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Qualifier

This presentation is intended to be informational and serve
as an educational resource for you and your tax advisor,
but is not intended as financial, tax, or legal advice.

Please consult with your tax advisor concerning your
unique tax situation.
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Southern Appalachian Mountains

Historic and catastrophic flooding, sustained
winds at this at 45 mph with gusts above 70
mph.

In addition, 6-12 inches of rain were predicted
with local areas receiving more than 20
inches of precipitation.

Damage distribution between land ownership
was estimated to be:

® 21% public (US Forest Service and other public
ownerships)

» 78% private (private individuals, corporations, and
other ownerships)

*1% reserved lands (reserved areas such as park lands)
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In North Carolina

The most heavily impacted counties are Avery, Buncombe,
McDowell, Mitchell, Henderson, and Yancey.




Recovering from a Disaster: Things
Forest Landowners Should Consider

Recovering from storms can be difficult and stressful. Knowing what to
consider can help reduce stress and make it more manageable to respond
to damaged timber on your property.

The first place to start after the storm is to contact a professional forester,
such as a consulting forester or the N.C. Forest Service County Ranger.
They can provide you advice regarding storm-damaged timber, help you
assess the damage to your timber, assist you in salvaging timber, and
provide you guidance on current and future management of your property.
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https://www.ncforestservice.gov/Managing_your_forest/consulting_foresters.htm
https://ncforestservice.gov/contacts/contacts_main.htm

Evaluating Storm-Damage Timber

+ Itis important to assess the damage following a storm. Storm-damaged
timber can often still be harvested and utilized following a storm, but to
minimize the loss, assessment of the timber should be carried out as soon
as possible following the storm.

* Prior to salvaging any storm-damage timber document the event and the

damage incurred. Save a copy of a local newspaper and take photos of the
storm-damage timber.

» Strongly recommends the use of a professional forester during this process.

Some Resources:

* NC State Extension Forestry - Decision Making Guidelines for Storm-

Damaged Trees
* NC Forest Service - List of Consulting Forester

Timber Salvage

Selling salvaged timber following a storm is difficult due to the massive
amount of damaged wood that enters the market and the difficult
logging conditions, which drastically reduce loggers’ productivity. The
large volume of wood and difficult logging conditions often results in
depressed prices. Remember to seek advice from a professional when
making decisions.

Some Resources:

NC State Extension Forestry - Timber Sales: A Planning Guide for Landowners
NC Forest Service - Timber Salvage Contract Suggestions
NC Forest Service - List of Consulting Forester
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https://content.ces.ncsu.edu/decision-making-guidelines-for-storm-damaged-trees
https://content.ces.ncsu.edu/decision-making-guidelines-for-storm-damaged-trees
https://www.ncforestservice.gov/Managing_your_forest/consulting_foresters.htm
http://content.ces.ncsu.edu/timber-sales-a-planning-guide-for-landowners
https://www.ncforestservice.gov/Managing_your_forest/salvagecontractsuggestions.htm
https://www.ncforestservice.gov/Managing_your_forest/consulting_foresters.htm

Priorities for Salvaging Storm Damaged Trees

» The trees that have the highest potential product value (in most cases
sawtimber and veneer);

» The trees that are the easiest to cut (groups of trees blown or felled in one
direction);

* The trees that are the most perishable (in most cases sawtimber and
veneer). Sawtimber and veneer trees should be removed within 4-6 weeks
before a blue stain fungus will degrade the quality of these high-valued
trees.

» Trees being sold for pulpwood should be removed within eight to 12
months.

11

Recovery Assistance

Private Forest landowners may be eligible for assistance through the
Emergency Forest Restoration Program (EFRP), a program administered by
the USDA Farm Service Agency (FSA). EFRP provides up to 75% of the cost to
implement emergency restoration practices.

Potential practices include:

» Debris removal, such as down or damaged trees, in order to establish a new stand or
provide for natural regeneration;

» Site preparation, planting materials, and labor to replant forest stand;

* Restoration of forestland roads, fire lanes, fuel breaks, or erosion control structures;

* Fencing, tree shelters, and tree tubes to protect trees from wildlife damage; and

» Wildlife enhancement to provide cover openings and wildlife habitat.

Learn more about the program at the
USDA Farm Service Agency website.

12
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https://www.fsa.usda.gov/programs-and-services/disaster-assistance-program/emergency-forest-restoration/index

Tax Considerations

There are tax considerations when timber is impacted by a natural disaster.

The first thing one should do is document the damaged timber for tax
purposes.

Save a copy of a local newspaper and take photos of the storm-damage
timber. This will be useful when filing one’s taxes.

Timber losses may fall under a casualty loss or involuntary conversion.

Timber owners who are unable to salvage the timber can claim it as a
casualty loss.

If the damaged timber can be salvaged, it may be considered as an
involuntary conversion.

Tax rules governing how to handle storm-damage timber can be complex,
and timberland owners are encouraged to seek the assistance from a tax
professional.

Resources:
National Timber Tax Website

National Timber Tax Education Series Webinars

13
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https://www.timbertax.org/
https://timbertax.forestrywebinars.net/
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DISCLAIMER

 Solely for educational purposes

* Rules and laws can change quickly

* Each situation is based on facts and circumstances
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RECORDKEEPING

e At the heart of a lot of issues

* More work on the front end but many benefits later

* What you decide to do with the records is up to you

* Best system is the one that you will use

RECORDKEEPING

« Document your property

* Before and after

* Include communications and news stories
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Short-Term Contingency Plans
LGPress - 1171

* In case the landowner is unavailable

* List of important resources related
to the activity

* At your discretion who you decide to
share it with

Estate and transition planning

POLL QUESTION
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Taxes

* Can be complex

e Landowner may leave money on the
table

* Find a practitioner to work with

* RuralTax.org
“How to Choose A Tax Professional”

Issues

* Determining classification
* Basis

*Form T

* Disaster / Casualty Loss
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B
Classification of Activity
* Hobby - primarily personal enjoyment
* Investor - expect a return over time
* Business - frequent activity
9
B

What is basis?

* Your amount of
investment in an
asset / piece of
property

* |RS Publication 551 -
Basis of Assets

10
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What is basis?

* Determines:
a. Depreciation / depletion amounts
b. Gain or loss on the property

* Your basis depends on how you acquired the
property

11

Purchased Land

* You bought land for $100,000

* Later you sold the land for $150,000

* What was your basis?
* How much was your gain?

12
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POLL QUESTION

13

Purchased Land

* You bought land for $100,000

* Later you sold the land for $150,000

« What was your basis? $100,000
* How much was your gain? $50,000
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Gifted Land

* You were gifted land the owner bought for $50,000
* At time of the gift the fair market value was $100,000

* Later you sold the land for $150,000

* What was your basis?
* How much was your gain?

15

POLL QUESTION
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N
Gifted Land

* You were gifted land the owner bought for $50,000
* At time of the gift the fair market value was $100,000

* Later you sold the land for $150,000

* What was your basis? $50,000
* How much was your gain? $100,000
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Inherited Land

* A family member passes land to you in an estate, they
bought the land for $50,000

* At time of inheritance the fair market value was $100,000

* Later you sold the land for $150,000

* What was your basis?
* How much was your gain?
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POLL QUESTION

19

Inherited Land

* A family member passes land to you in an estate, they
bought the land for $50,000

* At time of inheritance the fair market value was $100,000

* Later you sold the land for $150,000

* What was your basis? $100,000
* How much was your gain? $50,000

20
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Timber Property

Issues:

Basis should be determined
when property changes hands

Basis gets “lost”

There are multiple assets
with basis in a timber property
transaction

21

1
Timber Property

There are multiple assets in a timber property transaction

$500,000 sale price
a. Land
b. Buildings
c. Timber / products

Typically, this is not split out in the sale

22
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23
FMV % of FMV Basis
Land $200,000 0.385 $192,307.69
Timber (merchantable) $150,000 0.288 $144,230.77
Timber (pre-merchant) $70,000 0.135  $67,307.69
Buildings $100,000 0.192 $96,153.85
$520,000 1 $500,000

24
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Inheritance & Gift Basis

Inheritance:
Can be determined at time of inheritance by FMV

Gift:
a. historical records
b. back cruise
c. may not be worth it
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Purchased

* An appraisal closely following the sale, then allocate sales
price based on fair market values

* “Residual method” when only land and timber are acquired

$500,000 sale price - $300,000 land = $200,000 timber

26
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Basis

Can go up or down
- Depreciation / depletion (down)
- Improvements / capitalized costs (up)

It is then referred to as adjusted basis

Changes in basis affect other calculations

27
Form T
Acquisition costs (pg. 1)
Basis (pg. 2)
Sales (pg. 3)
Reforestation (pg. 4)
28
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Form T

Required for someone in
the business

Even if not required to be filed,
good recordkeeping resource

29

Definition of a Casualty Loss

 Loss of property in an identifiable event and sustained during the
tax year

* Must be sudden, unexpected, and unusual

* Tornado, ice, fire, hurricane qualify

* Disease, insects, and drought typically DO NOT qualify

30

15



10/31/24

Casualty Loss

* Deductible casualty losses for business or investment

e Smaller of:
The adjusted basis
-or-
Decrease in fair market value before & after casualty

** Per Single Identifiable Property (SIP)

31

Casualty Loss

* If the basis is zero, you do not have a casualty loss

* Smaller of:
The adjusted basis
- or -
Decrease in fair market value before & after casualty

Must decrease loss by amount of insurance or salvage value

32
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Casualty Loss

Taxpayers qualifying for a casualty loss may take the loss in the
current year

- or - prior year (if federally declared)

Taxpayers in an area qualifying for IRS disaster tax relief will
receive extra time from the IRS to file returns and pay taxes

33

Casualty Loss - Business or Investment

First reported on Form 4684

- For investment, goes to Schedule A line 16 of Form 1040

- For business, goes to Form 4797

34
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Casualty Loss - Personal Use

Timber Held for Personal Use:
* For 2018 - 2025, limited to losses from Federally declared disasters

* Subtract $100 from loss amount
* A loss is deductible only if it exceeds 10% of AGI

* Form 4684 and ends up as itemized deduction on Schedule A line
15 of 1040

35

Involuntary Conversion / Taxable Gain

It could be that (insurance, payments, compensation) exceed the
amount of casualty loss

There may be a reportable gain

Taxpayers can avoid this by purchasing qualified replacement
property:
- Timber, timberland, reforestation, 80% stock of timber company

36
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Other Important
Code Sections §631 allows capital gains treatment

¢ §631(a) for cut timber
* §631(b) for stumpage

§1221 Asset for investors
§1231 Asset for business
§126 Cost—Share Exclusion

§194 Reforestation Expenses

37

Wrap-Up

* Good recordkeeping

- Document events
* Utilize resources
* Work with a preparer

* Qualified disaster loss

* Program payments

38
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Resources

www.TimberTax.org

wwW.IRS.gov
Form 4684 & Instructions
Schedule A & Instructions

Form T & Instructions
Pub. 547 — Casualties, disasters, and thefts
Pub. 551 — Basis of assets

39
Questions and Contact
kburkeb@clemson.edu
540-239-4602
40
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