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Tax Tips for Forest Landowners for the 2009 Tax Year 
Linda Willig, NatiOlW/ Forest T(lXfaiotl Specialist 
John L Creel/p, J?esem'Ch Forestm; SOllthem J?esemdl StaliOlI 
USDA Forest Sl'rlJ;U 

This bulletin summarizes fede l-dl 
income lax information useful LO 
woodland owners in preparing 

their 2009 tax rClUrns. It is cun'ent as of 
October I , :..!oo9. and su pe rsedes 
Management Bulletin R8-MB 132. It 
should not be construed as legal or 
accounting advice; consult your legal 
and ta..x professionals for ad\1ce on your 
particular L'lX situation. 

IRS Property Categories 
Stand ing timber may be held as person­
aluse property. invcstment properly, or 
business propcrty. The tax pro\;sions 
d iffer for each catcgOI)'. If you hold tim­
ber lO produce income but do IlOt 
actively manage it, YOLL Illay be an 
inveslOr. If you actively manage you r 
timber for the regular production of 
income. ),ou likcl)' hold it for use in a 
business. II is not d ifficult to qualify for 
business use; the charactcristics are reg­
ularity of acti\;ty and production of 
income (undcr the passivc loss rules. 
participation in a business may be active 
or passive; not a ll of the pro\;sions sum­
marized hcrc apply to p'LSSive p.'lrtici­
pant.s). Holding timber or forest prop­
erty for personal use-I...tthout a profit 
motive-is a disadvantagc tax-wisc, 
because of thc limi t.s on dcductions. 
One of the beSt ways to document thai 
you have a profit motivc is in a w,;UCTl 
managcment plan. 
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Selling Timber 
EfTecti\'e after May 28, ::wog. purchasers 
of timber in a lump-sum sale must 
report the sale on a Foml l og!)-S (or 
equivalem). Pay-as-cut timber sa les 
already were subject to this require­
ment. In most cases. rour gain from a 
sale or disposal of standing timber c .. m 
qualify as a capital gain , under IRe sec­
tion 1221 (timber held as an invcst­
ment) or section 63 1 (b) (timber held 
fo r use in a business). 

Example 1 
In 2009. rou sold standing timber for 
$20,000, lump-sum , with $2.000 in s.,le 
expenscs. Your basis in the timber 10000IS 
$0, because you had recovcred it under 
the reforcstation provtslons (see 
below). Your net gain of $18,000 
(520.000-$2,000) is a capital gain. If 
),ou hold your woodland as an invest­
ment, report the gain on Fonn 10 .10 , 
Schedule D; if rOll hold it for use in a 
business, report thc gain on Fonn 4797. 

In some cases, owncrs who hold tim· 
ber for use in a business \\111 han:cst-or 
ha\'e a contractOr harvcst-standing tim­
ber and sell thc cut product.s. In thcse 
cases. only gain from the appreciation 
in "alue of the standing timber is a cap­
ital gain [section 631 (a); make the elec­
tion on Fonll T. Part 11 ). Thc difference 
betwecn the value of the standing tim­
ber and the value of the cut prod uct.s is 
ordi nary income. 

Example 2 
In 2009, YOll hired a conU ..... ClOr to har­
vCSt standing timber from your wood­
hmd and sold the cut saw-logs to a mill 
fo r 53°,000. You paid 52,000 in logging 
coSts. You had owned the limber for 10 

years for use in a timber-gro ..... ing busi­
ness. Your basis in the har.'cst.ed timber 
was S I ,000. and its stumpage value was 

23,000 as of Jan. I, 2009. If you eject 
to treat the sale as a d isposal under sec­
lion 631(a), report the 22,000 
( 23,000- · 1,000) gain from the appre­
ciation in value of the standing timber 
as a capital gain on Fonll 4797, and the 
S6,000 (530,000--$22,000-S2,000) 

gai n from the sale of CHt products as 
ordinary income on Form 1040, 
Schedule C. 

Long-term capi tal gains ordinarily arc 
taxed to individuals at a nlle of 15 per­
cent. although a 0 percent rale applies 
to amounts wh ich, when added to a t..'J.X­

payer's ordinal), income, fit under the 
ceiling for the 15 percent bracket for 
ord inary income (S33,950 for single 
taxp.'yers; 567,900 for married mxp.'y­
ers filingjoimJy). TIle 15 percent capi­
tal gains rate also is available for one 
year. beginning May 22, 2008, to C cor­
porations that held the timber sold or 
har .. ested for over 15 years. If you claim 
a depletion deduction for timber sold 
or harvested (see below), or if you sold 
timber lump-sum under section 63 1 (b), 
you must file Form T, Part II. 
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Installment Sales 
An installment sale involves receiving 
o ne o r more p.:'l.)'IllCIltS aner the ycar of 
sale. Installme nt S<"l.les penn it the seller 
to defer taxes o r spread gai ns and taxes 
o\'cr two or morc years. T imber pro­
ceeds remain a capital gain , but real o r 
impmed interest on deferred payments 
is ordinary income. 

Example 3 
In ~.w09, rOll sold timber for $10,000 

($8,000 after sale expenses). The buyer 
paid you $5,000 in ~oog and $5,000 
plus interest in 20 I o. Your gross profit 
percentage is 80 percelll 
(8,000/ S I0.OOO). Report $4 ,000 
(55,000 x ,80) in timber capiL'11 gains 
for 2009, using Form 6252. 

Timber Basis 
Your basis in purchased timber is the 
purchase plice plus related expendi­
tures (legal fees and survey costs, for 
example), sep..r<nc from the basis of the 
associated land. For inherited timber, 
however, yOllr b.'lSis is the fair market 
value of the timber on the donor's date 
of death, and for timber received as a 
gi ft, it is the donor's b.1.sis (or the value 
of the timber if that is less). You r basis in 
timber sold is subtracted fro m the So.le 
proceeds to determine the L.xable b'1l.in 
(see below), and your basis in the deple­
tion account for damaged timber deter­
mines the maximum deduction for a 
casualty or theft loss (sec below) . You 
may establish your limber basis retroac­
tively if you did nOt do SO at the time of 
acquisition. A professional forester lISU­

ally can estimate the value and volume 
of the timber a t the time rOll acq uired 
it. 

Example 4 
You inhelited a 50-acre woodland 10 

years ago, but d id not know to establ ish 
your timber b.'lSis unt il you sold timber 
in 2009 and your tax accoun tant asked 
for it. You hired a forester, who estimat­
ed that o n the date of the donor's 
death , the wood land had 1,000 cords of 
timber valued at 25 pCI' cord . 
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Container Longleaf Pine Seedlings 
A vailable From 

BODENHAMER 
FARMS &: NURSERY 

Rowland , North Carolina 
Estab lished in 2000 

Office: 
Fax: 

Louie: 910-608-9823 
Aaro n: 910-733-2760 

Seed Lots From 
NC,SC&GA 

9l0·422·8118 
9l0· 422·9793 

Loui e@BodenhamerFarms.eom 
Aaron@BodenhamerFarms.co m 

NCDA LICENSE # 5643 

TIMBER TAX MANAGEMENT FOR FAMILY FOREST OWNERS 

by Dr. William l. (Bill) Hoover & Mark Koontz 

In/ormation you need to benefit from the provisions of the Internal 
Revenue Code as it applies to forest land owners 

Order on-line at : www.timbe rtaxadvice .com 
Timber Tax, LLC 1050 W Bacallst. Meridian, 10 83646 

(pI 208-887-4725 (f) 208·887-4850 

sC::: 

orders@timbertaxadvice.com 
Timber Tax, LLC 

Therefore, your timber b.'lSis is S25,000 
(S25 x 1,000). Record your basis in the 
timber and the land on Foml T. I'an I. 

Timber Management Expenses 
If yOll hold YOllr \,·oodland as an invest· 
mCnl or for use in a busi ness, you Cllll 

deduct ordinary and necess.ary managt.'-

FOREST LANDOWNER 

mcm expenses, such as fees paid to a 
professional forester, o r the COSt o f 
bnlsh conu'ol. thinning, and protecting 
your timber from fire. insects, o r d is­
ease. If you hold your woodland as an 
investmen t, yOll deduct stich manage­
men t expenses on Form 1040, 

Sc hedule A. where they are subject to 
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the 2 percent of adjusted gross income 
floor. Because of this, )'Oll may prefer to 
CapiL'l lizc the expenses instead of 
deducting them. Ifyoll hold your wood­
land for use in a business, )UU can 
deduct management expenses in full 
on Form 1040, Schedu le C (or 
Schedule F if you are it farmer), 

Reforestation Tax Provisions 
Under Sec. 194, you can fu lly recover 
the cost of establ ishi ng or rceslabtishi ng 
timber on your woodla nd . You ca n 
deduct outright the first $10,000 

($5,000 for married couples filing sepa­
rately) per year of slIch expenses per 
qualified timber property. Any add ition­
al amount can be amortized over 84 
months (8 lax years), CoSlS for ooth nat­
ural and artificial rcgener.llion qual ify. 
Example 5 
You spent $28.000 to reforest your 
property in 2009. You can deduct 
510,000, plus 1/ 14th of the remaining 
$18,000 ( 1,287) in 2009. In 2010 
through 2015 you can deduct 1/ 7th of 
$18,000 (S2,5 71 ), and in 2016 you can 
deduct the last 1/ 14th ($ 1,287). Take 
the amortization deduction on Fonn 
4562, Pan VI. 

Depreciation and the Section 179 
Deduction 
YOli can take deductions for capital 
expenditures )UU make for your wood­
land cnterprise, for example timber 
equi pmcnt, machinery, bridges, cul­
verts, tempomry roads, or the surfaces 
of permanent roads. If rou hold your 
woodland for use in a business, section 
179 permits you to deduct up to 
S250,000 of the cost of qualifying prop­
erty purchased and placed in service 
during 2009, subject to phastXIlil and 
taxable income limitations. 
Expenditures that cannOt be deducted 
under section 17g-and all capital 
expenditures by owners who hold thei r 
wood land as an investment--can be 
depreciated o\'er the property's useful 
life. For example, logging equipment is 
depreciated o\'er a five-year period. A 
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first-rear deduction of 50 pe rcent 
(bonus depreciation) may be taken for 
depreciable property purchased and 
placed in ser.icc in 2009. 

Cost-Share Payments 
If you receive payments from a govern­
ment cost-share program, rou can 
expect to receive a Fonn I Q()(fC. But 
section 126 pennilS recipients of pa)'­
menlS from approved cost-share pro­
grams to exclude a calcula ted pari of 
the paymenlS from their gross income. 
Approved federJ.I programs include the 
Forest Health Protection Program (to 
combat Solilhern Pine Bectle, wcstern 
bark beetle, foreSt diseases, and forest 
invasive planlS, approved August 10, 
2009, retroacti\'e to prior years), the 
Consen '3tion Reserve Program (CRP), 
Environmental Quality In ce ntives 
Program (EQIP), Wild life Habitat 
Incenti\'es Program (\VHIP ), and 
Wetlands Reserve Program (WRP). 
Some state programs also qualify. The 
excludable portion is tile preselll value 
of the larger of 2'50 per acre or 10 per­
cent of the a\'erage annual income from 
tlle property over tl1e last three years. 

Example 6 
You received a 109g-C showing that you 
received a 4,000 cost-share from the 
Southern Pine Beetle cost-share pro­
gram for your loo-acre tract in :,/009. If 
you did not have income from the prop­
erty in the last three rears, your maxi­
mum exclusion is 3,275 ($2.50 x 100 

acres/ .0763; tl1e interest rate from the 
Farm Credi t System bank). If you had 
$12,000 income from the propert)', 
your maximum exclusion is 5,242 
[.10 x ($12,000/ 3) / .0763». Attach a 
statement to your tax return describing 
the cost-share program and )'Our exclu­
sion calculations. 

Timber Casualty Losses 
A timber loss from a casualty-a sud­
den, unusual. and unexpected event 
such as a fire or severe storm-can 
result in a taJo: ded uction or a taxable 

g.:lin. The deduction is the lesser of the 
decrease in value caused by the casualty 
or your basis in your timber depletion 
account. A competent appmisal is 
required. 

Example 7 
In 2009, a fire reduced the value of the 
timber on your woodland from S9,000 
to S",ooo. Your basis in the timber was 
S2,000. Your casualty deduction is limit­
ed to $2,000 because your basis in the 
timber depletion account is less than 
the decrease in its value. File Form 
4684 , Section B, for the loss and a(ljust 
your timber basis on Form T, Part II. 

Example 8 
A salvage sale of tl1e damaged timber 
netted you 2,000 over expenses. Since 
the loss deduction reduced your basis in 
the timber to 50, you have a gain of 
$2,000. But. )UU can defer recognition 
of the gain if you use it to purchase 
qualifyi ng replacement properly 
(including reforestation ) within the 
allowable replacement period (two 
years fo r a casualty). 

Timber Depletion 
Timbe r depletion is a measure of your 
investment in timber sold. Calculate the 
taxable amount of income from a tim­
ber sale by subtracting tl1e timber depic­
tion deduction and sale expenses from 
the gross sale proceeds. Calcula te your 
depletion deductio n by di\~ding the 
total basis in the depletion accoullI by 
the total volume of timber (the depk ... 
tion unit) then multiplying by the num­
ber of unilS sold. 

Exomple 9 
YOllr woodland canies 300 tOilS of saw­
timber with an adjusted basis ofSg,ooo. 
YOLI sold 150 tons of the sawtimber in 
2009. Your depletion unit is 30 pc r tOn 
(Sg,000/ 300 tons) and YOllr depletion 
deduction is S4,500 ( 30 x 150 LOns). 
Report the adjustment in rour timber 
basis in Form T. Part II. 


