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a distribution described in section
243(c)(1)) distributed by one member to
another member shall be eliminated,
and

(2) In determining the earnings and
profits of any member of an affiliated
group, there shall be eliminated any
amount of interest income received or
accrued, and of interest expense paid or
incurred, which is attributable to
intercompany indebtedness,

(3) No gain or loss shall be recognized
in any transaction between members of
the affiliated group, and

(4) Members of an affiliated group
who file a consolidated return shall not
apply the provisions of §1.1502-18 deal-
ing with inventory adjustments in de-
termining earnings and profits for pur-
poses of this section.

(e) Aggregate interest to be paid or in-
curred. For purposes of section 279(c)(4),
in determining the aggregate annual
interest to be paid or incurred by an af-
filiated group of corporations, the an-
nual interest to be paid or incurred by
each member of such affiliated group
shall be separately calculated under
paragraph (e) of §1.279-5, and such sepa-
rately calculated amounts shall be
added together, except that any
amount of annual interest to be paid or
incurred on any intercompany indebt-
edness shall be eliminated from such
aggregate interest.

[T.D. 7262, 38 FR 5850, Mar. 5, 1973, as amend-
ed by T.D. 8560, 59 FR 41675, Aug. 15, 1994;
T.D. 8597, 60 FR 36679, July 18, 1995]

§1.279-7 Effect on other provisions.

Under section 279(j), no inference is
to be drawn from any provision in sec-
tion 279 and the regulations thereunder
that any instrument designated as a
bond, debenture, note, or certificate or
other evidence of indebtedness by its
issuer represents an obligation or in-
debtedness of such issuer in applying
any other provision of this title. Thus,
for example, an instrument, the inter-
est on which is not subject to disallow-
ance under section 279 could, under sec-
tion 385 and the regulations there-
under, be found to constitute a stock
interest, so that any amounts paid or
payable thereon would not be deduct-
ible.

[T.D. 7262, 38 FR 5851, Mar. 5, 1973]

§1.280C-1

§1.280B-1 Demolition of structures.

(a) In general. Section 280B provides
that, in the case of the demolition of
any structure, no deduction otherwise
allowable under chapter 1 of subtitle A
shall be allowed to the owner or lessee
of such structure for any amount ex-
pended for the demolition or any loss
sustained on account of the demolition,
and that the expenditure or loss shall
be treated as properly chargeable to
the capital account with respect to the
land on which the demolished structure
was located.

(b) Definition of structure. For pur-
poses of section 280B, the term structure
means a building, as defined in §1.48-
1(e)(1), including the structural compo-
nents of that building, as defined in
§1.48-1(e)(2).

(c) Effective date. This section is ef-
fective for demolitions commencing on
or after December 30, 1997.

[T.D. 8745, 62 FR 67726, Dec. 30, 1997]

§1.280C-1 Disallowance of certain de-
ductions for wage or salary ex-
penses.

If an employer elects to claim the
targeted jobs credit under section 44B
(as amended by the Revenue Act of
1978), or elects to claim the new jobs
credit under section 44B (as in effect
prior to enactment of the Revenue Act
of 1978), the employer must reduce its
deduction for wage or salary expenses
paid or incurred in the year the credit
is earned by the amount allowable as
credit (determined without regard to
the provisions of section 53). In the
case in which wages and salaries are
capitalized the amount subject to de-
preciation must be reduced by an
amount equal to the amount of the
credit (determined without regard to
the provisions of section 53) in deter-
mining the depreciation deduction. In
the case of an employer who uses the
full absorption method of inventory
costing under §1.471-11, the portion of
the basis of the inventory attributable
to the wage or salary expenses giving
rise to the credit and paid or incurred
in the year the credit is earned must be
reduced by the amount of the credit al-
lowable (determined without regard to
the provisions of section 53). If the em-
ployer is an organization that is under
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§1.280C-3

common control (as described in §1.52—
1), it must reduce its deduction for
wage or salary expenses by the amount
of the credit apportioned to it under
§1.52-1 (a) or (b). The deduction for
wage and salary expenses must be re-
duced in the year the credit is earned,
even if the employer is unable to use
the credit in that year because of the
limitations imposed by section 53.

(Secs. 44B, 381, and 7805 of the Internal Rev-
enue Code of 1954, 92 Stat. 2834 (28 U.S.C.
44B); 91 Stat. 148 (26 U.S.C. 381(c)(26)); 68A
Stat. 917 (28 U.S.C. 7805))

[T.D. 7921, 48 FR 52908, Nov. 23, 1983]

§1.280C-3 Disallowance of certain de-
ductions for qualified clinical test-
ing expenses when section 28 credit
is allowable.

(a) In general. If a taxpayer is enti-
tled to a credit under section 28 for
qualified clinical testing expenses (as
defined in section 28(b)), it must reduce
the amount of any deduction for quali-
fied clinical testing expenses paid or
incurred in the year the credit is
earned by the amount allowable as
credit for such expenses (determined
without regard to section 28(d)(2)).

(b) Capitalization of qualified clinical
testing expenses. In a case in which
qualified clinical testing expenses are
capitalized, the amount chargeable to
the capital account for a taxable year
must be reduced by the excess of the
amount of the credit allowable for the
taxable year under section 28 (deter-
mined without regard to section
28(d)(2)) over the amount allowable as a
deduction for qualified clinical testing
expenses (determined without regard to
paragraph (a) of this section) for the
taxable year. See section 174 and the
regulations thereunder.

(c) Controlled group of corporations; or-
ganizations under common control. In the
case of a taxpayer described in para-
graph (d)(5) of §1.28-1 of this chapter
(relating to controlled groups of cor-
porations and organizations under
common control), paragraphs (a) and
(b) of this section shall be applied in
accordance with the rules prescribed
for aggregation of expenditures under
that paragraph.

(d) Example. The following example
illustrates the application of para-
graphs (a) and (b) of this section:

26 CFR Ch. | (4-1-02 Edition)

Example. A incurs $1,000 in clinical testing
expenses for which a $500 credit is allowable
under section 28. A also elects under section
174 of the Code to amortize these expenses
over a b-year period beginning in the year
the credit is claimed. Under paragraph (a),
the current year amortization deduction of
$200 ($1,000+5) is disallowed. Moreover, the
amount which would otherwise be capital-
ized, $800, is reduced by the excess of the
amount of the section 28 credit claimed for
the taxable year over the amount of the al-
lowable section 174 amortization deduction
for the taxable year, or $300 ($500-$200). Thus,
the amount chargeable to the capital ac-
count for the taxable year is $500 ($800-$300).
A is entitled to amortize $500 over the re-
maining amortization period resulting in a
deduction of $125 for each of the remaining
four years.

[T.D. 8232, 53 FR 38715, Oct. 3, 1988]

§1.280C—4 Credit for
search activities.

increasing re-

(a) In general. The election under sec-
tion 280C(c)(3) to have the provisions of
section 280C(c) (1) and (2) not apply
shall be made by claiming the reduced
credit under section 41(a) determined
by the method provided in section
280C(c)(3)(B) on an original return for
the taxable year, filed at any time on
or before the due date (including exten-
sions) for filing the income tax return
for such year. An election, once made
for any taxable year, shall be irrev-
ocable for that taxable year.

(b) Transition rule—(1) In general. In
the case of a taxable year beginning
after December 31, 1988, for which the
due date (including extensions) for fil-
ing the return is on or before March 4,
1990, the election under section
280C(c)(3) shall be made by claiming
the reduced credit under section 41(a)
determined by the method provided in
section 280C(c)(3)(B) on an original or
amended return for such taxable year
filed on or before March 3, 1990.

(2) Taxpayers who made an election
under former section 41(h). If a tax-
payer—

(i) Prior to December 19, 1989, made
an election for a taxable year described
in paragraph (b)(1) of this section under
section 41(h) (as it existed before it was
repealed by section 7814(e) of the Rev-
enue Reconciliation Act of 1989) by not
claiming any credit allowable under
section 41(a), and
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