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Please Ask Questions via the Q&A

Q& A can be found in the 
bottom of your zoom ScreenFor Zoom Webinar 

Schedule 1:00- 1: 45 Presentation
1:45- 2:00 Question & Answer session
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• The material and discussion in this presentation are NOT legal or 
accounting advice. The information is for educational purposes only.

• The facts and circumstances of each taxpayer’s individual situation 
need to be taken into consideration for exact application of the tax 
law.

• This presentation is an overview, for awareness raising, and omits 
various provisions and complexities that might affect certain people 
of all categories.

Disclaimer



Tax law is very complex

Often hinges on details

always changing

This presentation is NOT TAX ADVICE

Disclaimer



Common Question from Landowners?
A tax conversation with an extension forester:

Landowner: “I need help with 
determining how much I owe in 
taxes from a timber sale”

Landowner: “What’s basis?”

“How long ago have you 
updated/ established your 

basis?”

“Well…………



Let’s Define Basis 
Basis is the amount of your investment in capital 

assets for tax purposes

What are capital assets? 



Cost of 
Sale

$ Sale 
Price

Basis* 
in 

timber 
sold Taxable

Gain

Why do we care?- Basis Recovery 

10



Initial basis determination - Acquisitions

• Acquisition CostPurchased

• Fair Market Value (FMV)*Inherited

• Can drop to zero within 1 yearPlanted

• Various rulesGifts
• Taxable, Non-TaxableExchange



Purchased property

Cost 
$70,000

Acquisition 
Cost 

$70,000
(Purchased)

Fair 
Market 
Value
$100,000

Your Basis?



Inherited property

Donor 
Basis

$10,000

Donor 
Basis 

$10,000

Fair 
Market 
Value
$100,000

Stepped-up Value    (in 2010 see IRC 1022 Modified Carryover)

Your Basis?



Special-Use Valuation

The special use valuation election is used: 
to reduce the value of qualified real property Sec. 2032A(b) used as a 

farm or in a trade or business

ü Generally, this property is valued at fair market value based 
on its highest and best use

ü The election is designed to ease the estate tax burden and 
provide for the continuity of the existing business.



Planted

Expense 
<$10,000 

after 
year one

Establishment/
Reforestation
$20,000

Capitalize 
$20,000

Your Basis?



In order to establish basis:
ü you need quantities and prices, at the time you assumed ownership 

of the property. 

ü This is called a retroactive basis determination. 

ü “Ungrow” the trees from now to the original date of ownership 

transfer

Did you forget to establish a 
basis for your timber?

DO NOT TRY THIS YOURSELF 



Regardless of how acquired

Basis should 
still be 

allocated!



Types of accounts

• Land
• Pre-merchantable timber
•Merchantable timber

MANY POSSIBILITIES!



Accounts Needed

Land

bare land, 

land improvements 
such as leveling costs, 

impoundments, 
permanent non-

depreciable structures

Depreciable 
assets

buildings, 

bridges, 

fences, etc.

Equipment

planting 
machine, 

tractors, etc.



Merchantabl
e Timber:  

record both quantity 
and dollar value 

(basis).

Keep units attached 
to quantity (cords, 
tons, MBF, etc.)

Accounts Needed

Pre-Merchantable 
Timber:

number of acres 
and basis

Site prep, planting costs

If  purchased:  
allocated basis



QUIZ!!!

Which asset would you like to 
put the most value on?



Initial Purchase

ü Allocate purchase price between assets 
ü Best indicator is comparable sales for land
ü Mature timber based on market prices and 

volumes
ü Premature timber will need help from forester



1. Determine total fair 
market value
• Land by comparable sales 
or appraisal

• Pre-merchantable timber 
with help

Initial Purchase Allocation

2. Calculate percentage of fair 
market value for each asset

3. Multiply percentage by sales 
price to determine cost basis per 
asset

Timber = volume x price



Fair Market Value

Purchase price = $100,000

Land = $65,000

Pre-Merchantable Timber = $10,000

Merchantable Timber = $50,000

Total Fair Market Value = $125,000



Initial Allocation

Asset Description Fair Market Value % of total FMV

Merchantable 
Timber

$50,000 0.4

Land $65,000 0.52

Pre-merchantable 
timber

$10,000 0.08

Totals $125,000 1.0

* Calculate percentage of fair market value for each asset



Initial Allocation

Asset Description Fair Market Value % of total FMV

Merchantable 
Timber

$50,000 0.4

Land $65,000 0.52

Pre-merchantable 
timber

$10,000 0.08

Totals $125,000 1.0

* Calculate percentage of fair market value for each asset



Example allocation

Asset Description Fair Market Value % of total FMV Basis
Merchantable 

Timber $50,000 0.4 $  40,000

Land $65,000 0.52 $  52,000

Pre-merchantable 
timber $10,000 0.08 $     8,000

Totals $125,000 1.0 $100,000

100,000 x 0.4



Adjusting basis over time

• Basis will increase as capital improvements, 
carrying charges, or other costs are 
capitalized. 
•Or decrease as allowances for depletion, 
amortization, or depreciation are deducted. 
• The remainder is the adjusted basis.



Recovery of Basis

•Timber:
• DEPLETION*
• Recovered in proportion to volume sold

• NOT DEPRECIATION

* if trees are planted and the reforestation 
incentive is used, there is a different process



Depletion

•Adjusted basis ÷ total volume of timber

• Calculated for each account



Form T
To provide information on timber accounts



Who files Form T?

Filed only if
ü Depletion deduction 

claimed

ü Elect §631(a) for sale

ü Outright sale of timber



Filing Exceptions

üOnly occasional sale of timber       
(1-2 sales every 3-4 years or less)

üMaintain in records

ü If not filing Form T, still submit other 
appropriate forms (ex. 4562)



Recording of basis



Basis recommendations

ü It is very important that accurate and up-to-

date records are maintained. 

ü Form T is very highly recommended.  

ü Keep records 7   years past last filing.7
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1) Follow the steps to 
register for the webinar.
2) If you pre-registered, it 
will save your information, 
but you will have to 
complete the questions. 
3) Then, it will take you to 
this screen where you can 
select “start webinar”
4) which will take you to 
zoom webinar, if you do 
not have zoom webinar 
downloaded, it may ask you 
to download it
5) Keep this webpage open
6)If you get disconnected 
from the webinar, press 
“rejoin the webinar” on this 
page
7) After webinar, press here 
to receive a certificate


