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DISCLAIMER 
Today’s discussion is 

educational, NOT legal or 

accounting advice, since the 

facts and circumstances of 

each taxpayer’s individual 

situation need to be taken into 

consideration for an exact 

application of the tax law. 



Civics 101 

• Legislation – Congress writes and the President 
signs into law the Internal Revenue Code or IRC. 
(Title 26 of U.S. Codes) 

• Administration – The IRS interprets the Code 
through regulations, revenue rulings, private letter 
rulings, technical advice memoranda, et al. 

• The Courts – Cases may be brought by taxpayers 
in either Tax Court, District Court, or the Court of 
Claims. 

    Taxpayers may initiate court actions after audit or 
after they have exhausted all other means of issue 
resolution with the IRS. 

 



Ownership Purposes 

Why do you own the property? 

 Are you in the trade or business of 

buying and selling timber? 

 

 Are you holding the property 

primarily for investment purposes? 

 Do you use the property primarily 

for personal use? 



Ownership Purposes (cont.) 

Your ownership purpose is important 
as it can affect the amount and type 

of tax you pay as well as the 
deductions you can take. 

 



Keeping Records 
 Management information/plans including 

photos 

 Accounting records 

  Shoebox, journal, journal with accounts 

 Form T – Timber (available at 

www.IRS.gov) 

These are important because they help you 

to document your ownership activities 

and income and expenses. 

http://www.irs.gov/


Form T  

Forest 

Activities 

Schedule  



IRC Code Sections that May Affect You 

 Casualty losses, thefts, 

condemnations - IRC § 165 

 Involuntary Conversions - IRC § 

1033 

 Reforestation - IRC § 194 

 Cost-share payments - IRC § 126 
 

 



Casualty Losses and do you have one?  
 

 

Regulation §1.165-7. Casualty losses. - (a) In 
general. - (1) Allowance of deduction. . . . any 
loss arising from fire, storm, . . . or other casualty 
is allowable as a deduction under section 165(a) 
for the taxable year in which the loss is sustained.  

The manner of determining the amount of a 
casualty loss allowable as a deduction . . . is the 
same whether the loss has been incurred in a 
trade or business or in any transaction entered 
into for profit, or whether it has been a loss of 
property not connected with a trade or 
business and not incurred in any transaction 
entered into for profit. 

 



Concept of Basis 

Basis is the accounting term for what did 

something cost. 

Can be adjusted for depreciation, 

depletion, or additional capital 

expenditures. 

Why is basis or adjusted cost 

important for Casualty Losses? 



The Potential Bad News 

• Casualty losses are limited to the lower of the 

adjusted basis of the property or the 

decrease in fair market value caused 
by the casualty. 

• Concept of Single Identifiable Property (SIP) 

• Usually, insect attacks that kill trees are not 
considered to be a casualty loss. 

 



Casualty Losses cont. 

• Death of trees and seedlings from drought generally 
not qualified as a casualty loss. 

How to calculate a Casualty Loss 

• For smaller tracts, where all the timber is damaged, 
multiply the Adjusted Depletion rate of the timber 
times the lost timber volume. Larger SIP’s use the 
change in Fair Market Value FMV before and after 
the casualty. Both approaches are subject to the 
adjusted basis limitation! 

• Field Directive on Timber Casualty Losses  -- April 
2004. 



IRS Publication 547 



Example of a search at  www.irs.gov 

for forms, publications, and other 

documents. 

http://www.irs.gov/






Example  

• Land and Timber Purchased  1978 - 100 

acres @ $ 300 acre  Total Cost $ 30,000 

  

• Allocate Land $ 20/acre  --  Total land 

value $ 2,000  

• Allocate Improvements such as Roads  

$ 5/acre  -- Total Improvement  

      value $ 500 

• Merch. Timber PP & DF @ 5Mbf/ac 

    $ 55/Mbf  Total Timber value $ 27,500 
 



• Allocate Premerchantable timber $ 0/acre 

• Allocate Reproduction $ 0/acre 

• Assume 3% growth for 35 years for 

example Total Harvest Volume is 10 Mbf/ac 

 

Change in Fair Market Value   
• 2013 FMV Before fire value 

  10 Mbf @ $ 250/Mbf x 100 acres = 

    $ 250,000 

• 2013 FMV After fire value 

  10 Mbf @ $ 150/Mbf x 100 acres = 

    $ 150,000 

 

 
 



Tentative Loss Based on Difference in Fair 

Market Value Before and After Fire 

 

Before Value less After Value $ 100,000. 

 

Loss is limited by the Lower of Adjusted 

Basis or Difference in Fair Market Value = 

$ 27,500  

with no loss for any reproduction or 

premerchantable timber. 



Assuming Salvage of Timber  

 

• Sale of Delivered Logs IRC § 631(a) 

 

Harvest 1,000 Mbf at $ 150/Mbf stumpage  

Net sale Income = $ 150,000  

Potential Capital Gain $ 150,000 – Timber 

Basis $ 27,500  =  $ 122,500 

• Potential Capital Gains marginal rate = 

15% versus Potential Ordinary income 

marginal rate = 25%   Potential Tax  

Difference = $ 12,250 

 
 



• FMV January  1, 2013  $ 230/Mbf 

• FMV October 1, 2013   $ 150/Mbf 

 

• Ordinary Income Loss  

10 Mbf @$ 80/Mbf x 100 acres 

 = $ 80,000 

 

Process is slightly different if selling 

stumpage with the mill responsible for 

harvesting. 
 



Involuntary Conversion IRC § 1033 

• Purpose: to permit a taxpayer to avoid 
paying gain on property that is disposed of 
involuntarily. 

• An involuntary conversion occurs when 
property is destroyed, stolen, or 
condemned for public use. Destruction is 
often synonymous with a casualty such as 
a fire or wind storm but it need not be 
sudden. 



Involuntary Conversion cont. 

• Allows for reinvestment of income generally 
within a 2 year time period.  

• Replacement property must be similar in 
nature 
– Reforestation on timberland owned by the 

taxpayer 

– Buying additional land for replanting 

– Acquisition of standing timber 

– Acquisition of timberlands 

 



Reforestation 

IRC § 194(3) defines reforestation costs to include 

site preparation costs, seedling costs and labor 

and tool expense. 

Treas. Reg. 1.611-3(a) and Revenue Ruling 75-

467 reforestation costs are to be capitalized. 

 However, beginning in the fall 2004, IRC § 194(b) 

generally permits a deduction of up to $ 10,000 

for reforestation expenses per Qualified Timber 

Property (QTP). 



Reforestation cont. 

• Additional reforestation expenditures generally 
amortizable over 7 years (84 months) under IRC 
§ 194(a) 

• What is a QTP?  Property ≥ 1 acre used for 
growing production of timber products under IRC 
§ 194(c)(1) &Treas. Reg. § 1.194-3(a). 

• Does not include ornamental trees including 
Christmas trees.   

• Must make a timely election. 

 



Reforestation cont. 

• Cost share payments are not includable 

for purposes of IRC § 194 unless included 

in gross income. IRC § 194(c)(3)(B) 

• Must keep data to track the location and 

costs of each plantation.   



Cost Share Payments 

• Treatment of Cost Share payments under 

programs like CFIP, EQUIP, WHIP are 

generally includable as gross income 

under provisions of IRC § 126 and Treas. 

Reg. § 16A.126-1.  

• A portion of the income can be excluded 

under the provisions of Treas. Reg. § 

16A.126-1 and 2. 



Other Things to Remember 

 When you do have a timber sale, you are 

allowed to deduct the direct timber sale 

expenses from the proceeds. 

 The tax laws and regulations change – 

remember to stay current. 



References & Resources 

 www.irs.gov 

 www.timbertax.org  a good non-

government site sponsored by USFS, 

Univ. Georgia, American Tree Farm 

System 

 www.fs.fed.us/spf/coop USDA Forest 

Service tax publications 

 Cooperative Extension Services 

http://www.irs.gov/
http://www.timbertax.org/
http://www.fs.fed.us/spf/coop


Agricultural 
Handbook  731 

Forest Landowners’  

Guide to  the 
Federal 

Income Tax  

(February 2013)  

   Available from 
www.timbertax.org 

    

 



• Field Directive on Timber Casualty 
Losses 

• April 16, 2004 from Bobby E. Scott /s/ 
Bobby E. Scott Industry Director Natural 
Resources and Construction 

• Exhibit A Timber Casualty Losses Audit 
Guideline 
Exhibit B Issue Paper on the Valuation of a 
Single Identifiable Property 

 

D:/Businesses/Small-Businesses-&-Self-Employed/Timber-Casualty-Loss-Audit-Techniques-Guide
D:/Businesses/Timber-Casualty-Losses---Valuation-of-a-Single-Identifiable-Property


Questions ? 


