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owned directly by his brother, A, and con-
structively by F, because an interest con-
structively owned by F by reason of family
attribution is not considered as owned by
him for purposes of making another member
of his family the constructive owner of such
interest. (See paragraph (c)(2) of this sec-
tion.) Accordingly, M is considered as own-
ing a total of 70 percent of the profits inter-
est of the DEF Partnership.

(D) A’s ownership. Adult son, A, owns 20
percent of the profits interest in DEF di-
rectly. Since, for purposes of determining
whether A effectively controls DEF under
paragraph (b)(6)(ii) of this section, A is treat-
ed as owning only the percentage of profits
interest he owns directly, he does not satisfy
the condition precedent for the attribution
of the DEF profits interest from his father.
Accordingly, A is considered as owning only
the 20 percent profits interest in DEF which
he owns directly.

(c) Operating rules—(1) In general. Ex-
cept as provided in paragraph (c)(2) of
this section, an interest constructively
owned by a person by reason of the ap-
plication of paragraph (b) (1), (2), (3),
(4), (5), or (6) of this section shall, for
the purposes of applying such para-
graph, be treated as actually owned by
such person.

(2) Members of family. An interest con-
structively owned by an individual by
reason of the application of paragraph
(b) (5) or (6) of this section shall not be
treated as owned by such individual for
purposes of again applying such sub-
paragraphs in order to make another
the constructive owner of such inter-
est.

(3) Precedence of option attribution.
For purposes of this section, if an in-
terest may be considered as owned
under paragraph (b)(1) of this section
(relating to option attribution) and
under any other subparagraph of para-
graph (b) of this section, such interest
shall be considered as owned by such
person under paragraph (b)(1) of this
section.

(4) Examples. The provisions of this
paragraph may be illustrated by the
following examples:

Example (1). A, 30 years of age, has a 90 per-
cent interest in the capital and profits of
DEF Partnership. DEF owns all the out-
standing stock of corporation X and X owns
60 shares of the 100 outstanding shares of cor-
poration Y. Under paragraph (c)(1) of this
section, the 60 shares of Y constructively
owned by DEF by reason of paragraph (b)(4)
of this section are treated as actually owned

by DEF for purposes of applying paragraph
(b)(2) of this section. Therefore, A is consid-
ered as owning 54 shares of the Y stock (90
percent of 60 shares).

Example (2). Assume the same facts as in
example (1). Assume further that B, who is 20
years of age and the brother of A, directly
owns 40 shares of Y stock. Although the
stock of Y owned by B is considered as owned
by C (the father of A and B) under paragraph
(b)(6)(i) of this section, under paragraph
(c)(2) of this section such stock may not be
treated as owned by C for purposes of apply-
ing paragraph (b)(6)(ii) of this section in
order to make A the constructive owner of
such stock.

Example (3). Assume the same facts as in
example (2), and further assume that C has
an option to acquire the 40 shares of Y stock
owned by his son, B. The rule contained in
paragraph (c)(2) of this section does not pre-
vent the reattribution of such 40 shares to A
because, under paragraph (c)(3) of this sec-
tion, C is considered as owning the 40 shares
by reason of option attribution and not by
reason of family attribution. Therefore,
since A is in effective control of Y under
paragraph (b)(6)(ii) of this section, the 40
shares of Y stock constructively owned by C
are reattributed to A. A is considered as
owning a total of 94 shares of Y stock.

[T.D. 8179, 53 FR 6609, Mar. 2, 1988; 53 FR 8302,
Mar. 14, 1988, as amended by T.D. 8540, 59 FR
30102, June 10, 1994]

§ 1.414(c)–5 Effective date.
(a) General rule. Except as provided in

paragraph (b), (c), (e), or (f) of this sec-
tion, the provisions of § 1.414(b)–1 and
§§ 1.414(c)–1 through 1.414 (c)–4 shall
apply for plan years beginning after
September 2, 1974.

(b) Existing plans. In the case of a
plan in existence on January 1, 1974,
unless paragraph (c) of this section ap-
plies, the provisions of ‘‘§ 1.414 (b)–1 and
§§ 1.414(c)–1 through 1.414(c)–4 shall
apply for plan years beginning after
December 31, 1975. For definition of the
term ‘‘existing plan’’, see § 1.410(a)–2(c).

(c) Existing plans electing new provi-
sions. In the case of a plan in existence
on January 1, 1974, for which the plan
administrator makes an election under
§ 1.410 (a)–2(d), the provisions of
§ 1.414(b)–1 and §§ 1.414 (c)–1 through
1.414(c)–4 shall apply to the plan years
elected under § 1.410 (a)–2 (d).

(d) Application. For purposes of the
Employee Retirement Income Security
Act of 1974, the provisions of § 1.414(b)–
1 and §§ 1.414(c)–1 through 1.414(c)–4 do
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not apply for any period of time before
the plan years described in paragraph
(a), (b), or (c) of this section, whichever
is applicable.

(e) Special rule. Notwithstanding
paragraph (a), (b), or (c) of this section,
§ 1.414(c)–3 (f) is effective April 1, 1988.

(f) Transitional rule—(1) In general.
The amendments made by T.D. 8179
apply to the plan years or period de-
scribed in paragraphs (a), (b), or (c) of
this section, whichever is applicable.

(2) Exception. In the case of a plan
year or period beginning before March
2, 1988, if an organization—

(i) Is a member of a brother-sister
group of trades or businesses under
common control under § 11.414(c)–2(c),
as in effect before removal by T.D. 8179
(‘‘old group’’), for such plan year or pe-
riod, and

(ii) Is not such a member for such
plan year or period because of the
amendments made by such Treasury
decision,
such member (whether or not a cor-
poration) nevertheless will be treated
as a member of such old group for pur-
poses of section 414(c) for that plan
year or period to the extent provided in
§ 1.1563–1 (d)(2). Also, such member will
be treated as a member of an old group
for all purposes of the Code for such
plan year or period if all the organiza-
tions (whether or not corporations)
that are members of the old group
meet all the requirements of §1.1563–1
(d)(3) with respect to such plan year or
period.

[T.D. 8179, 53 FR 6611, Mar. 2, 1988]

§ 1.414(e)–1 Definition of church plan.
(a) General rule. For the purposes of

part I of subchapter D of chapter 1 of
the Code and the regulations there-
under, the term ‘‘church plan’’ means a
plan established and at all times main-
tained for its employees by a church or
by a convention or association of
churches (hereinafter included within
the term ‘‘church’’) which is exempt
from tax under section 501(a), provided
that such plan meets the requirements
of paragraphs (b) and (if applicable) (c)
of this section. If at any time during
its existence a plan is not a church
plan because of a failure to meet the
requirements set forth in this section,

it cannot thereafter become a church
plan.

(b) Unrelated businesses—(1) In gen-
eral. A plan is not a church plan unless
it is established and maintained pri-
marily for the benefit of employees (or
their beneficiaries) who are not em-
ployed in connection with one or more
unrelated trades or businesses (within
the meaning of section 513).

(2) Establishment or maintenance of a
plan primarily for persons not employed
in connection with one or more unrelated
trades or businesses. (i) (A) A plan, other
than a plan in existence on September
2, 1974, is established primarily for the
benefit of employees (or their bene-
ficiaries) who are not employed in con-
nection with one or more unrelated
trades or businesses if on the date the
plan is established the number of em-
ployees employed in connection with
the unrelated trades or businesses eli-
gible to participate in the plan is less
than 50 percent of the total number of
employees of the church eligible to
participate in the plan.

(B) A plan in existence on September
2, 1974, is to be considered established
as a plan primarily for the benefit of
employees (or their beneficiaries) who
are not employed in connection with
one or more unrelated trades or busi-
nesses if it meets the requirements of
both paragraphs (b)(2)(ii) (A) and (B) (if
applicable) in either of its first 2 plan
years ending after September 2, 1974.

(ii) For plan years ending after Sep-
tember 2, 1974, a plan will be considered
maintained primarily for the benefit of
employees of a church who are not em-
ployed in connection with one or more
unrelated trades or businesses if in 4
out of 5 of its most recently completed
plan years—

(A) Less than 50 percent of the per-
sons participating in the plan (at any
time during the plan year) consist of
and in the same year

(B) Less than 50 percent of the total
compensation paid by the employer
during the plan year (if benefits or con-
tributions are a function of compensa-
tion) to employees participating in the
plan is paid to,
employees employed in connection
with an unrelated trade or business.
The determination that the plan is not
a church plan will apply to the second
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