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Forestry continues to be an attractive 
investment. IPD remarked on its 
“continuous stellar performance” in 
its 2012 Forestry Index. Commenting 

on the same data, Knight Frank said “UK 
forestry returns are on fire” and described 
forestry as “a safe haven investment that 
not only offers significant tax advantages, 
but also lifestyle and amenity benefits. 
This makes forestry of particular interest 
to individuals and family offices”.

Savills and UPM Tilhill released their 
2013 Forest Market Report with the claim 
that it had been the “most active year yet 
for forestry”. The value traded in the year 
was substantially up from the previous 12 
months, with £97.3m changing hands in 
the year to September 2013. Savills and 
UPM Tilhill reported average annual returns 
since 2002 of 15.4%, average values per 
stocked hectare of £7,057, and an average 
value per transaction of £1.23m. 

Meanwhile, IPD reported returns for 
the year ending December 2012 of 18.3% 
and a 20-year return of 8.1%. The three-
year return for IPD was sitting at 23.9% 
by the end of 2012.

Several factors have come together to 
create these juicy returns. Commercially, 
the long-term prospects for timber prices 
and demand are good. The poor 
performance of other investment classes, 
the safety and low risk of forestry 
investments, and the perceived tax benefits 
of woodland investment have all added to 
the comparative attraction of forestry 
investment. Renewable energy can also be 
an important market for UK timber.

Notes of caution
However, several points need to be 
weighed by the budding forester. The IPD 
Index and the Savills UPM Tilhill report 
are both based on coniferous, commercial 
plantations. IPD is drawing on the 
performance of 148 forests worth 
£220.7m at December 2012, and Savills/
UPM are looking at predominantly 
coniferous blocks of more than 20 
hectares (50 acres). Neither index is likely 
to be helpful in looking at a lowland wood 
consisting mainly of hardwood trees at 
various stages of their lifecycle. Forestry 
needs careful management – especially if 
the claimed benefit of business property 
relief (BPR) from inheritance tax (IHT) 
after two years is to be secured.

And a close look at the investment 
profile shows that if annual cash is a 
requirement, investors ought to look 
elsewhere. For example, the IPD index 

Woodsman versus the taxman
Forestry is a booming investment class, but pay close attention to the tax position

showed capital growth of 19.4% for the year 
ended December 2012, but the overall return 
dropped to 18.3% when income returns 
were brought into consideration. In other 
words, there was an income loss of 0.9%. 

As for the tax benefits: a word of caution. 
Income tax on UK forestry was scrapped in 
1988. This ended the ability of investors to 
claim losses on their forestry expenditure 
against other income and must be one of 
the few examples where outright abolition 
of a tax has actually increased tax yields. 
The IHT and capital gains tax (CGT) 
positions are slightly more complex than 
some of the fund advisers might suggest. 
This is a key message from Rural Briefing 
Note on Woodland Taxation and 
Valuation, published by the RICS in 
March. The other key message from the 
briefing is to ensure that forestry and 
woodland investments are managed 
commercially at all times – this might be 
difficult to prove during the relatively long 

periods when little physical activity is 
required in the woods.

Taxing issues
The tax pitfalls hinge on inheritance tax 
business property relief (ITBPR) and 
woodland relief (WR), and CGT 
classification of commercial forestry. The 
abolition of income tax loss relief on 
woodlands led to the reduction or 
cessation of lowland woodland 
management on some estates, with less 
attention to record keeping and other 
related management activity. BPR 
requires active management so the 
challenge for some woodland owners will 
be to demonstrate a consistent record of 
this, particularly in the two years before 
the death or other chargeable transfer. 

Failing BPR, either agricultural 
property relief (APR) or WR may be 
available. APR does however require the 
woodlands to be occupied with a farm, 
and to be “ancillary” to the farming activity. 

WR is a very poor relation, allowing the 
value of the timber to be left out of 
account for inheritance tax until it is 
subsequently harvested. Traditionally, the 
value of woods for inheritance tax under 
this formulation has been assessed on 
“prairie values”, often of no more than 
£1,500 per acre. This is much lower than 
the prices being achieved for attractive 
blocks of lowland amenity woodland, 
which are up to £10,000 per acre and 
more in some cases. The RICS paper 
points out that strictly the legislation calls 
for the value of the timber and underwood 
to be excluded. This might be no more 
than £1,000 to £2,000 per acre, leaving 
a rather larger figure exposed to IHT. 

This is where the fundamental problem 
arises – if a tax bill of 40% is generated, 
where is the cash to be found for an asset 
that yields little or no income return? The 
RICS paper underlines the importance of 
ensuring that woodland assets are well-
managed, with clear records to support 
this, if the most is to be made of the tax 
benefits while also being able to preserve 
the capital value of the asset on which the 
entirety of the return clearly depends. 
Planting and growing trees is not an 
activity for the passive investor and the 
right advice will be crucial.

The RICS paper can be downloaded at 
http://bit.ly/R7gy91
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How tHe numbers work
Amenity woodland worth £10,000 per 
acre, including timber
● BPR provides 100% of market value, 
resulting in no inheritance tax to pay, 
provided all criteria for BPR are satisfied.

Woodland relief
● IHT assessed on “prairie value” of, say, 
£1,500 per acre, so IHT payable at 40%, ie 
£600 per acre on an asset worth £10,000 
per acre.
● Taking a more literal interpretation of 
woodland relief, the value of timber and 
underwood is deducted from the market 
value. At a generous £2,000 per acre, this 
leaves £8,000 per acre on which to pay 
IHT, ie £3,200 per acre on the same asset 
worth £10,000 per acre.

In the absence of any relief, IHT would be 
40% on the market value, or £4,000 per acre.


