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for admission to a fundraising affair held on
behalf of political candidate B. The funds
raised by this affair can be used by B for the
purpose of furthering his candidacy. These
expenditures are not deductible by A not-
withstanding that B donates the proceeds of
the affair to a charitable organization.

Example 4. A, an individual taxpayer who
publishes a newspaper, is a candidate for
elective public office. X Corporation adver-
tises its products in A’s newspaper, paying
substantially more than the normal rate for
such advertising. X Corporation may not de-
duct any portion of the cost of that adver-
tising.

(4) Admission to dinners, programs, in-
augural events. For purposes of this sec-
tion, the cost of admission to a dinner,
program, or inaugural event includes
all charges, whether direct or indirect,
for attendance and participation at
such function. Thus, for example,
amounts spent to be eligible for door
prizes, for the privilege of sitting at
the head table, or for transportation
furnished as part of such an event, or
any separate charges for food or drink,
are amounts paid for admission.

[T.D. 6996, 34 FR 833, Jan. 18, 1969, as amend-
ed by T.D. 7010, 34 FR 7145, May 1, 1969]

§1.278-1 Capital expenditures in-
curred in planting and developing
citrus and almond groves.

(a) General rule. (1)(i) Except as pro-
vided in subparagraph (2)(iii) of this
paragraph and paragraph (b) of this
section, there shall be charged to cap-
ital account any amount (allowable as
a deduction without regard to section
278 or this section) which is attrib-
utable to the planting, cultivation,
maintenance, or development of any
citrus or almond grove (or part there-
of), and which is incurred before the
close of the fourth taxable year begin-
ning with the taxable year in which the
trees were planted. For purposes of sec-
tion 278 and this section, such an
amount shall be considered as ‘‘in-
curred” in accordance with the tax-
payer’s regular tax accounting method
used in reporting income and expenses
connected with the citrus or almond
grove operation. For purposes of this
paragraph, the portion of a citrus or al-
mond grove planted in 1 taxable year
shall be treated separately from the
portion of such grove planted in an-
other taxable year. The provisions of

26 CFR Ch. | (4-1-04 Edition)

section 278 and this section apply to
taxable years beginning after Decem-
ber 31, 1969, in the case of a citrus
grove, and to taxable years beginning
after January 12, 1971, in the case of an
almond grove.

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

Example 1. T, a fiscal year taxpayer plants
a citrus grove 5 weeks before the close of his
taxable year ending in 1971. T is required to
capitalize any amount (allowable as a deduc-
tion without regard to section 278 or this
section) attributable to the planting, cul-
tivation, maintenance, or development of
such grove until the close of his taxable year
ending in 1974.

Example 2. Assume the same facts as in Ex-
ample 1, except that T plants one portion of
such grove 5 weeks before the close of his
taxable year ending in 1971 and another por-
tion of such grove at the beginning of his
taxable year ending in 1972. The required
capitalization period for expenses attrib-
utable to the first portion of such grove shall
run until the close of T's taxable year ending
in 1974. The required capitalization period for
expenses attributable to the second portion
of such grove shall run until the close of T’s
taxable year ending in 1975.

(2)(i) For purposes of section 278 and
this section a citrus grove is defined as
one or more trees of the rue family,
often thorny and bearing large fruit
with hard, usually thick peel and pulpy
flesh, such as the orange, grapefruit,
lemon, lime, citron, tangelo, and tan-
gerine.

(ii) For purposes of section 278 and
this section, an almond grove is defined
as one or more trees of the species
Prunus amygdalus.

(iii) An amount attributable to the
cultivation, maintenance, or develop-
ment of a citrus or almond grove (or
part thereof) shall include, but shall
not be limited to, the following devel-
opmental or cultural practices expendi-
tures: Irrigation, cultivation, pruning,
fertilizing, management fees, frost pro-
tection, spraying, and upkeep of the
citrus or almond grove. The provisions
of section 278(a) and this paragraph
shall apply to expenditures for fer-
tilizer and related materials notwith-
standing the provisions of section 180,
but shall not apply to expenditures at-
tributable to real estate taxes or inter-
est, to soil and water conservation ex-
penditures allowable as a deduction
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under section 175, or to expenditures
for clearing land allowable as a deduc-
tion under section 182. Further, the
provisions of section 278(a) and this
paragraph apply only to expenditures
allowable as deductions without regard
to section 278 and have no application
to expenditures otherwise chargeable
to capital account, such as the cost of
the land and preparatory expenditures
incurred in connection with the citrus
or almond grove.

(iv) For purposes of section 278 and
this section, a citrus or almond tree
shall be considered to be ‘““planted’ on
the date on which the tree is placed in
the permanent grove from which pro-
duction is expected.

(3)(i) The period during which ex-
penditures described in section 278(a)
and this paragraph are required to be
capitalized shall, once determined, be
unaffected by a sale or other disposi-
tion of the citrus or almond grove.
Such period shall, in all cases, be com-
puted by reference to the taxable years
of the owner of the grove at the time
that the citrus or almond trees were
planted. Therefore, if a citrus or al-
mond grove subject to the provisions of
section 278 or this paragraph is sold or
otherwise transferred by the original
owner of the grove before the close of
his fourth taxable year beginning with
the taxable year in which the trees
were planted, expenditures described in
section 278(a) or this paragraph made
by the purchaser or other transferee of
the citrus or almond grove from the
date of his acquisition until the close
of the original holder’s fourth such tax-
able year are required to be capital-
ized.

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

Example. T, a fiscal year taxpayer, plants a
citrus grove at the beginning of his taxable
year ending in 1971. At the beginning of his
taxable year ending in 1972, T sells the grove
to X. The required period during which ex-
penditures described in section 278 (a) are re-
quired to be capitalized runs from the date
on which T planted the grove until the end of
T’s taxable year ending in 1974. Therefore, X
must capitalize any such expenditures in-
curred by him from the time he purchased
the grove from T until the end of T’s taxable
year ending in 1974.

§1.279-1

(b) Exceptions. (1) Paragraph (a) of
this section shall not apply to amounts
allowable as deductions (without re-
gard to section 278 or this section) and
attributable to a citrus or almond
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.

(iif) 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
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