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Tree Farmers Recognized for
Outstanding Stewardship

Third Party Certification
Assessments Purpose and
Process

Every year Tree Farmers are
given the opportunity to highlight
the good work they are doing and
showcase the American Tree Farm
System by participating in a review
of the American Tree Farm System
through a third party assessment.
The  participating  landowners
will showcase their Tree Farms
during the assessment, similar to
the inspection process where a
forester visits their property and
confirms the good stewardship of
the land. We are so proud of the
good stewardship done by our Tree
Farmers, that we have asked third-
party certification foresters to come
in and validate it through this third
party assessment.  Since 2009,
these foresters have given us the
stamp of approval!

Through these assessments, we
have learned a great deal about
the good work undertaken by Tree
Farmers and ATFS inspectors. The
assessments have also illustrated
where we need to improve the
system to ensure ATFS remains
a credible program that creates
opportunities for family woodland
owners. Summaries of the results
of the 2009 and 2010 assessments
have been posted on the American
Tree Farm System website at www.
treefarmsystem.org/certification.

By Victoria Lockhart

The independent assessment
teams have cited a number of
good management trends in the
Tree Farm community. These
include;

e Landowners and foresters show
a clear commitment to see the
American Tree Farm System
succeed as evidenced by the
volunteer nature of the program
and level of commitment and
dedication observed during Tree
Farm visits.

e Tree Farmers are doing a
wonderful job of managing
their forestland for a multitude
of objectives. In particular, the
assessment teams have observed
that Tree Farmers have made
remarkable efforts to maintain
and enhance wildlife habitat

e Tree Farmers are active in
hosting educational and outreach
programs with a wide range
of workshop topics to share
their experiences with other
landowners, school groups, and
community members.

Where the Tree Farm community
can improve is in documenting
this good work. The certification
assessments have shown a trend
of Tree Farms lacking current
and applicable management plans
that address all required elements
of the AFF Standards. ATFS has
developed a number of tools to help

useful management plans. These
tools include:

e Management Plan Addendum

The Management Plan
Addendum was introduced in
the Spring/Summer edition of
BetterForests. Check it out! The
Addendum was developed for
landowners to update themselves
by answering a few questions
designed to point to available
resources for answering
questions. Once completed, the
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Addendum should be attached to your management
plan. Be sure to contact a forester if you have any
questions.

e New Management Plan Template Is Out!

ATFS has been working with the US Forest Service
(USES) and the Natural Resources Conservation
Service (NRCS) to develop acommon management
plan template that will streamline access for
landowner participation in Tree Farm, gm
Forest Stewardship and NRCS cost ‘#
share programs. Landowners using {8
the template would face significantly %52
fewer barriers when attempting to §
access certification and/or cost-share
funds. The template features items that &
you as the landowner can work through S
and then review with your forester so 5«%“
that you have a better idea of what is in

the plan and how it can be most useful
to you. For a copy of the template and &
instructions for completion go to www.
treefarmsystem.org/nationalplantemplate

In 2011, we will be visiting California as part of the
Western regional certification assessment. A small
number of Tree Farmers will be invited to participate
and share with ATFS and the third-party reviewers
the good things they are doing for their woodlands.

A typical field visit with the reviewers will last 45
minutes to 1 hour and will entail;

e Landowner (or a forester who is familiar with the
property) describes how they manage their woods,
what are their goals for the land, what challenges
they face.

e Reviewer will ask questions about the 2010
Standards and how they are applicable to the
property. Key points include:

e Written management plan (such as a Stewardship

¥

plan or NRCS cost share plan) that addresses forest
health, soil, water, wood and fiber production,
threatened and endangered species, special sites,
invasive species, integrated pest management, and
high conservation value forests

Adherence to state water quality best management
practices

Reforestation (natural or planted) of harvested sites

B ¢ Evaluation of pest management options
as part of integrated pest management

e Any management for wildlife on the
property

g ® Research  for  threatened and
i1 endangered species or special sites on the

property
e Use of trained loggers and other
4 contractors

e At the end of the visit, the third party
reviewer will review with the landowner
what they observed and if they have any suggestions
for their woodland.

ATFS is committed to protecting the privacy of
Tree Farmers and no landowner names or property
information will ever be published in publically
available reports. Landowners and foresters are also
protected under a strict confidentiality agreement
with the third-party reviewers.

Fifteen Tree Farms have been selected in California
and the landowners have been notified and dates
for inspection set. Preliminary work is under way
collecting management plans and forwarding them
on to PricewaterHouseCoopers for review prior to
field visits. California Tree Farmers are doing great
work and we want you to be recognized for it.

2011 ANNUAL FOREST LANDOWNERS MEETING

Come join us when we honor Peter Bussman, 2010 California Outstanding Tree Farmer of the Year at the
2011 Annual Forest Landowners Meeting. This year the meeting will be held at the Blue Lake Casino, 6 miles
east of Arcata in Humboldt County, May 5-7. There will be a tour of the Bussman Tree Farm and an award
presentation to Peter. More details will be posted at forestlandowners.org as the date approaches. This is an
outstanding, one of a kind property with phenomenal growth rates that you have to see to believe. Hope to see

you there!



COOPERATIVE FORESTRY
TECHNOLOGY UPDATE

1720 Peachtree Road NW, Atlanta, GA 30309

U.S. Department of Agriculture
Forest Service
Southern Region

Updated Tax Tips for Forest Landowners for the 2010 Tax Year

by Linda Wang, National Timber Tax Specialist
and John L. Greene, Research Forester, Southern Research Station

This bulletin is updated as of Dec. 20, 2010, to include the
changes from Public Law 111-312 enacted on Dec. 17, 2010,
It provides tax tips for woodland owners and their tax advisors in
the preparation of the 2010 individual tax return. Please be
aware the information presented here is not legal or accounting
advice. Consult your legal and tax advisors for more complete
information.

Timber as Personal, Investment or Business Property

The tax rules vary depending on whether your woodland is per-
sonal, income-producing (investment), or business property. You
must make this determination for your holding each tax year. If
you do not have a profit motive, your timber may be personal
property, which provides limited opportunities for deductions. If
you have a clear profit motive, your property may be an invest-
ment property, or it may be business property if your manage-
ment activity is more regular, frequent, and intensive than re-
quired for an investment. A written management plan is one of
the best places to document a profit motive. For a timber held as
a business, you also must determine whether you materially par-
ticipate in its operation, in order to establish whether you face
restrictions (called passive loss restrictions) on the deduction of
business losses. The tests for material participation are based on
factors including the number of hours of your participation.

Example I: You grow timber for profit and asset appreciation
but do not conduct it as a business. Your woodland is investment

property.

Example 2: You manage your timber as the sole proprietor of a
business. You keep business records, including the number of
hours of your participation in the business to establish that you
materially participate in its operation. Your woodland is business
property for tax purposes.

Timber Sales

The net sale amount, not the gross proceeds from a sale, is taxed.
You may deduct depletion (see below) and expenses from the
sale. Report the sale of timber held as an investment on Schedule
D, as a long-term capital gain if you owned the timber more than
1 year or a short-term capital gain if not. Report the sale of tim-
ber held as a business on Form 4797 and Schedule D, whether
you sold it outright (lump-sum) or pay-as-cut (sec. 631(b)).

Example 3: You sold for $8,000 standing timber held as invest-
ment more than 1 year and incurred $800 in sales expenses. As-
suming your basis in the timber (see below) is zero your net tax-

able amount from the sale is $7,200 ($8,000 - $800), which you
report on Schedule D. If you held the timber as a business, you
would report the sale on Form 4797 and Schedule D.

Income from sale of cut (vs. standing) timber is taxed in two
parts. The difference between the fair market value (FMV) of the
standing timber on the first day of your tax year and your basis in
it is taxed as a capital gain (to qualify as a long-term capital gain
you must have held the timber more than 1 year before cutting it
for use in your business). The difference between the proceeds
from the sale of the cut products and the sum of the FMV of the
standing timber and the cost of converting it into products for sale
is taxed as ordinary income (sec. 631(a)).

Example 4: You paid a contractor $2,000 to cut standing timber
you had held more than 1 year into logs, then sold the logs to a
mill for §30,000. The FMV of the standing timber was $23,000 on
Jan. | and your basis in it was $1,000. Make a sec. 631(a) election
on Form T, Part II. Then report a $22,000 long-term capital gain
($23,000 - $1,000) on Form 4797, and $5,000 in ordinary income
($30,000 - 23,000 - $2,000) on Schedule C.

For 2010, the maximum rate for long-term capital gains is 15%,
or 0% for amounts that fit under the ceiling for the 15% tax
bracket if added to your ordinary income ($34,000 for single tax-
payers, $68,000 for married taxpayers filing jointly).

Installment Sales

An installment sale involves receiving one or more payments after
the year of sale. Interest is charged on deferred payments. The
advantage of an installment sale is that it allows you to defer tax
by spreading your gain over 2 or more years.

Example 5: You sold timber for $10,000 ($8,000 after deducting
depletion and sales expenses) in 2010. The buyer paid you $5,000
in 2010 and $5,000 plus interest in 2011. Your gross profit per-
centage is 80% ($8,000 + $10,000). Report only a $4,000 gain for
2010 ($5,000 x 80%), using Form 6252.

Timber Basis and Depletion

Your basis in purchased timber is the total cost of acquisition
(e.g., purchase price, survey, legal fees). Your basis in inherited
timber is its FMV on the date of death, but your basis in gifted
timber is the lesser of its FMV or the donor’s basis. Your basis in
land and timber acquired together should be divided in proportion
to their FMV and kept in separate accounts. If you didn’t allocate
basis when you acquired your woodland a professional forester
can determine it retroactively, but you should weigh the cost
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against the potential tax savings.

Example 6: In 2010 you bought a deed to 1,000 MBF of timber
for a total cost of $212,000. Your basis in the timber is $212,000,
even though your forester estimates its FMV is $220,000.

If you have a timber sale or a casualty loss, you can take a deduc-
tion against your timber basis. To calculate your depletion deduc-
tion for a sale, divide your basis by the total volume of timber (the
depletion unit) then multiply by the number of units sold.

Example 7. Continuing with example 6, you immediately sold
200 MBF of timber for $220/MBF. Your depletion unit is $212/
MBF ($212,000 + 1,000 MBF) and your depletion is $42,400
($212 x 200 MBF).

Timber Management Expenses

It you have a profit motive for your woodland, you can deduct
ordinary and necessary timber management expenses, such as
costs incurred to protect the woodland from insects, disease or
fire, control brush, or do a precommercial thinning or mid-rotation
fertilization. Management expenses for property held as an invest-
ment are subject to a 2% of adjusted gross income (AGI) reduc-
tion on Schedule A. In contrast, expenses for business property
may be deducted in full on Schedule C. You may add to your tim-
ber basis expenses subject to the 2% AGI reduction and recover
them when you sell the timber.

Reforestation Costs

Sec. 194 allows tax deductions for the cost of reforesting your
woodland following a harvest or afforesting open land. You may
deduct the first $10,000 ($5,000 for married couples filing sepa-
rately) per year of such expenses per qualified timber property.
Any additional amount may be deducted (amortized) over 84
months. Costs for both artificial and natural regeneration qualify.

Example 8: You spend $7,000 to reforest your woodland follow-
ing a harvest. If you hold the woodland as an investment, deduct
the full amount as an adjustment to gross income on the front of
Form 1040; if you hold it as business property, deduct it on Form
1040, Schedule C or F (if you qualify as a farmer; see below).

Example 9: You spent $17,000 to reforest your property. Deduct
$10,000 plus 1/14th of the remaining $7,000 ($500) in 2010. De-
duct 1/7th of the $7,000 ($1,000) in years 2011 through 2016, and
the last 1/14th ($500) in 2017. Report the amortization deductions
on Form 4562, Part VI.

Depreciation, Bonus Depreciation, and First-Year Expensing

Capital expenditures such as those for logging equipment, bridges,
culverts, fences, temporary roads, or the surfaces of permanent
roads may be deducted (depreciated) over the property’s useful
life. For example light-duty trucks and logging equipment are de-
preciated over 5 years. You also may take bonus depreciation
equal to 50% of the cost of qualified property placed in service on
or before Sep. 8, 2010, and 100% through the end of year. If you
purchased qualifying property (generally tangible personal prop-
erty, but not improvements to land, buildings, or components of
buildings) for your forest business in 2010, you can elect to ex-
pense up to $500,000, subject to a $2 million phaseout and busi-
ness taxable income limitations (first-vear expensing).

Cost-share Payments

Sec. 126 allows recipients of payments from approved public cost-

share programs to exclude all or part of the payments from their
income. Approved federal programs include the Forest Health Pro-
tection Program (e.g., the southern pine beetle and mountain pine
beetle cost-shares), the Conservation Reserve Program, Environ-
mental Quality Incentives Program, Wildlife Habitat Incentives
Program, and Wetlands Reserve Program. Approved state pro-
grams also qualify. The excludable amount is the present value of
the greater of $2.50 per acre or 10% of the average annual income
from the property over the last 3 years. You generally cannot claim
an exclusion if the cost may be expensed. You also may not claim
a deduction for an expenditure reimbursed with the cost share and
at the same time exclude the cost share from your income.

Example 10: You received a $4,000 cost-share from the Conserva-
tion Reserve Program for your 100-acre woodland. Assuming no
income from the property in the last 3 years, you can exclude
$3,275 (($2.50 x 100 acres) + 7.63%). The interest rate is from the
Farm Credit System Bank. If you had $9,600 income from the
property, you could exclude the entire cost-share: (10% x (89,600
+3)) + 7.63% = $4,194 > $4,000. Attach a statement to your tax
return describing the cost-share program and your calculations.

Casualty and Theft Losses

The loss of timber from a casualty—a sudden, unexpected, and
unusual event such as a fire or storm—may result in a tax deduc-
tion. The deduction is limited to the lesser of the decrease in FMV
caused by the casualty or your basis in the timber block (the area or
unit you use to keep track of your basis in the timber that was dam-
aged). Similarly, a theft loss deduction is limited to the lesser of
the decrease in FMV or your basis in the stolen timber. A compe-
tent appraisal usually is required.

Example 11: A fire caused $5,000 in damage to your timber
($9,000 before-fire FMV - $4,000 after-fire FMV). Your basis in
the affected block is $2,000. Your loss deduction is the lesser
amount, or $2,000. Report the loss on Form 4684, Section B, and
adjust your timber basis (reduce it to zero) on Form T, Part II.

Example 12: Continuing with example 11, you sold the damaged
timber for $2,000 in a salvage sale. You have a taxable gain of
$2,000 (82,000 - $0 basis), but you can defer tax on the gain by
using it to acquire qualified replacement property (e.g., reforesta-
tion) within the allowable replacement period (generally 2 years).

Filing Form T

You must file Form T, Forest Activities Schedule, if you claim a
depletion deduction, sell cut products under sec. 631(a), or have a
lump-sum sale of timber held as business property (sec. 631(b)).

Schedules C and F

Taxpayers in the trade or business of farming (e.g., crops, dairy, or
livestock) file Schedule F. Woodland business owners also file
Schedule F if their timber ownership is incidental to a farming op-
eration; otherwise, they should use Schedule C.

The U.S. Department of Agriculture (USDA) prohibits discrimination in all its
programs and activities on the basis of race, color, national origin, age, disability, and
where applicable, sex, marital status, familial status, parental status, religion, sexual
orientation, genetic information, political beliefs, reprisal, or because all or a part of
an individual’s income is derived from any public assistance program. (Not all
prohibited bases apply to allprograms.) Persons with disabilities who require
alternative means for communication of program information (Braille, large print,
audiotape, etc.) should contact USDA’s TARGET Center at (202) 720-2600 (voice
and TDD). To file a complaint of discrimination write to USDA, Director, Office of
Civil Rights, 1400 Independence Avenue, S.W., Washington, D.C. 20250-9410 or
call (800) 795-3272 (voice) or (202) 720-6382 (TDD). USDA is an equal opportunity
provider and employer.




TREE FARMER QUIZ By George Belden

1. Is the following statement true or false, and briefly state why: Establishing a ponderosa pine plantation
adjacent to a residual white fir overstory infected with dwarf mistletoe represents a high risk of
spreading the mistletoe to the new understory.

2. “Woods Words”. Define what a “square” is.

3. Name a new boring insect that is contributing to major damage on oak woodlands, in Southern
California.

4. The Forest Practice Rules define “winter period” as?

5. The easy way to tell the difference between a Ponderosa Pine cone from a Jeffrey Pine cone is...

6. One of the primary goals in estate planning is to reduce the amount of estate taxes that will be incurred
when an estate is transferred. The Federal Estate Tax is an excise tax on the right to transfer property at
the date of death. When are the estate taxes due?
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RECEIVING THE TREE FARMER ELECTRONICALLY

The Tree Farm Committee can save money on both printing and postage, if we can send the newsletter
electronically. If you would like to receive your newsletter via the computer, please send your e-mail
address to: loda@frontiernet.net
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To promote the growing of renewable forest resources on private lands while protecting
environmental benefits and increasing public understanding of all benefits of productive forestry.




