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to conserve soil or water or to prevent 
erosion. Thus, for example, the method 
would apply to such expenditures as 
the cost of dirt moving, lime, fertilizer, 
seed and planting stock used in gulley 
stabilization, or in stabilizing severely 
eroded areas, in order to obtain a soil 
binding stand of vegetation on raw or 
infertile land. 

(c) Assessments. The method applies 
also to that part of assessments levied 
by a soil or water conservation or 
drainage district to reimburse it for its 
expenditures which, if actually paid or 
incurred during the taxable year by the 
taxpayer directly, would be deductible 
under section 175. Depending upon the 
farmer’s method of accounting, the 
time when the farmer pays or incurs 
the assessment, and not the time when 
the expenditures are paid or incurred 
by the district, controls the time the 
deduction must be taken. The provi-
sions of this paragraph may be illus-
trated by the following example: 

Example. In 1955 a soil and water conserva-
tion district levies an assessment of $700 
upon a farmer on the cash method of ac-
counting. The assessment is to reimburse the 
district for its expenditures in 1954. The 
farmer’s share of such expenditures is as fol-
lows: $400 for digging drainage ditches for 
soil conservation and $300 for assets subject 
to the allowance for depreciation. If the 
farmer pays the assessment in 1955 and has 
adopted the method of treating expenditures 
for soil or water conservation as current ex-
penses under section 175, he may deduct in 
1955 the $400 attributable to the digging of 
drainage ditches as a soil conservation ex-
penditure subject to the 25-percent limita-
tion. 

(74 Stat. 1001; 26 U.S.C. 180) 

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as 
amended by T.D. 6548, 26 FR 1487, Feb. 22, 
1961; T.D. 7740, 45 FR 78634, Nov. 26, 1980] 

§ 1.175–3 Definition of ‘‘the business of 
farming.’’ 

The method described in section 175 
is available only to a taxpayer engaged 
in ‘‘the business of farming’’. A tax-
payer is engaged in the business of 
farming if he cultivates, operates, or 
manages a farm for gain or profit, ei-
ther as owner or tenant. For the pur-
pose of section 175, a taxpayer who re-
ceives a rental (either in cash or in 
kind) which is based upon farm produc-
tion is engaged in the business of farm-

ing. However, a taxpayer who receives 
a fixed rental (without reference to 
production) is engaged in the business 
of farming only if he participates to a 
material extent in the operation or 
management of the farm. A taxpayer 
engaged in forestry or the growing of 
timber is not thereby engaged in the 
business of farming. A person culti-
vating or operating a farm for recre-
ation or pleasure rather than a profit is 
not engaged in the business of farming. 
For the purpose of this section, the 
term farm is used in its ordinary, ac-
cepted sense and includes stock, dairy, 
poultry, fish, fruit, and truck farms, 
and also plantations, ranches, ranges, 
and orchards. A fish farm is an area 
where fish are grown or raised, as op-
posed to merely caught or harvested; 
that is, an area where they are artifi-
cially fed, protected, cared for, etc. A 
taxpayer is engaged in ‘‘the business of 
farming’’ if he is a member of a part-
nership engaged in the business of 
farming. See paragraphs (a)(8)(i) and 
(c)(1)(iv) of § 1.702–1. 

[T.D. 6649, 28 FR 3762, Apr. 18, 1963] 

§ 1.175–4 Definition of ‘‘land used in 
farming.’’ 

(a) Requirements. For purposes of sec-
tion 175, the term land used in farming 
means land which is used in the busi-
ness of farming and which meets both 
of the following requirements: 

(1) The land must be used 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. 

(2) The land must be or have been so 
used either by the taxpayer or his ten-
ant at some time before or at the same 
time as, the taxpayer makes the ex-
penditures for soil or water conserva-
tion or for the prevention of the ero-
sion of land. The taxpayer will be con-
sidered to have used the land in farm-
ing before making such expenditure if 
he or his tenant has employed the land 
in a farming use in the past. If the ex-
penditures are made by the taxpayer in 
respect of land newly acquired from 
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one who immediately prior to the ac-
quisition was using it in farming, the 
taxpayer will be considered to be using 
the land in farming at the time that 
such expenditures are made, if the use 
which is made by the taxpayer of the 
land from the time of its acquisition by 
him is substantially a continuation of 
its use in farming, whether for the 
same farming use as that of the tax-
payer’s predecessor or for one of the 
other uses specified in paragraph (a)(1) 
of this section. 

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

Example 1. A purchases an operating farm 
from B in the autumn after B has harvested 
his crops. Prior to spring plowing and plant-
ing when the land is idle because of the sea-
son, A makes certain soil and water con-
servation expenditures on this farm. At the 
time such expenditures are made the land is 
considered to be used by A in farming, and A 
may deduct such expenditures under section 
175, subject to the other requisite conditions 
of such section. 

Example 2. C acquires uncultivated land, 
not previously used in farming, which he in-
tends to develop for farming. Prior to put-
ting this land into production it is necessary 
for C to clear brush, construct earthen ter-
races and ponds, and make other soil and 
water conservation expenditures. The land is 
not used in farming at the same time that 
such expenditures are made. Therefore, C 
may not deduct such expenditures under sec-
tion 175. 

Example 3. D acquires several tracts of land 
from persons who had used such land imme-
diately prior to D’s acquisition for grazing 
cattle. D intends to use the land for growing 
grapes. In order to make the land suitable 
for this use, D constructs earthen terraces, 
builds drainage ditches and irrigation 
ditches, extensively treats the soil, and 
makes other soil and water conservation ex-
penditures. The land is considered to be used 
in farming by D at the time he makes such 
expenditures, even though it is being pre-
pared for a different type of farming activity 
than that engaged in by D’s predecessors. 
Therefore, D may deduct such expenditures 
under section 175, subject to the other req-
uisite conditions of such section. 

(c) Cross reference. For rules relating 
to the allocation of expenditures that 
benefit both land used in farming and 
other land of the taxpayer, see § 1.175–7. 

[T.D. 7740, 45 FR 78634, Nov. 26, 1980] 

§ 1.175–5 Percentage limitation and 
carryover. 

(a) The limitation—(1) General rule. 
The amount of soil and water conserva-
tion expenditures which the taxpayer 
may deduct under section 175 in any 
one taxable year is limited to 25 per-
cent of his ‘‘gross income from farm-
ing’’. 

(2) Definition of ‘‘gross income from 
farming.’’ For the purpose of section 
175, the term gross income from farming 
means the gross income of the tax-
payer, derived in ‘‘the business of farm-
ing’’ as defined in § 1.175–3, from the 
production of crops, fruits, or other ag-
ricultural products, including fish, or 
from livestock (including livestock 
held for draft, breeding, or dairy pur-
poses). It includes such income from 
land used in farming other than that 
upon which expenditures are made for 
soil or water conservation or for the 
prevention of erosion of land. It does 
not include gains from sales of assets 
such as farm machinery or gains from 
the disposition of land. A taxpayer 
shall compute his ‘‘gross income from 
farming’’ in accordance with his ac-
counting method used in determining 
gross income. (See the regulations 
under section 61 relating to accounting 
methods used by farmers in deter-
mining gross income.) The provisions 
of this subparagraph may be illustrated 
by the following example: 

Example. A, who uses the cash receipts and 
disbursements method of accounting, in-
cludes in his ‘‘gross income from farming’’ 
for purposes of determining the 25-percent 
limitation the following items: 
Proceeds from sale of his 1955 yield of corn ....... $10,000 
Gain from disposition of old breeding cows re-

placed by younger cows .................................... 500 

Total gross income from farming ............ 10,500 

A must exclude from ‘‘gross income from 
farming’’ the following items which are in-
cluded in his gross income: 
Gain from sale of tractor ........................................ $100 
Gain from sale of 40 acres of taxpayer’s farm ...... 8,000 

Interest on loan to neighboring farmer .................. 100 

(3) Deduction qualifies for net operating 
loss deduction. Any amount allowed as a 
deduction under section 175, either for 
the year in which the expenditure is 
paid or incurred or for the year to 
which it is carried, is taken into ac-
count in computing a net operating 
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