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grove (or part thereof) which is re-
planted by a taxpayer after having
been lost or damaged (while in the
hands of such taxpayer) by reason of
freeze, disease, drought, pests, or cas-
ualty.

(2)(i) Paragraph (a) of this section
shall not apply to amounts allowable
as deductions (without regard to sec-
tion 278 or this section), and attrib-
utable to a citrus grove (or part there-
of) which was planted or replanted
prior to December 30, 1969, or to an al-
mond grove (or part thereof) which was
planted or replanted prior to December
30, 1970.

(ii) The provisions of this subpara-
graph may be illustrated by the fol-
lowing examples:

Example 1. T, a fiscal year taxpayer with a
taxable year of July 1, 1969, through v June
30, 1970, plants a citrus grove on August 1,
1969. Since the grove was planted prior to De-
cember 30, 1969, no expenses incurred with re-
spect to the grove shall be subject to the pro-
visions of paragraph (a).

Example 2. Assume the same facts as in Ex-
ample 1, except that T plants the grove on
March 1, 1970. Since the grove was planted
after December 30, 1969, all amounts allow-
able as deductions (without regard to section
278 or this section) and attributable to the
grove shall be subject to the provisions of
paragraph (a). However, since paragraph (a)
applies only to taxable years beginning after
December 31, 1969, T must capitalize only
those amounts incurred during his taxable
years ending in 1971, 1972, and 1973.

[T.D. 7098, 36 FR 5214, Mar. 18, 1971, as amend-
ed by T.D. 7136, 36 FR 14731, Aug. 11, 1971]

§1.279-1 General rule; purpose.

An obligation issued to provide a
consideration directly or indirectly for
a corporate acquisition, although con-
stituting a debt under section 385, may
have characteristics which make it
more appropriate that the participa-
tion in the corporation which the obli-
gation represents be treated for pur-
poses of the deduction of interest as if
it were a stockholder interest rather
than a creditors interest. To deal with
such cases, section 279 imposes certain
limitations on the deductibility of in-
terest paid or incurred on obligations
which have certain equity characteris-
tics and are classified as corporate ac-
quisition indebtedness. Generally, sec-
tion 279 provides that no deduction will

§1.279-2

be allowed for any interest paid or in-
curred by a corporation during the tax-
able year with respect to its corporate
acquisition indebtedness to the extent
such interest exceeds $6 million. How-
ever, the $5 million limitation is re-
duced by the amount of interest paid or
incurred on obligations issued under
the circumstances described in section
279(a)(2) but which are not corporate
acquisition indebtedness. Section 279(b)
provides that an obligation will be cor-
porate acquisition indebtedness if it
was issued under certain circumstances
and meets the four tests enumerated
therein. Although an obligation may
satisfy the conditions referred to in the
preceding sentence, it may still escape
classification as corporate acquisition
indebtedness if the conditions as de-
scribed in sections 279(d) (3), (4), and
(5), 279(f), or 279(i) are present. How-
ever, no inference should be drawn
from the rules of section 279 as to
whether a particular instrument la-
beled a bond, debenture, note, or other
evidence of indebtedness is in fact a
debt. Before the determination as to
whether the deduction for payments
pursuant to an obligation as described
in this section is to be disallowed, the
obligation must first qualify as debt in
accordance with section 385. If the obli-
gation is not debt under section 385, it
will be unnecessary to apply section 279
to any payments pursuant to such obli-
gation.

[T.D. 7262, 38 FR 5844, Mar. 5, 1973]

§1.279-2 Amount of disallowance of in-
terest on corporate acquisition in-
debtedness.

(a) In general. Under section 279(a), no
deduction is allowed for any interest
paid or incurred by a corporation dur-
ing the taxable year with respect to its
corporate acquisition indebtedness to
the extent that such interest exceeds:

(1) $5 million, reduced by

(2) The amount of interest paid or in-
curred by such corporation during such
year on any obligation issued after De-
cember 31, 1967, to provide consider-
ation directly or indirectly for an ac-
quisition described in section 279(b)(1)
but which is not corporate acquisition
indebtedness. Such an obligation is not
corporate acquisition indebtedness if
it:
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