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Determining Your Basis
Part 1 in a Series

In part one of our series on Determining Your Basis you will learn about the term “basis” and its 
importance to every woodland owner. We begin with the “basics of basis” that most folks need. 
Look for Part Two in the Summer issue of National Woodlands magazine. Can’t wait that long? 
Request a free copy of the entire article by sending us an email to nwoamag@gmail.com and we 
will either email it to you, or drop it in US Mail if you provide a mailing address.

What is my basis, why does it matter?
The original basis of property is usually its cost, along 
with any acquisition cost associated with the property. 
The cost is the amount you pay in cash, fees, commis-
sions, stamp taxes, debt obligations, or in other prop-
erty associated with owning it fully. Basis has many 
places it can be split: land basis, timber basis and the 
basis in improvements like structures

For most timberland owners TIMBER basis is the 
only basis type that receives attention. Why? Because 
the basis is used to reduce taxable gain. Basis records 
the existing costs in the timber or property so that when 
it is disposed of only the net gain will be taxable. We 
calculate timber basis removed via the depletion unit.  
When cutting a portion of a large tract or thinning portions 
of a stand it’s the timber basis that is being depleted. To 
calculate it properly we often spread it across the timber 
harvest amount by the unit or acre.  Basis is needed to 
determine the taxable gain (loss) when you sell timber 
on the stump, cut timber, or dispose of it involuntarily, 
such as by a casualty, theft, or condemnation.

How is basis determined?
At its simplest basis is calculated by adding all appro-
priate costs. There are differing methods to determine 
basis. The IRS favored method is a proportional split 
of total property fair market value comprised of the fair 
market values of each asset (land, timber, and improve-
ments). The fair market value (FMV) of an asset is the 
selling price of the asset if it were to change hands 
between a willing buyer and seller, neither being under 
any compulsion to buy or sell, and both having reason-
able knowledge of all the relevant facts. The best indi-
cator of the fair market value of an asset would be 
sales of similar (comparable) property on or about the 
valuation date.

Simple Example:
Fortune has smiled at you. You have found a 20-acre 
paradise worth $120,000 but landowners were in a “ 
must sell bind” and you were able to acquire it with 
finder’s fee, lawyer, closing costs, etc. for $100,000. 
When property was appraised before your purchase, 
the land, timber and improvement accounts were all 
equal amounts of $40,000 each. You need to assign 
your basis on the new property, here’s how:

ASSET 2019
Appraisal 
Value
(pre-sale)

Previous- 
Owner’s
FMV

Proportion 
of FMV

Original 
Cost Basis
2019
(Post-sale)

Barn 
(improvements)

$40,000 $40,000 .333 $33,333

Timber $ 40,000 $40,000 .333 $33,333

Land $40,000 $ 40,000 .333 $33,334

TOTAL $120, 000 1.000 $100,000

You now have a basis in three asset or capital accounts 
that total $100,000- based on acquisition price and 
apportioning basis by asset.

The procedure to allocate the available basis 
between assets is the same no matter “when” the 
property was acquired, however, the total basis avail-
able for allocation will depend on “how” the property 
was acquired. You cannot determine your basis in 
some assets by cost or FMV alone.

Purchased Assets
If a capital asset is purchased or funds are expended 
for its establishment, the original basis is its acquisi-
tion or establishment cost. The total purchase price, 
including any extra expenses incurred in obtaining 
title to the property, is allocated between the assets 
purchased.
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To determine your basis an estimation of the fair 
market value (FMV) of the individual assets must be 
made. The FMV of each individual asset is then divided 
by the total of the individual FMV’s. This amount is the 
percent of the total FMV. Next multiply the percent of 
total FMV by the total acquisition cost. This amount is 
your basis for each of the individual assets. Don’t forget 
to add in any additional costs to the total acquisition cost 
that where incurred in order to purchase the property.

Inherited Assets
Your original basis would be the fair market value, or 
special use value if so elected, on the date of the dece-
dents death, or on the alternative valuation date. The 
alternative valuation date is the earlier of six months 
after the decedents death or the date an estate is sold. 
This will usually result in a “stepped-up” basis for the 
heirs or new owner.

The method by which the stepped up basis is 
determined depends on the state in which you reside. 
This rule does not apply to appreciated property you 
receive from a decedent if you or your spouse origi-
nally gave the property to the decedent within one year 
before the decedent’s death. You or your spouse gave 
the property to the decedent after August 31, 1981. Or 
the death occurred after 1981.

Stepped-up Basis: Stepped-up basis occurs when 
the fair market value of the decedents property is 
greater that the decedents basis at the time of death, 
or alternative valuation date.

Stepped-up basis in community property states: In 
community property states (Arizona, California, Idaho, 
Louisiana, Nevada, New Mexico, Texas, Washington, 
and Wisconsin), husband and wife are each usually 
considered to own half the community property. When 
either spouse dies, the total value of the community 
property generally becomes the basis of the entire prop-
erty, even the part belonging to the surviving spouse.

For this to apply at least half the community prop-
erty interest must be includable in the decedent’s gross 
estate, whether or not the estate must file a return. 
If an interest is left to more than one individual then 
the basis for each individual is the proportion left to 
them of the fair market value. For more information on 
community property see IRS Publication 555, Federal 
Tax Information on Community Property.

Stepped-up basis in non-community property 
states: If you reside in a non-community property 
state the surviving spouse would retain their current 
basis, which would be one half of the basis before the 
date of death. Plus a stepped-up basis of one half of 
the fair market value at the time of death, or alternative 
valuation date.

Special Use Valuation: Section 2032(A) of the Internal 
Revenue Code permits certain real property to be valued 
for Federal estate tax purposes on the basis of its 
“current use” rather than at the “highest and best use”.

Assets Received by Gift
To figure the basis of property you receive as a gift, you 
must know the adjusted basis to the donor just before 
it was given to you, its fair market value (FMV) at the 
time it was given to you and any gift tax paid on it.

FMV less than Donor’s Adjusted Basis: If the FMV of 
the property was less than the donor’s adjusted basis, 
your basis for gain on its sale or other disposition is 
the same as the donor’s adjusted basis plus or minus 
any required adjustment to basis during the period 
you held the property. Your basis for loss on its sale 
or other disposition is its FMV at the time you received 
the gift plus or minus any required adjustment to basis 
during the period you held the property.

FMV equal to or more than donor’s adjusted basis: 
If the FMV of the property was equal to or greater than 
the donor’s adjusted basis, your basis is the donor’s 
adjusted basis at the time you received the gift. Increase 
your basis by all or part of the gift tax paid, depending 
on the date of the gift. For figuring gain or loss from 
a sale or other disposition of the property or figuring 
depreciation, depletion or amortization deductions 
on business property, you must increase or decrease 
your basis (the donor’s adjusted basis) by any required 
adjustments to basis while you held the property.

Gifts received before 1977: If you receive a gift before 
1977, increase your basis in the gift by the gift tax paid 
on it. However, do not increase your basis above the 
FMV of the gift when it was given to you.

Gifts received after 1976: If you received a gift after 
1976, increase your basis in the gift by the part of the 
gift tax paid that is due to the net increase in the value 
of the gift. Figure the increase by multiplying the gift 
tax paid on the gift by a fraction. The numerator of the 
fraction is the net increase in value of the gift, and the 
denominator is the amount of the gift. The net increase 
in value of the gift is the FMV of the gift minus the 
donor’s adjusted basis.

More to Come
Look for the next installment of Determining Your Basis 
in the next issue of National Woodlands Magazine.

NATIONAL
TIMBER TAX
WEBSITE

National Woodland Owners 
Association is a co-sponsor of 
the National Timber Tax 
Website, www.timbertax.org
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Basis: When It Gets Complicated
Part 2 in our 2-Part Series

In part one of our two-part series on Determining Your Basis we introduced the readers to the 
term “basis” and how to determine it in routine land acquisitions such as purchase, inheritance, 
and gifting. Part two focuses on the Receipt of land from an exchange and alternative methods of 
determining basis. To receive the entire article in one document my email, please send a message 
to nwoamag@gmail.com with your request.

Assets Received as Part of an Exchange
Taxable Exchanges: A taxable exchange is one in 
which the gain is taxable, or the loss is deductible. If 
you receive property in exchange for other property in 
a taxable exchange, the basis of property you received 
is usually its FMV at the time of exchange.

Involuntary Exchanges: If you acquire property as a 
result of an involuntary exchange, such as a casualty, 
theft, or condemnation, you may figure the basis of the 
replacement property you acquire using the basis of 
the property you exchanged.

Similar or related property: If you receive property 
that is similar or related in service or use to the prop-
erty exchanged, the new property’s basis is the old 
property’s basis on the date of the exchange with the 
following adjustments:

Decreased by:
a) Any loss recognized on 
the exchange, and

b) Any money received 
that was not spent on 
similar property.

Increased by:
a) Any gain recognized on the 
exchange, and

b) Any cost of acquiring replace-
ment property.

Non similar or related property: If you receive money 
or other property that is not similar or related in service 
or use to the old property, and you buy new property 
that is similar or related in service or use to the old 
property, the basis of the new property is the cost of 
the new property, decreased by the amount of gain 
that is not recognized on the exchange.

Allocating the basis: If you buy more than one piece 
of replacement property, allocate your basis among 
the properties based on their respective costs.

Nontaxable Exchanges: A nontaxable exchange is 
an exchange in which any gain is not taxed and any 

loss cannot be deducted. If you receive property in a 
nontaxable exchange, its basis is usually the same as 
the basis of the property you exchanged.

Like-Kind Exchanges: The exchange of property for 
the same kind of property is the most common type of 
nontaxable exchange. To qualify as a like-kind exchange, 
both the property you exchange and the property you 
receive must be held by you for business or investment 
purposes. There must be an exchange of like property. 
The basis of the property you receive is the same as the 
basis of the property you gave up. For additional infor-
mation see IRS Publication 544, Like-Kind Exchanges.

ASSET 2019 Appraisal 
Value  
(pre-exchange)

Previous- 
Owner’s 
BASIS

New Owner’s 
Basis 2019  
(Post-exchange)

Timber $20,000 $10,000 $20,000

Land $30,000 $20,000 $30,000

TOTAL $30,000 $50,000

Exchange expenses: Exchange expenses are gener-
ally the closing costs that you pay. They include such 
items as attorney fees, deed preparation fees, etc. Add 
them to the basis of the like-kind received. If you trade 
property in a nontaxable exchange and pay money, the 
basis of the property received is the basis of the prop-
erty exchanged increased by the money paid.

ASSET: New Owner’s Basis with $2000 closing costs 
2019 (Post-exchange)

Timber: $20,000 + $800 closing costs= $20,400

Land: $30,000 + $1200 closing costs= $31,200

TOTAL: $52,000

Special Rules for Related Persons: If a like-kind 
exchange is made directly or indirectly between 
related persons and either party disposes of the prop-
erty within 2 years after the exchange, the exchange is 
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disqualified from like-kind exchange treatment. Each 
person must report any gain or loss not recognized on 
the original exchange. Each person reports it on the 
tax return filed for the year in which the later disposi-
tion occurred. If this special rule applies, the basis in 
the property received in the original exchange will be 
its fair market value.

These rules generally do not apply to dispositions 
due to:

1. The death of either related person

2. Involuntary conversions, or

3. Exchanges whose main purpose is not the avoid-
ance of federal income tax.

Related persons: Related persons are ancestors, 
lineal descendants, brothers and sisters (whole or 
half), and a spouse. For other related persons (i.e., 
two or more corporations, an individual and a corpora-
tion, a grantor and fiduciary, etc.) see chapter 2 of IRS 
Publication 544, Nondeductible Loss.

Exchange of businesses: Exchanging the assets of 
one business for the assets of another business is a 
multiple asset exchange. For information on deter-
mining basis in a multiple asset exchange see IRS 
Publication 544, Multiple Property Exchanges.

Partially Nontaxable Exchange: A partially nontax-
able exchange is an exchange in which you receive 
unlike property or money in addition to like property. 
The basis of the property you receive is the basis of the 
old property with the following adjustments:

Decreased by 
a)  Any money you received, 

and

b)  Any loss recognized on the 
exchange.

Increased by -
a)  Any additional costs 

incurred, and

b)  Any gain recognized on the 
exchange.

The other party to the transaction who assumes 
your liabilities (including a nonrecourse obliga-
tion) treats them as money transferred to you in the 
exchange. Allocate the basis among the properties, 
other than money, you received in the exchange. In 
making this allocation, the basis of the unlike property 
is its FMV on the date of the exchange. The remainder 
is the basis of the like property.

Alternative methods of determining 
basis
The residual method is sometimes used when only 
land and timber are acquired. A reasonable market 
value for the bare land is subtracted from the total 
purchase price and the residual amount is allocated to 
the timber. The allocation of the timber and bare land 
can also be stated in the purchase contract by sepa-
rately listing the purchase price of the timber and the 
land.

How do I determine my basis if I have owned the 
property for years but never established a basis 
when I acquired the property: The procedure for 
determining your basis sometime after the property 
was acquired is the same as doing it when the property 
was first acquired. However, certain information will be 
required that may take some research if proper records 
of your timber transactions were not maintained.

You are required to estimate, with respect to each 
separate timber account established, the total units (bd. 
ft. measure, log scale, cords, or other units) of timber 
reasonably known, or on good evidence believed, to 
have existed on the ground on the date of acquisition. 
If cutting has occurred the volume removed must be 
figured into the original volume. In essence you are 
growing the forest in reverse to the date of acquisition.

Once the volume by type has been established the 
fair market value of the timber on the date of acquisi-
tion must be determined. The best available evidence 
of timber values on this date must be used. The price 
actually paid for timber similar in character and quality 
in the location of the subject property on or near the 
valuation date can be used. Such information can 
usually be obtained from consulting foresters or timber 
buyers. Published price reports may be used if the 
average prices are adjusted to reflect differences for 
the timber quality. If timber has been disposed of since 
the acquisition the basis must be reduced by the basis 
allowed for any previous sales or other disposals.

Adjusting your basis
The original basis of an asset will change as capital 
improvements, carrying charges, or other additions 
are made to the asset, or as allowances for deple-
tion, amortization, or depreciation are deducted. The 
amount remaining in any account after changes (addi-
tions like expenditures or reductions from sale or 
depletion of the asset) have been made is termed an 
adjusted basis.

In summary good basis records will reward one in 
the same way that a well maintained checking account 
balance does. Know what you have, adjust it as addi-
tions or sales are made and use it to maximize your 
post-tax gains
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