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B ei n g a  fo rest er  as w el l  as an  E n ro l l ed  A gen t ,  a  C er t i fi ed  P u b l i c
A c c o u n t an t  ( l i c en sed  i n  W i sc o n si n )  an d  a t ree farm er,  I  get  a  l o t
o f q u est i o n s t h ro u gh o u t  t h e year  rel at ed  t o  t h e i n c o m e t ax  i ssu es

o f gro w i n g t rees. A s an  i n t ro d u c t i o n  t o  t h e t o p i c ,  l e t ’s t ak e a l o o k  at  a
few  o f t h e m o st  c o m m o n  q u est i o n s t h at  n ew  fo rest  o w n ers h av e.

Is income from the sale of t imber  taxable? S i n c e t h e I n t ern al
Rev en u e C o d e d o es n o t  sp ec i fi c a l ly ex c l u d e i n c o m e fro m  th e sa l e o f
t i m b er,  i t  i s t ax ab l e. Yo u  w i l l  l i k e ly rec ei v e a  1 0 9 9 - S  fro m  th e en t i ty t h at
p u rc h ased  yo u r  t i m b er.  Keep  i n  m i n d  t h at  i f yo u  rec ei v ed  a 1 0 9 9 , so  d i d
t h e I RS .

Can I  deduct anything against t imber  sale proceeds? Yes. A n y
ex p en ses yo u  h ad  i n  rel at i o n  t o  t h e sa l e su c h  as c o n su l t i n g fo rest er  fees,
t h e c o st  o f t ree m ark i n g p a i n t  o r  r i b b o n  an d  o th er  o u t - o f- p o c k et
ex p en ses c an  b e d ed u c t ed  fro m  th e t i m b er  sa l e  p ro c eed s. Yo u  m ay a l so
h av e w h at  i s k n o w n  as b asi s i n  t h e t i m b er  yo u  so l d . Th i s b asi s c an  a l so
b e d ed u c t ed .

What is basis and how is i t determined? B asi s i s yo u r  t ax  c o st  i n
an  asset .  I f yo u  p u rc h ased  yo u r  p ro p er ty,  yo u r  b asi s i s w h at  yo u  p a i d  fo r
i t .  I f yo u  rec ei v ed  t h e p ro p er ty t h ro u gh  an  i n h er i t an c e i t  i s t h e fai r  m ar -
k et  v a l u e o n  t h e d at e o f t h e d ec ed en t 's d eath  ( o r  a l t ern at e v a l u at i o n
d at e i f t h e ex ec u t o r  so  c h o se) .

I f yo u  rec ei v ed  t h e p ro p er ty as a  gi ft  yo u r  b asi s c o u l d  b e t h e sam e
as i t  w as t o  t h e p erso n  w h o  gav e t h e p ro p er ty t o  yo u  ( i f i t s fai r  m ark et
v a l u e ex c eed s t h at  b asi s)  o r  i t  c o u l d  b e t h e fai r  m ark et  v a l u e ( i f i t s fai r
m ark et  v a l u e i s l ess t h an  t h e d o n o r 's b asi s)  o r  yo u  c o u l d  h av e a d i ffer -

en t  b asi s d ep en d i n g u p o n  w h eth er  yo u  h ad  a gai n  o r  l o ss o n  i t s sa l e .
Th at  l ast  o n e i s a  b i t  b eyo n d  t h e sc o p e o f t h i s ar t i c l e .

So I  can deduct the ful l  cost of my proper ty against
a sale of t imber? N o . Yo u r  c o st  i s t h e b asi s i n  t h e w h o l e
p ro p er ty.  Keep  i n  m i n d  t h at  i n  ad d i t i o n  t o  t i m b er  yo u
al so  p u rc h ased  t h e l an d . Yo u  m ay a l so  h av e p u rc h ased
so m e i m p ro v em en t s an d  t h e p ro p er ty m ay h av e so m e
o th er  a t t r i b u t es, su c h  as a  d ep o si t  o f grav el .  Th e b asi s

n eed s t o  b e a l l o c at ed  b efo re yo u  c an  d ep l et e t h e p o r t i o n
rel at ed  t o  t h e t i m b er.

Th i s  a l l o c a t i o n  c an  b e  d o n e  o n e  o f t w o  w ays.  
Th e m o st  ad v an t ageo u s i s t o  a l l o c at e b ased  o n  rel at i v e fai r

m ark et  v a l u es as o f t h e d at e o f ac q u i si t i o n . Th i s req u i res 
yo u  t o  d et erm i n e t h e fai r  m ark et  v a l u es o f t h e l an d , t i m b er,

i m p ro v em en t s an d  o th er  a t t r i b u t es o n  t h e d at e yo u  p u rc h ased  t h e
p ro p er ty.
Th e o th er  a l l o c at i o n  m eth o d  i s easi er  b u t  u su al ly i s l ess ad v an t a-

geo u s. I f yo u  h av e ju st  l an d  an d  t i m b er  yo u  c an  su b t rac t  t h e l an d  fai r
m ark et  v a l u e o n  t h e d at e o f p u rc h ase fro m  th e p u rc h ase p r i c e . Th e
rem ai n d er  i s t h e b asi s a l l o c ab l e t o  t h e t i m b er.

O n c e yo u  h av e m ad e an  a l l o c at i o n  t o  t i m b er  yo u  c an  d ep l et e i t  t o
t h e ex t en t  t h at  yo u  h arv est  t i m b er.  F o r  ex am p l e, i f yo u  h arv est  6 0 %  o f
t h e t o t a l  t i m b er  av a i l ab l e  o n  t h e p ro p er ty t h en  yo u  c an  d ed u c t  6 0 %  o f
t h e am o u n t  i n  yo u r  d ep l et i o n  a l l o w an c e ( c o st )  ac c o u n t .
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Anything else I  should know about the sale of t im-
ber? Yes. A ssu m i n g yo u  d i d  n o t  c o n d u c t  t h e h arv est
yo u rsel f an d  a l so  assu m i n g yo u  h av e h el d  t h e p ro p er ty fo r
at  l east  a  year  an d  a d ay,  t h e sa l e w i l l  l i k e ly q u a l i fy fo r
l o n g- t erm  c ap i t a l  gai n s t reat m en t .  Th i s w i l l  gi v e  yo u  a
l o w er  t ax  rat e t h an  w h at  yo u  w o u l d  p ay i f i t  w ere o rd i n ary
i n c o m e.

I f yo u  d i d  th e l oggi ng yo u rsel f th ere i s a sp ec i al  el ec t i o n
yo u  c an  m ak e to  get  l o ng- t erm  c ap i tal  gai n s t reatm en t  b u t
th at  i s a b i t  b eyo n d  th e sc o p e o f th i s ar t i c l e.I f th e t i m b er
p ro p er ty i s l o c ated  i n  a S tate d i fferen t  fro m  yo u r  h o m e
S tate, k eep  i n  m i n d  th at  yo u  w i l l  a l so  n eed  to  fi l e a tax
retu rn  fo r  th e S tate i n  w h i c h  th e p ro p er ty i s l o c ated . Yo u r
h o m e S tate w i l l  l i k ely gi v e yo u  a tax  c red i t  fo r  t ax es p ai d  to
o th er  S tates th o ugh  i t  m ay fal l  sh o r t  o f th e tax  ac tu al ly p ai d
i f yo u r  h o m e S tate h as a l o w er  t ax  rate

Can I  deduct expenses of growing trees? A
q u al i fi ed  yes. Th i s t o p i c  i s q u i t e  i n v o l v ed  an d
w o u l d  m ak e i t s o w n  ar t i c l e .  A s a  su m m ary,  i f t h e
ex p en ses are typ i c a l  fo r  gro w i n g t rees an d  t h ey
are h el p fu l  i n  ac c o m p l i sh i n g t h at  go al  t h ey w i l l
l i k e ly b e d ed u c t i b l e .  I f gro w i n g t rees i s a  h o b by,
i .e .  yo u  d o  n o t  h av e a p ro fi t  m o t i v e, t h en
d ed u c t i b l e  ex p en ses are l i m i t ed  t o  i n c o m e fro m
th e ac t i v i ty o n  a year- by-year  b asi s.  A l so  n o t e
th at  t ran sp o r t a t i o n  ex p en ses are su b jec t  t o  so m e
sp ec i a l  ru l es.

I ’m plant ing trees this year. Can I  deduct
the cost of seedl ings purchased? Yes, yo u  c an
n o t  o n ly d ed u c t  t h e seed l i n g c o st  b u t  t h e c o st  o f
si t e  p rep arat i o n  an d  p l an t i n g as w el l .  I n  fac t ,
an y c o st  t o  get  t h e t rees est ab l i sh ed , i n c l u d i n g
p ro t ec t i o n  fro m  h erb i v o res, q u a l i fi es.  Th e o n ly
req u i rem en t s are t h at  t h e p ro p er ty i s l o c at ed  i n
t h e U n i t ed  S t at es, t h e t rees are b ei n g p l an t ed  fo r
t h e p ro d u c t i o n  o f c o m m erc i a l  fo rest  p ro d u c t s
an d  t h at  yo u  p l an t ed  a su ffi c i en t  n u m b er  t o  fu l ly
st o c k  at  l east  o n e ac re.

U p  t o  $ 1 0 ,0 0 0  o f refo rest at i o n  ex p en ses c an
b e d ed u c t ed  fo r  eac h  q u al i fyi n g t i m b er  p ro p er ty.
I f yo u  are t reat i n g t h e t ree gro w i n g ac t i v i ty as a
b u si n ess t h e d ed u c t i o n  w i l l  go  o n  t h e b u si n ess
sc h ed u l e. I f n o t ,  t h e d ed u c t i o n  go es o n  t h e fro n t
p age o f F o rm  1 0 4 0  i n  t h e ad ju st m en t s sec t i o n .
A s an  a l t ern at i v e, o r  t o  t h e ex t en t  yo u r  ex p en d i -
t u res ex c eed  $ 1 0 ,0 0 0 , yo u  c an  am o r t i z e t h e c o st
o v er  8 4  m o n th s.

H ave add i t ional  quest ions or  want  to
explore some of these topics in a l i tt le more
depth? Th e M i n n eso t a D ep ar t m en t  o f N at u ral
Reso u rc es h as c o n t rac t ed  w i t h  G eary S earfo ss
t o  p ro v i d e free fo rest  rel at ed  t ax  i n fo rm at i o n  t o
an y e l igi b l e  p ar ty.  A n  e l igi b l e  p ar ty i n c l u d es an y
i n d i v i d u a l ,  b u si n ess o r  o t h er  en t i ty o w n i n g
fo rest l an d  i n  t h e S t at e o f M i n n eso t a as w el l  
as t ax  p rep arers l o c at ed  i n  M i n n eso t a an d  o th er

M i n n e so t a  re s i d en t s .  G ea ry c an  b e  c o n t a c t ed  a t  
7 1 5 - 2 6 6 - 8 2 9 0 . Yo u  m ay a l so  w an t  t o  c h ec k  o u t  h i s w eb
si t e  at  gscpa.biz.
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