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(i) Total amount of research or exper-
imental expenditures attributable to 
each project; 

(ii) Amortization period applicable to 
each project; and 

(iii) Unamortized expenditures at-
tributable to each project at the begin-
ning of the taxable year in which the 
application is filed. 
In addition, the application shall set 
forth the length of the new period or 
periods proposed, or the new method of 
treatment proposed, the reasons for the 
proposed change, and such information 
as will identify the project or projects 
to which the expenditures affected by 
the change relate. If permission is 
granted to make the change, the tax-
payer shall attach a copy of the letter 
granting the permission to his income 
tax return for the first taxable year in 
which the different method or period is 
to be effective. 

(3) Special rules. If the last day pre-
scribed by law for filing a return for 
any taxable year for which the deferred 
method provided in section 174(b) has 
been adopted falls before January 2, 
1958, consent is hereby given for the 
taxpayer to change from such method 
and adopt a different method of treat-
ing research or experimental expendi-
tures, provided that on or before Janu-
ary 2, 1958, he submits to the district 
director for the district in which the 
return was filed the information re-
quired by subparagraph (2) of this para-
graph, relating to a change to a dif-
ferent method or period. For any tax-
able year for which the different meth-
od is adopted pursuant to this subpara-
graph, an amended return reflecting 
such method shall be filed on or before 
January 2, 1958. 

(c) Example. The application of this 
section is illustrated by the following 
example:

Example. N Corporation is engaged in the 
business of manufacturing chemical prod-
ucts. On January 1, 1955, work is begun on a 
special research project. N Corporation 
elects, pursuant to section 174(b), to defer 
the expenditures relating to the special 
project and to amortize the expenditures 
over a period of 72 months beginning with 
the month in which benefits from the ex-
penditures are first realized. On January 1, 
1955, N Corporation also purchased for $57,600 
a building having a remaining useful life of 
12 years as of the date of purchase and no 

salvage value at the end of the period. Fifty 
percent of the building’s facilities are to be 
used in connection with the special research 
project. During 1955, N Corporation pays or 
incurs the following expenditures relating to 
the special research project:
Salaries .................................................................. $15,000 
Heat, light and power ............................................ 700 
Drawings ................................................................ 2,000 
Models ................................................................... 6,500 
Laboratory materials .............................................. 8,000 
Attorneys’ fees ....................................................... 1,400 
Depreciation on building attributable to project (50 

percent of $4,800 allowable depreciation) ......... 2,400

Total research and development ex-
penditures ............................................ 36,000

The above expenditures result in a process 
which is marketable but not patentable and 
which has no determinable useful life. N Cor-
poration first realizes benefits from the proc-
ess in January 1956. N Corporation is entitled 
to deduct the amount of $6,000 ($36,000×12 
months÷72 months) as deferred expenses 
under section 174(b) in computing taxable in-
come for 1956.

§ 1.175–1 Soil and water conservation 
expenditures; in general. 

Under section 175, a farmer may de-
duct his soil or water conservation ex-
penditures which do not give rise to a 
deduction for depreciation and which 
are not otherwise deductible. The 
amount of the deduction is limited an-
nually to 25 percent of the taxpayer’s 
gross income from farming. Any excess 
may be carried over and deducted in 
succeeding taxable years. As a general 
rule, once a farmer has adopted this 
method of treating soil and water con-
servation expenditures, he must deduct 
all such expenditures (subject to the 25-
percent limitation) for the current and 
subsequent taxable years. If a farmer 
does not adopt this method, such ex-
penditures increase the basis of the 
property to which they relate.

§ 1.175–2 Definition of soil and water 
conservation expenditures. 

(a) Expenditures treated as a deduction. 
(1) The method described in section 175 
applies to expenditures paid or in-
curred for the purpose of soil or water 
conservation in respect of land used in 
farming, or for the prevention of ero-
sion of land used in farming, but only 
if such expenditures are made in the 
furtherance of the business of farming. 
More specifically, a farmer may deduct 
expenditures made for these purposes 
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