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FORESTRY, WOODLANDS AND TAX 
 
 
Date:  27 January 2015 
CLA Guidance Note Reference: GN 06-15 
 
 

Introduction 
 
The tax regime for forestry/woodland has always been fairly generous, particularly for those 
managed on a commercial basis for the realisation of profit.  
 
This note provides an introduction to the taxation of profits, capital gains tax, inheritance tax, 
Stamp Duty Land Tax, VAT and the ability to use red diesel.  Members are advised to seek 
specific professional advice on their specific circumstances.   
 
 

Underlying principles affecting the taxation of woodlands 
 

 Short rotation coppice 
 
The cultivation of short rotation coppice is treated as farming for all tax purposes.  Any land on 
which short rotation coppicing is carried on is not „woodland‟ for tax purposes.  HM Revenue and 
Customs (HMRC) regard „short rotation coppice‟ as the intensive cultivation of trees, planted at 
high density, with the stems being harvested at intervals of less than 10 years.  
 

 Commercial Woodland  
 
For tax purposes a commercial woodland is one that is managed by the occupier on a 
commercial basis and with a view to the realisation of profits.  The nature of the business should 
be clear from the business‟ accounts.  Separate woodlands accounts may provide the most 
comprehensive evidence of commerciality.  Where there is a new commercial woodland, a 
business plan will help evidence commerciality. 
 
 

Taxation of profits derived from woodland 
 
Commercial woodlands are wholly outside the scope of Income Tax and Corporation Tax.  Thus: 
 

 No tax is charged on profits arising from the occupation of commercial woodlands; 

 no relief is available for losses suffered; 

 capital allowances cannot be claimed on capital expenditure incurred on plant or 
machinery connected with commercial woodlands; 

 no relief is available for expenditure incurred on the preliminary clearance of woodland or 
other preparation of land for forestry purposes. 
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The owner of a commercial woodland who lets it in return for a rent is, however, chargeable on 
the profits arising from a property business. 
 
 

Capital Gains Tax 
 
Where a gain arises on the sale of a commercial woodland, section 250(1) Taxation of Capital 
Gains Act 1992 provides that any monies received from the sale of the trees from that woodland 
are exempt from CGT.  This exemption applies whether the trees are standing or have been 
felled.  In ascertaining the CGT position it is necessary to apportion the gain on any sale 
between the value of the underlying land and the trees plus saleable underwood. 
 
The section 250 exemption only applies to commercial woodland and it does not apply to 
agricultural or amenity woodland.  Woodland may have more than one use, for example it may 
have both commercial and amenity usage.  Where this is the case it will also be necessary to 
apportion any gain to reflect the amenity value of the woodland.   
 
Any sums received in respect of felled trees from agricultural or amenity woodlands are within 
the charge to CGT.  However, each tree is treated as a single chattel and a chargeable gain 
could therefore only arise in the unlikely event of the single tree being sold for more than £6,000. 
 
Disposals of saleable underwood and timber from hedgerows are dealt with in the same way as 
disposals of trees. 
 
Roll-over relief is available when qualifying business assets are replaced.  This applies to the 
gain attributable to the value of the underlying land on the sale of commercial woodland if the 
gain is reinvested in qualifying business assets brought into use within a trading business.  
Likewise the gain from the sale of farmland used within a farming business may be rolled-over 
into purchase of commercial woodland, but only the cost of the land not the trees. 
 
 

Inheritance Tax 
 
The inheritance tax position set out in this Guidance Note is that which applies to land in 
individual ownership or held in an „ordinary‟ partnership:  companies and LLPs are not 
considered.  
 
There are three IHT reliefs that can benefit woodlands.  These are summarised below:  
 
1. Business Property Relief (“BPR”) 
 
BPR is a relief from IHT which may be available on commercial woodland. 
 
BPR conditions:  
 
Broadly, to attract BPR, the business must have been: 
 
(1) A business or an interest in a business, e.g. a sole proprietor's business; and  
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(2) Owned by the transferor/deceased for a minimum period of two years immediately 
preceding the transfer or death. 

 
(3) Be carried on for gain. 
 
(4) Not consist wholly or mainly of mainly of dealing in land or buildings making or holding 

investments. 
 
The occupation of woodlands is not a trade (Coates v. Holker Estates (1961) 40 TC 75), but may 
be deemed to be a trade for particular tax purposes such as CGT (see above). 
 
There seems to be no reason why a commercial forestry business should not qualify for BPR as 
a business in its own right.  The "Balfour" case (Brander v. HMRC (2010) UKUT 300) concerned 
the question of whether a business consisting of a rural, which included both investments, such 
as let farms and cottages, and non-investment, trading activities such as in hand farming 
consisted "mainly" of making or holding investments..  The Upper Tribunal, at paragraph 78 of its 
judgment, stated that the in hand farming and woodlands were to be regarded as non-
investment activities. 
 
Non-commercial woodlands would not qualify for relief as there would not be a "business" being 
carried on.  Where a woodland is let, this will be treated as an investment and will only qualify for 
BPR if the let woodland is only part of a wider estate that qualifies for BPR, under the principles 
established in the Farmer and Balfour cases.   
 
BPR is available at 50% (as opposed to 100%) where assets are used in a partnership but 
owned by a partner as opposed to the partnership.  
 
2. Agricultural Property Relief (“APR”) 
 
APR is a relief from IHT.  If an asset complies with all the detailed conditions in the legislation, 
APR will be available to reduce by a set percentage the otherwise taxable value of the asset.  
APR will be available on the agricultural value of agricultural land which is transferred on death 
(or in lifetime).  APR will not be available on any non-agricultural value, for example 
development value.  The land can be owner-occupied or let out on a tenancy with different 
conditions applying to each (see below).  The land must satisfy one of the ownership and the 
occupation conditions.  
 

 The APR ownership condition:  the land must be owned by the landowner AND used for 
agricultural purposes (i.e. farmed) throughout the seven years immediately before death or 
transfer.  (Please note that broadly, APR is normally available at 100% unless the land is 
let on a tenancy which began before 1 September 1995; in which case, relief is limited to 
50% if the owner is not entitled to vacant possession within 12 months or by concession 
within 24 months.) 

 

 The APR occupation condition:  the land must be owned by the landowner AND used by 
HIM/HER for agricultural purposes (i.e. farmed) throughout the two years immediately 
before death/transfer.  
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Woodlands generally only qualify for APR if the woodland is occupied with and ancillary to 
land attracting APR.  Where farmland is let to a tenant but the owner has retained the 
woodlands in hand, then the tenant is occupying the farmland so the owner will not get APR on 
the woodland.  
 
APR must be applied before BPR (above), but BPR may bridge the gap between the agricultural 
value and market value. 
 
3. Woodlands Relief - IHT Deferral  
 
Woodlands relief allows IHT (arising as a result of death but NOT a gift) on timber (i.e. not the 
land itself) to be deferred until a further disposal.  The relief is generally not available where APR 
is available.  
 
To qualify for this relief the deceased must either have been beneficially entitled to the land 
throughout the five years immediately before death, or have become beneficially entitled to the 
land other than for consideration in money or money‟s worth.  Therefore, woodland purchased 
within 5 years of death would not qualify for the relief.  
 
On a disposal of timber on which the relief has been claimed, IHT is payable on the net sale 
proceeds (provided the sale was at market value) or if the disposal was not at market value, tax 
is payable at the „net value‟ on disposal.  „Net value‟ in this case means the market value less 
the costs of the sale/disposal and replanting within three years so long as these expenses are 
not allowable for income tax.  There is discretion to extend the three year limit, if unforeseen 
circumstances arise, which prevent replanting within the time limit. 
 
The relief must be claimed by the person liable to IHT within two years.  HMRC have discretion 
to accept later claims. 
 
Where Woodlands Relief has been claimed and there is a second death before any disposal, the 
IHT position will need to be considered afresh.  In this situation there are many complex issues 
to consider, and expert tax advice should be taken.  For a further deferral another claim will 
need to be made. 
 
There could be a double tax charge in a case where there is a lifetime chargeable transfer (for 
example a gift into a trust).  The lifetime chargeable transfer would trigger the deferred payment 
whilst triggering IHT in itself.  In this situation the tax payable as a result of the deferral is 
deducted from the tax payable as a result of the chargeable transfer.  
 
Please note that although this relief is specifically for woodlands, BPR (or even APR where 
applicable) is often preferred (see above) because Woodlands Relief is a deferral of tax and not 
a full relief. 
 
 

STAMP DUTY LAND TAX  
 
Stamp Duty Land Tax (SDLT) was introduced by Finance Act 2003 and is a tax charged on the 
acquisition of a „chargeable interest‟ relating to UK real property.  The definition of a „chargeable 
interest‟ is widely drawn and includes any estate, interest or power in or over land or the benefit  
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of an obligation, restriction or condition affecting the value of any such estate, interest, right or 
power.   
 
Various rules apply for working out how much, if any, SDLT is payable.  The calculation - which 
is based on a value called the 'chargeable consideration' - can vary depending on whether the 
land is residential or non-residential, freehold or leasehold, or on other factors such as whether 
several transactions are linked.  
 
 
Determining the chargeable consideration 
 
When you purchase land or a property the price you pay may include the value of items that are 
not themselves interests in land.  SDLT is only charged on the value of anything forming part of 
the land as a matter of law, such as buildings and structures forming part of the land, and 
fixtures.  An item will be regarded as a fixture or part of the land and therefore chargeable to tax 
if it is annexed to the land/property.  SDLT is not charged on the value of chattels, which in 
essence are items that can be removed without causing damage to the property or land.   
 
HMRC do not provide a comprehensive list of items that are accepted as chattels because each 
case must be considered on its own merits and because this is an area of the law that continues 
to evolve.  The guidance on chattels in the SDLT manual has been written primarily for 
residential properties and confirms that “externally, any plants, shrubs or trees growing in the soil 
which forms part of the land, are not to be regarded as chattels.”  
 
There was a suggestion in 2014 that the value of the trees growing on land could be deducted 
when calculating the amount of SDLT payable.  However, HMRC have now confirmed their view 
that trees growing in the soil (including any fruit growing on them) are to be treated as part of the 
land and, therefore, any consideration given in respect of them when the land changes hands is 
to be treated as chargeable consideration for SDLT purposes.  This position differs for trees, 
such as Christmas trees, grown in pots as these can be treated as chattels so that SDLT is not 
chargeable on their value.   
 
 

VAT 
 
If a landowner is registered for VAT and manages commercial woodland VAT must be charged 
on all timber sales.  
 
The supply of solid fuel, such as charcoal, firewood or wood chip will attract VAT at 5% if it is for 
a qualifying use (i.e. domestic or charity non-business use).  The wood has to be held out for 
sale solely as fuel and has to be offered in a form and at a price that is compatible with their 
being sold as fuel. 
 
If the supply of fuel is partly for domestic use and partly for non-domestic use then provided 60% 
or more is for domestic use the whole of the supply of wood chip will qualify for the reduced rate 
of 5%.  
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If less than 60% of the fuel or power is for domestic use then the VAT will need to be 
apportioned so that:  
 

 the portion for domestic use is charged at 5%; and 

 the portion for non-domestic use is charged at the standard rate (20%). 
 
If a supply of wood chips is made to a wholesaler or for business use this must be charged at 
standard rate VAT (20%). 
 
All other supplies of timber are chargeable at standard rate.  This includes forestry thinnings for 
fencing or staking, sawdust, wood chips or shavings for animal litter, standing trees and wood for 
pulping.  
 
If a commercial woodland business is registered for VAT, it will incur VAT on legitimate trading 
expenses before any supplies are made.  For example, VAT may be incurred on the purchase of 
saplings, ground works and planting many years in advance of the intended supplies of timber.  
In these circumstances, HMRC accept that the VAT incurred can be recovered.   
 
 

Red Diesel 
 
Road Vehicles are required by law to always use duty paid fuel, unless they are specifically 
excluded from the legal definition of „road vehicle‟, in which case they may use rebated heavy oil 

as road fuel (referred to as red diesel).  HMRC‟s Notice 75 Fuel for road vehicles sets out when 

red diesel may be used.   
 
The rules recognise the use of vehicles in forestry.  For this purpose, HMRC defines forestry as 

“the science and art of forming and cultivating forests and the management of growing timber.” 
 
A number of different types of vehicles that may be used in a forestry business qualify as 
excepted vehicles that can use red diesel.  These are:   
 
1. Tractors 
 
A tractor is an excepted vehicle if it is an agricultural tractor designed and constructed primarily 
for use otherwise than on roads.  It must not be used on public roads except for: 
 
(a) purposes relating to agriculture, horticulture or forestry; 
(b) cutting verges bordering public roads; 
(c) cutting hedges or trees bordering public roads or bordering verges which border public 

roads; 
(d) gritting of roads, including travel to and from where gritting takes place, and for the 

collection of equipment and material for gritting. 
 
If a tractor has a vehicle Excise licence as a general haulage vehicle it cannot use red diesel as 
a fuel either on or off public roads, regardless of whether it is undertaking agricultural, 
horticultural or forestry work.  This is because it is licensed to perform other work and is 
therefore assumed to exceed the permitted activities listed above. 
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2. Light agricultural vehicles 
 
A light agricultural vehicle will be an excepted vehicle if it  
 
(a) has a maximum weight not exceeding 1,000 kilograms; 
(b) be designed and constructed so as to seat only the driver; 
(c) be designed and constructed primarily for use otherwise than on roads; and 
(d) be used only for purposes relating to agriculture, horticulture, forestry or for gritting roads. 
 
Quad bikes and similar single-seater machines used for agricultural, horticultural or forestry work 
fit into this category. 
 
 
3. Agricultural material handlers 
 
To qualify as an agricultural material handler, the vehicle must be designed to lift goods or 
burden and be designed and constructed primarily for use otherwise than on roads. 
 
Agricultural material handlers must not be used on public roads except for: 
 
(a) agricultural, horticultural or forestry work, 
(b) cutting verges bordering public roads, 
(c) cutting hedges or trees bordering public roads or bordering verges which border public 

roads, or 
(d) the gritting of roads, including travel to and from where gritting takes place and for the 

collection of equipment and material for gritting. 
 
 
4. Agricultural engines 
 
An agricultural engine must be a purpose-built vehicle that: 
 
(a) is designed and used solely for purposes relating to agriculture, horticulture or forestry, 
(b) are used on public roads only for proceeding to and from the place where the vehicle is to 

be or has been used for those purposes, and 
(c) when so proceeding do not carry any load except such as is necessary for its propulsion or 

for the operation of any machinery built-in or permanently attached to the vehicle.  
 
 
5. Agricultural processing vehicles 
 
Agricultural processing vehicles are specialist agricultural vehicles that: 
 
(a) are used for the conveyance of built-in machinery for processing agricultural, horticultural 

or forestry produce that is used while the vehicle is stationary; 
(b) are used on public roads only for proceeding to and from the place where that machinery is 

to be used; and  
(c) when so proceeding do not carry any load except such as is necessary for their propulsion 

or for the operation of the processing machinery. 
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6. Vehicles used between different parts of the land 
 
A vehicle in this category must:  
 
(a) be used only for purposes relating to agriculture, horticulture or forestry; 
(b) be used on public roads only in passing between different areas of land occupied by the 

same person; 
(c) not travel a distance on public roads in passing between two such areas that exceeds 1.5 

kilometres; and 
(d) have a nil licence (as defined in Section 62 of the Vehicle Excise and Registration Act 

1994) in force. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
For further information please contact:  
 
Tax Department 
CLA, 16 Belgrave Square 
London SW1X 8PQ 
 
Tel: 020 7235 0511 
Fax: 020 7235 4696 
Email: harry.flanagan@cla.org.uk  
www.cla.org.uk 
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