


Tay Timal

Oregon and federal forest taxes

Tamara Cushing, Extension Specialist — Forest Economics, Management & Policy

It’s that time of year again! Some of us think about
taxes year-round, but for most attention turns to taxes
near the end of January when we start receiving 1099s
and W2 forms. However, it is important for us to think
about how taxes impact forest land and operations
throughout the year.

PROPERTY, SEVERANCE & HARVEST TAXES

We are all very familiar with property taxes. The tax
programs in place for forest land have many similarities
to the property taxes paid by homeowners, but there
are some key differences. Forest land is usually in a
category titled “Designated Forest Land”. This category
results in forest land being assessed at a rate that

is more appropriate for a productive rural land use.
While there are multiple productivity classes for tax
purposes on the west side, for the east side there is
only one productivity class for forests. The State of
Oregon Department of Revenue, Property Tax Division
then produces a SAV (specially assessed value) for the
productivity class each year. Also calculated is the
MSAV (maximum specially assessed value). This value
takes into account the limitation that assessment may
not increase by more than three percent each year. The
MSAV for Eastern Oregon is $79.38 per acre (for July
2018 - June 2019). This is obviously much lower than
the real market value of the property.

Once a forest is designated as forest land (either
automatically or through application), the landowner
has another choice. By default, forest land will be in the

“Forestland Program”. In this program the landowner
will receive the yearly property tax bill for the forest land
based on the MSAV for this program. The bill will reflect
the MSAV and the appropriate local tax rates.

The other choice is for a landowner to enroll in the “Small
Tract Forestland (STF) Program”. This optional program
is available for landowners with between ten and 5,000
acres. The STF program differs from the Forestland
Program in that lands enrolled will defer part of the
annual property tax. Thus the program is commonly
referred to as the “Deferral Program”. Taxpayers will
receive a tax bill that reflects an assessment of 20%

of the MSAV for the Forestland Program. The deferral
refers to the remaining 80%. In the year of a harvest,
landowners in the STF program will pay a severance tax
on each unit of timber harvested. (The rate for timber
harvested in 2018 was $4.52/MBF). Landowners are not
allowed to remove their property from the STF program
without penalty unless it is sold or transferred to another
owner. When landowners enroll in this program they are
agreeing to maintain adequate stocking and species or
they will be disqualified and responsible for repayment of
tax benefits.

All taxpayers in Oregon, regardless of property tax
program are also responsible for the Forest Products
Harvest Tax. This tax is in addition to the property tax
and the severance tax (for STF taxpayers). Based on the
Notification of Operations filed with Oregon Department
of Forestry, the Oregon Department of Revenue mails
forms to landowners. Each January following a harvest,
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landowners are required to file a return with the
Department of Revenue, regardless of the amount of
timber harvested. Taxpayers who cut less than 25 MBF
will not owe but must still file the return. The 2018 rate
was $4.2311 per MBF.

FEDERAL INCOME TAXES

In the year of a harvest, forest landowners are
responsible for reporting receipts from timber sales to
the IRS as income. While a full discussion of the tax code
is beyond my word count here, there are some key items
to consider if you harvested.

First off, it is important that you know your basis in the
timber that was harvested. Basis is the amount of your
investment in the timber. If you bought land with timber,
the purchase price should have been allocated to land
and some to timber (as well as to any other assets such
as barns, houses, etc. on the property). If you planted
the trees, your basis is what you paid out to get the trees
in the ground (not including your own personal labor). If
you received the property through an inheritance, gift or
exchange you will need to allocate the total value of the
inheritance/gift/exchange among the land and timber
assets.

Once you know your basis you are ready to determine
your taxable gain. However, first think about the
transaction. The IRS recognizes two types of income:
capital gains and ordinary. It is preferable from a tax
standpoint to consider income as capital gains due to the
rate differentia. If you had the trees for more than a year
they might be considered for capital gains. To be sure
though, it is necessary to look at how the timber was
sold.

Did you sell the standing trees to someone who then
hired a logging contractor to remove the logs from the
property? If you sold the standing trees, then the gain
can be considered capital in nature. To calculate the gain
from the sale: revenues from sale - basis - expenses of
sale = gain. The basis amount that is removed is done
proportionate to the amount of volume that was sold. If
you removed one-third of the timber volume then you
would use one-third of the basis that was allocated to
that stand. The resulting gain is then multiplied by the
appropriate federal tax rate.

What if you hired someone to log and then sold the
logs at the gate? In this case you will most likely need
to handle the situation as a transaction in which part
is capital and part is ordinary income. This process will

involve determining the fair market value of the timber
at the beginning of the year of harvest. The transaction
is then split into two pieces to determine the gain from
growing the trees and the gain from selling the logs. A
great resource for a detailed read on this process is the
Forest Landowners’ Guide to the Federal Income Tax (Ag
Handbook 731) which is available online for free.

In Oregon landowners are required to replant after a
harvest. There is currently a provision in the Internal
Revenue Code that allows deduction of up to $10,000
in reforestation related expenses. In addition, expenses
above that amount in a tax year may then be expensed
over the next 7 tax years. This results in complete
recovery of the reforestation expenditures in the early
years of the stand (which also means there is nothing to
offset timber sale income in the future but that is material
for another article). It does not matter that the Forest
Practices Act requires you to replant. This is available
from the federal tax code.

This is just a short rundown of the taxes that a forest
landowner will encounter. There are lots of nuances
around these code provisions that should be discussed
with a tax preparer or someone knowledgeable in these
matters. If you find a mistake (like you forgot to deduct
your expenses or you forgot to subtract your basis) you
can amend your return within three years.

Taxes are always an exciting discussion. Hopefully some
of this discussion will help demystify your process for
reporting your timber sale income.

WANT MORE INFORMATION ON
FOREST AND TIMBER TAXES?

Oregon Forest and Timber Tax Programs:

htts://www.oreon.ov/DOR/rorams/
property/Pages/timber.aspx

Federal Timber Tax Programs:
https://timbertax.org/

Ag Handbook 731: https://timbertax.org/
publications/aghandbook731/

Choosing an Accountant or Tax Preparer:
catalog.extension.oregonstate.edu/em9169
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What’s in a Zone?

John Punches, Extension Forester for Union, Umatilla, and Wallowa Counties

Zoning laws regulate the types of activities and structures
that may be employed or placed upon a parcel of

land. Your county’s Planning (or Land Use Planning)
Department administers zoning laws, and the categories
of land use are customized to each county. Some counties
have just a few zones, while others have many.

Tree growing is rarely prohibited by zoning regulations.
However, activities associated with forest management
or timber production may be restricted or prohibited in
some areas. For example, planting and growing a tree
may be perfectly acceptable in a residential area, but
operating logging equipment, applying herbicides by
helicopter, or burning a slash pile might be incompatible
with the property’s zoning.

Many, if not most, of the land-use classifications (zones)
in eastern Oregon allow forest management activities,
even those not specifically labeled as “forest” or “timber.”
For instance, most of our counties have a zone for
“exclusive farm use,” but these zones almost always
identify propagation and harvest of forest products as

a permitted use. Depending upon the county, forestry
activities may be specifically allowed on rural residential
properties, various agricultural properties, some types
of commercial properties, and properties

reserved for future public use.

OSU Forest Harvesting Specialist
Francisca Belart consults with a logger.
Dr. Belart will be coming to Central
Oregon in June to teach a harvesting
workshop for landowners. See page 7 for
more details. Photo credit EESC.

If you are a landowner, you’ll be well served by
familiarizing yourself with the permitted use of your
property. This information isn’t just about what you

can or can’t do on the property; zoning can also
indirectly impact your property taxes. Oregon tax law
has provisions that lower taxes on land used to grow
forests, but in order to receive the tax benefit your
property needs to be recognized as being used for
timber production. If you own property that isn’t zoned
“timber,” but you're using it as such, it would be advisable
to do two things: 1) contact your local Planning/Land
Use Planning Department to determine if propagation
and harvest of forest products is an allowable use on
your property. If not, you may want to inquire about
reclassification, or obtaining a conditional use permit.
Then 2) contact your county’s farm/forest appraiser and
ask to have the portion of the property used for timber
production “designated” as forestland.

A bit of knowledge about the allowable used of your
property can keep you out of hot water with your local
government (and your neighbors). It may also help you
lower you tax bill. Find out your property’s zoning and be
an informed landowner.




KLAMATH BASIN NEWS TRAIN MOUNTAIN

Daniel Leavell, Extension Forester in Klamath & Lake Counties As part of The Chilogquin

Community Forest and Fire
BIOCHAR Project https://www.kIfhp.org/
Our landscape efforts at cross-boundary, landscape-scale management have chiloquin, we have prioritized high

been successful. Within the first year of active management, we completed priority areas for management,
forest thinning, slash abatement, fuels risk mitigation, juniper thinning, based on the three goals of the
riparian area improvement, weed treatment, aspen restoration, and wildlife National Cohesive Wildland Fire
habitat improvement on 20,000 acres of public and 6,000 acres of adjacent Management Strategy: 1. Resilient
private acres. Success in project implementation has been very satisfying, but Landscapes; 2. Fire-Adapted

has resulted in 1,000’s of tons of slash produced. Piles are scattered across Communities; and 3. Safe and

the entire landscape, with some having more than 100 tons of accumulated Effective Wildfire Response. We
and stacked slash piles. Most of these piles (especially the larger ones) are also provide recommendations

scheduled to be burned when conditions are right. on public and private land that
meet objectives on a landscape-

scale that benefit ecosystems,
economies, and communities.

We continue to hold informative
community meetings to

enlist landowner support

and involvement. Our latest
community meeting was held
this past November 10th at the

: : LW == =8 Train Mountain headquarters and
February.l.demorfstmtion of the Carbonizer 500. This was taking place on a private land ownership attended by Train Mountain staff,
TR e Vo e N s e T o ey i managing Board, and adjacent
treatment recommendations. Over 600 acres were thinned and about 400 tons of slash produced. landowners. Our Partnership

presented information on resource
Our Partnership is always looking for the most efficient and effective way to management, displayed and
carry out our landscape management objectives. We are currently working discussed maps and inventory
on developing agreements between our agency, non-profit Partners, and the information we collected, and
Oregon Prescribed Fire Council to compose cross-boundary burn plans that signed landowners up for further
can utilize the resources of professional firefighters and lessen liability for assistance in cost-share projects.

private landowners. This is still a few years from being implemented on a large
scale. We are also recommending some of the smaller piles be kept, where
appropriate, for wildlife habitat. Some slash also needs to replenish

soil nutrients.

Another option we are considering and testing is the conversion of some
excess biomass into biochar. There is potential with this and we set up

a demonstration on a private land ownership within our North Warners
landscape effort — about 10 miles north of Lakeview. Last Friday, the 1st,

we had a mobile, “Carbonizer 500” from the Ragnor Original Innovation
Company (OIC), headquartered in New Hampshire. They had been doing
demonstrations across Eastern Oregon and agreed to hold on in Lake County.
Our Partner, Kasey Johnson (Oregon Department of Forestry) coordinated

the logistics for a successful demonstration. We are putting together some Neighbor-meeting-neighbor meetings like

monitoring protocols to test the value of the biochar for augmenting the dry this one at the Train Mountain headquarters
T o Ll © t th T d - that d d are important to assist landowners in

soils of Lake County on the same private land we manage at produce developing land management plans across

approximately 400 tons of slash over about 600 acres. land ownerships.
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Read All About It!

Two of OSU Extension’s classic forestry publications have been updated.

Ecology and Management of Eastern Oregon Forests: A Comprehensive Manual

for Forest Managers (Manual 12)
Ecology and Management

By Paul T. Oester, Stephen A. Fitzgerald, Nicole Strong, Bob Parker, Leticia Varelas of Eastern Dregon Forests

Henderson, Tim Deboodt, William H. Emmingham, Gregory M. Filip, and Dan Edge. i R H't
Revised: October 2018. Cost: $40.00 (print only) Bt i |RERE
Order Online: http://catalog.extension.oregonstate.edu/manuall2 L&hm;ﬁ

ACOMPRPHINSIVE MANUAL FOR FOREST MANAGERS

Ecology and Management of Eastern Oregon Forests (Manual 12) is an essential
reference for anyone engaged in forest management here on the dry side of the
Cascades. It offers invaluable guidance regarding ponderosa pine, lodgepole pine,
and mixed conifer forests. Chapters cover topics including eastside forest types,
silvicultural systems, reforestation and vegetation control, conifer pests, forests as
forage, wildlife habitat enhancement, harvesting, and fire risk reduction. The new
version is available in print only for $40. At 240 pages, with full color photos and
illustrations, that’s a bargain!
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Managing Insects and Diseases of Oregon Conifers (EM 8980)

By Paul T. Oester, David C. Shaw, and Gregory M. Filip.
Revised: January 2019. Cost: $18.00 (print), free PDF available online.
Order Online: https://catalog.extension.oregonstate.edu/em8980

r
Managing Insects and Diseases
of Oregon Conifers

Managing Insects and Diseases of Oregon Conifers (EM8980) is another essential.

It provides practical advice on how to address forest health issues, including bark
beetles, wood borers, defoliators, aphids and adelgids, shoot feeding insects, root
diseases, stem decays, cankers, mistletoes, and more. The full-color printed version is
available for $18, or you can download a PDF for free.
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