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which the valuation was made. Revalu-
ation on account of misrepresentation
or fraud or such gross error will be
made only with the written approval of
the Commissioner. The depletion unit
shall be revised when such a revalu-
ation of a timber property has been
made and the annual charge to the de-
pletion account with respect to the
property shall be computed by using
such revised unit for the taxable year
for which such revision is made and for
all subsequent taxable years.

(h) Reporting and recordkeeping re-
quirements—(1) Taxable years beginning
before January 1, 2002. A taxpayer
claiming a deduction for depletion of
timber for a taxable year beginning be-
fore January 1, 2002, shall attach to the
income tax return of the taxpayer a
filled-out Form T (Timber) for the tax-
able year covered by the income tax re-
turn, including the following informa-
tion—

(i) A map where necessary to show
clearly timber and land acquired, tim-
ber cut, and timber and land sold;

(ii) Description of, cost of, and terms
of purchase of timberland or timber, or
cutting rights, including timber or
timber rights acquired under any type
of contract;

(iii) Profit or loss from sale of land,
or timber, or both;

(iv) Description of timber with re-
spect to which claim for loss, if any, is
made;

(v) Record of timber cut;

(vi) Changes in each timber account
as a result of purchase, sale, cutting,
reestimate, or loss;

(vii) Changes in improvements ac-
counts as the result of additions to or
deductions from capital and deprecia-
tion, and computation of profit or loss
on sale or other disposition of such im-
provements;

(viii) Operation data with respect to
raw and finished material handled and
inventoried,

(ix) Statement as to application of
the election under section 631(a) and
pertinent information in support of the
fair market value claimed thereunder;

(x) Information with respect to land
ownership and capital investment in
timberland; and

(xi) Any other data which will be
helpful in determining the reasonable-
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ness of the depletion or depreciation
deductions claimed in the return.

(2) Taxable years beginning after De-
cember 31, 2001. A taxpayer claiming a
deduction for depletion of timber on a
return filed for a taxable year begin-
ning after December 31, 2001, shall at-
tach to the income tax return of the
taxpayer a filled-out Form T (Timber)
for the taxable year covered by the in-
come tax return. In addition, the tax-
payer must retain records sufficient to
substantiate the right of the taxpayer
to claim the deduction, including a
map, where necessary, to show clearly
timber and land acquired, timber cut,
and timber and land sold for as long as
their contents may become material in
the administration of any internal rev-
enue law.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960; 25 FR
14021, Dec. 31, 1960, as amended by T.D. 8989,
67 FR 20031, Apr. 24, 2002; T.D. 9040, 68 FR
4921, Jan. 31, 2003]

§1.611-4 Depletion as a factor in com-
puting earnings and profits for divi-
dend purposes.

For rules with respect to computa-
tion of earnings and profits where de-
pletion is a factor in the case of cor-

porations, see paragraph (c)(1) of
§1.312-6.
§1.611-5 Depreciation of improve-

ments.

(a) In general. Section 611 provides in
the case of mines, oil and gas wells,
other natural deposits, and timber that
there shall be allowed as a deduction a
reasonable allowance for depreciation
of improvements. Such allowance shall
include exhaustion, wear and tear, and
obsolescence. The deduction allowed
under section 611 shall be determined
under the provisions of section 167 and
the regulations thereunder. For pur-
poses of section 167 the unit of produc-
tion method may, under appropriate
circumstances, be considered a reason-
able method under section 167(a), and
therefore, not subject to the limita-
tions prescribed by section 167(b).

(b) Special rules for mines, oil and gas
wells, other natural deposits and timber.
(1) For principles governing the appor-
tioning of depreciation allowances
under sections 611 and 167 in the case of
property held by one person for life
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with remainder to another or in the
case of property held in trust or by an
estate, see §1.167(h)-1.

(2) A reasonable allowance for depre-
ciation on account of obsolescence or
decay shall be required in an appro-
priate case during periods when the im-
provement is not used in production or
is used in producing at a rate below its
normal capacity. This rule is applica-
ble whether or not the taxpayer uses
the unit of production method.

(3) See sections 615 and 616 and the
regulations thereunder for special rules
for treatment of allowances for depre-
ciation of improvements with respect
to the exploration and development of
a mine or other natural deposit (other
than oil or gas).

(4) In the case of operating oil or gas
properties, the deduction for deprecia-
tion shall be allowed for those costs of
improvements such as machinery,
tools, equipment, pipes, and other simi-
lar items and the costs of installation
which are not treated as a deductible
expense under section 263(c). See
§1.612-4.

(c) Accounting and recordkeeping. See
§1.167(a)-7 for accounting and record-
keeping requirements for taxpayers
claiming deductions under section 611
and this section.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6712, 29 FR 3655, Mar. 24,
1964; T.D. 6836, 30 FR 8902, July 15, 1965]

§1.612-1 Basis for allowance of cost
depletion.

(a) In general. The basis upon which
the deduction for cost depletion under
section 611 is to be allowed in respect
of any mineral or timber property is
the adjusted basis provided in section
1011 for the purpose of determining
gain upon the sale or other disposition
of such property except as provided in
paragraph (b) of this section. The ad-
justed basis of such property is the cost
or other basis determined under sec-
tion 1012, relating to the basis of prop-
erty, adjusted as provided in section
1016, relating to adjustments to basis,
and the regulations under such sec-
tions. In the case of the sale of a part
of such property, the unrecovered basis
thereof shall be allocated to the part
sold and the part retained.
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(b) Special rules. (1) The basis for cost
depletion of mineral or timber prop-
erty does not include:

(i) Amounts recoverable through de-
preciation deductions, through deferred
expenses, and through deductions other
than depletion, and

(if) The residual value of land and
improvements at the end of operations.

In the case of any mineral property the
basis for cost depletion does not in-
clude amounts representing the cost or
value of land for purposes other than
mineral production. Furthermore, in
the case of certain mineral properties,
such basis does not include exploration
or development expenditures which are
treated under section 615(b) or 616(b) as
deferred expenses to be taken into ac-
count as deductions on a ratable basis
as the units of minerals benefited
thereby are produced and sold. How-
ever, there shall be included in the
basis for cost depletion of oil and gas
property the amounts of capitalized
drilling and development costs which,
as provided in §1.612-4, are recoverable
through depletion deductions. In the
case of timber property, the basis for
cost depletion does not include
amounts representing the cost or value
of land.

(2) Where a taxpayer elects to treat
the cutting of timber as a sale or ex-
change of such timber, the basis for
cost depletion shall be the fair market
value of such timber as of the first day
of the taxable year in which such tim-
ber is cut and such value shall be con-
sidered for such taxable year and all
subsequent taxable years as the cost of
such timber for all purposes for which
such cost is a necessary factor. See sec-
tion 631(a).

(c) Cross references. In cases where the
valuation, revaluation, or mineral con-
tent of deposits is a factor, see para-
graphs (c), (d), (e), and (f) of §1.611-2. In
cases where the valuation, revaluation,
or quantity of timber is a factor, see
paragraphs (e), (f), and (g) of §1.611-3.
For definitions of the terms property,
fair market value, mineral enterprise, min-
eral deposit, and minerals, see paragraph
(d) of §1.611-1. For rules with respect to
treatment of depletion accounts on
taxpayers’ books, see paragraph (b) of
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