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105 .......................................................
100 .......................................................

Date acquired
1–1–70
4–1–70

described in subparagraph (1) of this
paragraph and issues a separate series
of periodic payment plan certificates
with respect to the securities of each
such management company, then the
holder of an interest in a series shall be
treated as the owner of the securities
in the single management company
represented by such interest.
(i) A holder of an interest in a series
of periodic payment plan certificates of
a trust who transfers or sells his interest in the series in exchange for an interest in another series of periodic payment plan certificates of the trust
shall recognize the gain or loss realized
from the transfer or sale as if the trust
had sold the shares credited to his interests in the series at fair market
value and distributed the proceeds of
the sale to him.
(ii) The basis of the interests in the
series so acquired by the holder shall
be the fair market value of his interests in the series transferred or sold.
(iii) The period for which the holder
has held his interest in the series so acquired shall be measured from the date
of his acquisition of his interest in that
series.
(f) Cross references. (1) For reporting
requirements imposed on custodians of
unit investment trusts described in
this section, see §§ 1.852–4, 1.852–9, 1.853–
3, 1.854–2, and 1.6042–2.
(2) For rules relating to redemptions
of certain unit investment trusts not
described in this section, see § 1.852–10.

Basis
9.52
10.00

(d) Definition. A unit investment
trust to which this section refers is a
business arrangement (other than a
segregated asset account, whether or
not it holds assets pursuant to a variable annuity contract, under the insurance laws or regulations of a State)
which (except for taxable years ending
before Jan. 1, 1969)—
(1) Is a unit investment trust (as defined in the Investment Company Act
of 1940);
(2) Is registered under such Act;
(3) Issues periodic payment plan certificates (as defined in such Act) in one
or more series;
(4) Possesses, as substantially all of
its assets, as to all such series, securities issued by—
(i) A single management company (as
defined in such Act), and securities acquired pursuant to subparagraph (5) of
this paragraph, or
(ii) A single other corporation; and
(5) Has no power to invest in any
other securities except securities
issued by a single other management
company, when permitted by such Act
or the rules and regulations of the Securities and Exchange Commission.
(e) Investment in two single management companies. (1) A unit investment
trust may possess securities issued by
two or more separate single management companies (as defined in such
Act) if—
(i) The trust issues a separate series
of periodic payment plan certificates
(as defined in such Act) with respect to
the securities of each separate single
management company which it possesses; and
(ii) None of the periodic payment
plan certificates issued by the trust
permits joint acquisition of an interest
in each series nor the application of
payments in whole or in part first to a
series issued by one of the single management companies and then to any
other series issued by any other single
management company.
(2) If a unit investment trust possesses securities of two or more separate single management companies as

[T.D. 7187, 37 FR 13254, July 6, 1972, as amended by T.D. 7187, 37 FR 20688, Oct. 3, 1972]

§ 1.852–1 Taxation of regulated investment companies.
(a) Requirements applicable thereto—(1)
In general. Section 852(a) denies the application of the provisions of part I,
subchapter M, chapter 1 of the Code
(other than section 852(c), relating to
earnings and profits), to a regulated investment company for a taxable year
beginning after February 28, 1958, unless—
(i) The deduction for dividends paid
for such taxable year as defined in section 561 (computed without regard to
capital gain dividends) is equal to at
least 90 percent of its investment company taxable income for such taxable
year (determined without regard to the
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§ 1.852–2
the capital gains dividends) shall both
be reduced by the deduction for partially tax-exempt interest provided by
section 242.
(b) Taxation of capital gains—(1) In
general. Section 852(b)(3)(A) imposes (i)
in the case of a taxable year beginning
before January 1, 1970, a tax of 25 percent, or (ii) in the case of a taxable
year beginning after December 31, 1969,
a tax determined as provided in section
1201(a) and paragraph (a)(3) of § 1.1201–1,
on the excess, if any, of the net longterm capital gain of a regulated investment company (subject to tax under
part I, subchapter M, chapter 1 of the
Code) over the sum of its net shortterm capital loss and its deduction for
dividends paid (as defined in section
561) determined with reference to capital gain dividends only. For the definition of capital gain dividend paid by a
regulated investment company, see
section 852(b)(3)(C) and paragraph (c) of
§ 1.852–4. In the case of a taxable year
ending after December 31, 1969, and beginning before January 1, 1975, such deduction for dividends paid shall first be
made from the amount subject to tax
in
accordance
with
section
1201(a)(1)(B), to the extent thereof, and
then from the amount subject to tax in
accordance with section 1201(a)(1)(A).
See § 1.852–10, relating to certain distributions in redemption of interests in
unit investment trusts which, for purposes of the deduction for dividends
paid with reference to capital gain
dividends only, are not considered preferential dividends under section 562(c).
See section 855 and § 1.855–1, relating to
dividends paid after the close of the
taxable year.
(2) Undistributed capital gains—(i) In
general. A regulated investment company (subject to tax under part I of
subchapter M) may, for taxable years
beginning after December 31, 1956, designate under section 852(b)(3)(D) an
amount of undistributed capital gains
to each shareholder of the company.
For the definition of the term ‘‘undistributed capital gains’’ and for the
treatment of such amounts by a shareholder, see paragraph (b)(2) of § 1.852–4.
For the rules relating to the method of
making such designation, the returns
to be filed, and the payment of the tax

provisions of section 852(b)(2)(D) and
paragraph (d) of § 1.852–3); and
(ii) The company complies for such
taxable year with the provisions of
§ 1.852–6 (relating to records required to
be maintained by a regulated investment company).
See section 853(b)(1)(B) and paragraph
(a) of § 1.853–2 for amounts to be added
to the dividends paid deduction, and
section 855 and § 1.855–1, relating to
dividends paid after the close of the
taxable year.
(2) Special rule for taxable years of regulated investment companies beginning
before March 1, 1958. The provisions of
part I of subchapter M (including section 852(c)) are not applicable to a regulated investment company for a taxable year beginning before March 1,
1958, unless such company meets the
requirements of section 852(a) and subparagraph (1) (i) and (ii) of this paragraph.
(b) Failure to qualify. If a regulated
investment company does not meet the
requirements of section 852(a) and
paragraph (a)(1) (i) and (ii) of this section for the taxable year, it will, even
though it may otherwise be classified
as a regulated investment company, be
taxed in such year as an ordinary corporation and not as a regulated investment company. In such case, none of
the provisions of part I of subchapter M
(other than section 852(c) in the case of
taxable years beginning after February
28, 1958) will be applicable to it. For the
rules relating to the applicability of
section 852(c), see § 1.852–5.
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[T.D. 6598, 27 FR 4091, Apr. 28, 1962]

§ 1.852–2 Method of taxation of regulated investment companies.
(a) Imposition of normal tax and surtax.
Section 852(b)(1) imposes a normal tax
and surtax, computed at the rates and
in the manner prescribed in section 11,
on the investment company taxable income, as defined in section 852(b)(2) and
§ 1.852–3, for each taxable year of a regulated investment company. The tax is
imposed as if the investment company
taxable income were the taxable income referred to in section 11. In computing the normal tax under section 11,
the regulated investment company’s
taxable income and the dividends paid
deduction (computed without regard to
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