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Willamette Indus. , Inc. v. Comm’r, 118 T. C. 126 (U. S. Tax Ct. 2002)

In  Willamette  Industries,  Inc.  v.  Commissioner,  the U.  S.  Tax Court  ruled that
Willamette could defer gain under Section 1033 for salvaging damaged trees, even
though it processed them into finished products. This decision expands the scope of
involuntary conversion relief, affirming that such relief applies when property is
damaged and must be salvaged prematurely, regardless of how it is processed. The
ruling underscores the liberal construction of Section 1033 to prevent unanticipated
tax liabilities from involuntary conversions.

Parties

Willamette Industries, Inc. , the petitioner, sought relief from the Commissioner of
Internal Revenue, the respondent, in the United States Tax Court regarding the tax
treatment of gains realized from the salvage of damaged trees.

Facts

Willamette  Industries,  Inc.  ,  an Oregon corporation engaged in  forest  products
manufacturing,  owned approximately  1,253,000 acres of  forested land.  Between
1992 and 1995,  some of  Willamette’s  standing trees were damaged by natural
causes such as wind, ice storms, wildfires, and insect infestations. These damages
occurred  before  the  trees  reached  their  intended  harvest  maturity,  compelling
Willamette to salvage the trees to prevent further loss from decay and insects.
Willamette’s salvage process involved taking down damaged trees, cutting them into
logs,  stripping  branches,  grading,  sorting,  and  eventually  processing  them into
finished products in its own plants. Willamette sought to defer gain only on the
difference between its basis in the damaged trees and their fair market value at the
start of salvage, not on the gain from processing the trees into finished products.

Procedural History

The case began with the Commissioner issuing a notice of deficiency to Willamette
for the tax years 1992-1995, disallowing the deferral of gains from the sale of end
products manufactured from the damaged trees. Willamette filed a petition with the
U. S. Tax Court challenging this deficiency. Both parties filed cross-motions for
partial summary judgment, focusing on whether Willamette could defer gain under
Section 1033 for the salvage of the damaged trees. The court granted Willamette’s
motion for partial summary judgment, ruling that Willamette was entitled to defer
the gain under Section 1033.

Issue(s)

Whether a taxpayer is disqualified from electing deferral of gain under Section 1033
when it  processes damaged property  into  end products  rather  than selling the
damaged property as is?
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Rule(s) of Law

Section 1033 of the Internal Revenue Code provides relief from tax liability on gains
realized from involuntary conversion of property, allowing deferral of such gain if
the proceeds are used to acquire qualified replacement property. The court cited
Filippini  v.  United States,  318 F.  2d 841 (9th Cir.  1963),  which described the
purpose of Section 1033 as relieving taxpayers from unanticipated tax liabilities due
to involuntary conversions, to be liberally construed to accomplish this purpose.
Additionally, the court referenced Revenue Ruling 80-175, which revoked a prior
ruling and allowed deferral of gain from the sale of damaged trees, emphasizing that
the  damage must  be  involuntary  and  the  property  no  longer  available  for  the
taxpayer’s intended use.

Holding

The U. S. Tax Court held that Willamette Industries, Inc. was entitled to defer gain
under Section 1033 for the salvage of damaged trees, even though it processed them
into finished products. The court ruled that the damage to the trees was involuntary
and that Willamette was compelled to salvage them before the intended harvest
date, fulfilling the statutory requirements for deferral.

Reasoning

The  court’s  reasoning  focused  on  the  interpretation  of  Section  1033  and  its
application to Willamette’s situation. The court noted that the legislative history and
case law supported a liberal construction of Section 1033 to provide relief from
unanticipated tax liabilities due to involuntary conversions. The court distinguished
between cases where complete destruction occurred and those involving partial
damage, emphasizing that Willamette’s circumstances met the statutory threshold
for relief because the damage was involuntary and forced premature salvage. The
court also relied on Revenue Ruling 80-175, which allowed deferral for the sale of
damaged trees, to argue that the method of conversion (whether direct into cash or
indirect through processing) should not disqualify a taxpayer from Section 1033
relief. The court rejected the Commissioner’s argument that processing the trees
into finished products disqualified Willamette from deferral, as this interpretation
was inconsistent with the purpose and intent of Section 1033. The court emphasized
that Willamette was not seeking to defer gain from processing but only the gain
resulting from the involuntary damage, which was reinvested in like property.

Disposition

The  U.  S.  Tax  Court  granted  Willamette  Industries,  Inc.  ‘s  motion  for  partial
summary judgment, allowing the deferral of gain under Section 1033 for the salvage
of damaged trees.

Significance/Impact



© 2025 SCOTUSreports.com. All rights reserved. | 3

The decision in Willamette Indus. , Inc. v. Comm’r is significant for its interpretation
and application of Section 1033, broadening the scope of involuntary conversion
relief.  It  clarifies  that  the  relief  under  Section  1033 is  available  even  when a
taxpayer processes damaged property into finished products, provided the damage
was involuntary and the property was no longer available for its intended use. This
ruling reinforces the liberal  construction of  Section 1033 and may impact  how
similar cases are handled in the future, potentially affecting the tax treatment of
gains  from  involuntary  conversions  in  various  industries.  The  decision  also
underscores the importance of Revenue Rulings in interpreting tax statutes and
highlights the need for consistent application of tax relief provisions across different
factual scenarios.


