#109 FOR IMMEDIATE RELEASE: October 21, 2010
How do you value bare dirt in timberland?
By Curtis Seltzer
I have a rule against giving my time away for free, which I am trying to enforce more diligently than
when I was 30 when I had more time to give away.
An appraiser called last week with a question that snagged me before I gathered my remaining wits
enough to start charging. He asked: “How do you determine the bare-dirt value of timberland?”
As with so many other questions that arise as you get older, there’s no easy or simple answer.
Bare dirt doesn’t exactly have a clear definition in the field, and it is equally fuzzy when trying to
put a dollar on it. So let’s say for the purpose of getting started that bare dirt refers to timberland
that contains no merchantable timber value and no pre-merchantable timber value. Think of a total
clear cut, down to the stumps.
One way to approach the question is to assume that the value of the bare dirt depends on what its
next use is. And it’s easier, I think, to value bare dirt if the next use is the same as both its current
and immediate past use. Assigning current bare-dirt value on the basis of an assumed future is
riskier, because the valuation is more speculative.
If, for example, the bare dirt of a just-harvested pine plantation is to be planted back in pine, I
would try to learn how large land-owning, pine-planting companies calculate the intrinsic value of
their dirt for growing pine. Local consulting foresters and forest-knowledgeable brokers and
appraisers might have a ballpark number at the ready. An individual buyer might also get a straight
answer simply by calling three or four such companies to ask how they value bare dirt before it’s
replanted.
If this approach is taken, you must remember that size affects value. One acre is priced higher on a
per-acre basis than 1,000 acres, even though the acres are identical. So the buyer will have to
adjust the raw bare-dirt value information he receives for size.
With most hardwood tracts, bare dirt has different meanings. Most hardwood land is not planted
back, though exceptions exist to that generalization. Most hardwood tracts are not farmed as
plantations, that is, planted on cleared, open ground, thinned and then clear cut (with some
exceptions).
Where a hardwood tract is completely clear cut down to the stumps, the buyer needs to determine
what its next use is—planted back in trees, allowed to naturally regenerate into hardwoods,
converted to pasture or other agricultural use, developed as second-home property and so on. Each
next use involves a different current value for the bare dirt from a buyer’s perspective as well as the
seller’s.
Let’s assume that its next use is as a naturally regenerated timber tract, that is, nothing at all is
done to the land immediately following the clear cut and no additional money is invested in it. I
think the value of this bare dirt at that moment is an intrinsic value, defined by (and limited to)
being the “host” for future timber production. I would put no higher value on it than that for which it
is being used.
At some point in the future, this land may acquire more value as second-home/recreational
property. But it may not. I believe that it is wrong to assume that all timberland is embedded with
guaranteed future higher-and-better-use (HBU) value…just because. How far into the future HBU
inflation might occur on a particular tract depends on the characteristics of the land itself and
market trends, both local and national. For the purpose of immediate valuation, however, I would
argue that in most cases no future value of this type should be priced into a current valuation of the
bare dirt.
I’ve run into a number of for-sale timber tracts where land represents in the seller’s thinking
anywhere from 60 to 80 percent of the asking price, and more than half the land “value” is HBU,

whether or not that’s justified by a reasonably objective reading of the local market.
Bare-dirt valuation is often made more complicated when the dirt is not exactly bare.
Many hardwood tracts are selectively cut above a certain diameter -- say, for instance, 16” DBH -just prior to being sold. A cut of this sort will leave some merchantable timber value in smallerdiameter sawlogs and pulp as well as pre-merchantable timber in the smallest diameter classes. To
get a bare-dirt value, the value of the uncut merchantable timber and the pre-merchantable timber
has to be separated out from the valuation of the land alone.
A word of caution. Many hardwood tracts are “high-graded” or “creamed.” This approach to logging
harvests only the high-value species in sawlog diameters. Low-value species and saw-log diameter
trees that have no merchantable value (owing to poor form, defects and the like) are left standing.
High-graded tracts are made less valuable as subsequent timberland properties, because the “junk”
trees are left to continue taking resources that would be better used by the young growth in highvalue species. In the worst cases I’ve seen after three or four high-gradings, the hardwood tracts
have little if any merchantable timber value—just a lot of big trees that are degrading the value of
the land for timber production. The intrinsic bare-dirt value of such a high-graded tract is lower than
a properly harvested tract because high-graded dirt can’t grow the high-value species that it would
otherwise be capable of producing.
A recently high-graded tract is often marketed as a recreational property or large second-home lot,
because it looks better than a more severely cut tract (that has been harvested more responsibly
for both future timber production and forest health) and can, therefore, be sold at higher price to a
different market. As a buyer, I would value this tract as timberland, not HBU land. (The seller is
“adding value” by simply renaming the tract “recreational” or “large second-home lot,” instead of
calling it, high-graded timberland, which is what it really is unless and until it is sold as something
else.)
One way to get at bare-dirt value is to work backward from a fair market appraisal. The appraiser
will place a current market value on the target property as a whole based on a comparable analysis
of three recent sales of similar and close-by properties. A typical FMV appraisal will not separately
value the actual worth of the target property’s merchantable timber. The appraiser will compare
recent sales of generic wooded property. With an appraisal value for the entirety, a buyer can have
a consulting forester separately value the merchantable timber, leaving a value for the dirt.
This method, however, will not yield an intrinsic value for the dirt. It will yield a value that is
calculated from recent sales—each of which may be much higher than the intrinsic value of each
property. If your three comps are caviar, your fish egg will be priced as caviar even though it’s just
a fish egg and all you want to use if for is bait. Getting a bare-dirt value from inflated comp values
used in an appraisal will produce a value higher than the intrinsic value of the bare dirt used for
growing trees.
In many cases, you have to come up with some sort of mark-down technique to get an intrinsic
value for the bare dirt when you only have an appraisal or a tax-assessed value to use as a starting
point for the entirety. Here are some ways that you might triangulate a bare-dirt value from such
information:
Subtract every hard valuation (improvements, merchantable timber, premerchantable timber,
minerals) from the entirety’s appraisal value. That will produce a “soft” number that is likely to
require further mark down to get to the intrinsic value of the bare dirt for timber-growing purposes,
because the comps are likely to be inflated. The amount of the mark down depends on how inflated
the comparable values are due to HBU influence.
Look for sales of bare-dirt woods (no merch timber value) that have been kept as tree-growing
tracts. These are the true comps, but there is, of course, no guarantee that they’re not being held
to benefit from HBU inflation and valued that way. And there’s no guarantee, of course, that the
buyers of these properties did not pay an HBU-inflated price. But you might find one or two that will
anchor you in bare-dirt reality.
Go back to the tax-assessed value of the target property in 2000 (just to be arbitrary). See how the

land -- just the land (not improvements or anything else) -- was valued back then. That valuation
probably lagged the market at that time, so you might have a dirt value for 1997. I can live with
that, though I’m sure others can’t. Resetting values to 1995 would not be a bad idea in my opinion.
Ask around. Talk to consulting foresters and anyone who knows something about timberland sales
in the area. Your question: “What is the bare dirt worth on this ____-acre tract for growing trees?”
Deflate the escalator. Start in 1990 with a tax-assessed value for the target property. Get the most
recent TAV or a current appraisal. Calculate the 20-year appreciation. Then choose what you think
(based on your research) a true intrinsic value appreciation rate was. (Hint: two to three percent
annually…maybe; or inflation plus one or two percent.) Calculate the appreciation of the dirt’s
intrinsic value. Note the difference between your calculation of intrinsic value and TAV and appraisal
value.
Use stumpage price as a proxy to indicate the trend in intrinsic bare-dirt value. If, for instance, the
stumpage price for the kind of timber on the target tract has increased by 50 percent between 1990
and 2010, then assume for argument that the intrinsic value of the bare dirt (for growing timber)
has gone up by 50 percent. Get informed opinions about what bare-dirt value was in 1990, then add
50 percent to approximate current bare dirt value. If you can’t find an informed opinion, assume
that one-half the TAV in 1990 was in land (bare dirt) and one half in timber.
Using these admittedly squishy techniques, you might end up with a fairly tight cluster of current
bare-dirt values. And that information will be worth the effort you put into getting it.
Other ideas about how to figure bare-dirt value are welcomed.
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