncome tax return (W thout extensions) is on or before Mrch
13, 1998, in determ ning a nenber's (or subgroup's)
contributions to the consolidated section 38(c) limtation
under this paragraph (d).

(B) Special subgroup rule. 1In the event that the

principles of 81.1502-21(g)(1) do not apply to a particul ar
credit carryover in the current group, then solely for purposes
of applying paragraph (d) of this section to determ ne the
limtation with respect to that carryover and with respect to
whi ch the SRLY register (the aggregate of the nenber’s or
subgroup’s contribution to consolidated section 38(c)
limtation reduced by the aggregate of the nenber’s or
subgroup’s section 38 credits arising and absorbed in al
consolidated return years) began in a taxable year for which

the due date of the return is on or before May 25, 2000, the
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principles of 81.1502-21(c)(2) shall be applied w thout regard
to the phrase “or for a carryover that was subject to the
overlap rul e described in paragraph (g) of this section or
81.1502-15(g) with respect to another group (the forner

group) .”
(ii) Overlap rule. Paragraph (d)(2)(iv) of this section

(relating to overlap with section 383) applies to taxable years
for which the due date (w thout extensions) of the consolidated
return is after May 25, 2000. For purposes of paragraph
(d)(2)(iv) of this section, only an ownershi p change to which
section 383, as anended by the Tax Reform Act of 1986 (100
Stat. 2085), applies and which results in a section 383 credit
limtation shall constitute a section 383 event.

(4) Optional effective date of January 1, 1997. (i) For

consol i dat ed taxabl e years beginning on or after January 1,
1997, for which the due date of the incone tax return (w thout
extensions) is on or before March 13, 1998, in |lieu of

par agraphs (c) and (e)(3) of this section (relating to the
general business credit), 81.1502-4(f)(3) and (g)(3) (relating
to the foreign tax credit), the next to |ast sentence of

81. 1502-9A(a) (2), 81.1502-9A(b)(1)(v) (relating to overal
foreign | osses), and 81.1502-55(h)(4)(iii) (relating to the
alternative mnimumtax credit), a consolidated group may apply

t he correspondi ng provisions as they appear in 1998-1 C B. 655
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t hrough 661 (see 8601.601(d)(2) of this chapter) (treating
references in such correspondi ng provisions to §81.1502-
9(b)(1)(ii), (iii), and (iv) as references to 881. 1502-
9A(b) (1) (it), (iii), and (iv)). Also, in the case of a
consolidated return change of ownership that occurs on or after
January 1, 1997, in a taxable year for which the due date of
the incone tax return (w thout extensions) is on or before
March 13, 1998, a consolidated group may choose not to apply
par agraph (e) of this section and 81.1502-4(g) to taxable years
endi ng after Decenber 31, 1996. A consolidated group naking
t he choi ces described in the two precedi ng sentences generally
must apply all such correspondi ng provisions (including not
appl yi ng paragraph (e) of this section and 81.1502-4(g)) for
all relevant years. However, a consolidated group nmeking the
el ection provided in 81.1502-9A(b)(1)(vi) (electing not to
apply 81.1502-9A(b)(1)(v) to years beginning before January 1,
1998) may neverthel ess choose to apply all such correspondi ng
provisions referred to in this paragraph (d)(4)(i) other than
t he provision corresponding to 81.1502-9A(b)(1)(v) for al
rel evant years.

(i1) If a consolidated group chooses to apply the
correspondi ng provisions referred to in paragraph (d)(4)(i) of
this section, the consolidated group shall not take into

account a consol i dated taxabl e year beginning before January 1,
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1997, in determning a nenber’s (or subgroup’s) contributions
to the consolidated section 38(c) limtation under this
par agraph (d).
(5) Exanple. The followi ng exanple illustrates the
provi sions of this paragraph (d):

Exanple. (i) Individual A owns all of the stock of P and
T. P is the comon parent of the P group. P 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 in paragraph (i) of this Exanple shows the
group’s net consolidated incone tax, consolidated tentative
m ni mum tax, and consolidated net regular tax liabilities, and
T s share of such taxes conputed under the principles of
section 1552 and the percentage nethod under 81.1502-33(d)(3),
assum ng a 100% al | ocati on of any decreased tax liability, for
Year 2. (The effects of the |ower section 11 brackets are
i gnored, there are no other tax credits affecting a group
anount or nenber's share, and $1,000s are omtted.)
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Year 2

G oup

P's
share
of col

Ts
share
of col

1.
consol i dat ed
t axabl e i nconme

$2, 000

$1, 200

$800

2.
consol i dat ed
net regul ar
t ax

$700

$420

$280

3.
consol i dat ed
alternative

m ni num

t axabl e i ncone

$4, 000

$3, 200

$800

4.
consol i dat ed
tentative

m ni mum t ax

$800

$640

$160

5.
consol i dat ed
net incone tax

$800

$520

$280

6. greater of
line 4 or 25%
of (line 2

m nus $25, 000)
for the group

$800

7.
consol i dat ed
838(c)
limtation
(line 5 mnus
line 6)

$0
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(i1) T"s Year 1 is a SRLY with respect to the P group. See
81.1502-1(f)(2)(ii). T did not undergo an ownershi p change
giving rise to a section 383 credit limtation within 6 nonths
of joining the P group. Thus, T s $100, 000 general business
credit arising in Year 1 is subject to a SRLY limtation in the
P group. The amount of T's unused section 38 credits from Year
1 that are included in the consolidated section 38 credits for
Year 2 may not exceed T's contribution to the consolidated
section 38(c) limtation. For Year 2, the group determnes the
consolidated section 38(c) l[imtation by reference to
consolidated tentative mninumtax for Year 2. Therefore, T's
contribution to the consolidated section 38(c) limtation for
Year 2 equals its share of consolidated net incone tax m nus
Its share of consolidated tentative mninmnumtax. T's
contribution is $280,000 m nus $160, 000, or $120,000. However,
because the group has a consolidated section 38 Iimtation 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 follow ng table shows simlar information for the
group for Year 3:
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Year 3

G oup

P's
share
of col

Ts
share
of col

1
consol i dat ed
t axabl e i nconme

$1, 200

$1, 500

$(300)

2.
consol i dat ed
net regul ar
t ax

$420

$525

$(105)

3.
consol i dat ed
alternative

m ni num

t axabl e i ncone

$1, 500

$1, 700

$(200)

4.
consol i dat ed
tentative

m ni mum t ax

$300

$340

$(40)

5.
consol i dat ed
net incone tax

$420

$525

$(105)

6. greater of
line 4 or 25%
of (line 2

m nus $25, 000)
for the group

$300

7.
consol i dat ed
838(c)
limtation
(line 5 mnus
line 6)

$120
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(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 aggregate contribution to the
consolidated section 38(c) limtation for Years 2 and 3. For
Year 3, the group determ nes the consolidated section 38(c)
limtation by reference to the consolidated tentative m ni num
tax for Year 3. Therefore, T's contribution to the
consolidated section 38(c) limtation for Year 3 equals its
share of consolidated net incone tax mnus its share of
consolidated tentative mninumtax. Applying the principles of
section 1552 and 81.1502-33(d) (taking into account, for
exanple, that T's positive earnings and profits adjustnent
under 81.1502-33(d) reflects its | osses actually absorbed by
the group), T's contribution is $(105,000) m nus $(40, 000), or
$(65,000). T's aggregate contributions to the consoli dated
section 38(c) limtation 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 section 38 credits in its consolidated section 38
tax credit in Year 3.

(e) * * %

(3) Special effective date. This paragraph (e) applies

only to a consolidated return change of ownership that occurred
during a consolidated return year for which the due date of the
I ncome tax return (W thout extensions) is on or before Mrch
13, 1998. See paragraph (d)(4) of this section for an optional
effective date rule (generally making the rules of this
paragraph (e) also inapplicable if the consolidated return
change of ownership occurred on or after January 1, 1997, and
during a consolidated return year for which the due date of the
I ncome tax return (W thout extensions) is on or before Mrch

13, 1998).

* * % * *
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81. 1502- 3T [ Renpved]
Par. 3. Section 1.1502-3T is renoved.
Par. 4. Section 1.1502-4 is anmended by revising paragraphs
(f)(3) and (g)(3) to read as foll ows:

81.1502-4 Consolidated foreign tax credit.

* * % * *

(f)* * %

(3) Limtation on unused foreign tax credit carryover or

carryback fromseparate return limtation years. Paragraphs

(f)(1) and (2) of this section do not apply for consolidated
return years for which the due date of the income tax return
(w thout extensions) is after March 13, 1998. For consol i dated
return years for which the due date of the income tax return
(wi thout extensions) is after March 13, 1998, a group shal

I ncl ude an unused foreign tax of a nenber arising in a SRLY
Wi thout regard to the contribution of the nenber to
consolidated tax liability for the consolidated return year
See al so 81.1502-3(d)(4) for an optional effective date rule
(generally making the rules of paragraphs (f)(1) and (2) of
this section also inapplicable to a consolidated return year
begi nning on or after January 1, 1997, if the due date of the
I ncome tax return (w thout extensions) for such year is on or

before March 13, 1998).

(g)* * %
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(3) Special effective date for CRCO |limtation. Paragraphs

(g9)(1) and (2) of this section apply only to a consolidated
return change of ownership that occurred during a consolidated
return year for which the due date of the inconme tax return
(w thout extensions) is on or before March 13, 1998. See al so
81.1502-3(d) (4) for an optional effective date rule (generally
maki ng the rules of paragraph (g)(1) and (2) of this section
al so inapplicable if the consolidated return change of
ownership occurred on or after January 1, 1997, and during a
consolidated return year for which the due date of the incone
tax return (w thout extensions) is on or before March 13,
1998).
81. 1502- 4T [ Renpved]

Par. 5. Section 1.1502-4T is renoved.

Par. 6. Section 1.1502-21 is anended by revising paragraph

(c)(2)(ix) to read as foll ows:

81.1502-21 Net operating | osses.
ok ok x *

(c) * * *

(2) * * *

(ix) Application to other than |oss carryovers. Paragraph

(g) of this section and the phrase “or for a carryover that was

subject to the overlap rule described in paragraph (g) of this
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section or 81.1502-15(g) with respect to another group (the
former group)” in this paragraph (c)(2) apply only to
carryovers of net operating |osses, net capital |osses, and for
taxabl e years for which the due date (w thout extensions) of
the consolidated return is after May 25, 2000, to carryovers of
credits described in section 383(a)(2). Accordingly, as the
context may require, if another regulation references this
section and such other regul ati on does not concern a carryover
of net operating | osses, net capital |osses, or for taxable
years for which the due date (w thout extensions) of the
consolidated return is after May 25, 2000, carryovers of
credits described in section 383(a)(2), then such reference
does not include a reference to such paragraph or phrase.
ok ok x *

Par. 7. Section 1.1502-55 is added to read as foll ows:

81.1502-55 Conputation of alternative m ninumtax of

consol i dated groups.

(a) through (h)(3) [Reserved].

(h)(4) Separate return year mninumtax credit.

(i) and (ii) [Reserved].

(ii1)(A Limtation on portion of separate return year

mnimmtax credit arising in separate return limtation years.

The aggregate of a nenber's mninumtax credits arising in
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SRLYs that are included in the consolidated mninumtax credits
for all consolidated return years of the group nmay not exceed--

(1) The aggregate for all consolidated return years of the
menber’ s contributions to the consolidated section 53(c)
limtation for each consolidated return year; reduced by

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

(B) Conputational rules--(1) Menber’s contribution to the

consolidated section 53(c) limtation. Except as provided in

t he special rule of paragraph (h)(4)(iii)(B)(2) of this
section, a menber’s contribution to the consolidated section
53(c) limtation for a consolidated return year equals the
menber’ s share of the consolidated net regular tax liability
m nus its share of consolidated tentative mninumtax. The
group conputes the nenber’s shares by applying to the
respecti ve consolidated anmounts the principles of section 1552
and the percentage nethod under 81.1502-33(d)(3), assumng a
100% al | ocation of any decreased tax liability. The group
makes proper adjustnments so that taxes and credits not taken
I nto account in conputing the limtation under section 53(c)
are not taken into account in conputing the nmenber's share of

the consolidated net regular tax, etc. (See, for exanple, the
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taxes described in section 26(b) that are disregarded in
conputing regular tax liability.)

(2) Adjustnent for year in which alternative mninumtax

Is paid. For a consolidated return year for which consolidated
tentative mnimumtax is greater than consolidated regular tax
liability, the group reduces the nenber’s share of the
consolidated tentative mininumtax by the nmenber’s share of the
consolidated alternative mnimumtax for the year. The group
determ nes the nenber’s share of consolidated alternative
mninmumtax for a year using the sane nethod it uses to
determ ne the nenber’s share of the consolidated m ni num tax
credits for the year

(3) Years included in conputation. For purposes of

conmputing the limtation under this paragraph (h)(4)(iii), the
consolidated return years of the group include only those
years, including the year to which a credit is carried, that

t he nenber 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 81.1502-21(c)(2) apply for purposes of this paragraph
(h)(4)(iii). The predecessor and successor principles under

81.1502-21(f) also apply for purposes of this paragraph
(h)y(4)(iii).
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(5) Overlap with section 383. The principles under

81.1502-21(g) apply for purposes of this paragraph (h)(4)(iii).
For exanple, an overlap of this paragraph (h)(4)(iii) and the
application of section 383 with respect to a credit carryover
occurs if a corporation becones a nenber of a consoli dated
group (the SRLY event) within six nonths of the change date of
an ownership change giving rise to a section 383 credit
limtation with respect to that carryover (the section 383
event), with the result that the limtation of this paragraph
(h)(4)(iii) does not apply. See 881.1502-21(g)(2)(ii)(A) and
1.383-1; see also 81.1502-21(g)(4) (subgroup rules).

(C) Effective date--(1) In general. This paragraph

(h)(4)(iii) generally applies to consolidated return years for
whi ch the due date of the incone tax return (w thout
extensions) is after March 13, 1998. See 81.1502-3(d)(4) for
an optional effective date rule (generally making this
paragraph (h)(4)(iii) also applicable to a consolidated return
year beginning on or after January 1, 1997, if the due date of
the incone tax return (w thout extensions) was on or before

March 13, 1998).

(i) Contribution years. 1In general, a group does not take
I nto account a consol i dated taxable year for which the due date
of the inconme tax return (w thout extensions) is on or before

March 13, 1998, in determning a nenber's (or subgroup's)
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contributions to the consolidated section 53(c) limtation
under this paragraph (h)(4)(iii). However, if a consolidated
group chooses to apply the optional effective date rule, the
consol i dated group shall not take into account a consoli dated
t axabl e year begi nning before January 1, 1997 in determning a
menber’s (or subgroup’s) contributions to the consolidated
section 53(c) limtation under this paragraph (h)(4)(iii).

(i) Special subgroup rule. 1In the event that the

principles of 81.1502-21(g)(1) do not apply to a particular
credit carryover in the current group, then solely for purposes
of applying this paragraph (h)(4)(iii) to determne the
limtation with respect to that carryover and with respect to
whi ch the SRLY register (the aggregate of the nenber’s or
subgroup’s contribution to consolidated section 53(c)
limtation reduced by the aggregate of the nenber’s or
subgroup’s mninmumtax credits arising and absorbed in al
consolidated return years) began in a taxable year for which
the due date of the return is on or before May 25, 2000, the
principles of 81.1502-21(c)(2) shall be applied wthout regard
to the phrase “or for a carryover that was subject to the
overlap rul e described in paragraph (g) of this section or

81.1502-15(g) with respect to another group (the forner

group).”
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(2) Overlap rule. Paragraph (h)(4)(iii)(B)(5) of this

section (relating to overlap with section 383) applies to
taxabl e years for which the due date (w thout extensions) of
the consolidated return is after May 25, 2000. For purposes of
paragraph (h)(4)(iii)(B)(5) of this section, only an ownership
change to which section 383, as amended by the Tax Reform Act
of 1986 (100 Stat. 2095), applies and which results in a
section 383 credit Iimtation shall constitute a section 383
event. The optional effective date rule of 81.1502-3(d)(4)
(generally making this paragraph (h)(4)(iii) also applicable to
a consolidated return year beginning on or after January 1,
1997, if the due date of the incone tax return (w thout
extensions) was on or before March 13, 1998) does not apply

Wi th respect to paragraph (h)(4)(iii)(B)(5) of this section

(relating to the overlap rule).
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81. 1502- 55T [ Renpved]
Par. 8. Section 1.1502-55T is renoved.
Par. 9. Section 1.1502-98 is anended by addi ng a sentence
I medi ately followng the first sentence to read as foll ows:

81.1502-98 Coordination with section 383.

* * * For exanple, subgroups wth respect to the carryover
of general business credits, mninumtax credits, unused
foreign tax, and net capital |oss are determ ned by applying
the principles of 81.1502-91(d)(1). * * *

§81. 1502- 9A [ Anrended]

Par. 10. Section 1.1502-9A is anended as foll ows:

1. In paragraph (a)(2), the |last sentence is anended by
removi ng the | anguage “1.1502-3T(c)(4)” and adding “1.1502-
3(d)(4)” inits place.

2. I n paragraph (b)(1)(v), the last sentence is anmended by
renmovi ng the | anguage “1.1502-3T(c)(4)” and adding “1.1502-

3(d)(4)” inits place.

Comm ssi oner of Internal Revenue

Appr oved:

Assi stant Secretary of the Treasury



