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Disclaimer

\ This information has been Prifared for informational and

educational purposes onlg. lt does not constitute lcgal advice and

should not be relied on as such because the information is general

in nature and may not applg to Particular {:actual OF legal
circumstances.

. No attomcg»-client or any other rclationship s created or intended

to be created by the dissemination or rcceil:)t of this information.
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Outli ne
K etroactive basis determination
1 imberaccounts (Aepletion block)
Dcplction allowance
Capital gain treatment

(:asuahgloss

Deduction of site Preparation and Planting costs
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Retroactive Dasis | Jetermination

L 41 e Fo”owing steps may be used for reconstructing basis.

lt is suggested that a qualhciecj forester be consulted to

assist in some of these determinations.” | imber Casualtg

| oss Audit ch}miques (juide, 201 1
. Step i: When and how was the property acquire&




Dasis in property acquired }33 ghct 31015

, | hebasis shall be the same as it would be in the hands of the donor
or the last Preceding owner bg whom it was not acquireé 133 ghct

Except that if such basis is greater than the MV of the property at
the time of the ghc‘g then for the purpose of determining loss the basis

shall be such MV

: The basis shall be increased (but not above FM\/) Eg the amount of
ghct tax Paid with respect to the aPPreCiation §1015(d)(8)




Dasis for inherited property 1014

. lec basis of roperty in the hands of a person acquiring
the ProPertg from a decedent shall be the fair market value
of the Pro;aertg at the date of the decedent’s death unless

a 20%2 A or conservation easement election is made

. [rom adecedent: Will. revocable trust, life estate or general

Powero?appoﬁﬁment




Basis of Pro;aertg acciuirecj 59 sale - § 101 2

. | he basis of such property shall be the cost of such
Propertg

. 1 hebasisor real property includes settlement fees and closing
costs such as abstract fees, charges for instauing utilitg
services, lega] fees, recording fees, surveys, transfer taxes.

owner’s title insurance and amounts owed Bg the seller but Paid

53 the buger, such as back taxes or interest




Forest ]nventory

. T ach taxpayer claiming or expccting to claim a deduction
for dep]etion 1S required to estimate with respect to each
scparate timber account the total units (Fect board
measure, log scale, cords, or other units) of timber
reasonablg known, or on good evidence believcci to have

existed on the grouné ... onthe date of acquisition of the
property R 5 Reg. 1.611-3(e))




Forest ]nventory

. This estimate shall state as nearlg as Possiblc the number of

units which would have been found Present Ey careful estimate . .

 with the object of Aetermining 0 Percent of the quantitg of
timber which the area covered }39 the spechcic account would

have Produced on that date if all of the merchantable timber had

been cut and utilized in accordance with the standards of

utilization Prevaiz.ing in that region at that time (IRS Reg. {611

3(e))




Forest ]nventory

: lee timberin each Par‘cicular case will be valued on its own
merits and not on the basis oFgeneral averages for region

Ree 1.611-30)(2)

. o revaluation of a timber property whose value as of any
SPechCic date has been determined and ap roved will be
made or allowed during the continuance of the ownership
under which the value was so determined and aPProvecﬂ)
cxce]:)t in the case of misrepresentation or traud Or gross
error as to any facts known on the date as of which the

valuation was made (ch. fLold-% (g)
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Pasis allocation for land and }Duildings

. “|n the case of the acquisition ... ot a combination of
depreciable and nonchrCCiable property fora lump sum, as
for example, builéings and land, the basis for cjeprcciation
cannot exceed an amount which bears the same Propor’cion to
the lump sum as the value of the chrCCich property at the

time of acquisition bears to the value of the entire Propcrtg B

that time.” Reg. §1.167(a)-5




Pasis allocation for land and }Duildings

. Examplc:

. Fai& $ 140 for land and timber and the aPPraisa] states that the
land is worth $90 and the timberis worth $60 or $150 total

90 /150" 140 = 84 forland

60/150* 140 =56 tor timber




Retroactive Dasis | Jetermination

. Step 2 What are the characteristics of the property

. ( _urrent timber information
Stand»-bg»ﬁtancj listing of species, volume, age, siac Iog gracjc
]mprovements conducted Ey owner - reforestation, Fertilization, thinning
Frior timber |osses, cutting or sales

T imber orland acquircd since original Purchasc




Retroactive Dasis | Jetermination

. Step 5. Determine timber growth rate

- Step 4. Calculatc original values 139 property type

. \/olume: ungrow current volumes, bg species, to date of original

acquisition and make acﬁustments for Purchases, reforestation,
losscs, sales or cuttings

. \/alue: timber stumpage Prices from that time Period and land values




Retroactive Dasis | Jetermination

; Step 5. Allocate original basis
- List all assets, “then” FM\/, and Pcrcentage of total WM\/

; Multiplg Bg original Purcl’wase Price to get cost basis allocated to
assets

- Step 6: Make subsequent basis adjustments to timber
accounts

: Calculate depletion fale
. Reduce origina] basis for volumes removed

. |ncrease origina] basis for cost of improvemcnts made




*

1 imber Accounts

Every taxpayer claimimg or cxpectin)g to claim a deduction for defletion of
timber pro crtg shall keep acclirate ecjger accounts in which shall be
recorded the cost or other basis provided bg section 1012 of the Proper‘cg

and land togct}ner (ch. [ 6ld-5 c)( i )) ;

In such accounts there shall be set up separatelg the quantitg of timber, the
quantity of land, and the quantity of otherresolrces, if any, an

A proper P;arft of the total cost orvalue shall be allocated to each after

/

pProper provision for 1mma£ure timbcrgrowth (Reg. 6115 (c)(l))

. |n cases in which immature timber growth is a factor, a reasonable portion of the
total value or cost shall be allocated to such immature timber (Reg. Si 6l

5(d)(3)




Kecords

. lec taxpayer must retain records sufticient to
substantiate the right of the taxpayer to claim the
deduction, incluéing a map, where necessary, to show
Clearlg timber and land acquirecj, timber cut, and timber and
land sold for as long as their contents may become material

in the administration of any internal revenue law (ch.

1.611-3(h)(2)




1 imber Accounts

. With a view to logical and reasonable valuation of timber, the

taxpager shall include his timber in one or more accounts

. in genera], each such account shall include all of the taxpager’s
timber which is located in one block

. Rec 1 611-5(d)

. | imber acquired under cutting contracts should be carried in

seParate accounts and shall not constitute Part of any block




Blocks
. Each such account shall include all of the taxpagcr’s timber

which is located in one “block”

. | imberwhich would go to a single Point of manutacture

Logging unit which would be removed in a sing]e logging

development

Geographical or Political boundaries
Logical management areas (Reg. §1.611-3(d))
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h

Allocation of total cost or other basis on books:

Forested land
Other unimproved land
Improved land (describe) P

Merchantable timber. Estimate the quantity
of merchantable timber present on the
acquisition date (see Regulations section
1.611-3(e)). Details of the timber estimate,
made for purposes of the acquisition, should
be available if your return is examined.

Premerchantable timber. Make an allocation
here only if it is a factor in the total cost or
value of the land.

Improvements (list separately)

Mineral rights

Total cost or other basis (same amount as line 8). Add lines 9a through 9g
For Paperwork Reduction Act Notice, see separate instructions.

— ——————

|

831,000

Number of units 'Cos_.t oL othe_r Total cost or other basis
basis per unit

| Acre | 340 1,581.99
| Acre | 0

Acre -_

| tons | 18677 14.923

|
N

200.14

Cat. No. 16717G

Form T (Timber) Rev.

537,875

218,715

831,000
12-2013)




Basis . un; Depletion

$ 278,715 : $ 55,745

222,972 : 44,594

178,578 : 55,676
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831,000

Allocation of total cost or other basis on books: Number of units 3:;;;2:?::: Total cost or other basis

Forested land . . . . . . . . . . Acre | 340 1,581.99 537,875
Other unimproved land . . . . . . . . Acre |

Improved land (describe) »
Acre

Merchantable timber. Estimate the quantity (|_tons | 9111 | 181 76,268

of merchantable timber present on the _ 4,811

acquisition date (see Regulations section m_ 20,943

1.611-3(e)). Details of the timber estimate, 60,435
made for purposes of the acquisition, should 116,258
be available if your return is examined.

Premerchantable timber. Make an allocation 14,410

here only if it is a factor in the total cost or
value of the land.

Improvements (list separately)

g Mineral rights G o W % W B
h Total cost or other basis (same amount as line 8). Add lines 9a through9g . . . . . . . . . 831,000

For Paperwork Reduction Act Notice, see separate instructions. Cat. No. 16717G Foom T {Timber} Rev.12-2013)
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Depletion A”owance

. 9611 Provides that there shall be allowed as a deduction in
computing taxable income in the case of mines, oil and gas
Wf:”sJ other natural deposits and timber, a reasonable

allowance for dcplction

. { ost chletion and not percentage depletion must be
used fortimber Keg. S1é6ti-1(a)(1)

. | he basis on which cjcpletion is to be allowed shall be the
adjusted basis as Provide& iNngio1 1




*

) 4

*

2 4

( ost Depletion

I"irst the tract is divided into depletion units, blocks orsingle
dentitiable properties

Sccond) the number of units (tons, cords) in the Acpletion unit
s determined

1 hird, the adjustecj basis of the property is divided bg the

number of units to determine the cost cjepletion per unit

1 he cost chlction per unit 1s multiplic& Bg the number of units
harvested that year

Thc ost basis of the property is reduced by the amount of
dcplciiosn claismsed thatf;cai R?:g.s .61 iC»-—§ (}3 (Z)




F ol | - Far‘c 1 Timber Depletion

. Complete this part foreach timber account that has

changed in quantitg or dollar amount

. A timber account may changc In quantitg or dollar amount as a
result of z—chuisi‘cionsJ dispositions, the cutting of timber,
capitalized cxPenditurcsj casua]tg or theft lossesJ corrections,

additions for growth, and transters from otheraccounts

e deplction schedule is required to be maintained for all types

of timber ownership.

STy - 2 R bt e el St IS R Cut A A P i P NI - e A I e P oo L T L SIS el MBI ianatet - e . T ~ s Yo L S S : re— <122 D T ——
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Form T (Timber) (Rev. 12-2013)
:1adIl Timber Depletion (see instructions)
1 Name of block and title of account » Floyd Tract, Stand 2

If you express timber quantity in thousand board feet (MBF),
log scale, name the log rule used. If another unit of measure is

{b)
Cost or
other basis

Estimated quantity of timber and cost or other basis returnable through depletion
at end of the preceding taxyear . . . . . . . . . . . . . 10.058 81.079

Increase or decrease of quantity of timber required by way of correction .
Addition for growth (number of years covered P

- Transfers from premerchantable timber account .

~ Transfers from deferred reforestation account .

Timber acquired during tax year

11,089

Addition to capital during taxyear . . . . . . . . . . . . . . L.

Total at end of tax year, before depletion. Add lines 2 through 6 .



Total at end of tax year, before depletion. Add lines 2 througho . . . . . .
Unit rate returnable through depletion, or basis of sales or losses. Divide line 7,
column (b}, by line 7, column (a)

Quantity of timber cut during tax year

Depletion for the current tax year. Multiply line 8 by line 9 .

Quantity of standing timber sold or otherwise disposed of during tax year
Allowable as basis of sale. Multiply line 8 by line 11 .

Quantity of standing timber lost by fire or other cause during tax year . ;
Allowable basis of loss plus any excess amount where decrease in FMV (before
and after the casualty) exceeds the standard depletion amount, but not the block
basis (see instructions)

Total reductions during tax year:
In column (a), add lines 9, 11, and 13 .

In column (b), add lines 10, 12, and14 . . . . . . . . . . . . . .
Net quantity and value at end of tax year. In column (@), subtract line 15a from
line 7. In column (b), subtract line 15b from line 7 .

17  Quantity of cut timber that was sold as logs or other rough products
18 Section 631(a):
a Are you electing, or have you made an election in a prior tax year that is in effect, to report gains or
losses from the cutting of timber under section 631(a)? (see instructions) . . . . . . . . . . [] Yes ] No

b Are you revoking your section 631(a) election (see instructions)? . [] Yes [ ] No

Effective date P
Fom T {Timber) Rev. 12-2013)

i




Depletion A”owance

. | here maglbe multiple Fart |]'s to account tor different

chletion ocks, specics, elc,

Each timber account will require a ditterent | orm 4 Fart ”

; TaxPagch may need to kccP much more detailed chletion
records than those shown in Far‘c ”

. Owners of smaller timber lﬁoldings who have imcrec]ucnt timber

transactions gcnera”g make growth adjustmcnts onlg in a tax
yearin which theg cut, sell, or otherwise Aispose of timber

. FATG




APPortionment of Depletion

. | ite tenant and remainderman - |n the case of property held by
one person forlite with remainder to another person, the
deduction for deplction under section 611 shall be computecj

as if the life tenant were the absolute owner of the property so

that he will be entitled to the deduction during his lhce, and

thereafter the deduction, if any, shall be allowed to the

remainderman.

i Kee 1611 4(c)




APPortionment of Depletion

s Fruste The allowable deduction for Acpletion is to be
aPPortioned between the income beneficiaries and the trustee

on tliwf: basis of the trust income from such Propcr‘cg allocable to
cac

No effect shall be given to any allocation of the cjcgletion deduction
which gives ant beneﬁciarﬁ or the trustee a share of such deduction

) ; . ,
greater than his pro rata share of the trust mcone. IF[’CSPCCUVC of
any Provisions in the trust instrument

- Estate - shall be acfportioned between the estate and the
eirs, l?:gatces, and devisees on the basis of income of the
estate from such ProPer‘cg which is allocable to each




1 imber as an |nvestment

: “S’canding timbergou held as investment property IS a

capita] asset. ( 3ain or loss from its sale is ca!:)ita] gain or

loss re}:)orted on i:orm 8949 and Schecjule D (Form

i O‘%O)) as aPPlicaHe.” ]RS Fub L2 Farmcr’s Tax
(suide, P2y




1 imber As a Dusiness

“]Fgou held the timber Primarilg forsale to customers, it Is
not acapita] asset. ( 3ain or loss on its sale is orcjinary

business income orloss. [tis reported on Schedule [, line

i (it Purchased timber) or line 2 (it raised timbcr}.”]RS Fub
225.  armer’s i1 gy Cwidc—:J page 55




PPN aif e

B~ T o A et o i o el AP S AN e,

§ 127 Fropertg

. (b) Detinition of property used in the trade or business. [Tor

purposes of this section-

: (i) General rule

. The term ”Propert9 used in the trade or business” means Propertg L
which is not-—

CS) Propertg held bg the taxPager Primari]y for sale to customers in the ordinarg

course of his trade or business, . . .

. (2) Timber, coal, or domestic iron ore

- Such term includes timber, coal, and iron ore with respect to which section

63 1 aPPlies.




9631 . Gain orloss in the case of timber

. 8631 (b) Disposal

of timber

; ]n the case of the disposa] of timber held for more than 1 year
before such &isposal, bg the owner thereof under any form or

tHPC of contract Bg virtue of which such owner either retains an

economic interest:

n such timber or makes an outright sale of

such timber, the di

r'
rl

ference between the amount realized from

the disposal of such timber and the aéjuste& depletion basis

thcrcoﬂ shall be considered as though it were a gain or loss, as

the case may Ee) O

n the sale of such timber




3673 1 (}3) Requircments

. Tl’lé taxpayer must make a disposal of the timberunder a

contract

. An owner must surrender cutting rig}‘xts to another

. | he contract must be mutua”g binding and enforceable with
respect to the sale and Purchase of standing timber




FroPert9 ( Isedin | rade or Dusiness

“In the case of such a disposa]J the Provisions of section 1231
aPPlgand such timber shall be considered to be property used
in the trade or business for the taxable year in which it is
considered to have been sold, . . . as defined in section 123 1(b),

regardless of whether such timber is property held bg the

taxpayer Primarilq for sale to customers in the ordinarg course

of his trade or business.” 81.631-2(a)(2)




Fagments in Advance of Cutting

“IJowever, if the riglwt to cut timber under the contract
ex!:)ires, terminates, oris abandoned before the timber
which has been Paicj foris cut, the taxpayer shall treat
payments attributable to the uncut timber as ordinarg

income and not as received from the sale of timber under

section 63 1(b).” Section 1.631-2{d)(2)




Losses

“T here shall be allowed as a deduction any loss sustained

during the taxable year and not compensated for 1:79
insurance or otherwise.” §165(a)

“ o purposes of subsection (a), the basis for dctcrmining
the amount of the deduction for any loss shall be the

adjusted basis Provided insection 1011 for &etermining
the loss from the sale or other Aisposition of Property.”

3165(b)




Amount of the Casualt9 loss deduction

. Reg. 1] 65»-—7(}3) Providcs that in the case of anf §caséua<l‘c>9J J]:hé]i] abmoEnt
| 65\a) shall be the

O]C loss to }:)e takc—:n ihito Sccoliint For Purposcs O
lesser of either

the amount which is cqual to the fair market value of the Propcr‘cﬁ
immcéiately before the casualtg reduced 59 the fair market value of the
property immediatelg atter the casualtg; or

the amount of the adjusted basis Prescribccl ingljoii-l for Aetermining

1

the loss from the salé or Aisposition of the property involved

; Ursder Keg. 1.1 65~7(b)(2) business casualty losses shall be
determine bg reference to the “singlc, identifiable property damaged

O Aestroged”




Single |dentitiable [roperty

. Kevenue Ruling 99-56, accePts the “Aepletion block” as the
SHD in timber casualty loss cases, and acknowlcdgcs that

Par‘tial Aamage may be sutticient for claiming = Casua|t3 loss

; ]n general, a “Aepletion block” is an account for timber basis
that may be defined as an oPcrationa] unit or a logging unit, or

may be established 239 geographical or Politica] boundaries or

,ogical management areas. § 611




1 imber| osses

. Thc 'suddenness’ element of a casualtg( loss is discussed in

Maherv. ( _ommissioner, 76 1.0 .593(1981), atbd, 680 .2d
o1 (11thC ir.1982)

: The court reasoned that the suddenness of the loss itsclﬁ not the
suddenness of its onset, determines whether the suddenness
rec]uircment s met.

| he lapse of time from infection to the death of the trees indicated
not a sudden loss, but aloss resulting from graéual deterioration.

. | hus, for example) a loss resulting from deterioration of timberin
trees killed by southern Pine Beet%es in normal Populations would not
be a dccjuctigle loss, but would be recovered through cjepletion of
the remaining, timberin the account.

e ’W@WWW TJ‘.*'-)»_W\;-‘,-‘:;W—.":’_ T IR I R T I T N R S g e e TR ey VI~ . e e — s ~ Voo Lol - e S S S : e s s 2 —r— e T TN e FT T g s g
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Ordinarg | osses

. Section §.611-3 (e) Providcs that if, as the result of the
growt]ﬂ of the ’cim}:x:rJ of changes in standards of utilization)
of losses not otherwise accounted for, of abandonment of
timber, or of oPcrations or dcvclopmcnt work, . .. then the

original estimate (but not the basis for depletion) shall be
revised

. Suchan adjustmcnt reflects the fact that no gain or loss is
currentl recognizeé for Changcs in the quantitg of timber
that reﬁ‘ict growth and 9ield exPectations in the income-
Producing oPeration.

> oo = . — - - e ,‘.""',;;Wv:’_ R R T s TR s g A o - =iaimes oo 3 T ~ R e e St : L 1202 —— SR —r—
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Should you claim a Casualt9 0557

: lee benetit is that you may get to accelerate the
cjeplction deduction

; There 's no additional deduction for the Casua]tﬂwthc total
write-off over the life of the S|I is the basis

. The other benelitis that you can claim involuntarg

conversion and deferincome from salvage oPerations

. lee cost is that you have to have ap raisals of the “single
identifiable ProPcr’cg” (5]F) both betore and after the

casualtg to substantiate the diminution in value




Ad&itional basis recovery pursuant to Kev. Ru] 99-56

. Rev.Rul.99-56 allows the basis of the entire SIF to be

considered

For exam le) suppose the FM\/ of the SIF before the casualty was
580 OO0 {Z‘SJOOO tons with a MV of $10/ton) and the va;uc ap?er

was $ 72,000 (tlﬂe 800 tons lost at a value of $ 1 O/ton). Also,
suppose the basis was $5,/ton. | he basis in the SHD would be

$4-0,000 (8,000 tons at $5 /ton cjeplction a”owancc). Since the
decrease inthe MV is $8,000 and the basis is $40,000, the

allowable deduction is the lesser of the two values or $8.,000

The remaining basisis $32,000 and since there are 7,200 Lons
remaining the new deplction allowance is $4-44 /ton

T P S S S . - R 4L 25 —— S T »



Normal | oss | Deduction

. USing the information in the cxample, the normal loss
deduction would have been $4,000 ($5 /ton basis times

800 torxs)

: Thc ditference is $4,000




Audit (juidelines

. | imber Casualty | 0ss Audit Techniques (juide states that the

initial data request will include:

. | he timber de'pletion schedule forthe S|I identitied as the property

sustaining the loss

: A Praisals of the 5”:) both before and after the casua'tg cventto

~

substantiate the diminution in fair market value of the affected SIF

. This should include all data and/or assumption, Projections, and limiting
conditions used in comPutations to substantiate the claimed loss

. The “before” aPPraisa] should include timber inventory beginning
balances for all timber sub-accounts in the aftfected blockjust Prior to the
casualtg (i.e. sawtimber, Pulpwood, reproéuc‘cion) and Pre~merchantable)




Audit (juidelines

. | imber Casualtg | oss Audit Techniques (juide states that

the initial data request will include (continued):

. The “after” aPPraisal should include timber inventory beginnin
balances for all timberin the atfected Hockjust after the Casua%tg

: Maps showing location of the 5”> and the area Aamagecj by the

Casualty cvent

: The original field data taken immediatclg after the casualty event
and steps taken to mitigate the loss

. [larvest data for Aamaged timber that was salvaged (inclucje volumes
and Products }39 specic‘:s)




\/aluation of the SHD

41 he major Problem in this area arises when taxpayers, contrary
to the rc—:gulations, do not Pcncorm an aPPraisa] of the S|P
before and atter the Casualtg. ]nsteaé, these taxpagers seek to
extrapolate the loss in value from Per»-unit FMV s, multiplging
that igure bg the number of units lost or damaged. ]n essence,
this method consists of Actcrmining the volume of lost timber and

multiplging that volume bg the market Price per aPPlicable Lt




Salvage oPerations

“The casualtg loss and the subsequent sale of salvage timber are
scparate events, and need not be combined and set off for tax
purposes. . . Frecc&ent supports the ruling that gain from salvage of
damage timber is incjependent of the casua ty loss deduction . . .
ongress has Provided that casualtg losses to business Proper’cg are
accorded an or&inar%chuction even when the eventual Aisposition

of the property maybe treated as a capital gain.” \Weuyerhaecuser
Compgnypv. (j,nitecj Sotates g2 F 5&2 i‘h;g) 1152 (Fﬂecj. ( ir.1996)

Tihe salvage value will be taken into consideration when Aetermining the
=

‘M\/\\/ after the casualtg

 lowever the income from the salvage operation is seParatc and is not
treated as Casualtg gain and should not be rePorted on line o of 4684




]nvoluntarg Cconversion

. §9103%3% allows a taxPagcr to replace hisgro‘:)ertg without
realization o{:gain where he is comPc”e to givc up that
property due to circumstances Eegond his control; Providecjj
that it is converted into ProPcrt9 similar or related in service or
use

- Fropertg similar or related inservice or use includes reforestation or
[ g

atforestation on woodlands owned or leased %Jy the taxPagc‘:r, the

Pufrchase orlease QF timber, timberlancj, or lan Fo:; purposes of

reforestation or atforestation and the Purchase or stock in the

acquisition of control of a corporation OWRniNng such property

\ The taxpayer has 2 years after the close of the first taxable yearin
which any Par’c of the gain is realized to reinvest in similar Propertg
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]nvoluntarg ( _onversion

. You report your ibtention to postpone gain recognition bg attaching
a statement to your return which includes the date and details of the
casualty; the insurance or other reimbursement you received from the
casualty, and how you calculated the gain.

; ]Fgou do not replace the Propcrtg in the same year, you should also

include a statement that you Plan to replace the Property within the
required replacement Period.

. When you acquire rePlaccment property you should include a
statement with your return listing the replacemcnt property, the
Postponed gain, the basis adjustment that reflects the the Postpone&
gain and any gain you are rcl:)orting as income.




Site Freparation and Flanting

. You must genera”g capitalize direct costs incurred in reforestation

. Reforestation costs include

*

*

2 4

<

2 4

Site Prc]:)aration) such as gircﬂing, aPPlging herbicide and clearing and
contro”ing brush

The cost of seed or seecﬂings
Labor and tool EXPENSESs
Depreciation of cquipment used in Planting

( _ostsincurred in rcplanting to rcplace lost sccélings

. [Towever, you can elect to deduct some forestation and reforestation
costs




Site Freparation and Flanting

. §194. | reatment of reforestation exPenditurcs

. Reforestation exPcnditures means direct costs incurred in

connection with forestation or reforestation }39 P]anting or

artificial or natural seeding inclucjing cCosts

*

1

~or the Preparation of the site:

(O seeds or seedlings; and

1

For labor and tools, inc]uéing depreciation of cquipment such as

tractors, trucks, tree Planters, and similar machines used in P]anting

or sceding




| reatment of reforestation cxPenAitures

. |nthe case of anﬁ qualhcied timber property with respect to which the
taxpayerhas made ... an election under this subscction, the taxpayer shall
be entitled to a deduction with respect to the amortization of the

amortizable basis of qualiﬁecj timber Property based on a Period of 84

months

. | he term "amortizable basis” means that Portion of the basis of the qualhciccj

timber Propcrtg attributable to reforestation ex]:)enditures which have not been
taken into account under subsection (b).

. T}*xe 84-month Eeriod shall bcgin on the first dag of the first month of the

second half of the taxable yearin which the amortizable basis is acquired

IRC §194(a)

. | hereis nolimit on the amount oFgour amortization deduction for
reforestation costs Paid or incurred during the tax year




| reatment of reforestation cxPenAitures

. | reatment as EXPENSES —~ g1 94(b)

; ]n the case of any qualhcieé timber property with respect to
which the taxpayer has made an election underthis subsection,
the taxpayer shall treat reforestation expenéituras which are
Paié or incurred cjuring the taxable year with respect to such

Proper’cg as an expense which is not C%argeable to Capital

accolint

. T}we reforestation cxPanitures so treated shall be allowed as

a deduction
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Qualhcied 1 imber FroPert3

. Qualhcied timber property 1S property that contains trees in
signhcicant commercial quantities.

. [ he property qualhcies only if it meets all of the Fo”owing

rcqwremcnts.

. |tislocated in the ( |nited States

. |tis heldfor the growing and cutting of timbe}you will either use in,

or sell for use in, the commercial Proéuction of timber Procjucts

. ]t consists of at least one acre Plamted with tree seedlings in the
manner norma“g used in forestation or reforestation




Qualhcied 1 imber FroPert3

: Qualhcic& timber property doesn'tinclude property on
which you have Plantecj shelter belts or ornamental trees.

such as Christmas trees




| reatment of reforestation cxPenAitures

- Treatmént as expenses — § i 9‘1"@3)

: Th@ aggregate amount of reforestation ex!:)enditures which may be
expensed with respect to each quali{:ied timber Propcr‘cy for any taxable
year sha” not exceed

. $10,000($5,000 i married Filing separateb)

; except in the case of a trust the expense deduction shall be $0

; Contro”eé group

. AH componcnt members of a controlled group shall be treated as one taxPayer

. e dﬁ)”ar imitation shall aPPlg with respect to the Partnership and with respect
to eac Par’mcr

. A similar rule shall aPPlg in the case ofan S5 corPoration and its shareholders




How to make the election (Fub 555)

X ]Fgou are jcilin Form | (] imber), [orest Activities Schccjule,
also compcte%:orm e (Timbcr), Fart ]\/

. [FTForm 4 not requﬁrec}, attach a statement containing the
Fo”owing information for each qualhcied timber Proper’cﬂ for
which an election is being made

T he unique stand identification numbers
T he total number of acres reforested cjuring the tax year

| he nature of the reforestation treatments

. The total amounts of qualhcieé reforestation expenditures eligible to
be amortized or deducted
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Form T (Timber) (Rev. 12-2013)
x:1ad\"d Reforestation and Timber Stand Activities (see instructions)

Kind of activity (burning, chopping,
spraying, planting, seeding, thinning,
pruning, fertilizing, etc.)

1
Thomas Tract, Stand 2 Herbicide spray and burn

Account, block, tract, area, or stand ID foreach
Qualified Timber Property (QTP)

Total

Total reforestation expenses ;
Amount to be expensed under section 194(b)
(See instructions for limitations)

Amount to be amortized under IRC 194(a), including remaining reforestation
expenditures not expensed under section 194(b) .

Number of
acres treated

Total
expenditures




*

| reatment of reforestation cxPenAitures

]F%ou make an election to deduct or amortize qualhcging
rerorestation costs, you should create and maintain scparate
timber accounts for each qualhcicd timber property

he accounts should include all reforestation treatments and
the dates thcg were aPPliccﬂ

Ang qualhcied timber ProPert%that 1S sugject to the deduction
: s

or amortization election can e included’in any other timber

account for which depletion s allowed

Tl‘xe timber account should be maintained until the timberis
disposcd of




How to make the election (Fub 555)

L By elect to amortize qua]hcging reforestation costs,
complete Far‘c \/] of f:orm 45672 and attach a statement

that contains the gollowing information
Ay Acscription of the costs and the dates you incurred them

. A Aescription of the type of timber being grown and the

purpose forwhichitis grown

. A‘ctaclﬁ a se!:)arate statement foreach Propc—:r‘cg forwhich

you amortize reforestation costs
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4562 Depreciation and Amortization OMB No. 1545-0172
R (Including Information on Listed Property) 2@ 1 9
Efsrir;ﬁn:;feo,:L]tzeS;iiizw(gg)_ » Go to www.irs.gov/Fo:nﬁ;asg:‘;? iﬁzt:rrutgt)i: orr?;u; gd the latest information. | é‘gﬁﬁgnméi”ho, 179
Name(s) shown on return Business or activity to which this form relates Identifying number
Thomas Floyd Timber 123-45-6789

Election To Expense Certain Property Under Section 179
Note: If you have any listed property, complete Part V before you complete Part |.

1 Maximum amount (see instructions) . s W & B % oW 9 W & ¥ s oW o ® ¥ & H % 1
2 Total cost of section 179 property placed in service (see instructions) . . . . . . . . . . . 2
a8l Amortization
(b) @
(a) Date amortization (c) (d) Amothzation ()
Description of costs B Amortizable amount Code section perod or Amortization for this year
e percentage
42 Amortization of costs that begins during your 2019 tax year (see instructions):
Qualified Reforestation Costs 7101/2019 4,740 194(a) 84 339
43 Amortization of costs that began before your 2019 taxyear . . . . . . . . . . . . . 43
44 Total. Add amounts in column (f). See the instructions for wheretoreport . . . . . . . . 44 | 339

Form 4562 (2019)
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Reporting Amortization

Refort the total amortization, inclu&ing the allowable Por‘cion
of forestation or reforestation amortization, on the aPPlicch

“Othcr Deductions” or “Other Expcnses” line of your retiirp

1C90u are rePorting the amortization of costs that began
efore your 20 T ﬁcar and you are not requireé to file

"orm 4562 for any otner reason, do nottile Form4562
Far‘merslwips (other than electing large P/artrsershigs) and S5

corporations, report the amortizable basis of any rorestation or
reforestation eXpenses for which amortization is elected and
the year in which the amortization bcgins as a separately stated

item on Sche&ules K and K»-«i ( orm 1065 or | | ZO»-S




Rcca Ptu e

. fa taxpayer disposes of qualhcied timber property within
ten years of the year in which the amortizable basis was
created and the taxpayer has claimed amortization
deductions under section 194, part or all of any gain on the

disposition may be rccaptured as orcjinarg income
L Ren 1194 i(c)




Recapture of reforestation expenses

. Section 1245 property includes any property that is or has
been subjcct to an allowance for Aepreciation or amortization

and thatis any of the Fo”owing tgpes of Proper‘tg

oK Cer’cain reforestation exPenditures

: Depreciation and amortization that must be recapture& as

orcﬂinarg income include (but are not limited to) the Fo”owing
items

5.1 Deductions tor all the Fo”owing costs

e. (_ertainreforestation expenses
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Alabama does not allow reforestation expenses for pass-

L CHIANGESINGULT OFFORTUINE Y ZONE oL 8

through entities

]RC § 1400 increases the amount of cxperxsing allowed bg ]RC S
| 94, concerning reforestation expen itures. | or individuals and
Passﬁchrough entities such as Subchapter K_entities and

corPorations, Alabama income tax law does not reco PSZE Thic
expensin a”owed Eq IR( 3194 ... ZXia. ! )egt Kev. Notice:
A abamaglncome [ ax | aw Compliance \With [Tederal [TJurricane

Relief
Since

Frovisions

Alabama conforms the corporate income tax to the federa

income tax system under Ala. Co e §40-18-%%, Alabama gomco ms

to the |

Srovisions of ]RC S | 94 concerning the expensing ot certain

reforestation expenditures ror corporations




\Who Must [Tile a [Torm T

A taxpayer Claiming a deduction for Aepletion of timber on a
return filed for a taxable year beginning after | December» 1.
2001} shall attach to the income tax return of the taxpayer a

filled-out [Torm T (T imber) for the taxable year covered by the
income tax return. §1.611-3(h)(2) : :

In addition, the tax ayer must retain records sutticient to
substantiate the right of the taxpayer to claim the deduction,
including a map, where necessary, to show clearly timber and
land acquired, timber cut, and timger and land sold for as lon
as their contents may become material in the administration c;%
any internal revcnucblaw.




\Who must file [Torm -

i Comp]ete and attach [orm | to your income tax return on]g if
5OU:

. (_laim a deduction for &epletion of timber
. [ lectsection 631(a) treatment, or
. Make an outright sale of timberundersection 631 (b)

X Exccptions.

. You are not rec]uirf:& to file rorm il hcgou onlg have an occasional
sale of timber (one or two sales every 5 or 4 gears)

. [1owever, you must maintain adequate records of these transactions
and other fimber-related activities




R@Ce rences

. ]nstructions for T orm .
. Fublication 225 [Tarmer's | ax (juide

. [Tlardwood | imber ]ndustrg Audit Technique (juide
HATG)

. | imber Casualtg | oss Audit Techniquss (juide

. www.timbcrtax.org

- T%e Forest Landowncrs Guiée to the Fecjcral ]ncome
Tax — Ag. Hancﬂjook No. 79 (ZOY 5)
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http://www.timbertax.org/

/

-~ (_onclusion

. (Questions or comments?
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