
© 2025 SCOTUSreports.com. All rights reserved. | 1

RLC Industries Co. v. Commissioner, 98 T. C. 457, 1992 U. S. Tax Ct. LEXIS
38, 98 T. C. No. 33 (1992)

A taxpayer may combine timber holdings across state lines into a single depletion
block if it constitutes a logical management area under IRS regulations.

Summary

RLC Industries Co. combined its Oregon and California timber into one depletion
block for  tax  purposes,  which the IRS contested.  The Tax Court  upheld  RLC’s
method, ruling that it complied with IRS regulations allowing timber to be grouped
by logical management areas. The court found that RLC’s integrated management
and future plans for using the timber justified the single block approach, and that it
clearly reflected income despite resulting in higher deductions than separate blocks
would have. This decision allows timber companies flexibility in managing multi-
state operations for tax purposes.

Facts

RLC Industries Co. , a timber company, historically relied on federal and private
timber in Oregon but faced diminishing supply and rising costs in the late 1970s. In
1979, RLC purchased substantial timberland in California from Kimberly-Clark for
$251 million. RLC combined its Oregon and California timber into a single depletion
block for tax purposes starting in 1980. The IRS challenged this, arguing it did not
clearly  reflect  income  and  was  not  permissible  under  the  regulations.  RLC
contended its method was consistent with its integrated management practices and
the regulations.

Procedural History

The IRS issued a statutory notice of deficiency in 1987, disallowing RLC’s use of a
single depletion block for its Oregon and California timber. RLC petitioned the Tax
Court, which heard the case in 1992. The court issued its opinion on April 22, 1992,
upholding RLC’s method and finding that the IRS abused its discretion in attempting
to require separate blocks.

Issue(s)

1. Whether RLC’s combination of its Oregon and California timber into a single
depletion block complied with the IRS regulations under Section 611.
2. Whether RLC’s method of computing depletion clearly reflected its income.
3.  Whether  the IRS abused its  discretion in  attempting to  require  RLC to  use
separate depletion blocks for its Oregon and California timber.

Holding

1. Yes, because RLC’s approach was within the regulatory guidelines which permit



© 2025 SCOTUSreports.com. All rights reserved. | 2

timber to be grouped into blocks based on logical management areas.
2.  Yes,  because  RLC’s  method  was  consistently  applied,  complied  with  the
regulations, and resulted in a reasonable allowance for depletion.
3. Yes, because the IRS could not arbitrarily require a change from a permissible
method that clearly reflected income.

Court’s Reasoning

The court analyzed the IRS regulations under Section 611, which allow for the
formation of timber blocks based on various criteria, including logical management
areas. RLC’s centralized management and plans to integrate its California timber
into its Oregon operations supported treating the two states’ timber as a single
block. The court rejected the IRS’s argument that the method did not clearly reflect
income,  noting  that  RLC’s  approach  was  consistent  with  the  regulations  and
industry  practices.  The  court  also  found  that  the  IRS  abused  its  discretion  in
attempting  to  change  RLC’s  method,  as  the  regulations  do  not  give  the  IRS
unfettered authority to require a change from a permissible method. The court
emphasized that  if  the IRS believed the regulations were inadequate,  it  should
amend them rather than arbitrarily rejecting compliant methods.

Practical Implications

This decision allows timber companies with multi-state operations to combine their
holdings  into  a  single  depletion  block  if  they  can  demonstrate  integrated
management. It provides flexibility in tax planning for such companies but may lead
to increased scrutiny from the IRS on the justification for combining timber across
state  lines.  The ruling reaffirms that  taxpayers  complying with  IRS regulations
should not face arbitrary changes by the IRS. Subsequent cases have cited RLC in
upholding similar multi-state depletion blocks. Companies should document their
management practices and future integration plans to support such an approach.


