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SUMMARY:  This document contains
final regulations relating to deductions
available upon demolition of a building.
These final regulations reflect changes to
the law made by the Tax Reform Act of
1984 and affect owners and lessees of real
property who demolish buildings.  

DATES:  The regulations are effective
December 30, 1997.

FOR FURTHER INFORMATION CON-
TACT:  Bernard P. Harvey, (202) 622-
3110 (not a toll-free number).  For dates
of applicability of these regulations, see §
1.280B–1(c).

SUPPLEMENTARY INFORMATION:  

Background

This document contains final regula-
tions under section 280B of the Internal
Revenue Code.  Section 280B was added
by the Tax Reform Act of 1976, Public
Law 94–455, 2124(b), 90 Stat. 1520,
1918 (Oct. 4, 1976), and significant
amendments were made to the provision
by the Economic Recovery Tax Act of
1981, Public Law 97–34, 212(d)(2)(C)
and (e)(2), 95 Stat. 172, 239 (Aug. 13,
1981) (1981 Act) and the Tax Reform Act
of 1984, Public Law 98–369, 1063, 98
Stat. 494, 1047 (July 18, 1984) (1984
Act).  Transition rules were provided in
the Tax Reform Act of 1986, Public Law
99–514, 1878(h), 100 Stat. 2085, 2904
(Oct. 22, 1986) (1986 Act).  As originally
enacted, section 280B required any costs
or losses incurred on account of the demo-
lition of any certified historic structure (a
building or structure meeting certain re-
quirements) to be capitalized into the land
upon which the demolished structure was
located.  The 1981 Act modified the defin-
ition of certified historic structure for pur-
poses of section 280B from a building or
structure meeting certain requirements to a
building (or its structural components)
meeting certain requirements.  The 1984
Act substituted “any structure” for “certi-
fied historic structure.” 

A notice of proposed rulemaking was
published in the Federal Register (61 F.R.
31473 [PS–39–93, 1996–2 C.B. 489]) on
June 20, 1996.  The one written comment
received supports the position announced
in the notice of proposed rulemaking.  

These final regulations define what
“structure” means for purposes of section
280B.

Explanation of Provisions

These final regulations define the term
“structure” for purposes of section 280B
as a building and its structural compo-
nents as those terms are defined in §1.48–
1(e) of the Income Tax Regulations.
Thus, under section 280B, a structure will
include only a building and its structural
components and not other inherently per-
manent structures such as oil and gas stor-
age tanks, blast furnaces, and coke ovens. 

The final regulations rely on the leg-
islative history underlying the 1984 and
1986 Acts, which refer repeatedly to
buildings rather than to structures gener-
ally.  In addition, the legislative history of
the 1984 Act discusses the difficulty of
applying the intent test of §1.165–3 of the
regulations, which applies to the demoli-
tion of buildings, and indicates that the
newly added language is meant to elimi-
nate this difficulty.  

Special Analyses

It has been determined that this Trea-
sury decision is not a significant regula-
tory action as defined in EO 12866.
Therefore, a regulatory assessment is not
required.  It also has been determined that
section 553(b) of the Administrative Pro-
cedure Act (5 U.S.C. chapter 5) does not
apply to these regulations and, because
these regulations do not impose on small
entities a collection of information re-
quirement, the Regulatory Flexibility Act
(5 U.S.C. chapter 6) does not apply.
Therefore, a Regulatory Flexibility
Analysis is not required.  Pursuant to sec-
tion 7805(f) of the Internal Revenue
Code, the notice of proposed rulemaking
preceding these regulations was submit-
ted to the Chief Counsel for Advocacy of
the Small Business Administration for
comment on its impact on small business.

Drafting Information

The principal author of these regula-
tions is Bernard P. Harvey, Office of As-
sistant Chief Counsel (Passthroughs and
Special Industries).  However, other per-
sonnel from the IRS and Treasury Depart-
ment participated in their development.

*  *  *  *  *
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Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amended
as follows:

PART 1—INCOME TAXES

Paragraph 1.  The authority citation for
part 1 continues to read in part as follows:

Authority:   26 U.S.C. 7805 * * *
Par. 2. Section 1.280B–1 is added to

read as follows:

§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 allow-
able under chapter 1 of subtitle A shall be
allowed to the owner or lessee of such
structure for any amount expended for the
demolition or any loss sustained on ac-
count of the demolition, and that the ex-
penditure or loss shall be treated as prop-
erly chargeable to the capital account with
respect to the land on which the demol-
ished 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 effec-
tive for demolitions commencing on or
after December 30, 1997.

Michael P. Dolan,
Deputy Commissioner of 

Internal Revenue.

Donald C. Lubick,
Acting Assistant Secretary of 

the Treasury.

(Filed by the Office of the Federal Register on
December 29, 1997, 8:45 a.m., and published in the
issue of the Federal Register for December 30, 1997,
62 F.R. 67725)

Section 501.—Exemption From
Tax on Corporations, Certain
Trusts, Etc.

This revenue procedure provides guidance to or-
ganizations exempt from taxation under § 501(a) of
the Internal Revenue Code of 1986 on the applica-
tion of amendments made to §§ 162(e) and 6033(e)
by § 13222 of the Omnibus Budget Reconciliation
Act of 1993. The revenue procedure identifies cer-

tain tax-exempt organizations that will be treated as
satisfying the requirements of § 6033(e)(3). Those
organizations will not be subject to the reporting and
notice requirements of § 6033(e)(1) or the tax im-
posed by § 6033(e)(2). Procedures for other exempt
organizations to establish that they satisfy the re-
quirements of § 6033(e)(3) are also provided. Rev.
Proc. 95–35, 1995–2 C.B. 391, and Rev. Proc.
95–35A, 1995–2 C.B. 392, are superseded. See Rev.
Proc. 98–19, page 30.

than 5 years.  This document contains
amendments to the Income Tax Regula-
tions (26 CFR part 1) that provide guid-
ance relating to the effect of redemptions
on the availability of this exclusion.

On June 6, 1996, the Federal Register
published a notice of proposed rulemak-
ing (IA–26–94), 61 F.R. 28821, relating
to the effect of certain redemptions on the
50-percent exclusion of gain from the sale
or exchange of qualified small business
stock under section 1202.  The proposed
regulations provide that these redemp-
tions are disregarded in determining
whether the anti-churning rules of section
1202(c) are violated.

Four comments responding to this no-
tice were received.  A public hearing was
held on October 3, 1996.  After considera-
tion of the comments, the proposed regu-
lations under section 1202 are adopted as
modified by this Treasury decision.

Summary of Comments and
Modifications

The notice of proposed rulemaking re-
quested comments on how to determine
when an independent contractor has ter-
minated services.  One commentator sug-
gested that the determination of whether
services of an independent contractor
were terminated should be based on all
the facts and circumstances, with termina-
tion conclusively presumed if no further
services were provided for six months.
The IRS and Treasury Department have
not adopted this suggestion, but are con-
tinuing to study this issue and request ad-
ditional comments.

Commentators suggested an additional
exception for all redemptions occurring in
the ordinary course of business or for le-
gitimate business reasons.  The final regu-
lations do not incorporate this suggestion.
The exceptions in the final regulations re-
late to redemptions that are incident to
certain events affecting a shareholder.
Because of the extraordinary nature of
these events and the fact that they are gen-
erally not within the control of the issuing
corporation, the exceptions are unlikely to
lead to avoidance of the requirement that
qualified small business stock be pur-
chased at original issue.  The IRS and
Treasury are concerned, however, that a
much broader exception for redemptions
that arise out of the ordinary business
needs and purposes of the issuing corpo-
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