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Subject: Capital Loss Deduction for Bank Corporations

The following question has been raised concerning Article 32 (Franchise Tax on Banking
Corporation) of the Tax Law.

Question:

Should a taxpayer which has a different consolidated group for New York State purposes
than it has for Federal purposes be allowed the same amount of capital loss deduction on
its New York State return as on its Federal return?

Answer:

NO.  Federal rules apply on a proforma or "as if" basis. The corporations included in the
New York consolidated return must recompute a Federal consolidated return before
applying the principles of separate accounting. See the example on the reverse side.
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EXAMPLE

FEDERAL CONSOLIDATED RETURN

Federal         A                     B                                                    C                                       
Total NY London

Ordinary Income 700,000 100,000 200,000 400,000 300,000 100,000
Capital Gains (Loss) l00,000 150,000 100,000 (150,000) (250,000) 100.000
Total Income 800,000 250,000 300,000 250,000 50,000 200,000
Expenses 500,000 100,000 100,000 300,000  200,000 100,000
Taxable Income 300,000 150,000 200,000 (50,000) (150,000) 100,000

CONSOLIDATED GROUP FOR NEW YORK STATE (Note: Corp. A does not qualify for inclusion in Article 32)

Federal
(Proforma)

New York
(CT-32C)

             B                                                    C                                       

Total NY London

Ordinary Income 600,000 500,000 200,000 400,000 300,000 100,000
Capital Gains (Loss) -0- (100,000) 100,000 *(100,000) *(200,000) 100,000
Total Income 600,000 400,000 300,000 300,000 100,000 200,000
Expenses 400,000 300,000 100,000 300,000 200,000 100,000
Taxable Income 200,000 100,000 200,000 -0- (100,000) 100,000

* B corporation had a $100,000 net capital gain and C corporation had
a $150,000 net capital loss.  In computing the Federal proforma
consolidated return, a capital loss of $200,000 for C corporation
was used in place of the actual capital loss of $250,000 ,and since
capital losses cannot exceed capital gains, there is a $50,000
capital loss carryback or carryforward for New York State purposes.


