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§ 1.851–3

26 CFR Ch. I (4–1–10 Edition)

requires that at the close of each quarter of the taxable year at least 50 percent of the value of the total assets of
the taxpayer corporation be represented by one or more of the following:
(i) Cash and cash items, including receivables;
(ii) Government securities;
(iii) Securities of other regulated investment companies; or
(iv) Securities (other than those described in subdivisions (ii) and (iii) of
this subparagraph) of any one or more
issuers which meet the following limitations: (a) The entire amount of the
securities of the issuer owned by the
taxpayer corporation is not greater in
value than 5 percent of the value of the
total assets of the taxpayer corporation, and (b) the entire amount of the
securities of such issuer owned by the
taxpayer corporation does not represent more than 10 percent of the outstanding voting securities of such
issuer. For the modification of the percentage limitations applicable in the
case of certain venture capital investment companies, see section 851(e) and
§ 1.851–6.
Assuming that at least 50 percent of
the value of the total assets of the corporation satisfies the requirements
specified in this subparagraph, and
that the limiting provisions of subparagraph (B) of section 851(b)(4) and subparagraph (2) of this paragraph are not
violated, the corporation will satisfy
the requirements of section 851(b)(4),
notwithstanding that the remaining
assets do not satisfy the diversification
requirements of subparagraph (A) of
section 851(b)(4). For example, a corporation may own all the stock of another corporation, provided it otherwise meets the requirements of subparagraphs (A) and (B) of section
851(b)(4).
(2) Subparagraph (B) of section
851(b)(4) prohibits the investment at
the close of each quarter of the taxable
year of more than 25 percent of the
value of the total assets of the corporation (including the 50 percent or more
mentioned in subparagraph (A) of section 851(b)(4)) in the securities (other
than Government securities or the securities of other regulated investment
companies) of any one issuer, or of two

or more issuers which the taxpayer
company controls and which are engaged in the same or similar trades or
businesses or related trades or businesses, including such issuers as are
merely a part of a unit contributing to
the completion and sale of a product or
the rendering of a particular service.
Two or more issuers are not considered
as being in the same or similar trades
or businesses merely because they are
engaged in the broad field of manufacturing or of any other general classification of industry, but issuers shall
be construed to be engaged in the same
or similar trades or businesses if they
are engaged in a distinct branch of
business, trade, or manufacture in
which they render the same kind of
service or produce or deal in the same
kind of product, and such service or
products fulfill the same economic
need. If two or more issuers produce
more than one product or render more
than one type of service, then the chief
product or service of each shall be the
basis for determining whether they are
in the same trade or business.
[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as
amended by T.D. 6598, 27 FR 4090, Apr. 28,
1962; T.D. 7555, 43 FR 32753, July 28, 1978]

§ 1.851–3 Rules applicable to section
851(b)(4).
In determining the value of the taxpayer’s investment in the securities of
any one issuer, for the purposes of subparagraph (B) of section 851(b)(4), there
shall be included its proper proportion
of the investment of any other corporation, a member of a controlled group,
in the securities of such issuer. See example 4 in § 1.851–5. For purposes of
§§ 1.851–2, 1.851–4, 1.851–5, and 1.851–6, the
terms ‘‘controls’’, ‘‘controlled group’’,
and ‘‘value’’ have the meaning assigned
to them by section 851(c). All other
terms used in such sections have the
same meaning as when used in the Investment Company Act of 1940 (15
U.S.C., chapter 2D) or that act as
amended.
§ 1.851–4 Determination of status.
With respect to the effect which certain discrepancies between the value of
its various investments and the requirements of section 851(b)(4) and
paragraph (c) of § 1.851–2, or the effect
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