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of corporations, such corporation shall
be treated as a member of each con-
trolled group.

(b) Single plan adopted by two or more
members. If two or more members of a
controlled group of corporations adopt
a single plan for a plan year, then the
minimum funding standard provided in
section 412, the tax imposed by section
4971, and the applicable limitations
provided by section 404(a) shall be de-
termined as if such members were a
single employer. In such a case, the
amount of such items and the allocable
portion attributable to each member
shall be determined in the manner pro-
vided in regulations under sections 412,
4971, and 404(a).

(c) Cross reference. For rules relating
to the application of sections 401,
408(k), 410, 411, 415, and 416 with respect
to two or more trades or businesses
which are under common control, see
section 414(c) and the regulations
thereunder.

[T.D. 8179, 53 FR 6605, Mar. 2, 1988]

§1.414(c)-1 Commonly controlled

trades or businesses.

For purposes of applying the provi-
sions of sections 401 (relating to quali-
fied pension, profit-sharing, and stock
bonus plans), 408(k) (relating to sim-
plified employee pensions), 410 (relat-
ing to minimum participation stand-
ards), 411 (relating to minimum vesting
standards), 415 (relating to limitations
on benefits and contributions under
qualified plans), and 416 (relating to
top-heavy plans), all employees of two
or more trades or businesses under
common control within the meaning of
§1.414(c)-2 for any period shall be treat-
ed as employed by a single employer.
See sections 401, 408(k), 410, 411, 415,
and 416 and the regulations thereunder
for rules relating to employees of
trades or businesses which are under
common control. See §1.414(c)-5 for ef-
fective date.

[T.D. 8179, 53 FR 6606, Mar. 2, 1988]

§1.414(c)-2 Two or more trades or
businesses under common control.

(a) In general. For purposes of this
section, the term ‘‘two or more trades
or businesses under common control”
means any group of trades or busi-
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nesses which is either a ‘‘parent-sub-
sidiary group of trades or businesses
under common control” as defined in
paragraph (b) of this section, a ‘‘broth-
er-sister group of trades or businesses
under common control” as defined in
paragraph (c) of this section, or a
‘“‘combined group of trades or busi-
nesses under common control” as de-
fined in paragraph (d) of this section.
For purposes of this section and
§§1.414(c)>-3 and 1.414(c)-4, the term
‘“‘organization’” means a sole propri-
etorship, a partnership (as defined in
section 7701(a)(2)), a trust, an estate, or
a corporation.

(b) Parent-subsidiary group of trades or
businesses under common control—(1) In
general. The term ‘‘parent-subsidiary
group of trades or businesses under
common control” means one or more
chains of organizations conducting
trades or businesses connected through
ownership of a controlling interest
with a common parent organization
if—

(i) A controlling interest in each of
the organizations, except the common
parent organization, is owned (directly
and with the application of §1.414(c)-
4(b)(1), relating to options) by one or
more of the other organizations; and

(ii) The common parent organization
owns (directly and with the application
of §1.414(c)-4(b)(1), relating to options)
a controlling interest in at least one of
the other organizations, excluding, in
computing such controlling interest,
any direct ownership interest by such
other organizations.

(2) Controlling interest defined—(i)
Controlling interest. For purposes of
paragraphs (b) and (c) of this section,
the phrase ‘‘controlling interest”
means:

(A) In the case of an organization
which is a corporation, ownership of
stock possessing at least 80 percent of
total combined voting power of all
classes of stock entitled to vote of such
corporation or at least 80 percent of
the total value of shares of all classes
of stock of such corporation;

(B) In the case of an organization
which is a trust or estate, ownership of
an actuarial interest of at least 80 per-
cent of such trust or estate;

(C) In the case of an organization
which is a partnership, ownership of at
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least 80 percent of the profits interest
or capital interest of such partnership;
and

(D) In the case of an organization
which is a sole proprietorship, owner-
ship of such sole proprietorship.

(ii) Actuarial interest. For purposes of
this section, the actuarial interest of
each beneficiary of trust or estate shall
be determined by assuming the max-
imum exercise of discretion by the fi-
duciary in favor of such beneficiary.
The factors and methods prescribed in
§20.2031-7 or, for certain prior periods,
§20.2031-7TA (Estate Tax Regulations)
for use in ascertaining the value of an
interest in property for estate tax pur-
poses shall be used for purposes of this
subdivision in determining a bene-
ficiary’s actuarial interest.

(c) Brother-sister group of trades or
businesses under common control—1) In
general. The term ‘‘brother-sister group
of trades or businesses under common
control” means two or more organiza-
tions conducting trades or businesses if
(i) the same five or fewer persons who
are individuals, estates, or trusts own
(directly and with the application of
§1.414(c)-4) a controlling interest in
each organization, and (ii) taking into
account the ownership of each such
person only to the extent such owner-
ship is identical with respect to each
such organization, such persons are in
effective control of each organization.
The five or fewer persons whose owner-
ship is considered for purposes of the
controlling interest requirement for
each organization must be the same
persons whose ownership is considered
for purposes of the effective control re-
quirement.

(2) Effective control defined. For pur-
poses of this paragraph, persons are in
“‘effective control” of an organization
if—

(i) In the case of an organization
which is a corporation, such persons
own stock possessing more than 50 per-
cent of the total combined voting
power of all classes of stock entitled to
vote or more than 50 percent of the
total value of shares of all classes of
stock of such corporation;

(ii) In the case of an organization
which is a trust or estate, such persons
own an aggregate actuarial interest of
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more than 50 percent of such trust or
estate;

(iii) In the case of an organization
which is a partnership, such persons
own an aggregate of more than 50 per-
cent of the profits interest or capital
interest of such partnership; and

(iv) In the case of an organization
which is a sole proprietorship, one of
such persons owns such sole proprietor-
ship.

(d) Combined group of trades or busi-
nesses under common control. The term
‘“‘combined group of trades or busi-
nesses under common control’” means
any group of three or more organiza-
tions, if (1) each such organization is a
member of either a parent-subsidiary
group of trades or businesses under
common control or a brother-sister
group of trades or businesses under
common control, and (2) at least one
such organization is the common par-
ent organization of a parent-subsidiary
group of trades or businesses under
common control and is also a member
of a brother-sister group of trades or
businesses under common control.

(e) Examples. The definitions of par-
ent-subsidiary group of trades or busi-
nesses under common control, brother-
sister group of trades or businesses
under common control, and combined
group of trades or businesses under
common control may be illustrated by
the following examples.

Example 1. (a) The ABC partnership owns
stock possessing 80 percent of the total com-
bined voting power of all classes of stock en-
titled to voting of S corporation. ABC part-
nership is the common parent of a parent-
subsidiary group of trades or businesses
under common control consisting of the ABC
partnership and S Corporation.

(b) Assume the same facts as in (a) and as-
sume further that S owns 80 percent of the
profits interest in the DEF Partnership. The
ABC Partnership is the common parent of a
parent-subsidiary group of trades or busi-
nesses under common control consisting of
the ABC Partnership, S Corporation, and the
DEF Partnership. The result would be the
same if the ABC Partnership, rather than S,
owned 80 percent of the profits interest in
the DEF Partnership.

Example 2. L Corporation owns 80 percent
of the only class of stock of T Corporation,
and T, in turn, owns 40 percent of the capital
interest in the GHI Partnership. L also owns
80 percent of the only class of stock of N Cor-
poration and N, in turn, owns 40 percent of
the capital interest in the GHI Partnership.
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L is the common parent of a parent-sub-
sidiary group of trades or businesses under
common control consisting of L Corporation,
T Corporation, N Corporation, and the GHI
Partnership.

Example 3. ABC Partnership owns 75 per-
cent of the only class of stock of X and Y
Corporations; X owns all the remaining
stock of Y, and Y owns all the remaining
stock of X. Since interorganization owner-
ship is excluded (that is, treated as not out-
standing) for purposes of determining wheth-
er ABC owns a controlling interest of at
least one of the other organizations, ABC is
treated as the owner of stock possessing 100

§1.414(c)-2

percent of the voting power and value of all
classes of stock of X and of Y for purposes of
paragraph (b)(1)(ii) of this section. Therefore,
ABC is the common parent of a parent-sub-
sidiary group of trades or businesses under
common control consisting of the ABC Part-
nership, X Corporation, and Y Corporation.

Example 4. Unrelated individuals A, B, C, D,
E, and F own an interest in sole proprietor-
ship A, a capital interest in the GHI Partner-
ship, and stock of corporations M, W, X, Y,
and Z (each of which has only one class of
stock outstanding) in the following propor-
tions:

ORGANIZATIONS

Individuals A GHI M W X Y z
AL 100% 50% 100% 60% 40% 20% 60%
B — 40% — 15% 40% 50% 30%
C — — — — 10% 10% 10%
D — — — 25% — 20% —
E .. — 10% — — 10% — —

100% 100% 100% 100% 100% 100% 100%

Under these facts the following four broth-
er-sister groups of trades or businesses under
common control exist: GHI, X and Z; X, Y
and Z; W and Y; A and M. In the case of GHI,
X, and Z, for example, A and B together have
effective control of each organization be-
cause their combined identical ownership of
GHI, X and Z is greater than 50%. (A’s iden-
tical ownership of GHI, X and Z is 40% be-
cause A owns at least a 40% interest in each
organization. B’s identical ownership of GHI,
X and Z is 30% because B owns at least a 30%
interest in each organization.) A and B (the
persons whose ownership is considered for
purposes of the effective control require-
ment) together own a controlling interest in
each organization because they own at least
80% of the capital interest of partnership
GHI and at least 80% of the total combined
voting power of corporations X and Z. There-
fore, GHI, X and Z comprise a brother-sister
group of trades or businesses under common
control. Y is not a member of this group be-
cause neither the effective control require-
ment nor the 80% controlling interest re-
quirement are met. (The effective control re-
quirement is not met because A’s and B’s
combined identical ownership in GHI, X, Y
and Z (20% for A and 30% for B) does not ex-
ceed 50%. The 80% controlling interest test
is not met because A and B together only
own 70% of the total combined voting power
of the stock of Y.) A and M are not members
of this group because B owns no interest in
either organization and A’s ownership of
GHI, X and Z, considered alone, is less than
80%.

Example 5. The outstanding stock of cor-
porations U and V, which have only one class
of stock outstanding, is owned by the fol-
lowing unrelated individuals:

CORPORATIONS
u \"
Individuals

(percent) (percent)

A 12 12

B 12 12

C 12 12

D 12 12

E .. 13 13

F .. 13 13

G 13 13

H .. 13 13

100 100

Any group of five of the shareholders will
own more than 50 percent of the stock in
each corporation, in identical holdings. How-
ever, U and V are not members of a brother-
sister group of trades or businesses under
common control because at least 80 percent
of the stock of each corporation is not owned
by the same five or fewer persons.

Example 6. A, an individual, owns a control-
ling interest in ABC Partnership and DEF
Partnership. ABC, in turn, owns a control-
ling interest in X Corporation. Since ABC,
DEF, and X are each members of either a
parent-subsidiary group or a brother-sister
group of trades or businesses under common
control, and ABC is the common parent of a
parent-subsidiary group of trades or busi-
nesses under common control consisting of
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ABC and X, and also a member of a brother-
sister group of trades or businesses under
common control consisting of ABC and DEF,
ABC Partnership, DEF Partnership, and X
Corporation are members of the same com-
bined group of trades or businesses under
common control.

[T.D. 8179, 53 FR 6606, Mar. 2, 1988, as amend-
ed by T.D. 8540, 59 FR 30102, June 10, 1994]

§1.414(c)-3 Exclusion of certain inter-
ests or stock in determining con-
trol.

(a) In general. For purposes of
§1.414(c)-2 (b)(2)(i) and (c)(2), the term
“interest’” and the term ‘‘stock’” do not
include an interest which is treated as
not outstanding under paragraph (b) of
this section in the case of a parent-sub-
sidiary group of trades or businesses
under common control or under para-
graph (c) of this section in the case of
a brother-sister group of trades or busi-
nesses under common control. In addi-
tion, the term ‘‘stock’ does not include
treasury stock or mnonvoting stock
which is limited and preferred as to
dividends. For definitions of certain
terms used in this section, see para-
graph (d) of this section.

(b) Parent-subsidiary group of trades or
businesses under common control—(1) In
general. If an organization (hereinafter
in this section referred to as ‘‘parent
organization’) owns (within the mean-
ing of paragraph (b)(2) of this section)—

(i) In the case of a corporation, 50
percent or more of the total combined
voting power of all classes of stock en-
titled to vote or 50 percent or more of
the total value of shares of all classes
of stock of such corporation.

(ii) In the case of a trust or an estate,
an actuarial interest (within the mean-
ing of §1.414(c)-2(b)(2)(ii)) of 50 percent
or more of such trust or estate, and

(iii) In the case of a partnership, 50
percent or more of the profits or cap-
ital interest of such partnership, then
for purposes of determining whether
the parent organization or such other
organization (hereinafter in this sec-
tion referred to as ‘‘subsidiary organi-
zation’’) is a member of a parent-sub-
sidiary group of trades or businesses
under common control, an interest in
such subsidiary organization excluded
under paragraph (b) (3), (4), (5), or (6) of
this section shall be treated as not out-
standing.
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(2) Ownership. For purposes of para-
graph (b)(1) of this section, a parent or-
ganization shall be considered to own
an interest in or stock of another orga-
nization which it owns directly or indi-
rectly with the application of §1.414(c)-
4(b)(1) and—

(i) In the case of a parent organiza-
tion which is a partnership, a trust, or
an estate, with the application of para-
graphs (b) (2), (3), and (4) of §1.414(c)-4,
and

(ii) In the case of a parent organiza-
tion which is a corporation, with the
application of §1.414(c)-4(b)(4).

(3) Plan of deferred compensation. An
interest which is an interest in or
stock of the subsidiary organization
held by a trust which is part of a plan
of deferred compensation (within the
meaning of section 406(a)(3) and the
regulations thereunder) for the benefit
of the employees of the parent organi-
zation or the subsidiary organization
shall be excluded.

(4) Principal owners, officers, etc. An
interest which is an interest in or
stock of the subsidiary organization
owned (directly and with the applica-
tion of §1.414(c)-4) by an individual who
is a principal owner, officer, partner, or
fiduciary of the parent organization
shall be excluded.

(5) Employees. An interest which is an
interest in or stock of the subsidiary
organization owned (directly and with
the application of §1.414(c)-4) by an em-
ployee of the subsidiary organization
shall be excluded if such interest or
such stock is subject to conditions
which substantially restrict or limit
the employee’s right (or if the em-
ployee constructively owns such inter-
est or such stock, the direct or record
owner’s right) to dispose of such inter-
est or such stock and which run in
favor of the parent or subsidiary orga-
nization.

(6) Controlled exempt organization. An
interest which is an interest in or
stock of the subsidiary organization
shall be excluded if owned (directly and
with the application of §1.414(c)-4) by
an organization (other than the parent
organization):

(i) To which section 501 (relating to
certain educational and charitable or-
ganizations which are exempt from
tax) applies, and
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