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Are You Paying Too Many Taxes?
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Forestland investments have alwaysbeen very unique.
Like most investments, thevalue of the asset increases
over time, but unlike most investments, thechangein
value comesfrom changesin thetimber market and
changesin growth. Forestland investmentsreceive
specia tax treatment at thefedera and statelevels.
Beforethe 1986 Economic Recovery Taxation Act
(ERTA), capital gain’streatment wasvery important to
income generated from qualified timber salesbecause
it exempted 60% of the profit fromtax liability (long-
term capita gain).

The ERTA diminated thetimber capital gain exemp-
tion, but thereare still Significant advantagesfor 1daho
taxpayersthat purchase, hold, and sell timber. Taxpay-
erscantreat timber sale proceedsasordinary income,
or ascapita gainwithsgnificantly greater benefits.

Firgt, capital lossescan only offset ordinary incometo
amaximum of $3,000 per year; theexcessesmust be
either capitalized or carried forward. Second, the
income generated from atimber salethat istreated as
ordinary incomeissubject to the 15.2% self-employ-
ment tax. Long-term capital gainincomeisnot subject
to the self-employment tax. Third, ordinary incomeis
taxed at higher ratesfor higher levelsof income, witha
maximum of 39.6%; timber saleincometreated as
long-term capital gain hasamaximumrateof only
28%. Finally, the state of I daho still exempts 60% of
long-term capita gain revenuefrom stateincometax.
The state of 1daho otherwiserecognized the same
advantagesfor capital gainsasthefederal government.

Howto Qualify. With all of the advantagesto capital
gain’streatment you may want to make certain that
your actionsqualify your timber harvest ascapita
asset. Thel RS considersthreeitemswhen determining
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if capital gainstreatment isjustified. Theseare: 1) your
purposefor holding thetimber, 2) thelength of time
thetimber isheld beforeasale or disposition, and 3)
themethod used to sell you timber.

Thefirgt criterionisyou purposefor holding the
timber. You can quaify for long-term capita gainsif
your timber isheld 1) asacapital assetif itisneither
used in atrade or businessnor held for saleto cus-
tomer inthe ordinary course of business, 2) for usein
atradeor business, or 3) primarily for saleto custom-
ersintheordinary courseof atrade or business.

The second criterion involvesthelength of timetimber
isheld beforesaleor disposition. At thefederal level
an asset must beheld for at least oneyear to qualify
for long-term capita gains. Thestate of 1daho requires
that thetaxpayer hold the asset for aminimum of 24
monthsbefore sale or disposal in order to qualify for
long-term capital gain’streatment. Forestland owners
that receivetimber asagift canalsoincludethegiver’s
timeof ownershipin calculating timeof ownership.
Thereisno holding period required for timber that is
inherited.

Thefind criterioninvolveshow thetimber issold or
disposed of . The RS recogni zed three methods of
sdling timber. Thefirgt isalump-sum saleor exchange:
theamount the seller receivesisestablished before
harvest beginsand it isnot based on how muchis
actudly removed. Thisform of atimber saleisallowed
only for ownersthat hold their forestland asan invest-
ment; itisnot availablefor ownersthat hold their
timber asatrade or business. The second form of
timber harvestiscalled a631-A harvest: theland-

CONTINUED ON PAGE 2




owner cutshisown timber, or hiresloggersto harvest
it, andthen sellsthelogsto areamills. Thethird form
of atimber sdleisa631-B harvest: thesaller sellshis
timber for apredetermined price wherethe amount the
seller receivesfrom thetimber saleisbased onthe
amount of timber actually cut and scaled during the
timber sae. Inthissalestructurethe seller retainsan
economicinterest inthetimber after thesdleiscom-
pleted. Thismeansthat timber not cut belongsto the
sdler, not thebuyer.

Therearemoredefinitionsand restrictionsinvolved
withthesethreecriterion. If youwould likemore
information on how totreat your forestland asset as
either aninvestment, or asatrade or business, you

may want to obtain acopy of anew video and publi-
cation being released by the University of Idahoin
June of 1994. Thevideo and publication areboth
titled Forestland Taxesin Idaho. These materials
outline county property taxes, stateincometaxes, and
federal incometaxesspecificto forestland ownersin
Idaho. To order acopy, call or writethe Ag. Commu-
nications Center, University of Idaho, Moscow, Idaho,
83844-2332. (208) 885-6426.

Thisinformation first appeared in Woodland NOTES, Val. 6,
No. 1.
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