
 

 
 

 
Comparison of Deductible Tax Provisions 

 
Federal tax policy allowing for expenditures to be deducted in the year they are incurred applies to a variety of industrial activities.  
Several of these provisions are presented in the following table – drilling costs associated with oil and natural gas production, drilling 
costs for geothermal wells, research and experimental expenditures and expenditures by farmers for fertilizer.  

These provisions bear a common theme – there is no salvage value for the costs that were paid.  That is, while the larger enterprise 
may have a capital value – the oil or natural gas well, the geothermal well, the products ultimately developed by the research, the farm 
– these costs are not part of those tangible assets.   

Tax Provision Section 263(c) – Intangible Drilling Costs 
for Oil and Natural Gas Wells 

Section 263(c) – Intangible Drilling Costs 
for Geothermal Wells 

Section 174 – Research and Experimental 
Expenditures 

Section 180 – Expenditures By Farmers For 
Fertilizer 

Basic Provision A drilling and development costs deduction 
has been allowed as an ordinary and 
necessary business expense for those costs 
where there is no remaining equipment to 
value (salvage value) when an oil or natural 
gas well is completed.   

Provides for the same deductibility of 
drilling costs for geothermal wells as for oil 
and natural gas wells. 

A taxpayer may treat research or 
experimental expenditures which are paid 
or incurred by him during the taxable year 
in connection with his trade or business as 
expenses which are not chargeable to 
capital account. The expenditures so treated 
shall be allowed as a deduction. (Tax Credit 
allowed for incremental R&E over historic 
baseline.) 

A taxpayer engaged in the business of 
farming may elect to treat as expenses 
which are not chargeable to capital account 
expenditures (otherwise chargeable to 
capital account) which are paid or incurred 
by him during the taxable year for the 
purchase or acquisition of fertilizer, lime, 
ground limestone, marl, or other materials 
to enrich, neutralize, or condition land used 
in farming, or for the application of such 
materials to such land. 

Presence in 
Tax Code 

Drilling and development costs treated as a 
deduction since 1913; codified in 1954 

Added to tax code in 1978 Codified in 1954 Codified in 1954 

Limitations Independent producers may deduct 100 
percent of drilling costs; integrated 
companies must capitalize 30 percent of 
drilling costs over 60 months 

No limitations based on structure of 
organization 

No limitations based on structure of 
organization 

No limitations based on structure of 
organization 

 
 
 
 
 


