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separate returns are filed. If a consoli-
dated return is filed by some compo-
nent members of the group and sepa-
rate returns are filed by other compo-
nent members, then the common par-
ent of the group filing the consolidated
return shall enter into an agreement
with those members who do not join in
filing the consolidated return allo-
cating the amount between the group
filing the return and the other compo-
nent members of the controlled group
who do not join in filing the consoli-
dated return. If a consolidated return
is filed, the common parent corpora-
tion shall file a separate statement at-
tached to the income tax return on
which an election is made to amortize
reforestation costs under section 194.
See §1.194-4. If separate returns are
filed by some or all component mem-
bers of the group, each component
member to which is allocated any part
of the deduction under secton 194 shall
file a separate statement attached to
the income tax return in which an elec-
tion is made to amortize reforestation
expenditures. See §1.194-4. Such state-
ment shall include the name, address,
employer identification number, and
the taxable year of each component
member of the controlled group, a copy
of the allocation agreement signed by
persons duly authorized to act on be-
half of those members who file sepa-
rate returns, and a description of the
manner in which the deduction under
section 194 has been divided among
them.

(5) Partnerships—(i) Election to be
made by partnership. A partnership
makes the election to amortize quali-
fied reforestation expenditures of the
partnership. See section 703(b).

(ii) Dollar limitations applicable to
partnerships. The dollar limitations of
section 194 apply to the partnership as
well as to each partner. Thus, a part-
nership may not elect to amortize
more than $10,000 of reforestation ex-
penditures under section 194 in any
taxable year.

(iii) Partner’s share of amortizable
basis. Section 704 and the regulations
thereunder shall govern the determina-
tion of a partner’s share of a partner-
ship’s amortizable reforestation ex-
penditures for any taxable year.
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(iv) Dollar limitation applicable to part-
ners. A partner shall in no event be en-
titled in any taxable year to claim a
deduction for amortization based on
more than $10,000 ($5,000 in the case of
a married taxpayer who files a separate
return) of amortizable basis acquired in
such taxable year regardless of the
source of the amortizable basis. In the
case of a partner who is a member of
two or more partnerships that elect
under section 194, the partner’s aggre-
gate share of partnership amortizable
basis may not exceed $10,000 or $5,000,
whichever is applicable. In the case of
a member of a partnership that elects
under section 194 who also has sepa-
rately acquired qualified timber prop-
erty, the aggregate of the member’s
partnership and non-partnership amor-
tizable basis may not exceed $10,000 or
$5,000 whichever is applicable.

(6) S corporations. For taxable years
beginning after December 31, 1982, rules
similar to those contained in para-
graph (b)(5) (ii) and (iv) of this section
shall apply in the case of S corpora-
tions (as defined in section 1361(a)) and
their shareholders.

(7) Estates. Estates may elect to am-
ortize in each taxable year up to a
maximum of $10,000 of qualifying refor-
estation expenditures under section
194. Any amortizable basis acquired by
an estate shall be apportioned between
the estate and the income beneficiary
on the basis of the income of the estate
allocable to each. The amount of amor-
tizable basis apportioned from an es-
tate to a beneficiary shall be taken
into account in determining the $10,000
(or $5,000) amount of amortizable basis
allowable to such beneficiary under
this section.

(c) Life tenant and remainderman. If
property is held by one person for life
with remainder to another person, the
life tenant is entitled to the full ben-
efit of any amortization allowable
under section 194 on qualifying expend-
itures he or she makes. Any remainder
interest in the property is ignored for
this purpose.

[T.D. 7927, 48 FR 55849, Dec. 16, 1983]

§1.194-3 Definitions.

(a) Qualified timber property. The term
qualified timber property means property
located in the United States which will
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contain trees in significant commercial
quantities. The property may be a
woodlot or other site but must consist
of at least one acre which is planted
with tree seedlings in the manner nor-
mally used in forestation or reforest-
ation. The property must be held by
the taxpayer for the growing and cut-
ting of timber which will either be sold
for use in, or used by the taxpayer in,
the commercial production of timber
products. A taxpayer does not have to
own the property in order to be eligible
to elect to amortize costs attributable
to it under section 194. Thus, a tax-
payer may elect to amortize qualifying
reforestation expenditures incurred by
such taxpayer on leased qualified tim-
ber property. Qualified timber property
does not include property on which the
taxpayer has planted shelter belts (for
which current deductions are allowed
under section 175) or ornamental trees,
such as Christmas trees.

(b) Amortizable basis. The term amor-
tizable basis means that portion of the
basis of qualified timber property
which is attributable to reforestation
expenditures.

(c) Reforestation expenditures—(1) In
general. The term reforestation expendi-
tures means direct costs incurred to
plant or seed for forestation or refor-
estation purposes. Qualifying expendi-
tures include amounts spent for site
preparation, seed or seedlings, and
labor and tool costs, including depre-
ciation on equipment used in planting
or seeding. Only those costs which
must be capitalized and are included in
the adjusted basis of the property qual-
ify as reforestation expenditures. Costs
which are currently deductible do not
qualify.

(2) Cost-sharing programs. Any expend-
itures for which the taxpayer has been
reimbursed under any governmental re-
forestation cost-sharing program do
not qualify as reforestation expendi-
tures unless the amounts reimbursed
have been included in the gross income
of the taxpayer.

(d) Definitions of controlled group of
corporations and component member of
controlled group. For purposes of sec-
tion 194, the terms controlled group of
corporations and component member of a
controlled group of corporations shall
have the same meaning assigned to
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those terms in section 1563 (a) and (b),
except that the phrase ‘“more than 50
percent” shall be substituted for the
phrase ‘“‘at least 80 percent’” each place
it appears in section 1563(a)(1).

[T.D. 7927, 48 FR 55850, Dec. 16, 1983]

§1.194-4 Time and manner of making
election.

(a) In general. Except as provided in
paragraph (b) of this section, an elec-
tion to amortize reforestation expendi-
tures under section 194 shall be made
by entering the amortization deduction
claimed at the appropriate place on the
taxpayer’s income tax return for the
year in which the expenditures were in-
curred, and by attaching a statement
to such return. The statement should
state the amounts of the expenditures,
describe the nature of the expendi-
tures, and give the date on which each
was incurred. The statement should
also state the type of timber being
grown and the purpose for which it is
being grown. A separate statement
must be included for each property for
which reforestation expenditures are
being amortized under section 194. The
election may only be made on a timely
return (taking into account extensions
of the time for filing) for the taxable
year in which the amortizable expendi-
tures were made.

(b) Special rule. With respect to any
return filed before March 15, 1984, on
which a taxpayer was eligible to, but
did not make an election under section
194, the election to amortize reforest-
ation expenditures under section 194
may be made by a statement on, or at-
tached to, the income tax return (or an
amended return) for the taxable year,
indicating that an election is being
made under section 194 and setting
forth the information required under
paragraph (a) of this section. An elec-
tion made under the provisions of this
paragraph (b) must be made not later
than,

(1) The time prescribed by law (in-
cluding extensions thereof) for filing
the income tax return for the year in
which the reforestation expenditures
were made, or

(2) March 15, 1984, whichever is later.
Nothing in this paragraph shall be con-
strued as extending the time specified
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