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(a)(4) of §1.1251-4, minus $7,000 gain recog-
nized under section 1252(a) in acordance with
example (2) of paragraph (a)(4) of this sec-
tion), B’s holding period includes the holding
period of A (i.e., the period back to January
15, 1971) with respect to A’s deductions.

(g) Disposition of farm land not specifi-
cally covered. If farm land is disposed of
in a transaction not specifically cov-
ered under §1.1252-1 and this section,
then the principles of section 1245 shall

apply.

[T.D. 7418, 41 FR 18832, May 7, 1976; 41 FR
23669, June 11, 1976]
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§1.1254-1 Treatment of gain from dis-
position of natural resource recap-
ture property.

(a) In general. Upon any disposition of
section 1254 property or any disposition
after December 31, 1975 of oil, gas, or
geothermal property, gain is treated as
ordinary income in an amount equal to
the lesser of the amount of the section
1254 costs (as defined in paragraph
(b)(1) of this section) with respect to
the property, or the amount, if any, by
which the amount realized on the sale,
exchange, or involuntary conversion,
or the fair market value of the prop-
erty on any other disposition, exceeds
the adjusted basis of the property.
However, any amount treated as ordi-
nary income under the preceding sen-
tence is not included in the taxpayer’s
gross income from the property for pur-
poses of section 613. Generally, the
lesser of the amounts described in this
paragraph (a) is treated as ordinary in-
come even though, in the absence of
section 1254(a), no gain would be recog-
nized upon the disposition under any
other provision of the Internal Revenue
Code. For the definition of the term
section 1254 costs, see paragraph (b)(1) of
this section. For the definition of the
terms section 1254 property, oil, gas, or
geothermal property, and natural resource
recapture property, see paragraph (b)(2)
of this section. For rules relating to
the disposition of natural resource re-
capture property, see paragraphs (b)(3),
(c), and (d) of this section. For excep-
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tions and limitations to the applica-
tion of section 1254(a), see §1.1254-2.

(b) Definitions—(1) Section 1254 costs—
(i) Property placed in service after Decem-
ber 31, 1986. With respect to any prop-
erty placed in service by the taxpayer
after December 31, 1986, the term sec-
tion 1254 costs means—

(A) The aggregate amount of expendi-
tures that have been deducted by the
taxpayer or any person under section
263, 616, or 617 with respect to such
property and that, but for the deduc-
tion, would have been included in the
adjusted basis of the property or in the
adjusted basis of certain depreciable
property associated with the property;
and

(B) The deductions for depletion
under section 611 that reduced the ad-
justed basis of the property.

(ii) Property placed in service before
January 1, 1987. With respect to any
property placed in service by the tax-
payer before January 1, 1987, the term
section 1254 costs means—

(A) The aggregate amount of costs
paid or incurred after December 31,
1975, with respect to such property,
that have been deducted as intangible
drilling and development costs under
section 263(c) by the taxpayer or any
other person (except that section 1254
costs do not include costs incurred
with respect to geothermal wells com-
menced before October 1, 1978) and
that, but for the deduction, would be
reflected in the adjusted basis of the
property or in the adjusted basis of cer-
tain depreciable property associated
with the property; reduced by

(B) The amount (if any) by which the
deduction for depletion allowed under
section 611 that was computed either
under section 612 or sections 613 and
613A, with respect to the property,
would have been increased if the costs
(paid or incurred after December 31,
1975) had been charged to capital ac-
count rather than deducted.

(iii) Deductions under section 59 and
section 291. Amounts capitalized pursu-
ant to an election under section 59(e)
or pursuant to section 291(b) are treat-
ed as section 1254 costs in the year in
which an amortization deduction is
claimed under section 59(e)(1) or sec-
tion 291(b)(2).
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