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Thus, if a deduction is allowed for de-
preciation under section 182 in respect 
of property used in clearing land, prop-
er adjustment to the basis of the prop-
erty so used shall be made under sec-
tion 1016(a). 

[T.D. 6794, 30 FR 791, Jan. 26, 1965]

§ 1.182–4 Definition of ‘‘land suitable 
for use in farming’’, etc. 

For purposes of section 182, the term 
land suitable for use in farming means 
land which, as a result of the land 
clearing activities described in para-
graph (a) of § 1.182–3, could be used by 
the taxpayer or his tenant for the pro-
duction of crops, fruits, or other agri-
cultural products, including fish, or for 
the sustenance of livestock. The term 
livestock includes cattle, hogs, horses, 
mules, donkeys, sheep, goats, captive 
fur-bearing animals, chickens, turkeys, 
pigeons, and other poultry. Land used 
for the sustenance of livestock includes 
land used for grazing such livestock. 
Expenditures are considered to be for 
the purpose of making land suitable for 
use in farming by the taxpayer or his 
tenant only if made to prepare the land 
which is cleared for use by the tax-
payer or his tenant in farming. Thus, if 
the taxpayer pays or incurs expendi-
tures to clear land for the purpose of 
sale (whether or not for use in farming 
by the purchaser) or to be held by the 
taxpayer or his tenant other than for 
use in farming, section 182 does not 
apply to such expenditures. Whether 
the land is cleared for the purpose of 
making it suitable for use in farming 
by the taxpayer or his tenant, is a 
question of fact which must be resolved 
on the basis of all the relevant facts 
and circumstances. For purposes of sec-
tion 182, it is not necessary that the 
land cleared actually be used in farm-
ing following the clearing activities. 
However, the fact that following the 
clearing operation, the land is used by 
the taxpayer or his tenant in the busi-
ness of farming will, in most cases, 
constitute evidence that the purpose of 
the clearing was to make land suitable 
for use in farming by the taxpayer or 
his tenant. On the other hand, if the 
land cleared is sold or converted to 
nonfarming use soon after the taxpayer 
has completed his clearing activities, 
there will be a presumption that the 

expenditures were not made for the 
purpose of making the land suitable for 
use in farming by the taxpayer or his 
tenant. Other factors which will be 
considered in determining the tax-
payer’s purpose for clearing the land 
are, for example, the acreage, location, 
and character of the land cleared, the 
nature of the taxpayer’s farming oper-
ation, and the use to which adjoining 
or nearby land is put. 

[T.D. 6794, 30 FR 791, Jan. 26, 1965]

§ 1.182–5 Limitation. 

(a) Limitation—(1) General rule. The 
amount of land clearing expenditures 
which the taxpayer may deduct under 
section 182 in any one taxable year is 
limited to the lesser of $5,000 or 25 per-
cent of his ‘‘taxable income derived 
from farming’’. Expenditures in excess 
of the applicable limitation are to be 
charged to the capital account and con-
stitute additions to the taxpayer’s 
basis in the land. 

(2) Definition of ‘‘taxable income de-
rived from farming’’. For purposes of 
section 182, the term taxable income de-
rived from farming means the gross in-
come derived from the business of 
farming reduced by the deductions at-
tributable to such gross income. Gross 
income derived from the business of 
farming is the gross income of the tax-
payer derived from the production of 
crops, fruits, or other agricultural 
products, including fish, or from live-
stock (including livestock held for 
draft, breeding or dairy purposes). It 
does not include gains from sales of as-
sets such as farm machinery or gains 
from the disposition of land. The de-
ductions attributable to the business of 
farming are all the deductions allowed 
by Chapter 1 of the Code (other than 
the deduction allowed by section 182) 
for expenditures or charges (including 
depreciation and amortization) paid or 
incurred in connection with the pro-
duction or raising of crops, fruits, or 
other agricultural products, including 
fish, or livestock. However, the deduc-
tion under section 1202 (relating to the 
capital gains deduction) attributable 
to gain on the sale or other disposition 
of assets (other than draft, breeding, or 
dairy stock), and the net operating loss 
deduction (computed under section 172) 
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