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Agricultural Handbook 731 

Timber Sales and Income 

Type	
  of	
  Income	
  
� When	
  you	
  sell	
  1mber,	
  both	
  the	
  amount	
  and	
  type	
  
of	
  income	
  you	
  receive	
  are	
  important	
  

�  Amount:	
  Price	
  –	
  Timber	
  Basis	
  –	
  Costs	
  of	
  Sale	
  
�  Type:	
  Ordinary	
  income	
  or	
  a	
  capital	
  gain	
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Type	
  of	
  Income	
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�  In	
  almost	
  every	
  case	
  you	
  would	
  prefer	
  that	
  the	
  
income	
  be	
  a	
  long-­‐term	
  capital	
  gain:	
  
o Lower	
  tax	
  rates	
  for	
  long-­‐term	
  capital	
  gains:	
  
For	
  2012,	
  10–20%	
  lower,	
  depending	
  on	
  bracket	
  
For	
  2013,	
  may	
  be	
  15–18%	
  lower	
  

o If	
  you	
  hold	
  1mber	
  for	
  use	
  in	
  a	
  trade	
  or	
  business,	
  
any	
  ordinary	
  income	
  you	
  earn	
  from	
  it	
  is	
  subject	
  
to	
  self-­‐employment	
  tax,	
  at	
  rates	
  up	
  to	
  15.3%	
  

o Other	
  reasons	
  related	
  to	
  Social	
  Security,	
  losses	
  

Type	
  of	
  Income	
  

4 

�  Three	
  factors	
  determine	
  whether	
  income	
  you	
  
receive	
  from	
  1mber	
  is	
  ordinary	
  income	
  or	
  a	
  long-­‐
term	
  capital	
  gain:	
  
1.   Your	
  primary	
  purpose	
  for	
  holding	
  the	
  1mber	
  
2.   How	
  long	
  you	
  have	
  held	
  it	
  
3.   The	
  method	
  you	
  use	
  to	
  sell	
  or	
  dispose	
  of	
  it	
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Primary	
  Purpose	
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�  Timber	
  held	
  as	
  an	
  investment	
  –	
  or	
  for	
  personal	
  
use	
  –	
  is	
  covered	
  under	
  IRC	
  sec.	
  1221	
  
o A	
  capital	
  asset	
  in	
  your	
  hands,	
  by	
  defini1on	
  
o Gain	
  from	
  its	
  sale	
  or	
  disposal	
  qualifies	
  as	
  a	
  
capital	
  gain,	
  by	
  defini1on,	
  regardless	
  of	
  how	
  
you	
  sell	
  or	
  dispose	
  of	
  it	
  

Primary	
  Purpose	
  

6 

�  Timber	
  held	
  for	
  use	
  in	
  a	
  trade	
  or	
  business	
  is	
  
covered	
  under	
  IRC	
  sec.	
  1231	
  
o Not	
  a	
  capital	
  asset	
  in	
  your	
  hands	
  
o But	
  gain	
  from	
  its	
  sale	
  or	
  disposal	
  can	
  qualify	
  for	
  
treatment	
  as	
  a	
  capital	
  gain	
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Holding	
  Period	
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� Holding	
  period	
  for	
  long-­‐term	
  treatment	
  depends	
  
on	
  how	
  you	
  acquired	
  the	
  1mber:	
  
o By	
  purchase:	
  More	
  than	
  12	
  months	
  
o By	
  giY:	
  More	
  than	
  12	
  months,	
  including	
  1me	
  
the	
  donor	
  held	
  it	
  

o By	
  inheritance:	
  No	
  requirement	
  
� Holding	
  period	
  is	
  measured	
  from	
  the	
  date	
  of	
  
acquisi1on	
  to	
  the	
  “date	
  of	
  disposal”	
  

Method	
  of	
  Sale	
  or	
  Disposal	
  

8 

�  Basically	
  three	
  ways:	
  
o Outright	
  sale	
  or	
  exchange	
  
o Disposal	
  with	
  an	
  economic	
  interest	
  retained	
  
o Convert	
  standing	
  1mber	
  into	
  products	
  for	
  sale	
  



2/12/13	
  

5	
  

Outright	
  Sale	
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� Direct	
  sale	
  of	
  standing	
  1mber	
  for	
  a	
  fixed	
  total	
  
amount	
  agreed	
  upon	
  in	
  advance,	
  for	
  example,	
  
through	
  a	
  1mber	
  deed	
  or	
  sale	
  contract	
  
o AKA	
  lump-­‐sum	
  sale	
  
o Once	
  the	
  sale	
  is	
  complete,	
  the	
  buyer	
  has	
  1tle	
  to	
  
the	
  1mber	
  and	
  bears	
  all	
  risk	
  of	
  loss	
  

o “Date	
  of	
  disposal”	
  is	
  the	
  date	
  ownership	
  of	
  the	
  
1mber	
  changes	
  hands	
  –	
  only	
  defini1on	
  of	
  “date	
  
of	
  disposal”	
  for	
  an	
  outright	
  sale	
  

Outright	
  Sale	
  

10 

o “Timber”	
  is	
  the	
  parts	
  of	
  standing	
  trees	
  usable	
  
for	
  wood	
  products	
  
� Includes	
  evergreen	
  (coniferous)	
  trees	
  more	
  
than	
  6	
  years	
  old	
  when	
  cut	
  and	
  sold	
  for	
  
ornamental	
  purposes	
  

� But	
  not	
  evergreen	
  trees	
  sold	
  live,	
  or	
  the	
  tops	
  
or	
  other	
  parts	
  of	
  standing	
  trees	
  used	
  
separately	
  from	
  the	
  main	
  stem	
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Outright	
  Sale	
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�  For	
  many	
  years,	
  only	
  owners	
  who	
  held	
  their	
  
1mber	
  as	
  an	
  investment	
  (or	
  personal	
  property)	
  
qualified	
  for	
  capital	
  gain	
  treatment	
  of	
  income	
  
from	
  the	
  outright	
  sale	
  of	
  1mber	
  

�  But	
  since	
  Dec.	
  31,	
  2004,	
  owners	
  who	
  hold	
  1mber	
  
for	
  use	
  in	
  a	
  trade	
  or	
  business	
  also	
  can	
  qualify	
  for	
  
capital	
  gain	
  treatment	
  
o Accomplished	
  by	
  a	
  change	
  in	
  the	
  wording	
  of	
  
IRC	
  sec.	
  631(b)	
  put	
  in	
  place	
  by	
  AJCA	
  

Outright	
  Sale	
  

12 

� NOTE:	
  Timber	
  sold	
  outright	
  under	
  sec.	
  631(b)	
  
must	
  be	
  held	
  more	
  than	
  12	
  months	
  to	
  qualify	
  for	
  
capital	
  gain	
  treatment	
  –	
  income	
  from	
  1mber	
  held	
  
12	
  months	
  or	
  less	
  is	
  ordinary	
  income	
  

� Disposing	
  of	
  1mber	
  under	
  sec.	
  631(b)	
  gives	
  the	
  
seller	
  two	
  important	
  advantages	
  
o  First,	
  any	
  gain	
  realized	
  is	
  treated	
  as	
  a	
  capital	
  
gain,	
  regardless	
  of	
  whether	
  the	
  seller	
  held	
  the	
  
1mber	
  primarily	
  for	
  sale	
  to	
  customers	
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Outright	
  Sale	
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�  Second,	
  1mber	
  disposed	
  of	
  under	
  sec.	
  631(b)	
  is	
  sec.	
  
1231	
  property;	
  any	
  gain	
  or	
  loss	
  from	
  disposal	
  of	
  the	
  
1mber	
  is	
  aggregated	
  with	
  other	
  sec.	
  1231	
  gains	
  and	
  
losses,	
  with	
  	
  
o A	
  net	
  gain	
  treated	
  as	
  a	
  capital	
  gain	
  …	
  

	
  Tax-­‐wise,	
  this	
  is	
  the	
  best	
  possible	
  outcome.	
  
	
  þ	
  	
  Yes,	
  capital	
  gains	
  are	
  taxed	
  at	
  a	
  lower	
  rate	
  
	
  ý	
  	
  No,	
  ordinary	
  income	
  is	
  taxed	
  at	
  a	
  lower	
  rate	
  

Outright	
  Sale	
  

14 

o But	
  a	
  net	
  loss	
  treated	
  as	
  (ordinary	
  income)	
  

	
  Tax-­‐wise,	
  this	
  is	
  the	
  best	
  possible	
  outcome.	
  
þ	
  	
  Yes,	
  because	
  the	
  loss	
  is	
  deducted	
  from	
  

dollars	
  taxed	
  at	
  a	
  higher	
  rate	
  
ý	
  	
  No,	
  deduc1ng	
  the	
  loss	
  from	
  dollars	
  taxed	
  at	
  

a	
  lower	
  rate	
  would	
  give	
  a	
  beher	
  outcome	
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Example	
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Last	
  year	
  a	
  1mber	
  buyer	
  knocked	
  on	
  your	
  door	
  and	
  
offered	
  you	
  $15,000,	
  lump	
  sum,	
  to	
  buy	
  1,000	
  cords	
  
of	
  pulpwood	
  from	
  your	
  150-­‐acre	
  forest	
  tract.	
  You	
  
agreed.	
  Your	
  only	
  cost	
  of	
  the	
  sale	
  was	
  $350	
  to	
  have	
  
your	
  lawyer	
  examine	
  the	
  contract.	
  Just	
  before	
  the	
  
sale,	
  the	
  tract	
  held	
  2,320	
  cords	
  of	
  pulpwood	
  with	
  a	
  
cost	
  basis	
  of	
  $32,408.	
  
Calculate	
  your	
  1mber	
  deple1on	
  deduc1on,	
  your	
  
adjusted	
  1mber	
  basis,	
  and	
  your	
  net	
  taxable	
  
proceeds	
  from	
  the	
  sale.	
  

Solu1on	
  

16 

�  Calculate	
  your	
  1mber	
  deple1on	
  deduc1on:	
  
	
  =	
  Deple1on	
  unit	
  x	
  Cords	
  sold	
  
	
  =	
  ($32,408	
  ÷	
  2,320	
  cord)	
  x	
  1,000	
  cords	
  
	
  =	
  $13.97	
  per	
  cord	
  x	
  1,000	
  cords	
  =	
  $13,970	
  

�  Calculate	
  your	
  adjusted	
  1mber	
  basis:	
  
	
  =	
  Original	
  basis	
  –	
  Deple1on	
  deduc1on	
  
	
  =	
  $32,408	
  –	
  $13,970	
  =	
  $18,438	
  	
  

�  Report	
  them	
  on	
  Form	
  T	
  (Timber),	
  Part	
  II	
  	
  	
  ①	
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Solu1on	
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�  Calculate	
  your	
  net	
  taxable	
  proceeds	
  from	
  the	
  sale:	
  
	
  Gross	
  sale	
  proceeds 	
  $	
  15,000	
  
	
  Minus	
  deple1on	
  deduc1on 	
  -­‐ 	
  13,970	
  
	
  Minus	
  cost	
  of	
  the	
  sale 	
  -­‐ 	
  350	
  
	
  Net	
  taxable	
  sale	
  proceeds 	
  $ 	
  680	
  

�  Report	
  them	
  on	
  Form	
  T	
  (Timber),	
  Part	
  III	
  	
  	
  ②	
  

	
  Par1cipants	
  in	
  a	
  business	
  include	
  a	
  note	
  that	
  your	
  
income	
  is	
  reported	
  on	
  Form	
  4797	
  

Outright	
  Sale	
  

18 

�  Investors	
  report	
  a	
  capital	
  gain	
  from	
  an	
  outright	
  
sale	
  of	
  1mber	
  on	
  new	
  Form	
  8949	
  and	
  Form	
  1040,	
  
Schedule	
  D	
  	
  	
  ③④	
  

o It	
  will	
  be	
  combined	
  with	
  other	
  capital	
  gains	
  and	
  
losses,	
  with	
  the	
  net	
  amount	
  and	
  your	
  total	
  tax	
  
due	
  transferred	
  to	
  Form	
  1040	
  

�  You	
  may	
  be	
  required	
  to	
  file	
  Form	
  T,	
  Parts	
  II	
  and	
  III	
  
–	
  unless	
  you	
  only	
  sell	
  1mber	
  “infrequently”	
  

�  You	
  can	
  expect	
  to	
  receive	
  a	
  Form	
  1099-­‐S	
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Outright	
  Sale	
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�  Par1cipants	
  in	
  a	
  business	
  report	
  a	
  capital	
  gain	
  
from	
  an	
  outright	
  sale	
  of	
  1mber	
  on	
  Form	
  4797	
  	
  	
  ⑤	
  

o It	
  will	
  be	
  combined	
  with	
  other	
  sec.	
  1231	
  gains	
  
and	
  losses,	
  with	
  a	
  net	
  gain	
  transferred	
  to	
  Form	
  
1040,	
  Schedule	
  D,	
  as	
  a	
  capital	
  gain	
  	
  	
  ⑥	
  

o But	
  a	
  net	
  loss	
  transferred	
  to	
  Form	
  1040	
  as	
  
(ordinary	
  income)	
  

�  You	
  are	
  required	
  to	
  file	
  Form	
  T,	
  Parts	
  II	
  and	
  III	
  
�  You	
  also	
  can	
  expect	
  to	
  receive	
  a	
  Form	
  1099-­‐S	
  

Disposal	
  with	
  
Economic	
  Interest	
  Retained	
  

20 

�  Disposal	
  of	
  1mber	
  under	
  a	
  contract	
  that	
  requires	
  
payment	
  at	
  a	
  specified	
  rate	
  for	
  each	
  unit	
  of	
  
1mber	
  that	
  actually	
  is	
  cut	
  and	
  measured	
  
o AKA	
  pay-­‐as-­‐cut	
  contract	
  
o Technically	
  a	
  “disposal	
  with	
  economic	
  interest	
  
retained,”	
  which	
  means	
  the	
  seller	
  typically	
  
retains	
  1tle	
  to	
  the	
  1mber	
  and	
  bears	
  all	
  risk	
  of	
  
loss	
  un1l	
  it	
  is	
  cut	
  

o “Date	
  of	
  disposal”	
  is	
  the	
  date	
  when	
  the	
  volume	
  
of	
  the	
  cut	
  1mber	
  is	
  first	
  definitely	
  determined	
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Disposal	
  with	
  
Economic	
  Interest	
  Retained	
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�  Before	
  AJCA,	
  a	
  disposal	
  with	
  economic	
  interest	
  
retained	
  was	
  the	
  only	
  method	
  to	
  dispose	
  of	
  
standing	
  1mber	
  recognized	
  under	
  sec.	
  631(b)	
  
o Owners	
  who	
  held	
  their	
  1mber	
  for	
  use	
  in	
  a	
  
trade	
  or	
  business	
  had	
  to	
  use	
  this	
  method	
  to	
  
ensure	
  their	
  1mber	
  income	
  qualified	
  for	
  
treatment	
  as	
  a	
  capital	
  gain	
  

Disposal	
  with	
  
Economic	
  Interest	
  Retained	
  

22 

�  In	
  a	
  sec.	
  631(b)	
  disposal	
  “owner”	
  is	
  any	
  person	
  or	
  
legal	
  en1ty	
  with	
  the	
  right	
  to	
  cut	
  the	
  1mber	
  for	
  
sale	
  or	
  use	
  on	
  their	
  own	
  account	
  
o Can	
  be	
  the	
  holder	
  of	
  a	
  sublease	
  or	
  cuung	
  
contract,	
  as	
  long	
  as	
  they	
  meet	
  the	
  12-­‐month	
  
holding	
  requirement	
  

�  Selling	
  1mber	
  held	
  for	
  use	
  in	
  a	
  trade	
  or	
  business	
  
“on	
  shares”	
  with	
  a	
  harvester	
  likely	
  is	
  a	
  sec.	
  
631(b)	
  disposal	
  with	
  economic	
  interest	
  retained	
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Say	
  that	
  instead	
  of	
  accep1ng	
  the	
  1mber	
  buyer’s	
  
offer,	
  you	
  decide	
  to	
  take	
  bids	
  for	
  the	
  1,000	
  cords	
  of	
  
pulpwood.	
  A	
  consul1ng	
  forester	
  solicits	
  the	
  bids,	
  
structures	
  the	
  sale	
  as	
  a	
  disposal	
  with	
  economic	
  
interest	
  retained,	
  and	
  administers	
  it	
  for	
  10%	
  of	
  the	
  
gross	
  proceeds.	
  The	
  best	
  bid	
  you	
  receive	
  is	
  $22	
  per	
  
cord,	
  or	
  $22,000.	
  
Calculate	
  the	
  adjustments	
  to	
  your	
  1mber	
  basis	
  and	
  
your	
  proceeds	
  from	
  the	
  sale.	
  

Solu1on	
  

24 

�  The	
  adjustments	
  to	
  your	
  1mber	
  basis	
  are	
  the	
  
same	
  as	
  they	
  were	
  for	
  the	
  outright	
  sale	
  
o Your	
  1mber	
  deple1on	
  deduc1on	
  is	
  $13,970	
  
o Your	
  adjusted	
  1mber	
  basis	
  is	
  $18,438	
  

�  Report	
  them	
  on	
  Form	
  T	
  (Timber),	
  Part	
  II	
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Solu1on	
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�  Calculate	
  your	
  net	
  taxable	
  proceeds	
  from	
  the	
  sale:	
  
	
  Gross	
  sale	
  proceeds 	
  $	
  22,000	
  
	
  Minus	
  deple1on	
  deduc1on 	
  -­‐ 	
  13,970	
  
	
  Minus	
  cost	
  of	
  the	
  sale 	
  -­‐ 	
  2,200	
  
	
  Net	
  taxable	
  sale	
  proceeds 	
  $ 	
  5,830	
  

�  Report	
  them	
  on	
  Form	
  T	
  (Timber),	
  Part	
  III	
  
	
  Par1cipants	
  in	
  a	
  business	
  again	
  include	
  a	
  note	
  that	
  
your	
  income	
  is	
  reported	
  on	
  Form	
  4797	
  

Disposal	
  with	
  
Economic	
  Interest	
  Retained	
  

26 

�  Investors	
  report	
  a	
  capital	
  gain	
  from	
  a	
  disposal	
  
with	
  economic	
  interest	
  retained	
  1mber	
  on	
  new	
  
Form	
  8949	
  and	
  Form	
  1040,	
  Schedule	
  D	
  
o It	
  will	
  be	
  combined	
  with	
  other	
  capital	
  gains	
  and	
  
losses,	
  with	
  the	
  net	
  amount	
  and	
  your	
  total	
  tax	
  
due	
  transferred	
  to	
  Form	
  1040	
  

�  You	
  may	
  be	
  required	
  to	
  file	
  Form	
  T,	
  Parts	
  II	
  and	
  
III	
  –	
  unless	
  you	
  only	
  sell	
  1mber	
  “infrequently”	
  	
  

�  You	
  can	
  expect	
  to	
  receive	
  a	
  Form	
  1099	
  



2/12/13	
  

14	
  

Disposal	
  with	
  
Economic	
  Interest	
  Retained	
  

27 

�  Par1cipants	
  in	
  a	
  business	
  report	
  a	
  capital	
  gain	
  
from	
  a	
  disposal	
  with	
  economic	
  interest	
  retained	
  
on	
  Form	
  4797	
  
o It	
  will	
  be	
  combined	
  with	
  other	
  sec.	
  1231	
  gains	
  
and	
  losses,	
  with	
  a	
  net	
  gain	
  treated	
  as	
  a	
  capital	
  
gain	
  but	
  a	
  net	
  loss	
  treated	
  as	
  ordinary	
  income	
  

�  You	
  should	
  file	
  Form	
  T,	
  Parts	
  II	
  and	
  III,	
  to	
  support	
  
your	
  status	
  as	
  a	
  par1cipant	
  in	
  a	
  business	
  

�  You	
  also	
  can	
  expect	
  to	
  receive	
  a	
  Form	
  1099	
  

Convert	
  Standing	
  Timber	
  
into	
  Products	
  for	
  Sale	
  

28 

�  If	
  you	
  cut	
  standing	
  1mber	
  and	
  convert	
  it	
  into	
  
logs,	
  pulpwood,	
  or	
  other	
  products	
  for	
  sale,	
  all	
  of	
  
the	
  income	
  that	
  results	
  will	
  be	
  ordinary	
  income	
  
unless	
  you	
  have	
  a	
  sec.	
  631(a)	
  elec1on	
  in	
  effect	
  
	
  If	
  you	
  have	
  an	
  elec1on	
  in	
  effect,	
  then	
  the	
  income	
  
that	
  results	
  from	
  holding	
  the	
  1mber	
  will	
  be	
  a	
  
capital	
  gain	
  –	
  just	
  as	
  if	
  you	
  had	
  sold	
  it	
  outright	
  –	
  
and	
  only	
  the	
  value	
  added	
  by	
  conver1ng	
  it	
  into	
  
products	
  for	
  sale	
  will	
  be	
  ordinary	
  income	
  	
  ⑦	
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Convert	
  Standing	
  Timber	
  
into	
  Products	
  for	
  Sale	
  

29 

o AKA	
  sec.	
  631(a)	
  transac1on	
  
o Inherently	
  a	
  business	
  opera1on:	
  in	
  effect,	
  you	
  
are	
  an	
  integrated	
  forest	
  products	
  firm,	
  selling	
  
the	
  standing	
  1mber	
  to	
  yourself	
  at	
  a	
  “transfer	
  
price”	
  and	
  manufacturing	
  products	
  for	
  sale	
  

o Make	
  the	
  elec1on	
  on	
  Form	
  T,	
  Part	
  II,	
  line	
  18a	
  
o Less	
  common	
  than	
  other	
  two	
  methods	
  of	
  sale	
  
and	
  there	
  is	
  not	
  1me	
  to	
  cover	
  it	
  here,	
  but	
  …	
  

Convert	
  Standing	
  Timber	
  
into	
  Products	
  for	
  Sale	
  

30 

	
  An	
  arrangement	
  where	
  a	
  consul1ng	
  forester	
  
oversees	
  a	
  harvest	
  and	
  delivery	
  of	
  1mber	
  to	
  a	
  
mill,	
  receives	
  the	
  payment,	
  and	
  writes	
  checks	
  
to	
  the	
  owner	
  and	
  logger	
  for	
  their	
  shares	
  likely	
  
is	
  a	
  sec.	
  631(a)	
  transac1on	
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Reforestation Tax Incentives 

Reforesta)on	
  Tax	
  Incen)ves	
  
�  Incen)ves	
  provided	
  in	
  the	
  IRC	
  eliminate	
  the	
  need	
  
to	
  hold	
  expenses	
  associated	
  with	
  reforesta)on	
  –	
  
or	
  afforesta)on	
  –	
  in	
  a	
  capital	
  account	
  un)l	
  you	
  
sell	
  or	
  dispose	
  of	
  )mber	
  

�  The	
  current	
  incen)ves	
  were	
  put	
  in	
  place	
  by	
  the	
  
American	
  Jobs	
  Crea)on	
  Act	
  of	
  2004	
  (AJCA)	
  
	
  They	
  allow	
  you	
  to	
  deduct	
  outright	
  the	
  first	
  
$10,000	
  per	
  year	
  of	
  qualifying	
  expenses	
  and	
  
amor)ze	
  any	
  addi)onal	
  amount	
  over	
  8	
  tax	
  years	
  

2 
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Who	
  is	
  Eligible	
  

3 

�  Individual	
  taxpayers,	
  estates,	
  partnerships,	
  and	
  
corpora)ons	
  are	
  eligible	
  for	
  both	
  the	
  deduc)on	
  
and	
  amor)za)on	
  provisions	
  
o Trusts	
  are	
  not	
  eligible	
  for	
  the	
  deduc)on,	
  but	
  can	
  
amor)ze	
  

What	
  Qualifies	
  

4 

�  Expenses	
  to	
  establish	
  )mber	
  on	
  tracts:	
  
o At	
  least	
  1	
  acre	
  in	
  size	
  
o Located	
  in	
  the	
  U.S.	
  
o Held	
  to	
  produce	
  commercial	
  )mber	
  products	
  
o Not	
  limited	
  to	
  planta)ons	
  –	
  includes	
  prac)ces	
  to	
  
encourage	
  natural	
  regenera)on	
  

�  Timber	
  establishment	
  expenses	
  reimbursed	
  under	
  
an	
  approved	
  public	
  cost-­‐share	
  program	
  that	
  you	
  
elect	
  to	
  include	
  in	
  your	
  gross	
  income	
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Qualifying	
  CRP	
  Payments	
  

5 

� Under	
  Rev.	
  Rul.	
  2003-­‐59,	
  you	
  can	
  exclude	
  a	
  
calculated	
  part	
  of	
  CRP	
  cost-­‐share	
  payments	
  from	
  
your	
  gross	
  income	
  
o But	
  not	
  any	
  part	
  of	
  CRP	
  sign-­‐up	
  or	
  incen)ve	
  
payments,	
  rental	
  payments,	
  or	
  payments	
  for	
  
expected	
  environmental	
  benefits	
  

� Under	
  IRC	
  sec.	
  175,	
  you	
  also	
  can	
  deduct	
  tree-­‐
plan)ng	
  expenses	
  paid	
  using	
  a	
  CRP	
  cost-­‐share,	
  to	
  
a	
  limit	
  of	
  25%	
  of	
  your	
  income	
  from	
  farming	
  

What	
  Does	
  Not	
  Qualify	
  

6 

�  The	
  cost	
  of	
  plan)ng	
  non-­‐)mber	
  trees:	
  
o Christmas	
  trees 	
  Nut	
  trees 	
  	
  
o Shelterbelts 	
  Fruit	
  trees 	
  	
  
o Windbreaks 	
  Ornamentals	
  

	
  Why	
  don’t	
  Christmas	
  trees	
  qualify?	
  
A.   They	
  are	
  considered	
  a	
  hor)cultural	
  product	
  
B.   They	
  typically	
  are	
  sold	
  in	
  less	
  than	
  8	
  years	
  
C.   Due	
  to	
  a	
  mistake	
  by	
  Congressional	
  tax-­‐writers	
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What	
  Does	
  Not	
  Qualify	
  

7 

�  Timber	
  establishment	
  expenses	
  reimbursed	
  under	
  
an	
  approved	
  public	
  cost-­‐share	
  program	
  that	
  you	
  
elect	
  to	
  exclude	
  from	
  your	
  gross	
  income	
  

�  The	
  cost	
  of	
  intermediate	
  treatments 	
  	
  

Expenses	
  Up	
  To	
  $10,000	
  per	
  Year	
  

8 

� Deduct	
  outright	
  direct	
  expenses	
  of	
  establishing	
  
)mber	
  up	
  to	
  $10,000	
  per	
  year	
  –	
  $5,000	
  per	
  year	
  
for	
  married	
  persons	
  filing	
  separately	
  –	
  for	
  each	
  
“qualified	
  )mber	
  property”	
  or	
  QTP	
  
o If	
  you	
  divide	
  your	
  holdings	
  into	
  two	
  or	
  more	
  
QTPs	
  you	
  cannot	
  recombine	
  them	
  for	
  calcula)ng	
  
)mber	
  deple)on	
  or	
  loss	
  deduc)ons	
  

o But	
  most	
  owners	
  will	
  only	
  need	
  one	
  QTP	
  for	
  all	
  
of	
  their	
  forest	
  holdings	
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Expenses	
  Up	
  To	
  $10,000	
  per	
  Year	
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�  Investors	
  take	
  the	
  reforesta)on	
  deduc)on	
  on	
  the	
  
“Adjustments	
  to	
  income”	
  line	
  of	
  Form	
  1040	
  (line	
  
36	
  for	
  2011)	
  
o Write	
  RFST	
  and	
  the	
  amount	
  on	
  the	
  dots	
  

�  Par)cipants	
  in	
  a	
  trade	
  or	
  business	
  take	
  it	
  on	
  the	
  
“Other	
  expenses”	
  line	
  of	
  a	
  business	
  form	
  
o Form	
  1040,	
  Schedule	
  C	
  for	
  a	
  business	
  or	
  
Schedule	
  F	
  for	
  a	
  farm	
  

Expenses	
  Over	
  $10,000	
  per	
  Year	
  

10 

�  You	
  must	
  amor)ze	
  (deduct	
  over	
  a	
  set	
  )me	
  period)	
  
)mber	
  establishment	
  expenses	
  over	
  $10,000	
  per	
  
year	
  

�  The	
  amor)za)on	
  period	
  nominally	
  is	
  84	
  months	
  (7	
  
years),	
  but	
  a	
  half-­‐year	
  conven)on	
  applies,	
  so	
  you	
  
	
  Take	
  a	
  1/14th	
  deduc)on	
  in	
  year	
  1	
  
	
  Take	
  a	
  full	
  1/7th	
  deduc)on	
  in	
  years	
  2–7	
  
	
  Take	
  the	
  final	
  1/14th	
  deduc)on	
  in	
  year	
  8	
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Expenses	
  Over	
  $10,000	
  per	
  Year	
  

11 

�  You	
  must	
  specifically	
  elect	
  to	
  amor)ze	
  )mber	
  
establishment	
  expenses	
  on	
  an	
  original	
  return	
  –	
  or	
  
an	
  amended	
  return	
  filed	
  by	
  the	
  due	
  date	
  for	
  an	
  
original	
  return	
  (including	
  extensions)	
  –	
  for	
  the	
  tax	
  
year	
  you	
  incurred	
  the	
  expenses	
  
o If	
  you	
  are	
  required	
  to	
  file	
  Form	
  T	
  (Timber),	
  file	
  
Part	
  IV	
  –	
  otherwise	
  keep	
  it	
  in	
  your	
  records	
  	
  	
  ⑧	
  

o Elect	
  to	
  amor)ze	
  and	
  take	
  amor)za)on	
  
deduc)ons	
  on	
  Form	
  4562,	
  Part	
  VI	
  	
  	
  ⑨	
  

Expenses	
  Over	
  $10,000	
  per	
  Year	
  

12 

o If	
  you	
  are	
  not	
  required	
  to	
  file	
  Form	
  T,	
  anach	
  a	
  
statement	
  to	
  your	
  return	
  showing	
  the:	
  
� Unique	
  stand	
  iden)fica)on	
  number	
  
� Total	
  acres	
  of	
  )mber	
  established	
  
� Treatment	
  you	
  used	
  to	
  establish	
  the	
  )mber	
  
� Total	
  qualified	
  expenditures	
  eligible	
  to	
  be	
  
deducted	
  or	
  amor)zed	
  

	
  for	
  each	
  “qualified	
  )mber	
  property”	
  treated	
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Expenses	
  Over	
  $10,000	
  per	
  Year	
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�  Investors	
  also	
  take	
  the	
  amor)za)on	
  deduc)on	
  on	
  
the	
  “Adjustments	
  to	
  income”	
  line	
  of	
  Form	
  1040	
  

�  Par)cipants	
  in	
  a	
  trade	
  or	
  business	
  also	
  take	
  it	
  on	
  
the	
  “Other	
  expenses”	
  line	
  of	
  a	
  business	
  form	
  

Recapture	
  

14 

�  Any	
  tax	
  saved	
  by	
  using	
  either	
  the	
  deduc)on	
  or	
  
amor)za)on	
  provision	
  is	
  subject	
  to	
  recapture	
  if	
  
you	
  dispose	
  of	
  the	
  )mber	
  within	
  10	
  years	
  
o Disposals	
  by	
  gio	
  are	
  excepted	
  
o Like-­‐kind	
  exchanges,	
  involuntary	
  conversions,	
  
tax-­‐free	
  transfers,	
  and	
  transfers	
  at	
  death	
  also	
  
are	
  generally	
  excepted	
  


