Consolidated Returns; Consolidated
and Controlled Groups; Correction

Notice 97-25

AGENCY:
Treasuy.

ACTION: Correctirg Amendments.

SUMMARY: This documen contains
technic4 correctiors to final regulations
[T.D. 8560[19942 C.B. 200] T.D.
8597[19952 C.B. 147], T.D. 8660
[19964 C.B. 195] which were pub-
lished in the Federd Registe on Mon-
day, Augud 15, 19% (59 FR 41666);
Tuesdyg, July 18, 19% (60 FR 36671);
ard Thursdg, March 14, 19% (61 FR
10447) respectivel. The final regula-
tions amerd the consolidatd retum in-
vestmem~ adjustmet~ provisions

Internd Revene Service,

intercompap transactia provisiors and
the provisiors limiting losses and deduc-
tions from transactios betwe& mem-
bers of a nonconsolidat@ controlled

group.

DATES: The correctig amendmers af-

fecting 88 1.267(f)-1 1.1502-13(f)(2)-
(i), (@®G) (1), 1.1502-20 1.1502—
32(b), armd 1.1502-80(b are effective

July 18 1995 The correctigp amemd-
ment affecting 88 1.150241, 1.1502-
19, 1.1502-32(f) 1.1502-43 1.1502—76
ard 1.1502-80(d)(1L are effective Janu-
ary 1, 1995 The correctig amendments
affecting 8 1.1502-13(f)(® are effective

March 14, 1996 For dates of applicabil-

ity see 88 1.267(f)-1(l) § 1.1502

11(b)(5)~ 1.1502-13(l)(1) 1.1502-

13(f)(6)(v), 1.1502-19(h) 1.1502—-32(h),
1.1502-76(b)(5) 1.1502-80(d) and

othe relevan provisions.

FOR FURTHER INFORMATION CON-
TACT: William Barry of the Office of
Assistat  Chief Counsé (Corporate),
(202 622-77D (nat a toll-free number).

SUPPLEMENARY INFORMATION:

Backgound

The final regulatiors tha are the
subjet of the® correctig amendments
are unde sectiors 267 ard 15@ of the
Internd Revene Code.

Neal for Correction

As published the final regulations
contan errois and omissiors which may
prove to be misleading and are in need
of clarification.

* * * * *

Accordingly, 26 CFR Pat 1 is cor-
rectel by making the following correct-
ing amendments:

PART 1—INCOME TAXES

Paragrap 1. The authorit citation for
Pat 1 continues to read in pat as
follows:

Authority: 26 U.S.C 780 * * *

§ 1.267(f)4 [Corrected]

Pa. 2. Section 1.267(f)4 is amended
as follows:

1. In paragrap (c)(1)(iii), the first
sentene is revised.

2. Paragrap (1)(2) is revised.

The revisiors read as follows:

§ 1.267(f)4 Contolled groups.

* * * * *

(C)*** (l)***

(i) * * * To the extert S's loss or
deduction from an intercompayg sak of
propery is taken into accoun unde this
sectim as aresut of B's transfe of the
propery to a nonmembe tha is a
persm related to ary membe, immedi-
ately after the transfe, unde sections
267( or 707(b) or as aresut of S or
B becomiyg a nonmembetha is related
to any membe unde section 267(b) the
loss or deductio is taken into account
but allowed only to the extert of any
income or gain taken into accoum as a
resut of the transfe. * * *

* ko kK

(|) * % *_|

(2) Avoidane transactions This
paragrap (I)(2) applies if a transaction
is engagd in or structur@ on or after
April 8, 1994 with a principd purpose
to avoid the rules of this sectimn (and
insteal to apply prior law). If this
paragrap (1)(2) applies appropria¢ ad-
justmens mug be mack in yeass begin-
ning on or after July 12 1995 to
prevert the avoidance duplication
omission or elimination of ary item (or
tax liability), or arny othe inconsistency
with the rules of this section.

* ko ko Kk ok

§ 1.150241 [Corrected]

Pa. 3. Section 1.150241 is amended
by revising paragrap (b)(2)(iii), Ex-
ampke 3. (e) to read as follows:
§ 1.150241 Consolidatd taxabk in-
come.

X ko ko k%

(b * * %

(2) * * %

(iii) * Kk *x

Exampe 3. * * *

() Unde paragrap (b)(2)(ii) of this section,
S's $30 of loss limited unde this paragrap (b) is
treatel as aseparag net operatimg loss.

* * * * *

8§ 1.1502-B [Corrected]

Pa. 4. Sectilm 1.1502-B is amended
as follows:

1. In paragrap (f)(2)(ii), a sentence
is addel befor the lag sentene of the
paragraph.

2. In paragrap (f)(6) introductory
text, the lag sentene is revised.

3. In paragrap (9)(5), Exampé 5.(c),
the tenth sentene is revised.

4. In paragrap (1)(1) the third,
fourth, and fifth sentencse are revised.

The addition and revisiors read as
follows:
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§ 1.1502-13 Intercompany transactionsitems from the subsequent intercompanyeated as disposed of, abandoned, or destroyed for
transaction are taken into account unddrederal income tax purposes.

* * * * *

* * * *

(f) ** : this section. * * *
(2) *** oo § 1.1502—20 [Corrected]

n * % * ’ n7i 1
du(c”t)ion und5r533é¥;3§”§43“?§§;,v,ef’s Siteé 1.1502-19 [Corrected] Par. 6. Section 1.1502-20 is amended
mined without regard to any intercom- Par. 5. Section 1.1502—19 is amende8S, ClIows:
pany distributions under this paragraphs follows: " 1. In paragraph (b)(6)Example 5.
(H(2) to the extent they are not included 1. In paragraph (c)(1)(iii)(A), the last (iii) is revised. _
in gross income. * * * sentence is revised. 2. In paragraph (e)(3f-xample 1)),
the third sentence is revised.

%% % % 2. Paragraph (g) is amended by: .
(6) * * * For this purpose, P stock is @ Revising the first sentence of the 3. In paragraph (e)(3fxample 1.(ii)

: is revised.
any stock of the common parent heldntroductory text. i .
(di)r/ectly or indirectly) by ano?her mem- D. Revising the fourth and fifth sen- The revisions read as follows:

ber or any stock of a member (thetences inExample 1(d). , § 1.1502-20 Disposition or deconsoli-
issuer) that was the common parent if C- Revising the first sentence iBX-  yation of subsidiary stock.
the stock was held (directly or indi- @mple 4b). _ . e e
rectly) by another member while the d. Revising the first sentence iBx- (b) * * *
issuer was the common parent. ample 6(b). _ (6) * * *
I, The revisions read as follows: Example 5. * * *
% * (i) T's issuance of additional shares to the
(9) § 1.1502-19 Excess loss accounts. public results in S's intercompany loss being taken
() *** s s s into account under the acceleration rule of
Example 5* * *  * % § 1.1502-13(d) because there is no difference
(c) * * * Under § 1.446-3(f), the deemed $100 (c) between P's $100 basis in the T stock and the
up front payment by M1 to M2 is taken into (1) *** $100 basis the T stock would have had if P and S
account over the term of the new contract in a (jij) * * * had been divisions of a single corporation. S’s loss

manner reflecting the economic substance of the (A) * * * An asset of S is not taken into account is disallowed under paragraph

contract (for example, allocating the payment in . . (a)(1) of this section.
accordance with the forward rates of a series o?on&dered to be disposed of or aban- % * % * .

cash-settled forward contracts that reflect thgloned to the extent the disposition is in () ** *
specified index and the $1,000 notional principaicomplete liquidation of S or is in ex- (3) . %
amount).* * * H i
) change for consideration (other than Example 1.5 * * (i) * * * With the view

% x % relief from indebtedness); described in paragraph (e)(1) of this section, P
(|) * % % (1) * * % Eor eXamme, S’s . * . « * transfers land with a value of $100 and a basis of

. ) $100 to T in exchange for preferred stock with a
and B’s items from S's sale of property (g) Examples. For purposes of the g5 redemption price and liquidation preference.
to B which occurs in a consolidatedexamples in this section, unless other«x
return year beginning before July 12wise stated, P owns all 100 shares of the (i) Under section 305, the redemption premium
1995, are taken into account under priobnly class of S’s stock and S owns alls treategois addigtribijéigg ifs (]E))gr))erty Ito ﬁhic(j:h

i eSection an . — apply. Under
law, even though B may dispose of thel00 shares of the only class of T'se™ ey, 13" 4’1 1505-35, P's aggregate basis
property in a consolidated return yeastock, the stock is owned for the entir€y the preferred and common stock is unaffected
beginning on or after July 12, 1995.year, T owns no stock of lower-tier by the deemed distributions.

Similarly, an intercompany distribution members, the tax year of all persons is ok x x s

to which a shareholder becomes entitle¢he calendar year, all persons use the

in a consolidated return year beginningaccrual method of accounting, the fact§ 1.1502—32 [Corrected]

before July 12, 1995, but which isset forth the only corporate activity, all . .

distributed in a consolidated return yeatransactions are between unrelated per- Pfalrl. 3\/ Sectlon 1.1502-32 is amended
beginning on or after that date is takersons, and tax liabilities are disregardeo‘i.‘slol0 S h (b)(3)iMA). th

into account under prior law (generally* * * q n paragraph (t )(d)(")( ), the sec-
when distributed), because this section Example 1 * * ond sentence Is revised.

generally takes dividends into account (d) *** Under section 301(d), P's basis in the 2. In paragraph (b)(3)(v), the last sen-
when the shareholder becomes entitle stock is $60. Under § 1.1502-13, and paragraptence is revised.

: . )(2) of this section, S's $160 gain from the 3. |n paragraph (b)(5)(ii), Example
to them but this section does not appl istribution is deferred and taken into account in paragraph (D)(S)(i) P

at that time. If application of prior law Year 5 as a result of P’s sale of the T stock. * * »0(C), the second sentence is revised.
to S's deferred gain or loss from a e . _ 4. In paragraph (b)(S)Example €b)
deferred intercompany transaction (as gxample 4 * * is revised.

defined under prior law) occurring in a () Analysis. Under paragraph (c)2) of this > !N paragraph (f), a sentence is
consolidated return year beginning priosection, S is treated as disposing of each of itgdded aﬂer. Fhe second Sgﬂtence-
to July 12, 1995, would be affected byshares of Ts stock immediately before T becomes The addition and revisions read as

an intercompany transaction (as defined "enmember. *** follows:
under this section) occurring in a con- R ox .

i i Example 6 * * § 1.1502-32 Investment adjustments.
solidated return year beginning on or (b) Analysis. Under paragraph (S)(A)i(A) of e e

after ‘JUIy. 12, 1995, S's defe.rred gain Ok;q section, P’s excess loss account on each of its . * %
loss continues to be taken INt0 aCCOUNhares of S's stock ordinarily is taken into account (b)
as provided under prior law, and theat the time substantially all of S's assets are (3) * * *



(i) *** (A) *** For example S's
dividerd income to which § 1.1502-
13(f)(2)(ii) applies ard its interes ex-
cluded from gross income unde section

103 are treatel as tax-exemp income.
* * %

* ko ko Kk %

(v) * * * See § 1.1502-13(f)(2)(iv)
for taking into accoun distributiors to
which section 301 applies (but not other
distributiors treatel as dividend$ under
the entitlemen rule.

&

(”) * % *

Exampe 5. * * *

(© * * * Unde § 1.1502-13()(2)(iv) S is

treatel as making a $70 distribution to P at the
time P becoms entitled to the distribution * * *
Exampe 6. * * *

(b) Analysis Unde section 358 P's bass in the
S stok is increasd by its bass in the T stock.
Unde § 1.1502-13(f)(3 the mong receivel is
treatel as being taken into accoun immediately
after the transaction Thus the $10 is treatel as a
dividend distribution unde section 301 and under
paragrap (b)(3)(v) of this section the $10 is a
distribution to which paragrap (b)(2)(iv) of this
sectiom applies Accordingly, P's bass in the S
stok is $160 immediatey after the merger, which
is then decrease by the $10 distribution taken
into accout immediatey after the transaction,
resultirg in a bass of $150.

* * * * *

(fy * * * For example if T merges
into S, S is treated as the contex may
require as a successoto T amd as
becomig a membe of the group * * *

* * * * *

§ 1.1502—8 [Corrected]

Pa. 8. Sectimn 1.1502-8 is amended
by revising paragrap (a)(3)(iii) to read
as follows:

8 1.1502-8 Consolidate accumulated
earnings tax.

(a) * * %

(3 * * *

(iii) Earning amnd profits resulting
from the dispositim of a membe’s
stok are determine without regad to
the stok bask adjustmerd unde
8§ 1.1502—-2 ard 1.1502-33(c)(1).

ko ko ko Kk

§ 1.1502-% [Corrected]

Pa. 9. Sectimm 1.1502—5 is amended
by revising paragrap (b)(4), Example
1.(@) and the first sentene of Example
1.(c) to red as follows:

§ 1.1502-% Taxabk yea of members
of group.

(b) * % %

(4) * * %

Exampé 1. Itens allocated betwea consoli-
dated and separae returns (a) Facts Pand Sare
the only membes of the P group P sells all of S's
sto to individud A on Jure 30, ard therefoe S
becoms anonmembeon July 1 of Yea 2.

* * * * *

(c) Acquisitim of anothe subsidiay befae end
of tax yea. The facts are the sane as in paragraph
(a) of this Exampk 1, excepp tha on July 31 P
acquires all the stod of T (which filed a separate
retum for its yea endirg on Novembe 30 of Year
1) ard T therefoe becoms a membe on August
1of Yea 2. ** *

* ko ko K %

§ 1.1502-8 [Corrected]

Pa.-~ 10.~ Section~ 1.1502-8- is
amendd as follows:

1. Paragrah (b) is revised.

2. In paragrap (d)(1), a sentene is
addel to the erd of the paragraph.

The addition ard revision read as
follows:

§ 1.1502-8 Applicability of othe pro-
visiors of law.

* 4 * 4 * 4 * *

(b) Non-applicabiliy of section 304.
Sectim 304 does not apply to any
acquisition of stodk of a corporatio in
an intercompawg transactio or to any
intercompan item from sud transaction
occurrirg on or after Juy 24, 1991.

* 4 * 4 * 4 * *

(d *** (1) * ** For purposs of
this paragrap (d), ary referene to a
transfero or transfere includes as the
contex may require a referene to a
successoor predecesso

Cynthia E. Grigshy,
Chief Regulatiors Unit,
Assistamn Chief Counsé (Corporate).

(Filed by the Office of the Feder&d Registe on
March 13, 1997 8:45 a.m, anrd publishel in the
isste of the Federh Registe for March 14, 1997,
62 F.R. 12096)




