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Reforestation costs are direct costs incurred to establish commercial timber stands. Taxpayers may deduct up to 
$10,000 ($5,000 for married couples filing separately) per year of reforestation costs per qualified timber property 
(QTP). Any amount over $10,000 per year per QTP may be deducted over 84 months (amortized). Trusts are eligible 
for amortization deduction only. 

Example 10: If your reforestation cost was $8,000 in 2016, you may deduct it fully in 2016 for your married filing 
joint return. If you spent $17,000 to reforest, deduct $10,000, plus 1/14th of the remaining $7,000 ($500) in 2016. 
Deduct 1/7th of the $7,000 ($1,000) for 2017-2022 and the last 1/14th ($500) in 2023. For investment timber, report 
the reforestation deduction as an adjustment to gross income on the front of Form 1040. For business taxpayer, report it 
on Schedule C. Elect to amortize and take amortization deductions on Form 4562, Part VI. Attach a statement to your 
return showing the date, location and amount of the expenditure. 

REFORESTATION COSTS 

An installment sale is a sale in which you receive one or more payments in a tax year after the year of timber sale, allowing you 
to defer tax by spreading your gain over two or more years. Interest is charged on deferred payments and is ordinary income. 

Example 9: You sold $10,000 of timber ($7,500 after deducting timber depletion and sale expenses) in 2016. Your gross 
prefit percentage is 75 percent ($7,500-;. $10,000). The buyer paid you $6,000 in 2016 and you took a note payable in 2017. 
Report a $4,500 gain ($6,000 x 75%) for 2016, using Form 6252. 

INSTALLMENT SALES 

Only for single taxpayers with AGI over $200,000 (or 250,000 for couples), investment timber sales and passive business 
timber sales are subject to a 3.8 percent net investment income tax. "Material participants" in timber business are not 
subject to this tax. 

Example 8: Mr. and Mrs. Walter's AGI is $270,000, including a $40,000 capital gain from their investment timber 
sale. The timber gains of $20,000 (the lesser of the excess of their AGI of $270,000 over the $250,000 threshold or the 
capital gains of $40,000) are subject to the 3.8-percent tax ($760 tax), in addition to the capital gain tax on the sale. 

NET INVESTMENT INCOME TAX 

Sale if standing timber. Sales of standing timber held as an investment for more than one year qualify for long-term capital 
gain, which is taxed at lower tax rates than ordinary income. Report the sale of standing timber held as an investment on 
Form 8949 and Schedule D. 

Example 6: In 2016, you sold standing timber owned as an investment. You report it as a capital gain on Schedule D 
and Form 8949. 

Sales of standing timber by a business qualify for long-term capital gain (Sec. 1231 gain) if the timber has been held for 
more than 1 year (Sec. 631(b)). Report the sale on Form 4797 and Schedule D. Form T, Forestry Activity Schedule may 
be required (see "Filing Form T" below). 

Sale if products cut from timber held far use in a business (Sec. 631 (a)). If you cut your own timber or have it cut by a 
contractor working at your direction, either for sale or for use in your business, the gains are ordinary income unless you 
elect to use sec. 631(a) on Form T, Part II. 

Example 7: The FMV of your standing timber was $24,000 on Jan. 1 and your basis in it was $2,000. You paid a 
contractor $3,000 to cut standing timber held for business use for over one year into logs and you sold the cut logs to a 
mill for $29,000. If you elect to use Sec. 63l(a) on Form T, report a $22,000 long-term capital gain ($24,000 FMV - 
$2,000 basis) on Form 4797 and Schedule D, and $2,000 ordinary income ($29,000 sale price - $24,000 FMV - $3,000 
contractor fee) on Schedule C. Without the Sec. 63l(a) election, however, all $24,000 profit will be ordinary. 

TIMBER SALES 
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