
Page 668 TITLE 26—INTERNAL REVENUE CODE [§ 278 

derived during such year from institutes and 
trade shows which are primarily for the edu-
cation of members). If for any taxable year such 
deductions exceed such income, the excess shall 
be treated as a deduction attributable to fur-
nishing services, insurance, goods, or other 
items of value to members paid or incurred in 
the succeeding taxable year. The deductions pro-
vided by sections 243, 244, and 245 (relating to 
dividends received by corporations) shall not be 
allowed to any organization to which this sec-
tion applies for the taxable year. 

(b) Exceptions 

Subsection (a) shall not apply to any organiza-
tion— 

(1) which for the taxable year is subject to 
taxation under subchapter H or L, 

(2) which has made an election before Octo-
ber 9, 1969, under section 456(c) or which is af-
filiated with such an organization, 

(3) which for each day of any taxable year is 
a national securities exchange subject to regu-
lation under the Securities Exchange Act of 
1934 or a contract market subject to regula-
tion under the Commodity Exchange Act, or 

(4) which is engaged primarily in the gather-
ing and distribution of news to its members 
for publication. 

(Added Pub. L. 91–172, title I, § 121(b)(3)(A), Dec. 
30, 1969, 83 Stat. 540; amended Pub. L. 94–568, 
§ 1(c), Oct. 20, 1976, 90 Stat. 2697; Pub. L. 99–514, 
title XVI, § 1604(a), Oct. 22, 1986, 100 Stat. 2769.) 

REFERENCES IN TEXT 

The Securities Exchange Act of 1934, referred to in 
subsec. (b)(3), is act June 6, 1934, ch. 404, 48 Stat. 881, as 
amended, which is classified principally to chapter 2B 
(§ 78a et seq.) of Title 15, Commerce and Trade. For 
complete classification of this Act to the Code, see sec-
tion 78a of Title 15 and Tables. 

The Commodity Exchange Act, referred to in subsec. 
(b)(3), is act Sept. 21, 1922, ch. 369, 42 Stat. 998, as 
amended, which is classified generally to chapter 1 (§ 1 
et seq.) of Title 7, Agriculture. For complete classifica-
tion of this Act to the Code, see section 1 of Title 7 and 
Tables. 

AMENDMENTS 

1986—Subsec. (b)(4). Pub. L. 99–514 added par. (4). 
1976—Subsec. (a). Pub. L. 94–568 provided that the de-

ductions provided by sections 243, 244, and 245 (relating 
to dividends received by corporations) shall not be al-
lowed to any organization to which this section applies 
for the taxable year. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Section 1604(b) of Pub. L. 99–514 provided that: ‘‘The 
amendment made by this section [amending this sec-
tion] shall apply to taxable years beginning after the 
date of the enactment of this Act [Oct. 22, 1986].’’ 

EFFECTIVE DATE OF 1976 AMENDMENT 

Amendment by Pub. L. 94–568 applicable to taxable 
years beginning after Oct. 20, 1976, see section 1(d) of 
Pub. L. 94–568, set out as a note under section 501 of 
this title. 

EFFECTIVE DATE 

Section applicable to taxable years beginning after 
Dec. 31, 1970, see section 121(g) of Pub. L. 91–172, set out 
as an Effective Date of 1969 Amendment note under sec-
tion 511 of this title. 

SECTION REFERRED TO IN OTHER SECTIONS 

This section is referred to in section 404 of this title. 

[§ 278. Repealed. Pub. L. 99–514, title VIII, 
§ 803(b)(6), Oct. 22, 1986, 100 Stat. 2356] 

Section, added Pub. L. 91–172, title II, § 216(a), Dec. 30, 
1969, 83 Stat. 573; amended Pub. L. 91–680, § 1(a), (b), (d), 
Jan. 12, 1971, 84 Stat. 2064; Pub. L. 94–455, title II, 
§ 207(b)(1), (2), Oct. 4, 1976, 90 Stat. 1538, related to cap-
ital expenditures incurred in planting and developing 
citrus and almond groves, and certain capital expendi-
tures of farming syndicates. 

EFFECTIVE DATE OF REPEAL 

If any interest costs incurred after Dec. 31, 1986, are 
attributable to costs incurred before Jan. 1, 1987, the 
repeal of this section is applicable to such interest 
costs only to the extent such interest costs are attrib-
utable to costs which were required to be capitalized 
under section 263 of the Internal Revenue Code of 1954 
and which would have been taken into account in ap-
plying section 189 of the Internal Revenue Code of 1954 
(as in effect before its repeal by section 803 of Pub. L. 
99–514) or, if applicable, section 266 of such Code, see 
section 7831(d)(2) of Pub. L. 101–239, set out as an Effec-
tive Date note under section 263A of this title. 

Repeal applicable to costs incurred after Dec. 31, 1986, 
in taxable years ending after such date, except as 
otherwise provided, see section 803(d) of Pub. L. 99–514, 
set out as an Effective Date note under section 263A of 
this title. 

§ 279. Interest on indebtedness incurred by cor-
poration to acquire stock or assets of an-
other corporation 

(a) General rule 

No deduction shall be allowed for any interest 
paid or incurred by a corporation during the tax-
able year with respect to its corporate acquisi-
tion indebtedness to the extent that such inter-
est exceeds— 

(1) $5,000,000, reduced by 
(2) the amount of interest paid or incurred 

by such corporation during such year on obli-
gations (A) issued after December 31, 1967, to 
provide consideration for an acquisition de-
scribed in paragraph (1) of subsection (b), but 
(B) which are not corporate acquisition in-
debtedness. 

(b) Corporate acquisition indebtedness 

For purposes of this section, the term ‘‘cor-
porate acquisition indebtedness’’ means any ob-
ligation evidenced by a bond, debenture, note, or 
certificate or other evidence of indebtedness is-
sued after October 9, 1969, by a corporation 
(hereinafter in this section referred to as ‘‘issu-
ing corporation’’) if— 

(1) such obligation is issued to provide con-
sideration for the acquisition of— 

(A) stock in another corporation (herein-
after in this section referred to as ‘‘acquired 
corporation’’), or 

(B) assets of another corporation (herein-
after in this section referred to as ‘‘acquired 
corporation’’) pursuant to a plan under 
which at least two-thirds (in value) of all the 
assets (excluding money) used in trades and 
businesses carried on by such corporation 
are acquired, 

(2) such obligation is either— 
(A) subordinated to the claims of trade 

creditors of the issuing corporation gener-
ally, or 

(B) expressly subordinated in right of pay-
ment to the payment of any substantial 
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amount of unsecured indebtedness, whether 
outstanding or subsequently issued, of the 
issuing corporation, 

(3) the bond or other evidence of indebted-
ness is either— 

(A) convertible directly or indirectly into 
stock of the issuing corporation, or 

(B) part of an investment unit or other ar-
rangement which includes, in addition to 
such bond or other evidence of indebtedness, 
an option to acquire, directly or indirectly, 
stock in the issuing corporation, and 

(4) as of a day determined under subsection 
(c)(1), either— 

(A) the ratio of debt to equity (as defined 
in subsection (c)(2)) of the issuing corpora-
tion exceeds 2 to 1, or 

(B) the projected earnings (as defined in 
subsection (c)(3)) do not exceed 3 times the 
annual interest to be paid or incurred (deter-
mined under subsection (c)(4)). 

(c) Rules for application of subsection (b)(4) 

For purposes of subsection (b)(4)— 

(1) Time of determination 

Determinations are to be made as of the last 
day of any taxable year of the issuing corpora-
tion in which it issues any obligation to pro-
vide consideration for an acquisition described 
in subsection (b)(1) of stock in, or assets of, 
the acquired corporation. 

(2) Ratio of debt to equity 

The term ‘‘ratio of debt to equity’’ means 
the ratio which the total indebtedness of the 
issuing corporation bears to the sum of its 
money and all its other assets (in an amount 
equal to their adjusted basis for determining 
gain) less such total indebtedness. 

(3) Projected earnings 

(A) The term ‘‘projected earnings’’ means 
the ‘‘average annual earnings’’ (as defined in 
subparagraph (B)) of— 

(i) the issuing corporation only, if clause 
(ii) does not apply, or 

(ii) both the issuing corporation and the 
acquired corporation, in any case where 
the issuing corporation has acquired con-
trol (as defined in section 368(c)), or has 
acquired substantially all of the prop-
erties, of the acquired corporation. 

(B) The average annual earnings referred 
to in subparagraph (A) is, for any corpora-
tion, the amount of its earnings and profits 
for any 3-year period ending with the last 
day of a taxable year of the issuing corpora-
tion described in paragraph (1), computed 
without reduction for— 

(i) interest paid or incurred, 
(ii) depreciation or amortization allowed 

under this chapter, 
(iii) liability for tax under this chapter, 

and 
(iv) distributions to which section 

301(c)(1) applies (other than such distribu-
tions from the acquired to the issuing cor-
poration), 

and reduced to an annual average for such 3- 
year period pursuant to regulations pre-

scribed by the Secretary. Such regulations 
shall include rules for cases where any cor-
poration was not in existence for all of such 
3-year period or such period includes only a 
portion of a taxable year of any corporation. 

(4) Annual interest to be paid or incurred 

The term ‘‘annual interest to be paid or in-
curred’’ means— 

(A) if subparagraph (B) does not apply, the 
annual interest to be paid or incurred by the 
issuing corporation only, determined by ref-
erence to its total indebtedness outstanding, 
or 

(B) if projected earnings are determined 
under clause (ii) of paragraph (3)(A), the an-
nual interest to be paid or incurred by both 
the issuing corporation and the acquired 
corporation, determined by reference to 
their combined total indebtedness outstand-
ing. 

(5) Special rules for banks and lending or fi-
nance companies 

With respect to any corporation which is a 
bank (as defined in section 581) or is primarily 
engaged in a lending or finance business— 

(A) in determining under paragraph (2) the 
ratio of debt to equity of such corporation 
(or of the affiliated group of which such cor-
poration is a member), the total indebted-
ness of such corporation (and the assets of 
such corporation) shall be reduced by an 
amount equal to the total indebtedness owed 
to such corporation which arises out of the 
banking business of such corporation, or out 
of the lending or finance business of such 
corporation, as the case may be; 

(B) in determining under paragraph (4) the 
annual interest to be paid or incurred by 
such corporation (or by the issuing and ac-
quired corporations referred to in paragraph 
(4)(B) or by the affiliated group of which 
such corporation is a member) the amount 
of such interest (determined without regard 
to this paragraph) shall be reduced by an 
amount which bears the same ratio to the 
amount of such interest as the amount of 
the reduction for the taxable year under sub-
paragraph (A) bears to the total indebted-
ness of such corporation; and 

(C) in determining under paragraph (3)(B) 
the average annual earnings, the amount of 
the earnings and profits for the 3-year period 
shall be reduced by the sum of the reduc-
tions under subparagraph (B) for such pe-
riod. 

For purposes of this paragraph, the term 
‘‘lending or finance business’’ means a busi-
ness of making loans or purchasing or dis-
counting accounts receivable, notes, or in-
stallment obligations. 

(d) Taxable years to which applicable 

In applying this section— 

(1) First year of disallowance 

The deduction of interest on any obligation 
shall not be disallowed under subsection (a) 
before the first taxable year of the issuing cor-
poration as of the last day of which the appli-
cation of either subparagraph (A) or subpara-
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graph (B) of subsection (b)(4) results in such 
obligation being corporate acquisition indebt-
edness. 

(2) General rule for succeeding years 

Except as provided in paragraphs (3), (4), and 
(5), if an obligation is determined to be cor-
porate acquisition indebtedness as of the last 
day of any taxable year of the issuing corpora-
tion, it shall be corporate acquisition indebt-
edness for such taxable year and all subse-
quent taxable years. 

(3) Redetermination where control, etc., is ac-
quired 

If an obligation is determined to be cor-
porate acquisition indebtedness as of the close 
of a taxable year of the issuing corporation in 
which clause (i) of subsection (c)(3)(A) applied, 
but would not be corporate acquisition indebt-
edness if the determination were made as of 
the close of the first taxable year of such cor-
poration thereafter in which clause (ii) of sub-
section (c)(3)(A) could apply, such obligation 
shall be considered not to be corporate acqui-
sition indebtedness for such later taxable year 
and all taxable years thereafter. 

(4) Special 3-year rule 

If an obligation which has been determined 
to be corporate acquisition indebtedness for 
any taxable year would not be such indebted-
ness for each of any 3 consecutive taxable 
years thereafter if subsection (b)(4) were ap-
plied as of the close of each of such 3 years, 
then such obligation shall not be corporate ac-
quisition indebtedness for all taxable years 
after such 3 consecutive taxable years. 

(5) 5 percent stock rule 

In the case of obligations issued to provide 
consideration for the acquisition of stock in 
another corporation, such obligations shall be 
corporate acquisition indebtedness for a tax-
able year only if at some time after October 9, 
1969, and before the close of such year the issu-
ing corporation owns 5 percent or more of the 
total combined voting power of all classes of 
stock entitled to vote of such other corpora-
tion. 

(e) Certain nontaxable transactions 

An acquisition of stock of a corporation of 
which the issuing corporation is in control (as 
defined in section 368(c)) in a transaction in 
which gain or loss is not recognized shall be 
deemed an acquisition described in paragraph (1) 
of subsection (b) only if immediately before such 
transaction (1) the acquired corporation was in 
existence, and (2) the issuing corporation was 
not in control (as defined in section 368(c)) of 
such corporation. 

(f) Exemption for certain acquisitions of foreign 
corporations 

For purposes of this section, the term ‘‘cor-
porate acquisition indebtedness’’ does not in-
clude any indebtedness issued to any person to 
provide consideration for the acquisition of 
stock in, or assets of, any foreign corporation 
substantially all of the income of which, for the 
3-year period ending with the date of such acqui-
sition or for such part of such period as the for-

eign corporation was in existence, is from 
sources without the United States. 

(g) Affiliated groups 

In any case in which the issuing corporation is 
a member of an affiliated group, the application 
of this section shall be determined, pursuant to 
regulations prescribed by the Secretary, by 
treating all of the members of the affiliated 
group in the aggregate as the issuing corpora-
tion, except that the ratio of debt to equity of, 
projected earnings of, and annual interest to be 
paid or incurred by any corporation (other than 
the issuing corporation determined without re-
gard to this subsection) shall be included in the 
determinations required under subparagraphs 
(A) and (B) of subsection (b)(4) as of any day 
only if such corporation is a member of the af-
filiated group on such day, and, in determining 
projected earnings of such corporation under 
subsection (c)(3), there shall be taken into ac-
count only the earnings and profits of such cor-
poration for the period during which it was a 
member of the affiliated group. For purposes of 
the preceding sentence, the term ‘‘affiliated 
group’’ has the meaning assigned to such term 
by section 1504(a), except that all corporations 
other than the acquired corporation shall be 
treated as includible corporations (without any 
exclusion under section 1504(b)) and the acquired 
corporation shall not be treated as an includible 
corporation. 

(h) Changes in obligation 

For purposes of this section— 
(1) Any extension, renewal, or refinancing of 

an obligation evidencing a preexisting indebt-
edness shall not be deemed to be the issuance 
of a new obligation. 

(2) Any obligation which is corporate acqui-
sition indebtedness of the issuing corporation 
is also corporate acquisition indebtedness of 
any corporation which becomes liable for such 
obligation as guarantor, endorser, or indemni-
tor or which assumes liability for such obliga-
tion in any transaction. 

(i) Certain obligations issued after October 9, 
1969 

For purposes of this section, an obligation 
shall not be corporate acquisition indebtedness 
if issued after October 9, 1969, to provide consid-
eration for the acquisition of— 

(1) stock or assets pursuant to a binding 
written contract which was in effect on Octo-
ber 9, 1969, and at all times thereafter before 
such acquisition, or 

(2) stock in any corporation where the issu-
ing corporation, on October 9, 1969, and at all 
times thereafter before such acquisition, 
owned at least 50 percent of the total com-
bined voting power of all classes of stock enti-
tled to vote of the acquired corporation. 

(j) Effect on other provisions 

No inference shall be drawn from any provi-
sion in this section that any instrument des-
ignated as a bond, debenture, note, or certificate 
or other evidence of indebtedness by its issuer 
represents an obligation or indebtedness of such 
issuer in applying any other provision of this 
title. 
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(Added Pub. L. 91–172, title IV, § 411(a), Dec. 30, 
1969, 83 Stat. 604; amended Pub. L. 94–455, title 
XIX, § 1906(b)(13)(A), Oct. 4, 1976, 90 Stat. 1834; 
Pub. L. 94–514, § 1(a), Oct. 15, 1976, 90 Stat. 2443.) 

AMENDMENTS 

1976—Subsecs. (c)(3)(B), (g). Pub. L. 94–455 struck out 
‘‘or his delegate’’ after ‘‘Secretary’’. 

Subsec. (i). Pub. L. 94–514 struck out provisions that 
par. (2) would cease to apply when (at any time on or 
after October 9, 1969) the issuing corporation has ac-
quired control (as defined in section 368(c)) of the ac-
quired corporation. 

EFFECTIVE DATE OF 1976 AMENDMENT 

Section 1(b) of Pub. L. 94–514 provided that: ‘‘The 
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years ending after October 
9, 1969. If refund or credit of any overpayment of in-
come tax resulting from the amendment made by sub-
section (a) [amending this section] is prevented on the 
date of the enactment of this Act [Oct. 15, 1976], or at 
any time within one year after such date, by the oper-
ation of any law or rule of law, refund or credit of such 
overpayment may, nevertheless, be made or allowed if 
claim therefor is filed within one year from such date.’’ 

EFFECTIVE DATE 

Section 411(c) of Pub. L. 91–172 provided that: ‘‘The 
amendments made by this section [enacting this sec-
tion] shall apply to the determination of the allow-
ability of the deduction of interest paid or incurred 
with respect to indebtedness incurred after October 9, 
1969.’’ 

[§ 280. Repealed. Pub. L. 99–514, title VIII, 
§ 803(b)(2)(A), Oct. 22, 1986, 100 Stat. 2355] 

Section, added Pub. L. 94–455, title II, § 210(a), Oct. 4, 
1976, 90 Stat. 1544; amended Pub. L. 95–600, title VII, 
§ 701(m)(2), Nov. 6, 1978, 92 Stat. 2907; Pub. L. 97–354, 
§ 5(a)(25), Oct. 19, 1982, 96 Stat. 1694, related to certain 
expenditures incurred in the production of films, books, 
records, or similar property. 

EFFECTIVE DATE OF REPEAL 

If any interest costs incurred after Dec. 31, 1986, are 
attributable to costs incurred before Jan. 1, 1987, the 
repeal of this section is applicable to such interest 
costs only to the extent such interest costs are attrib-
utable to costs which were required to be capitalized 
under section 263 of the Internal Revenue Code of 1954 
and which would have been taken into account in ap-
plying section 189 of the Internal Revenue Code of 1954 
(as in effect before its repeal by section 803 of Pub. L. 
99–514) or, if applicable, section 266 of such Code, see 
section 7831(d)(2) of Pub. L. 101–239, set out as an Effec-
tive Date note under section 263A of this title. 

Repeal applicable to costs incurred after Dec. 31, 1986, 
in taxable years ending after such date, except as 
otherwise provided, see section 803(d) of Pub. L. 99–514, 
set out as an Effective Date note under section 263A of 
this title. 

§ 280A. Disallowance of certain expenses in con-
nection with business use of home, rental of 
vacation homes, etc. 

(a) General rule 

Except as otherwise provided in this section, 
in the case of a taxpayer who is an individual or 
an S corporation, no deduction otherwise allow-
able under this chapter shall be allowed with re-
spect to the use of a dwelling unit which is used 
by the taxpayer during the taxable year as a res-
idence. 

(b) Exception for interest, taxes, casualty losses, 
etc. 

Subsection (a) shall not apply to any deduc-
tion allowable to the taxpayer without regard to 
its connection with his trade or business (or 
with his income-producing activity). 

(c) Exceptions for certain business or rental use; 
limitation on deductions for such use 

(1) Certain business use 

Subsection (a) shall not apply to any item to 
the extent such item is allocable to a portion 
of the dwelling unit which is exclusively used 
on a regular basis— 

(A) as the principal place of business for 
any trade or business of the taxpayer, 

(B) as a place of business which is used by 
patients, clients, or customers in meeting or 
dealing with the taxpayer in the normal 
course of his trade or business, or 

(C) in the case of a separate structure 
which is not attached to the dwelling unit, 
in connection with the taxpayer’s trade or 
business. 

In the case of an employee, the preceding sen-
tence shall apply only if the exclusive use re-
ferred to in the preceding sentence is for the 
convenience of his employer. For purposes of 
subparagraph (A), the term ‘‘principal place of 
business’’ includes a place of business which is 
used by the taxpayer for the administrative or 
management activities of any trade or busi-
ness of the taxpayer if there is no other fixed 
location of such trade or business where the 
taxpayer conducts substantial administrative 
or management activities of such trade or 
business. 

(2) Certain storage use 

Subsection (a) shall not apply to any item to 
the extent such item is allocable to space 
within the dwelling unit which is used on a 
regular basis as a storage unit for the inven-
tory or product samples of the taxpayer held 
for use in the taxpayer’s trade or business of 
selling products at retail or wholesale, but 
only if the dwelling unit is the sole fixed loca-
tion of such trade or business. 

(3) Rental use 

Subsection (a) shall not apply to any item 
which is attributable to the rental of the 
dwelling unit or portion thereof (determined 
after the application of subsection (e)). 

(4) Use in providing day care services 

(A) In general 

Subsection (a) shall not apply to any item 
to the extent that such item is allocable to 
the use of any portion of the dwelling unit 
on a regular basis in the taxpayer’s trade or 
business of providing day care for children, 
for individuals who have attained age 65, or 
for individuals who are physically or men-
tally incapable of caring for themselves. 

(B) Licensing, etc., requirement 

Subparagraph (A) shall apply to items ac-
cruing for a period only if the owner or oper-
ator of the trade or business referred to in 
subparagraph (A)— 
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