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{Every Timber Owner Should Have an Estate Plan}

Dr. Linda Wang
Economist and Tax Analyst, Texas Forest Service

Is an estate tax plan needed if the
first $2 million is exempt from estate
taxes? 
Real Life Example 1
An elderly landowner’s total estate is
$350,000. He loves his daughter very
much and would like to let her have her
inheritance now so he can enjoy the spe-
cial moments with her while he is still
alive. The land he owns now has timber
that is worth $45,000. The cost incurred
to grow the timber to this point is only
$5,000. Are there different tax conse-
quences if the father gives the land to his
daughter now or upon his death?

If this landowner gives his daughter
the land now, and the daughter sells
timber soon thereafter for income, she
will pay a hefty amount of income tax
immediately: 

$45,000 – $5,000 cost=$40,000 gain
$40,000 × 15% tax rate=$6,000 taxes

This is because when property is gifted
to her, her cost is the lower of the Fair
Market Value (FMV) of the property or
the cost incurred in growing the timber
prior to the gift in her father’s hand; so
her cost becomes $5,000. 

If she inherited the land upon her par-
ents’ death, the cost becomes $45,000,
the FMV on the date of death. If she sells
it immediately at a FMV of $45,000, she
will not need to pay any taxes because
by tax law the timber’s value at the
death of the parent is the cost to her. If
she waits a while to sell the timber and
its value has increased, she will owe
some taxes, but the tax basis will be on
the $45,000 value at the time of death.

Even if you add up all of the numbers
and are convinced your estate will not
be anywhere even near the $2 million
exemption amount, you will still need
estate planning.

Real Life Example 2
A father’s total estate is $200,000, and

includes timberland. He is procrastinat-
ing about making out a will. How
important is it for him to consider estate
planning? 

Dying without a will (intestate) will
be costly. Attorneys are needed to deter-
mine who will inherit his property
according to the intestacy laws. Probate,
a process where the court supervises the
property transfer from the deceased to
the transferee, is likely to be time-con-
suming, complicated, and expensive.
The father’s timberland will pass
through the probate process. Take an
extreme example of settling billionaire
Howard Hughes’ estate. Hundreds of
perspective heirs filed claims for their
shares. His estate took years and years
to be settled.

Does a timberland owner need to
worry about estate planning if he
leaves everything to an adult child? 

Real Life Example 3
A mom’s will left everything to her
adult child. The largest chunk of the
estate is a retirement account—an IRA.
The problem is that the designated ben-
eficiary was the child’s stepfather. Who
gets the retirement account? 

Properties such as retirement accounts
and life insurance pass outside of the
will. The designated beneficiaries auto-
matically get the property; the will has
no control over that. In this case, the
stepfather gets the retirement account. 

A survey of the National Woodland
Owners Association and American Tree
Farm members indicated that 38 percent
of forest estates owed estate taxes and
many of them had to sell land to pay the
estate taxes because other assets are not
adequate. 

There is no doubt that proper estate
planning, taking tax and non-tax factors
into account, is beneficial for everyone! 

Five interesting statistics about southern forest ownership:
1. Private families own nearly 60% of the southern forest (about 128 Million

acres)
2. Almost 90% of all private family forests are held in less than 100 acre tracts
3. Roughly 40% of all private family forests are owned by individuals 65 and

older  
4. More than 30% of all private family forest landowners say that it is likely that

their land will be transferred to heirs or sold within the next 5 years
5. Less than 1% of private family forest owners consider using a working forest

conservation easement in order to keep their private forests in forests

Five good sources that track family forest land ownership patterns in the
south:
1. Southern Forest Research Partnership, Inc.

www.sfrponline.org/references.htm
2. USFS Forests on the Edge: Housing Development on America’s Private

Forests
http://www.fs.fed.us/projects/fote

3. USFS Southern Research Station: Forest Inventory Analysis
http://www.srs.fs.usda.gov

4. The Sampson Group: Sustainable Forests
http://www.sampsongroup.com/Papers/sustainable.htm

5. The Land Trust Alliance
http://www.lta.org/conserve/faq.shtml


