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the taxable year) bears to D (the num-
ber of units of ore or mineral benefited
by such expenditures remaining as of
the taxable year). For the purposes of
this proportion, the number of units of
ore or mineral benefited by such expendi-
tures remaining as of the taxable year is
the number of units of ore or mineral
benefited by the deferred exploration
expenditures remaining at the end of
the year to be recovered from the mine
or other natural deposit (including
units benefited by such expenditures
recovered but not sold) plus the num-
ber of units benefited by such expendi-
tures sold within the taxable year. The
principles outlined in §1.611-2 are appli-
cable in estimating the number of
units remaining as of the taxable year
and the number of units sold during
the taxable year. The estimate is sub-
ject to revision in accordance with that
section in the event it is ascertained
from any source, such as operations or
development work, that the remaining
units are materially greater or less
than the number of units remaining
from a prior estimate.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6685, 28 FR 11405, Oct. 24,
1963; T.D. 6841, 30 FR 9306, July 27, 1965; T.D.
7192, 37 FR 12939, June 30, 1972]

§1.615-4 Limitation of amount deduct-
ible.

(a) Taxable years beginning before July
7, 1960. For any taxable year beginning
before July 7, 1960 (including taxable
years of less than 12 months), a tax-
payer may deduct or defer exploration
expenditures paid or incurred in the
taxable year in an amount not in ex-
cess of $100,000. However, for such tax-
able years, the taxpayer may not avail
himself of the provisions of section 615
for more than four taxable years (in-
cluding taxable years of less than 12
months and taxable years subject to
the Internal Revenue Code of 1939).
Such four taxable years need not be
consecutive. In determining the num-
ber of years in which a taxpayer has
availed himself of section 615, a year
for which he makes an election to defer
exploration expenditures shall count as
one year. Any subsequent taxable year
in which such deferred expenditures are
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deducted shall not be taken into ac-
count as one of the four years. For pur-
poses of the 4-year limitation, a year in
which both a deduction and an election
to defer are availed of by the taxpayer
shall be taken into account as only one
year.

(b) Taxable years beginning after July
6, 1960. For any taxable year beginning
after July 6, 1960 (including taxable
years of less than 12 months), a tax-
payer who is otherwise eligible may de-
duct or defer exploration expenditures
paid or incurred before January 1, 1970,
in the lesser of the following amounts:

(1) The amount paid or incurred in
the taxable year,

(2) $100,000, or
(3) $400,000 minus all amounts de-

ducted or deferred for taxable years
ending after December 31, 1950.

For purposes of this paragraph, the
number of taxable years for which the
taxpayer availed himself of the provi-
sions of section 615 or the cor-
responding provisions of prior law is
immaterial.

(c) Special rules for previously deferred
expenditures. In determining whether
an election to defer was availed of in
applying the limitations of paragraphs
(a) and (b) of this section, there shall
be taken into account any year with
respect to which amounts were de-
ferred but not fully deducted because of
a sale or other disposition of the min-
eral property, even though the balance
of the deferred amounts was treated as
part of the basis of the mineral prop-
erty in determining gain or loss from
the sale.

(d) Example of application of provi-
sions. The application of the provisions
of subparagraphs (a) and (b) of this sec-
tion may be illustrated by the fol-
lowing example:

Example. A taxpayer on the calendar year
basis, who has never claimed the benefits of
section 615, or section 23(ff) of the 1939 Code,
expended $200,000 for exploration expendi-
tures during the year 1956. For each of the
years 1957, 1958, 1959, and 1960 the taxpayer
had exploration costs of $80,000. The tax-
payer deducted or deferred the maximum
amounts allowed for each of the years 1956,
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1957, 1958, and 1959. None of the $80,000 ex-
penditures for 1960 could be deducted or de-
ferred by the taxpayer because he had al-
ready deducted or deferred exploration ex-
penditures for 4 prior years. In 1961 the tax-
payer expended $200,000 for exploration ex-
penditures. The maximum amount the tax-
payer may deduct or defer for the taxable
year 1961 is $60,000 computed as follows:

(1) Add all yearly amounts deducted or de-
ferred for exploration expenditures by the
taxpayer for prior years.

: Deducted
Year E),:ﬁre:g" or de-
ferred
1956 .o $200,000 | $100,000
80,000 80,000
80,000 80,000
80,000 80,000
80,000 0
TOAl weeeeeeeeeeeeeeeeeeeeeerenee | eereereeeeene 340,000

(2) Subtract the sum of the amounts ob-
tained in (1), $340,000, from $400,000, the max-
imum amount allowable to the taxpayer for
deductions or deferrals of exploration ex-
penditures.

Maximum amount allowable to taxpayer ............. $400,000
Sum of amounts obtained in (1) ......ccccccevevivninnnne 340,000
60,000

(e) Transferee of mineral property. (1)
Where an individual or corporation
transfers any property to the taxpayer
and the transfer is one to which any of
the subdivisions of this subparagraph
apply, the taxpayer shall take into ac-
count for purposes of the 4-year limita-
tion described in paragraph (a) of this
section, all years that the transferor
deducted or deferred exploration ex-
penditures, and for purposes of the
$400,000 limitation described in para-
graph (b) of this section, all amounts
that the transferor deducted or de-
ferred.

(i) The taxpayer acquired any min-
eral property in a transaction de-
scribed in section 23(ff)(3) of the Inter-
nal Revenue Code of 1939, excluding the
reference therein to section 113(a)(13).

(if) The taxpayer would be entitled
under section 381(c)(10) to deduct explo-
ration expenditures if the transferor
(or distributor) corporation had elected
to defer such expenditures. For exam-
ple, if the taxpayer acquired any min-
eral property in a transaction de-
scribed in section 381(a) (relating to the
acquisition of assets through certain
corporate liquidations and reorganiza-
tions), there shall be taken into ac-
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count in applying the limitations of
paragraph (a) of this section the years
in which the transferor exercised the
election to defer or deduct exploration
expenditures, and there shall be taken
into account in applying the limita-
tions of paragraph (b) of this section
any amount so deducted or deferred.
See also section 381(c)(10) and the regu-
lations thereunder.

(iii) The taxpayer acquired any min-
eral property under circumstances
which make applicable the following
sections of the Internal Revenue Code:

(a) Section 334(b)(1), relating to the
liquidation of a subsidiary where the
basis of the property in the hands of
the distributee is the same as it would
be in the hands of the transferor.

(b) Section 362 (a) and (b), relating to
property acquired by a corporation as
paid-in surplus or as a contribution to
capital, or in connection with a trans-
action to which section 351 applies.

(c) Section 372(a), relating to reorga-
nization in certain receiverships and
bankruptcy proceedings.

(d) Section 373(b)(1), relating to prop-
erty of a railroad corporation acquired
in certain bankruptcy or recivership
proceedings.

(e) Section 1051, relating to property
acquired by a corporation that is a
member of an affiliated group.

(f) Section 1082, relating to property
acquired pursuant to a Securities Ex-
change Commission order.

(2) For purposes of subparagraph (1)
of this paragraph, it is immaterial
whether a deduction has been allowed
or an election has been made by the
transferor with respect to the specific
mineral property transferred.

(3) Where a mineral property is ac-
quired under any circumstance except
those described in subparagraph (1) of
this paragraph, the taxpayer is not re-
quired to take into account the elec-
tion exercised by or deduction allowed
to his transferor.

(4) For purposes of applying the limi-
tations imposed by section 615(c): (i)
the partner, and not the partnership,
shall be considered as the taxpayer (see
paragraph (a)(8)(iii) of §1.702-1), and (ii)
an electing small business corporation,
as defined in section 1371(b), and not its
shareholders, shall be considered as the
taxpayer.
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(5) For purposes of subparagraph
(1) (iii)(b) of this paragraph: (i) if min-
eral property is acquired from a part-
nership, the transfer shall be consid-
ered as having been made by the indi-
vidual partners, so that the number of
years for which section 615 has been
availed of by each partner and the
amounts which each partner has de-
ducted or deferred under section 615
shall be taken into account, or (ii) if on
interest in a partnership having min-
eral property is transferred, the trans-
fer shall be considered as a transfer of
mineral property by the partner or
partners relinquishing an interest, so
that the number of years for which sec-
tion 615 has been availed of by each
such partner and the amounts which
each such partner has deducted or de-
ferred under section 615 shall be taken
into account.

(f) Examples. The application of the
provisions of this section may be illus-
trated by the following examples:

Example 1. A calendar year taxpayer who
has never claimed the benefits of section 615
received in 1956 a mineral deposit from X
Corporation upon a distribution in complete
liquidation of the latter under conditions
which would make the provisions of section
334(b)(1) applicable in determining the basis
of the property in the hands of the taxpayer.
During the year 1955 X Corporation expended
$60,000 for exploration expenditures which it
elected to treat as deferred expenses. Assume
further that the taxpayer made similar ex-
penditures of $150,000, $125,000, $100,000,
$60,000, and $180,000 for the years 1956, 1957,
1958, 1959, and 1961, respectively, which the
taxpayer elected to deduct for each of those
years to the extent allowable. No such ex-
penditures were made for 1960. On the basis
of these facts, the taxpayer may deduct or
defer $100,000 for each of the years 1956, 1957,
and 1958. No deduction or deferral is allow-
able for 1959 since the 4-year limitation of
paragraph (a) of this section applies. The
taxpayer may deduct or defer a maximum of
$40,000 for 1961 since the $400,000 limitation of
paragraph (b) of this section applies, but the
4-year limitation of paragraph (a) does not
apply.

Example 2. Assume the same facts stated in
example 1 except that, prior to acquisition
by the taxpayer of the deposit from X Cor-
poration in 1956, X Corporation had acquired
the deposit in 1954 in a similar distribution
from Y Corporation which, in the years 1952
and 1953, deducted exploration costs paid in
respect of an entirely different deposit in the
amounts of $30,000 and $50,000, respectively.
Under these circumstances, the taxpayer
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may deduct or defer exploration expendi-
tures paid or incurred in the amount of
$100,000 for 1956. No deduction or deferral is
allowable to the taxpayer for expenditures
made in 1957, 1958, and 1959 since the 4-year
limitation of paragraph (a) applies. The tax-
payer may deduct or defer a maximum of
$100,000 for 1961 since the 4-year limitation of
paragraph (a) of this section no longer ap-
plies. If the taxpayer deducted or deferred
$100,000 for each of the years 1956 and 1961
and also made exploration expenditures in
1962, the taxpayer may deduct or defer a
maximum of $60,000 for that year under the
$400,000 limitation of paragraph (b) of this
section.

Example 3. In 1957, A and B transfer assets
to a corporation under circumstances mak-
ing section 351 applicable to such a transfer.
Among the assets transferred by A is a min-
eral lease with respect to certain coal lands.
A has deducted exploration expenditures
under section 615 for the years 1954 and 1956
in the amounts of $50,000 and $100,000, respec-
tively, made with respect to other deposits
not included in the transfer to the corpora-
tion. The corporation shall be required to
take into account the deductions previously
made by A for purposes of applying the limi-
tations of paragraphs (a) and (b) of this sec-
tion.

Example 4. In 1956, A, B, and C form a part-
nership for the purpose of exploring for, de-
veloping, and producing uranium. A contrib-
utes a uranium lease to the partnership. A
had individually made exploration expenses
in the amount of $50,000 and $100,000 with re-
spect to other mineral properties not con-
tributed to the partnership and which he has
deducted under section 615(a) for the years
1954 and 1955, respectively. B contributes a
uranium lease to the partnership on which
he made exploration expenditures in the
amount of $100,000 in 1955 which he elected to
defer under section 615(b). This is the only
year in which B has used section 615. C con-
tributes only cash to the partnership and has
not previously used section 615. Subject to
the limitations of section 615, for taxable
years beginning before July 7, 1960, A may
deduct or defer exploration expenses for two
more taxable years (either as to expenditures
incurred by him individually or with respect
to his distributive share of partnership ex-
ploration expenses). B may deduct or defer
exploration expenditures for three more
years, and C may deduct or defer exploration
expenditures for four years. For taxable
years beginning after July 6, 1960, subject in
each case to the $100,000 limitation per year,
A may deduct or defer exploration expendi-
tures in an amount not in excess of $250,000
($400,000-$150,000), either as to expenditures
incurred by him individually or with respect
to his distributive share of partnership ex-
ploration expenditures. B may similarly de-
duct or defer exploration expenditures in an
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amount not in excess of $300,000 ($400,000-
$100,000), and C may deduct or defer explo-
ration expenditures in an amount not in ex-
cess of $400,000.

[T.D. 6685 28 FR 11405, Oct. 24, 1963; as
amended by T.D. 7192, 37 FR 12939, June 30,
1972

§1.615-5 Time for making election
with respect to returns due on or
before May 2, 1960.

In the case of any taxable year begin-
ning after December 31, 1953, and end-
ing after August 16, 1954, the income
tax return for which is due not later
than May 2, 1960, the time for exer-
cising any option or making any elec-
tion under section 615 shall expire on
May 2, 1960.

§1.615-6 Election to deduct under sec-
tion 615.

(a) General rule. The election to de-
duct or defer exploration expenditures
under section 615 shall be made in a
statement filed with the director of the
Internal Revenue service center with
whom the taxpayer’s income tax return
is required to be filed. If the election is
made within the time period prescribed
for filing an income tax return (includ-
ing extensions thereof) for the first
taxable year ending after September 12,
1966, during which the taxpayer pays or
incurs expenditures which are within
the scope of section 615 and which are
paid or incurred by him after Sep-
tember 12, 1966, this statement shall be
attached to the taxpayer’s income tax
return for such taxable year. If the
election is made after the time pre-
scribed for filing such return but before
the expiration of the period (described
in paragraph (e) of this section) for
making the election under section
615(e), the statement must be signed by
the taxpayer or his authorized rep-
resentative. The statement shall be
filed even though the taxpayer charges
to capital account all such expendi-
tures paid or incurred by him during
such taxable year after such date. The
statement shall clearly indicate that
the taxpayer elects to have section 615
apply to all amounts deducted or de-
ferred by him with respect to explo-
ration expenditures paid or incurred
after September 12, 1966, and before
January 1, 1970. If the taxpayer desires,
he may file this statement by attach-
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ing it to his return for a taxable year
prior to the first taxable year ending
after September 12, 1966, in which he
pays or incurs exploration expendi-
tures. Except as provided in paragraph
(b) of this section, if the taxpayer does
not file such a statement within the
period prescribed by section 615(e) and
paragraph (e) of this section, any
amounts deducted by him with respect
to exploration expenditures paid or in-
curred after September 12, 1966, will be
deemed to have been deducted pursuant
to an election under section 617(a).

(b) Exception. The last sentence of
paragraph (a) of this section shall not
apply if all exploration expenditures
paid or incurred by the taxpayer after
September 12, 1966, and before January
1, 1970, and deducted by him on his in-
come tax return for the first taxable
year ending after September 12, 1966,
during which he pays or incurs such ex-
penditures are outside the scope of sec-
tion 617(a) (as it existed before its
amendment by section 504(b) of the Tax
Reform Act of 1969). For example, as-
sume that, in his return for his taxable
year ending December 31, 1966, a cal-
endar-year taxpayer deducts explo-
ration expenditures paid or incurred
after September 12, 1966, and does not
attach to his return the statement de-
scribed in paragraph (a) of this section.
However, all of the exploration expend-
itures paid or incurred by the taxpayer
after September 12, 1966, and before the
end of the taxable year were paid or in-
curred with respect to minerals located
neither in the United States nor on the
Outer Continental Shelf. The taxpayer
will be deemed to have made an elec-
tion under section 615(e) by deducting
all or part of those expenditures as ex-
penses in his income tax return.

(c) Information to be furnished. A tax-
payer who makes or has made an elec-
tion under section 615(e) with respect
to expenditures paid or incurred after
September 12, 1966, and before January
1, 1970, shall indicate clearly on his in-
come tax return for each taxable year
for which he deducts any such expendi-
tures the amount of the deduction
claimed under section 615 (a) or (b)
with respect to each property or mine.
The property or mine shall be identi-
fied by a description adequate to per-
mit application of the rules of section
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