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Find Woodland Stewards Webinars from
2019, 2020, and 2021 on
the Forestry Webinar Portal
(forestrywebinars.net)

https://forestrywebinars.net/sponsor-pages/woodland-stewards/
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Seeing the Forest for the Trees:
An Overview of Forestry Taxes

Gregory Frey, &8 °  Andrew 561
Research Forester Bosserman, ‘
USDA Forest Service Y Attorney at Law,

Shumaker, Loop &
Kendrick, LLP

v WOODLAND STEWARDS

A Regional Extension Program for Landowners

Disclaimer

* The material and discussion in this presentation are NOT legal or
accounting advice. The information is for educational purposes only.

* The facts and circumstances of each taxpayer's individual situation need
to be taken into consideration for exact application of the tax law.

* This presentation is an overview, for awareness raising, and omits

various provisions and complexities that might affect certain people of
all categories.
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Disclaimer

Tax law is very complex

Often hinges on details

always changing

This presentation is NOT TAX ADVICE

Introduction
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Introduction

* Few people have all the knowledge and expertise needed to fully plan all
aspects related to owning and managing forests

* You may need advice from:
* an attorney
* an accountant
» aforester

 Itis up to you to:
* lead your team
* set the overall objectives
* understand the basics
* balance benefit versus cost
* monitor progress

10

Introduction
State and

local

Major types of taxes on
forestland & forest resources

* Not all states have

each type of tax. Federal

Severance or When you harvest or
yield tax* sell timber
State income
tax*

Federal
4 income tax }

Annual- When income
received or expenses
incurred

Annual- When income
received or expenses
incurred
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State and Local

Sales tax* [  VYhen you buy
equipment/supplies

Property Tax

State and
local
Severance or When you harvest or
yield tax* sell timber

Annual- When income

State income
tax*

mmmme received or expenses
incurred

* Not all states have Federal Anngal- When income
h f Federal S . received or expenses
each type of tax. income tax incurred
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MG IaATAEV @ ° States where forest landowners
worry about property tax:

[l states where forest
landowners worry about
property tax
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Property Tax * States with program to reduce
taxes on private forest:

* May be
combined
with ag.
program
[l states with program to

reduce taxes on private
forest
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Property
Tax

Estimated
average tax
savings per
acre per
year

(as of 2014)

2. 29
$ SD Wi
$4 83 $28.64

NE & CT RI
NV $5.06 $12 19 $2.61 $9.54
$4.49 UT \ NJ
$3.28 co Vi $5.81
$0.59 KS 820 $1\£§6 MD DE
$60.28 $6 61 $30.18 ) $3.35 N.D.
$1 34 $19.24 sc
$0.69
GA

$3 41

$1.43

e

& &
HI
$17.‘95§>
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Property Tax * States where plan is required
to participate:

B Planrequired

ariable by county, by
%/ Variable b ty. b
program or classification

15

Property Tax * Penalties for withdrawal:

7
% .(‘h

[l Conveyance tax

[ Refroactive tax (interest)

Retroactive tax (interest)
plus more

/7

. Retroactive tax or flat per
acre tax

n k
| \ o

[[] Penalty in case of failure
of nofification
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Property Tax

KEY POINT

Speak to your local tax assessor or
county/area forester

Federal Income Tax
o When you buy
Sales tax* S : :
equipment/supplies
State and
local
o= Severance or When you harvest
yield tax* or sell timber
Annual- When income

received or expenses
incurred

* Not all states have Federal Anngal- When income
h f 1 Federal S . received or expenses
€ach type of tax. income tax - curred

State income
tax*

18
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(1) Firstname Last name Child tax credit Credit for other dependents

(I
(o
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42 IRAdistibutons. . . . . 4 b Toableamount . . . . . . a
©  Pansions and annuities . 4 d Toabeamount . . . . . . 4d
5a  Social secuitybonefits . . . | 5a b Taableamount . . . . . . 5
6 Capital gain or loss). Attach Schedu D f required. If ot required, check here . . . . . . . »O [ s
7a OterincomefromSchedule 1,009 . . . . . . . . . . . . . . . . . . .. 7
b Addlines 1,2b, 3b, 4b, 40, 5b, 6,and 7a. This is your totalincome . . . . . . . . . . . D
8a Adustmentstoincome from Schedule 1,in022 . . . . . . . . . . . . . . . . . 8
b Subtract line 8a from e 7b. This is your adjusted grossincome . . . . . . . . . . > |8
9 Standard on or itomi 2 Schedulo A) 5 e |l
10 o ded: Attach Form 8995 or Fom 8995-A . . . | 10 |
tla Addlinesoand10 . . . . . . . . . . . : E 11a
b_ Taxablo income. Subract ine 11a from ine 8b. If zaro or lass, enter -0- 11b

For Privacy Act, Reduction Act Notice, Cat. No. 113208 Forn 1040 (z019)

WOODLAND STEWARDS
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+Capital Gains Income .
rederslincome tax
- Adjustments

=Adjusted Gross Income (AGlI)
- Standard Deduction or Itemized Deductions

- DPavreAanal Evarmntian/c)

Personal exemption reduced to O
by 2017 Tax Cuts and Jobs Act

=Taxable Income
x Tax Rate

= |ncome Tax
+ Other Taxes
- Tax Credits

= Taxes Due/Refund

WOODLAND STEWARDS

20
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Income Tax: Key Terms

Profit You are in it to Ba§|s _or Costs that are deducted
Moti make money (and Cap|ta||zed when you have income
otive you can prove it)! Cost from that asset

i investment or . Deducting a part of your
Caplta| oroperty with life Depletion basis when you sell a part
Asset more than a year of the asset
Capital profit from sale Salsion You don't have to
Gains of capital asset £ | pay taxes on this
rom income income

a cost or loss that
reduces how much
of your income is
taxed

loss of an asset in a
manner that is sudden,
unexpected and unusual

Deductions

21

Top Six Income Tax Provisions for Timber & Forests

1. Long-term 2. 3. Exclusion of
capital gains Reforestation qualified cost-

tax rate incentives share payments

5. Deduction
of forest
management
expenses

6. Deduction
of casualty &
theft loss

4. Deduction
or depletion
of basis

11
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Andrew

Bosserman,
Attorney at Law,
Shumaker, Loop & Kendrick, LLP

23

ACTIVITY TAX CLASSIFICATION

Three Options:

12
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HOW TO CLASSIFY

Classification is highly fact-specific

TWO REQUIREMENTS:

1. Entered into primarily for profit
Owner’s motive for growing timber
Is forestland run like a business?

Ex: business plan, organized
books/records, attempting to earn a profit

2. Regularly and continuously carried on Personal

How much time does the owner spend
managing the forestland?

“You work for money”

25

recreation, or personal residence vs

- Does not meet the 2 Business

Requirements

- Still motivated by profit vs personal

or hobby reasons

- “Money works for you”

No or minimal profit motivation
Own property primarily for hobby,

WHY IS PROPER CLASSIFCATION IMPORTANT?

Business Classification Generally Results in a Lower Tax Liability

4 \ 4 N N
Investment Personal
Any loss is often fuIIy ( ) Al income is
deductible against All income is taxable
other income taxabl
As long as owner xabic No expenses are
“materially participates” N J deductible (except
( . h possibly some personal
All ordinary and Very few (if any) itemized deductions)
necessary expenses are expenses are
deductible deductible Loss is not deductible ’

N 2N

2N,

26

=
WOODLAND STEWARDS
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TWO MAIN TYPES OF ENTITIES

Taxable Non-Taxable

Entity does not pay tax; profit and
loss “passes through” to owners

Entity itself pays tax

Subject to double-taxation

No double-taxation

C-corporations, some trusts

S-corporations, partnerships, many
LLCs, some trusts

Result in lower taxes if owners can
defer taking money out of the
corporation

Result in lower taxes in many
situations

CONSIDERATIONS WHEN
CHOOSING AN ENTITY

s How many owners will there be?

= 'Vho are the owners going to be?

Do the owners need to take money out of the company regularly?

= Vhat are the owners’ future plans?

* Plan to sell forestland or leave to heirs?

S How business-savvy are the owners?

m Will the business be electing capital gain treatment under IRC §6317 3

14
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PROPER RECORD KEEPING IS KEY

* Additional tax owed in IRS audits is most often due to poor
recordkeeping.

* Many digital and cloud options are available:

29

TAILOR YOUR SYSTEM TO FORESTRY

v Keep a “Tree Farm Journal”
v Edit the chart of accounts

Non-Capital (Income &
Expense Account)

Capital Accounts Equipment Account

+ Land account + Timber sale income
* Timber account + Consulting Forester expenses
+ Depreciable improvements + Tools & Supplies
account * Travel
* Labor

15
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Please Ask Questions via the Q&A

203 A [ o O] ¢ L 2

Participants ) Polling Record Raise Hand Q&A Closed Caption

Q& A can be found in the bottom of .
your zoom Screen V*TS
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FORESTRY TAXES

Learn, Plan & Save Money
WEBINAR SERIES

Jan. 18 | Seeing the Forest for the Trees: An Overview of Forestry Taxes

NEXT WEEK,
1:00 PM ET, Lo Jan. 25  Basics of Timber Basis: Re(setting) the Table:

12:00 PM CT
Feb. 1 Timber Management Expenses and Deductions
Feb.8 Keeping More of Your Timber Income Following a Timber Sale

Feb. 15 Coping with the Losses from Nature and Chance
| S8
LT

https://forestrywebinars.net/sponsor-pages/woodland-stewards/
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Woodland Stewards Webinar Series Frogram was created by a

leam of Extension professionals from the following programs.
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THE UNIVERSITY OF TENNESSEE UNIVERSITY OF

CLEMSON m UNIVERSITY OF GEORGIA KENTUCKY®
COOPERATIVE EXTENSION & EXT E N S I O N College of Agriculture

Vir inia Forestry Extension
" Cogperative UF IFAS SR

Extension UNIVERSITY of FLORIDA MISSISSIPPI STATE

UNIVERSITY.

Virginia Tech < Virginia State University

A

B Extension [

University of Missouri EXTENSION

SCHOOL OF FOREST,
FISHERIES, AND
GEOMATICS SCIENCES

EXTENSION

UNIVERSITY OF

Contributions to
this series were

provided by: EEEEEEEESNERN

Southern Regional
Extension Forestry
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