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Income Tax Deduction for Timber Casualty Loss 

By: Dr. Linda Wang, Forest Taxation Specialist, USDA Forest Service 

Timber damaged or destroyed by hurricane, fire, earthquake, 
ice, hail, tornado high wind and other storms are "casualty 
losses" that may allow timberland owners to claim a deduc
tion on their federal income tax returns. Yet the specific re
quirements on calculating the Joss by the tax law and rules 
may result in low or no deductions being available in certain 
cases. 

The cost of hiring professional forestry and/or appraisal 
services to establish the required tax data and records 
should be weighed with the potential tax saving5 before 
proceeding. 

Determining the Amount of Casualty Loss 

Deductible casualty loss for timber held for business or 
investment purpose is the smaller of the adjusted basis 
of timber and the difference of the fair market value 
immediately before and after the casualty. Salvage sale 
is reported separately. 

An Example 

A hurricane damaged your timber tract. Before the 
hurricane, the fair market value of the timber was 
$10,000. But after the storm, the timber is worth 
only $1,000. So the FMV loss of your timber is 
$9,000 ($10,000 -$1,000). Assuming that the basis 
of the timber is 5,000. Then the amount of casualty 
loss deduction is only $5,000, not $9,000. 

Calculating the Adjusted Basis 

The key 

for most cases is 
to figure out the 
adjusted basis of 
the standing tim
ber. There is no 
deduction allowed 
if the basis is 
zero. 

The key for most cases is to figure 
out the "adjusted basis" of standing 
timber. Generally, the cost of a 
property is called "basis" in tax 
terms. "Adjusted basis" is the 
original basis reduced or added by 
adjustments over the term of own
ersb ip (such as new purchase or 
timber sale). 

The original basis for: 

• purchased timber property is the purchase price and 
related costs (such as legal fee and timber cruises). 

• gifted timber property is the donor 's adjusted basis 
in most instances. 

Reprinted, with permission from author. 

• inherited timber property is the fair market value (or 
alternative value if so elected) on the date of death 
(or alternative valuation date). 

If you have not determined the basis of your timber at 
the time of acquisition, you may use the current vol
ume, growth over the years, and timber price at the time 
of acquisition to establish it retroactively. 

What You Need from Your Forester 

To establish timber basis and appraise the fair market 
value loss of timber immediately before and after the 
casualty, consult a professional forester if necessary to 
determine the proper timber volume in thousand board 
feet, cords or tons and timber prices, as suggested by 
the IRS Timber Casualty Loss Audit Technique Guide. 

"Single Identifiable Property" As the Measure 

Treasury regulations requires that casualty loss is deter
mined with respect to the "single identifiable property". 
In the case of timber, it is normally the entire timber 
block owned by the taxpayer, not just the timber actu
ally damaged or destroyed. For example, assume that 
you own 100 tons of hardwood sawtimber with a total 
basis of $4,000 kept together in one place (account). A 
fire destroyed 20 tons. The adjusted basis for casualty 
Joss determination in this case is $4,000, not just $800 
($4,000 x 20 tons/100 tons). 

Where to Report the Casualty Loss 

All casualty losses are claimed first on Form 4684. For 
timber investment property, the loss is then entered into 
Schedule A of Form 1040. For timber business prop
erty, the loss is entered on Form 4797. Schedule D is 
used for gains if any (see below for salvage sale). Form 
T should also be prepared, although you may not be 
required to file (see filing instruction on who must file 
on Form T). 

What Ha Net Gain Is Realized 

If you conduct a salvage sale, a taxable gain is realized 
when the salvage value exceeds the adjusted basis of 
damaged timber. But you may elect to postpone paying 
taxes on the gain if the proceeds is re-invested in timber 
such as forest planting, purchase of ·timberland and stock 
in the control of timber.corporations. 

Linda Wang can be contacted at lwang@fs.fed.us Taxes cont. on pg. 5 

For more information on preparing your taxes, visit www.timbertax.org 





You Ain't From Around Here! Exotic Invasive of the Quarter: Emerald ash borer. 
An unwelcome pest may be lurking ... your woodlands could be at risk. 

By: Jeannette Hoffman, Virginia Tech Department of Forestry 

The 2007 summer edition of the Virginia Forest Landowner Update highlighted an important invasive forest 
pest that is significant enough to warrant another look. The emerald ash borer (EAB; Agrilus planipennis 
Fairmaire), the Asian guest thought to have made its way to the US in packing crates, won't be going home 
anytime soon. Not only is it threatening our natural forested areas, urban areas that utilize ash for shade trees 
are in jeopardy as well. Several communities throughout the U.S. have had significant tree mortality from 
EAB, and Virginia's ash trees are not immune from experiencing the same. 

EAB is most readily recognized in its adult form - a small (about 1/2 inch long, 1/8 inch wide), beautiful metallic green beetle. 
Though adults feed on foliage, this insect's real destructive phase occurs earlier in its life as larvae. The S-shaped galleries larvae 
make under the bark of ash trees (the only host) sever the flow of water and nutrients, resulting in tree death within one to four 
years. You may be familiar with this type of "dendrocide" from EAB's close relatives, the bronze birch borer and two-lined 
chestnut borer. What makes EAB the most ornery of the bunch is that it does not need a stressed tree to 
initiate infestation. 

Any kind of ash material, such as nursery stock, logs, wood chips, green lumber and firewood, can be 
infested. Transportation of firewood seems to be one of the most prevalent modes of establishing new 
infestations. You've heard it before - PLEASE DON'T MOVE FIREWOOD! The practice of buying or 
harvesting from local sources is an important one to adopt. It's additionally important to keep up to date 
with local regulations and on the progress of this insect. It's never too early to consult with a professional 
forester about possible management options in preparation for or in the event of an outbreak in your area. 
The health of your woodlands, your management objectives and the status ofEAB in your area may influ
ence how your property could be affected. 

So, how do you know if you've got the "bug"? AD-shaped exit hole is a tell-tale sign of infestation. 
Additionally, an EAB infested tree may exhibit various other stress signs (i.e. die-back from the top of the 
tree, reduction in leaf density, excessive sprouting from the trunk, bark splitting, increased woodpecker 
activity, etc). Since the signs can be readily mistaken for numerous other ash problems, EAB infesta
tion can easily go undetected for several years. The bottom line is that this little insect is very difficult 
to detect. 

Though no current large-scale level controls are known, there is some 

A tell-tale D-shaped 
EAB exit hole on 
the side of an ash. 
Photo by: David 

Cappaert, Michigan 
State University. 

EAB larvae in various stages 
of development. Photo by: 

promise for valuable individual yard trees or small-scale control. Injections of the insecticide, 
imidacloprid, into the soil or directly into the tree, as well as emamectin benzoate injections, 
have shown to kill the larvae as they feed. But don't get your hopes up if you're thinking 
about treating your forest with the latter chemical - it's expensive. According to the Chicago 
Tribune, treating a single 16 inch diameter tree with emamectin benzoate can cost around $200 
and treatments need to be repeated every two years. You should also be aware that these are 
not considered fool proof methods as more research and testing are still needed. At this time, 
some biological controls are being tested under quarantine as well. 

David Cappaert, Michigan 
State University. 

EAB was first found in Fairfax County in 2003 and subsequently eradicated. On July 14, 2008, 
the same day EAB was again confirmed in Fairfax County, quarantine was established there 
to help reduce the spread to non-infested areas. This means that uncertified articles including 
ash trees, green (non-heat treated) ash lumber and ash wood products, as well as firewood, 
are not allowed out of the county. 

As of summer 2008, EAB has been positively identified in Michigan, Indiana, Ohio, Pennsylvania, Illinois, Maryland, Missouri, 
West Virginia, Canada, Wisconsin and Virginia. Please don't hesitate~o eport a suspected infestation - it's better to be wrong 
than to take a wait and see approach with this one. 

Borer cont. pg. 6 



Peer-to-Peer Communication: 
One of Forestry Extension's Most Important Mechanisms 
by: John Munsell, Virginia Tech Department of Forestry 

Picture for a moment that you and a few other folks have been tasked with com
municating critical technical information to over 400,000 people. You have 
limited resources and time, yet much to share. Sound problematic? Just wait. 
Also imagine that the number of folks you are trying to reach is rapidly increas
ing. No doubt daunting, but also a reality for forestry Extension in Virginia. As 
a person who owns or cares for Virginia's forests, you are in a position to help. 

Virginia has over 400,000 forestland owners and the numbers are growing. Recent 
migrations to the state's rural areas have drastically increased the amount of forestland 
owners in the state. At the same time, Virginia's forestland is shrinking. More owners 
and smaller parcels in an era of forest loss certainly changes the dynamic for forestry 
Extension, but not its importance. Despite these challenges, much is accomplished every 
day in the way of reaching Virginia's forestland owners. However, much is also needed. 

At this point you may be wondering "what does all of this have to do with me?" It matters because as a person 
who owns or cares for Virginia's forests, you can play a vital role in the Extension process. There are only so many 
forestry Extension professionals working to provide educational opportunities to the state's forestland owners. 
Folks that have taken advantage of these opportunities are in a good position to positively influence others who 
are need of information. And it's not necessarily how much you know, but who you are that is most important. 

Peer-to-peer communication occurs freque~ly j n our lives. For exam_ple, friends or family members might make 
valu~d recommendations about a babysitter. Or a colleague might advocate a new type of technology. If we root for 
the same football team, we might share suggestions about the best place to watch the big game. On a larger scale, 
peer-to-peer communication can also bring about change in behavior and thinking among groups of people. This is 
particularly true when sharing a common trait or interest - for example owning or caring for Virginia's forestland. 

In short, talking with your peers as much as possible can help facilitate sustainable forestry in Virginia. Forestland 
owners and managers often trust other forestland owners and managers more so than outside educators. Because of 
this, Extension looks to knowledgeable and engaged forestland owners to assist in spreading up-to-date information. 

As a subscriber to the Virginia Forestland Owner Update, it is possible for you to help make a differ
ence. You receive up-to-date information about topics related to Virginia's forestland. On the other hand, 
there are thousands in Virginia who do not. As a peer, you are the most effective avenue for communicat
ing the ideas, concepts and practices regularly shared in this and other Extension publications and meetings. 

The challenges faced by forestry Extension in Virginia are significant, but not altogether impossible. As a knowl
edgeable and engaged citizen, your help is greatly appreciated. You have the credentials necessary to pass on, 
in the most effective way, all of your sustainable forestry knowledge. Are you ready to spread the good word? 

John Munsell is the Forest Management Extension Specialist at Virginia Tech and 
can be contacted at 540/231-1611 or jfmunsel@vt.edu. 

Editor's note: Something as simple as sharing your copy of the Virginia Forest Landowner Update is helpful. Stay 
tuned for additional opportunities for you to become involved with peer to peer communication. 

------------------------------------------~4,_ ____________________________________ __ 
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Tax Pointers 

Appraisal Fee and the Cost of Photo: 

• Appraisal fees and the cost of tak
ing photos are not part of the casu
alty loss reduction. They are part 
of deductible expenses claimed on 
itemized deductions (subject to 2% 
adjusted gross income limitation). 

For property held for personal use: 

• The casualty loss was further lim
ited. The deduction, as calculated 
first as the smaller of the fair mar
ket value loss and the adjusted 
basis, is then subject to $100 re
duction and 10% adjusted gross 
income limitation (aggregated with 

all casualties on personal property 
such as homes and autos) to get to 
the allowable casualty loss deduc
tion. 

• If you don't take itemized deduc
tion, you will not be able to deduct 
a casualty loss on personal prop
erty. 

• The $100 reduction and the 10% 
adjusted gross income limitation 
were lifted for Hurricane Katrina, 
Rita, and Wilma~ and Kansas 
storms taxpayers. 

When to claim the loss: 

• You can deduct a casualty loss 
only in the tax year in which the 
casualty occurred generally. 

Tips on Tax Records for Proof 

• Gather information about the 
casualty (time, nature of the 
event and the area affected) 

• Take photos as quickly as possi
ble after the casualty 

• Log the date, location and pho
tographer 

• Gather le gal, insurance, and ac
counting papers from the court, 

title company, the bank, or the 
insurance company to establish 
ownership and possible insur
ance claims if any 

• Forest management records such 
as management plan 

• Document hired services from 
professional foresters and/or ap
praisers 

Recommended Readings 

1. Forest Landowners' Guide to 
Federal Income Tax, Chapter 5 
(Cost Considerations) and Chapter 
6 (Income Considerations). You 
may purchase the 2001 edition from 
the U.S. Government Bookstore, 
First Union Plaza, Suite 120, 999 
Peachtree Street, NE, Atlanta, GA 
30309-3964. It's also available free 

on- line by Google key words search 
using the book's title. 

2. The IRS Timber Casualty Loss 
Audit Technique Guide, September 
2005. 

3. IRS publication 547, 548, 4492, 
4492-A: These guides contain many 
casualty loss calculation examples, 

• However, for Presidentially de
clared disaster area, you may 
elect to apply the casualty loss in 
your prior year's tax return and 
thus avoid waiting to file the loss 
in the current year. But this 
should also be weighed with the 
current year's tax bracket and 
any expenses in amending prior 
year's tax return (if applicable). 

It is important that 

you have records that 

support your casualty 

loss deduction, but 

do not attach them to 

your return. 

which can be helpful for a general 
understanding of the casualty loss 
rules. 

4. Tax Preparation Software. The 
software can be an effective tool for 
casualty loss calculation if you are 
interested in self-prepare your re
turn, which can save your time over 
calculations and form selections. 



Borer cont. from pg. 3 

Virginia Contacts: 
* Virginia EAB hotline 1/866-325-0023 
* Forest Pest Branch of Fairfax County; 703-324-5304 
* Virginia Department of Ag and Consumer Services: 

804-786-3515 

* Arlington Office of Virginia Cooperative Extension: 
703-228-6423 or 703-228-6400 

Web sites: 
* www.emeraldashborer.info 
* www.michigan.gov 

* www.na.fs.fed.us/spfo/eab 
Please contact your local Extension Office or State Depart
ment of Agriculture for up to date information on regulations, 
control options and other EAB information. 

Jeanette Hoffman is a Lab & Research Technician in the Forestry 
Department at Virginia Tech jmchoff@vt.edu. 
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