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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 conservation expenditures, he must deduct
all such expenditures (subject to the 25percent limitation) for the current and
subsequent taxable years. If a farmer
does not adopt this method, such expenditures 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 incurred for the purpose of soil or water
conservation in respect of land used in
farming, or for the prevention of erosion 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
which are for (i) the treatment or moving of earth, (ii) the construction, control, and protection of diversion channels,
drainage
ditches,
irrigation
ditches, earthen dams, watercourses,
outlets, and ponds, (iii) the eradication
of brush, and (iv) the planting of
windbreaks. Expenditures for the treatment or moving of earth include but
are not limited to expenditures for leveling, conditioning, grading, terracing,
contour furrowing, and restoration of
soil fertility. 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.
(2) The following are examples of soil
and water conservation: (i) Constructing terraces, or the like, to detain or control the flow of water, to
check soil erosion on sloping land, to
intercept runoff, and to divert excess
water to protected outlets; (ii) constructing water detention or sediment
retention dams to prevent or fill gullies, to retard or reduce run-off of
water, or to collect stock water; and
(iii) constructing earthen floodways,
levies, or dikes, to prevent flood damage to farmland.
(b) Expenditures not subject to section
175 treatment. (1) The method described
in section 175 applies only to expendi-

tures for nondepreciable items. Accordingly, a taxpayer may not deduct expenditures for the purchase, construction, installation, or improvement of
structures, appliances, or facilities
subject to the allowance for depreciation. Thus, the method does not apply
to depreciable nonearthen items such
as those made of masonry or concrete
(see section 167). For example, expenditures in respect of depreciable property
include those for materials, supplies,
wages, fuel, hauling, and dirt moving
for making structures such as tanks,
reservoirs, pipes, conduits, canals,
dams, wells, or pumps composed of masonry, concrete, tile, metal, or wood.
However, the method applies to expenditures for earthen items which are
not subject to a depreciation allowance. For example, expenditures for
earthen terraces and dams which are
nondepreciable are deductible under
section 175. For taxable years beginning after December 31, 1959, in the
case of expenditures paid or incurred
by farmers for fertilizer, lime, etc., for
purposes other than soil or water conservation, see section 180 and the regulations thereunder.
(2) The method does not apply to expenses deductible apart from section
175. Adoption of the method is not necessary in order to deduct such expenses
in full without limitation. Thus, the
method does not apply to interest (deductible under section 163), nor to
taxes (deductible under section 164). It
does not apply to expenses for the repair of completed soil or water conservation structures, such as costs of
annual removal of sediment from a
drainage ditch. It does not apply to expenditures paid or incurred primarily
to produce an agricultural crop even
though they incidentally conserve soil.
Thus, the cost of fertilizing (the effectiveness of which does not last beyond
one year) used to produce hay is deductible without adoption of the method prescribed in section 175. For taxable years beginning after December 31,
1959, in the case of expenditures paid or
incurred by farmers for fertilizer, lime,
etc., for purposes other than soil or
water conservation, see section 180 and
the regulations thereunder. However,
the method would apply to expenses incurred to produce vegetation primarily
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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 provisions of this paragraph may be illustrated by the following example:
Example. In 1955 a soil and water conservation district levies an assessment of $700
upon a farmer on the cash method of accounting. The assessment is to reimburse the
district for its expenditures in 1954. The
farmer’s share of such expenditures is as follows: $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 expenses under section 175, he may deduct in
1955 the $400 attributable to the digging of
drainage ditches as a soil conservation expenditure subject to the 25-percent limitation.
(74 Stat. 1001; 26 U.S.C. 180)
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[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 taxpayer is engaged in the business of
farming if he cultivates, operates, or
manages a farm for gain or profit, either as owner or tenant. For the purpose of section 175, a taxpayer who receives a rental (either in cash or in
kind) which is based upon farm production 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 cultivating or operating a farm for recreation 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, accepted 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 opposed to merely caught or harvested;
that is, an area where they are artificially fed, protected, cared for, etc. A
taxpayer is engaged in ‘‘the business of
farming’’ if he is a member of a partnership 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 section 175, the term land used in farming
means land which is used in the business of farming and which meets both
of the following requirements:
(1) The land must be used for the production of crops, fruits, or other agricultural 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 tenant at some time before or at the same
time as, the taxpayer makes the expenditures for soil or water conservation or for the prevention of the erosion of land. The taxpayer will be considered to have used the land in farming before making such expenditure if
he or his tenant has employed the land
in a farming use in the past. If the expenditures are made by the taxpayer in
respect of land newly acquired from
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