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to which section 182 applies a reason-
able allowance for depreciation not 
otherwise deductible on property of the 
taxpayer which is used in the clearing 
of land for the purpose of making such 
land suitable for use in farming, pro-
vided the property is property which, if 
used in a trade or business, would be 
subject to the allowance for deprecia-
tion under section 167. Depreciation al-
lowable as a deduction under section 
182 is limited to the portion of depre-
ciation which is attributable to the use 
of the property in the clearing of land. 
The depreciation shall be computed in 
accordance with section 167 and the 
regulations thereunder. To the extent 
an amount representing a reasonable 
allowance for depreciation with respect 
to property used in clearing land is 
treated as an expenditure to which sec-
tion 182 applies, such depreciation 
shall, for purposes of chapter 1 of the 
Code, be treated as an amount allowed 
under section 167 for depreciation. 
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 

VerDate jul<14>2003 09:12 Apr 24, 2004 Jkt 203084 PO 00000 Frm 00236 Fmt 8010 Sfmt 8010 Y:\SGML\203084T.XXX 203084T



237

Internal Revenue Service, Treasury § 1.182–6

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) 
shall not be taken into account in com-
puting ‘‘taxable income derived from 
farming.’’ Similarly, deductible losses 
on the sale, disposition, destruction, 
condemnation, or abandonment of as-
sets (other than draft, breeding, or 
dairy stock) shall not be considered as 
deductions attributable to the business 
of farming. A taxpayer shall compute 
his gross income from farming in ac-
cordance with his accounting method 
used in determining gross income. (See 
the regulations under section 61 relat-
ing to accounting methods used by 
farmers in determining gross income.) 

(b) Examples. The provisions of para-
graph (a) of this section may be illus-
trated by the following examples:

Example 1. For the taxable year 1963, A, 
who uses the cash receipts and disburse-
ments method of accounting, incurs expendi-
tures to which section 182 applies in the 
amount of $2,000 and makes the election 
under section 182. A has the following items 
of income and deductions (without regard to 
section 182 expenditures).
Income: 

Proceeds from sale of his 1963 yield 
of corn ............................................. $10,000

Proceeds from sales of milk .............. 8,000
Gain from disposition of old breeding 

cows ................................................ 500
Gain from sale of tractor .................... 100
Gain from sale of farmland ................ 5,000
Interest on loan to brother ................. 100

23,700

Deductions: 
Cost of labor ....................................... 4,000
Cost of feed ........................................ 3,000
Depreciation on farm equipment and 

buildings .......................................... 2,500
Cost of maintenance, fuel, etc ........... 2,000
Interest paid, mortgage on farm build-

ings ................................................. 1,000
Interest paid, personal loan ............... 500
Loss on destruction of barn ............... 2,000
Loss on sale of truck .......................... 300
Section 1202 deduction—gain on 

sale of cows (500× 1/2 ) ................. 250
Section 1202 deduction—net gain on 

disposition of section 1231 prop-
erty, other than cows [$2,800 
($5,100¥$2,300) × 1/2 ] ................ 1,400

——— $16,950

Net income before section 182 de-
duction ............................................ 6,750

For purposes of computing taxable income 
derived from farming under section 182, the 
following items of income and deductions are 
not taken into account:
Income: 

Gain from the sale of tractor .................. $100
Gain from the sale of farmland .............. 5,000
Interest on loan to brother ..................... 100

——— $5,200 
Deductions: 

Interest paid, personal loan ................... $500
Loss on destruction of barn ................... 2,000
Loss on sale of truck .............................. 300
Section 1202 deduction—Net gain from 

disposition of 1231 assets other than 
cows .................................................... 1,400

——— $4,200

A’s ‘‘taxable income derived from farming’’ 
for purposes of section 182 is $5,750; income of 
$18,500 ($23,700¥$5,200), less deductions of 
$12,750 ($16,950¥$4,200). A may deduct 
$1,437.50 (25% of $5,750) under section 182. The 
excess expenditures in the amount of $562.50 
are to be charged to capital account and 
serve to increase the taxpayer’s basis of the 
land.

Example 2. Assume the same facts as in Ex-
ample 1 and in addition, assume that A is al-
lowed a deduction for a net operating loss 
carryback from the taxable year 1966 in the 
amount of $3,000. The net operating loss de-
duction will not be taken into account in 
computing A’s ‘‘taxable income derived from 
farming’’ for 1963 Accordingly, A will not be 
required to recompute such taxable income 
for purposes of applying the limitation on 
the deduction provided in section 182 and the 
deduction of $1,437.50 will not be reduced.

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

§ 1.182–6 Election to deduct land clear-
ing expenditures. 

(a) Manner of making election. The 
election to deduct expenditures for 
land clearing provided by section 182(a) 
shall be made by means of a statement 
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