Your Taxes and tne Octoper 2007 Wildfires

Tracy Bolton, CPA
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Presentad at a United Policynolders Roadmap to Recovery™ Seminar in Rancho
Barnardo, March 29, 2003, All Rights Rasarvad.
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Tne Disclairner

The information being provided is belizved to be
current, It is not necessarily rorn,JIete and its ace
be guarantzad,

ﬂﬁ

I not

In accordance with IRS Circular 230, the information brovided,
advica, commeantary, is not inter ded or written to be usad, and
can not be usad by you or any ofner person or entity for tne
purpose of (1) avoiding penalties that may be imposed under
the IRS Code or any applicable state or local 2 law or (2)
proroting, rmarketing, or recornmending any tax-related
mattars .lddr-;'ss-:d WIthin to anotner party. You are not
oronibitad from snaring this inforrmation with third parties
rlowever, the third parties should seeaic their own advice 'J:l ad
on their articular facts and circurnstancas from an
independent ta; advisor.



Taxoayer and Preparer Penalties

May 2007 law expanded the tax return preparer penalty and
neigntenad the standards of conduct that must be met by tax return
nranarars in order to avoid that panalty,

"or undisclosed positions on 21 tau return, the new law replaced the
“realistic possibility standard™ with a rac U|r~'rr|-4nt e :n:_-.-_r_:-: a3
r-uun.ul-' palier "II.JE tne tug raatmant of the pousition would

“mora lhxziy than not” pa suseainzd on its maries,

In cases in which the taxpayer discloses the position on the tx return,
the the naw law states thare must be a reasonable basis for the tax
treatmeant of the position taken on the tax return.

Preparars generally can continue to rely on taxpayear representations in
preparing raturns and can also generally rely on representations of
rhird parties, unlass the praparar nas reason o KNow thay ara wrong.



cvolution of Disaster Los
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The inadaquacy of many disastar-ralatad federal tax regulations
bacarne apparent after the 1991 O.ml.md firastorms. As
affectad comrmunities began to picic up the pieces, they also
rougnt to raforrm saveral araas of the tax code, Much Of the
won¢ dong to nzlp the Oaxland fire victirms gava thosa affectad
by tha Soutnharn California firas in Octoper 2003 better
guidanca on many of the issuas thay facad in rebuilding.

Tha 1991 Oaidand firastorm Drougnt about what is Known 2s
Internal Pevenue Code Saction 1033 (rl)(1), 2nactad in
August 1993 and -—'rr:'cuv-—' ror all rederally déclarad disasie
occurring after August 31, 1991, Prior to this enactment ¢
code, the Oaxland fire VICEIrrI.J raced taxation of insurance
,)roce-:d.. raceivad for their personal contents, which was used
ror rebuilding thair nornes.

rs
Oor thnis

After Flurricang Katrina, the IRS nhas evolvad to providing the
clearast guidance avar to assist disastar victimes.



{Your Disaster Los

O

Can not possibly covar avary scanario.,

cach ramily’s loss scenario will be differant,

'I"l

Be wary of reading frenzy. Evaryona out thare wanis to providea your
advice and guidance. You will find avery other person you talic to and
compare notes will have a differant ke on now to treat your losses,
cach individual circurnstance snhould e analyzad.

e

It you nave significant losses, unique circumnstanceas, you snhould seei
the advica of a prorassional t) As3ISt you in d:'t-:rrmrnng rha bast
course of action.

ror -:,urnr)l-—' the IRS guidelines are cut in stone in publications for you
to follow. BuUt if you have a unique circurnstance — a professional can
research to see if any tax court cases. If you nave 2 reasonable stand
that you belizve will stand on it own merits — than you should ba able
to sunvort 21 valid clairn,



Your =rotions Versus tne 1-S

st and foremost and this may be the most difficult thing you
avar go througn —

You must to chacik your 2rmotions at tha door to gat througn this
orJe:lI'

o puss23siuns nas muen mor
rnz I 31135 duzs

fou muse S2pur: iz Inat your ,J—oun.Jl rasidanca may nave
appraciatzd signiricantly sincz you .)J.J__Jnr 1L YYENSUS
WIHZE YOl e .J.JJJ/ Dzl ror e,

You can not consider : :'nrlrn-—'nr.ll v.|Iu~' wnen daterrnining your
loss. It a ramily portrait, keepsaxe or heirloom |3 destroyad,
YOuU must base your loss on its Falr Mlaricze Yaluz,
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BI313 In your property =

Tne original cost you paid in casn, deot,
offier pronerty or services,
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AdJusizd Basis in your property =
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to original pasis.

oSt cornrnor Inicrease Is
irmprovearnenis/rermocdeal of your
rasiclernce,

i

Most cornrnor decrease is depraciation.



BalSics
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Daoraciatlon = Peduction in value of
ras!

Vour property as & rasult or wear and
tear, age.

Most assets lose treir VJI‘I—‘ Over 'imﬁ (ir
otner words — tniey depreacizie,)
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Falr Mziricat Valis (FMY) =

Tne price that property would sell for or
trie open mariket. It is tne price that
would be agread or i'e weer a willing
ouyer and a willing seller, witr nelrner
bming recuirad to act, and botrn
ressornzanle linowled Je of the r

[21CES,
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Casualty Luss =
Trnz lassar of
clecrease in fair-rariet value as the result of
trie fire
or
adjusted pasis before thne fire

Leis MOT ranlacameant cosil

ass ary insurance reimoursarneants recejvead

—



Dacrzzs2 11 PMY =

petweaern property’s value
crOrE and irnmediately AFTER
'che fire.

Difference
irnmeadiately 2

Important to consider irnmediately after since
in avant of an audit — two or thraa years will
nave pass. Even if no interirm irmmprovearr en'r::,

Jerners) I ,lr)r)recurlon in valua rnay rnasi
sorne of tnhe loss incurred.,



ror axarmole,

You Dougnt a naw cnair 4 years 2190 for $300,
The October ﬁre cdlestroyad the cnair. fou
astirnate tnat it would cost $500 to replace thne
Crzlir.

criair nefora the fire, and
y ou could nave recej ved only
it was 4 vyears old, your loss
E FI\I\/ of the chair. It is not $500,

(D
_‘_

It you nad sold tr
\/O.I %rlrrure r)

Qoo



Cornputing fYour Loss

First — Your Pesidence (include all outbuildings,
Jr ns, landscaping, pool, drivaways, ic):

You rnust detarrine wnat your .ICU ted Dasis
IS In your rasidence pefore tne fire.

1)
()]

Tninkk COST — not wnat your nouse valuea w
WOrtr nefore tne fire necause of
aporaciation!

S_‘



Cornputing Your Loss
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You rnust first computa the Falr Maricze Yaluz of your
0035253510NS the day befora e fire.

ramearnoer: VY is the r)rl ce that tha itarn would sell
for on the oper rmariet, Itis the prica that would be
agraad on petweaer) 2 WIII|r 1g Duyer an.l 2l WIIImg
seller, witn neither being requirad to act, and botr)
naving reasonaole knowladge of the relev= Nt racts.

Pl

Tnus FMY will qual Thrift Stora Pricas on mary iterms.



Cornputing fYour Loss

Tnird — Deterrning wnat tne rair rmarket value is
after the fire,

Thnis will equal zero will just about avery
nossession if your norne was deastroyead.,

rlowever, your land wasn’t dastroyed.
Thnerefore tnat will still nave value attacnad
o Iit. Anytning else that wasn't entirely
cdestroyad nas some value left,

(D



Cornputing fYour Loss

T 'ne cost of repairs maly, in certain casas,
used to mmeasure the decline in FMY, out it
-:mnoc pe used py itself to decerrmne C
armount or your loss.

Wrien the cost of repairs is deterrminad to be
r.nr me sure of tne dec Ime m r,nr m:lrke

] ~

rrur.@c /:lIJ':' pafora tne
tne co r Irs i
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Cornputing fYour Loss

o~

[0 use cost of repairs or cleaning uo a

[ Ure of loss

Papairs rmust e rniecassary to oring property
pacK to its condition before tne ﬂre,

Tre arnount spent Is not ecessive;

Thne repairs taike care of the darnage only
Trne value of the property after tne '
r19';,| cdue to 'c'r_le repairs, rmore triar tne

Of tr1e property nefore tne fire



Cornputing Your Loss

Ona rmetnod of deter

rmining the dacrease in FVY is to
_Jec n appraisal.

The .lr)r)r_nﬁr Must recognize the effects of any
general mariet d:'cl_ that many nave occurrad
alorg wi

| the casualty.,

Irmportant valuation by appraiser neads to pe well
cdocurnantad,

Aporaiser must e “qualified” (recognizad in field).

IS
’
ri

aike sura you _Jec documentation of the Appraiser’s
qualifications and nis/nar cornpeaternce

-~ e

IRS raintains a list of appraisers wnose work they
nave found rault witn,



Cornputing fYour Loss

o Insurance Cornpanias will corna up witn 2 list of

nousenold contents they nave valuad at replacement
cost. rlowever, the IRS regulations limits nousenold
contents to tnrift store value,

While the IRS limits the value to tnrift store values,
in rare cases the courts nave allowead taxpayers t
reput that assumotion and oravaiil,

Insurad disaster victims may ruv~' an economic loss

if tneir insurance companies won't settle witn thern
for the replacernent cost of their real and personzl
oroperty. rlowever, you generally will not nave a tax
luss because the dér)r:'cuc:'d valua of your contants
are less than insurance oproceeds received (tnini
tnirift store value — deoending on age and condition
of items).



Cornputing fYour Loss

If you nave an independent aporaisal
already completed witn list of all your
COILents

or

Trie list filed witn insurance cornpzrny
supporting your clairn — then you nave
cornpleted the worst part in
reconstructing your list of dastroyad
oropercy
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After tne Srmore Clears
Paconstructing Your Pecords
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Wren records are not availaole or its not

feasinle to ootain docurneantation
suUfficient to re-create records otnerwise
recuirad in filing your ta return — the

LIir
IS will consider docurnentation
recuirernents satisfied by tnhe pest
reasonaply availanle inforrmation
preserntead in good faitr.
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After the Srore Clears
Cor cting Your Pecords
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The IRS's Guidalinaes on wnat you must snow to daduct
21 casualty loss:

IN

IN

Ny —
L]

You rmust b aple to sunvort tha armount you
taice as a daduction,

Ba able to snow the type of casualty and

That you were the owner of the proparty, or if
you leased from sorneone else, tat you were
contractually liable to the owner for darnage.

Wheatner 2 r*l_,nm for r-'ll'rlJLll’_ﬂl'rl'-’l’IE aXists for
WHICH thara is 2 reasonanle axnaceation or
recovery,
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After tne Srnore Clears
Peconstructing Your Pecords

)
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Uninsured disaster victirms can use €
raderal Ermergeancy Managerment Age
(FEMA) aporaisal of tneir loss to
documenc cnelr t21,¢ Io 3, 2 cocle section

re
C

rcy

r tne Nortrricge
ear'hqua} @s of )‘ 4t [Sec. 165(1)(4)]. No
I | D& taken Untll reirmourserneant

clairns nave neern seatilad
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Should be dong as soon as possible th-:r the fire. Essen
Drove you nave a casualty loss for taxes, getting federz
assistance or insurance r-Jlrn.)ur:.-:rn—'nr
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First step is to recover whatever tax records you can find. If
Yyou nave a tax preparer — obtain copies directly from therm.

File Form 4500, Paquast for Cony of Tz Form, with the RS to
obtain pravious four years of federal incorne tax raturns filad.

rorm <506-T Raquest for Transcript of Tax Return. Transcripts
ara cuiciker to optain, but narder to read,

Write "California Wildfires” in red letters across the top of the
forms to expedite processing and to waive the normal user
[ees

r) ~)r—=.q -~

California rFranchise Tax Board (FTB) file Form FT8 35196,



After tne Srore Clears
ng Your Fecords

Tare pnotograpns as uickly as possiole after fire to
astablisn axtent of the darnage,

Contact tne title cornpany, 2s5crow cormoany or barig
that nandlad the purcnase of your residence to
obtain copies of escrow papers. four real estate
agent may also ne aole to nelo,

Use your current property tax staterment for land vs.
ouilding rafios. It not available gat frorn the county’s
21552550r's office.

_‘I;

ccess

!_‘

At NEEos: /[ wwry.sdetreastad.com/zonn3/
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Smolke Clears
Your rPecords

Contact lenders or contractors to determing the value of any
norne improvemeants you've made.

court
n'nerlted

a probate valuas of property you rmay

neact t card r"omruni 25 or banis for conias of
atarnanis/cancealled cnacis to reconstruct rermodel.

It re-fi or norne equity loan obtained, get paperworic from the

parnc issuing the loan.

It loain truly usad to nz1y for

irmorovameants, may e way to astablisn the cost,

Get written accounts from friends and relatives who saw your
nouse befora and after any improvameanis, Geat pnotos of gat-
togethers,



noke Clears
Your Pecords
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> No otner records — chacic the county assessors office

ror old records about your property. sr)e jally if

you nave owned for years. Asi for percentage of

JSS-’-‘SSI’I’I-—’I’IE to value at tnhe tirme of purcnase. Tnis is
2 rougr guass, but pattar than notning.

o Hemember: reasonable belie
treatrnent would more licely tr
on It rnerits.

F that your
tran not ne sustainad

> And finally, at the end of the day - do—u it all pass
the sniff tast?  Pemeamber — the IPS knows what
your income was! Can get accass to your cradit and
DaniKing informatior. B2 nonest

Tnus — Docurnant! Docurneant!



After the Srmore Clears
Pecor cting Your Pecords
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Caleularing dzerzzas2 1n FHlY oF Landsezinineg

> The cost of restoring your landscaping to its originzl
condition after the fire may indicate tne dacrease in
FIVY. Thus you rnay be aole to measura your loss
DYy wnat you soend on:

o Pearmoving deastroyad or darnagad trees and
SNruos
2 Pruning and ot
damagad traas :II’ICI SN
J r{'-'l.)l,ll'll'll'lfj nec |
(S anoroximat
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rmoie Clears
Peconstructing Your Pecords

o iellzy’s Blue Book, NADA or edmunds are availablz online or at
local library. Excellent sourcas for currant fair valuz of most
vanicles.

2 WWW.iKbD,com
2 www.edmunds.com
2 www.nada.com

> Call dealer and asi for copy of contract, or comparable price

figure,

o Newspaper ads during veriod dastroyad for fair mariet value,
o Lizn holder if you are still making payrmeanis,

2 Rarneamber to kean conias of any ads you raly on.,



After trie Srnore Clears
Peconstructing Your Pecords

raconstructing your personal property — tne
conients of your personal rasicdence

o Tne sneer number ,md tynes of personal property
D2rson nossassas man@s it difficult to reconstruct
records.

2 One of the best metnods to r:'corurucc i5 to draw
Dicturas of aach re roorm, or just maie extensive lists by
roorn.  Conduct 2 menr.nl inventory of 2acn roorn., It
doasn’t nave EO e professionally drawn. Just
runctional. Taie time to consider shelvas with
rmearmorabilia on tharm. Do the sarme with ¥itchans and
padroorns. raconstruct wnat was thare, asoacially
rurnitura that would nava nzld iterns — drawers,
dressers, shelves. Be sure to include garages, attics
and basements.,  Don't forget the pantry!



After tne Srnore Clears
Peconstructing Your Pecords

Get old catalogs. Trnese catalogs are a great way to
astanlisn cost nasis and rair rmarikat value,

Checic prices on similar iterns at local thrift stores.
Wali tnrougn stores and looic at comparable itemns,
especially iterns such as kitcnen gadgets. Looi for
odds and ends you may nave forgotten because of
infracjuant use,

Want ads in newspapers.  Local livrary nas pack
issuas of nawspaners,

Asi cradit card company for conias of statarmeants,



After the Srmore Clears
Pecor cting Your Pecords
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o If you nad a lot of books, go to used booistore with
a2 tapa measure and diagrarn of the das'rroy@d
oroparty, Measura sevearal rows of usad boois and
COUnt the number of DooKs pear snelves., r\dd up the
orices of those noois and datermine an average cost

ner snelf. Tnen count the number of snaly es YOu
nad and rmultinly by the average cost per snelf,

(L‘

o Intuit (Turbo Tax) nas softwara callad “It’s
Daductiple”, Or you can gec usad conias on Amazon
of the woriknoo. Tne Blue Booi for Donatad Items
— thus daterrining fair mariat value at “thrift store
valuas” deoending on condition or itams.



[nnerited Property or Valuzple

Anticues, etc.
Nead to figure out your Basis in tne property.,

"Basis” in innerited property deﬁn—*r as VIV of
thie property at firme of parson’s deatn.

Valuanle

elr EIC].I:‘J irreplaiceanle property. four
BaSIS 15 Y

nat you originally paid for the iterr.

FMY would ne docurnented througn creative
means previously discussed or througn ar
incdepeandeant dealer spacializing in tne
Orooarey.



WIll T qualify for a tax refund or
cleduction?

fou may oe eligivle for tax refunds, deductions or other
benerits dug to lost or dJrruryd DO3SS2SSIONS Or proverty,
rlere are a few things to keeo in mind;

> In general, loss 525 are d—*duccule' n ong year, thay
total more than $100 and rmora than 10 percer it Of VOur
adjustad gross mrome.

o fou must ixeeo documeantation to prova that a loss tooi
place due to a speacific disaster, the dollar arnount of
tni2 loss and wno owns or is liable for the oroperty,
sSorme cosits of docurnanting your loss, sucn as
aporaisals or pnotograons, may be tax deductinle,

12T are covarad by insurancea

o (ou cannot cdeduct lossas ©
nea

or 2rmeargeancy aid assiste



Special Pules for Federally
Declarad Disaster Arez

Generally a disaster loss must pe taern
in sarne year disaster occurred

r 2007 fires pecause in rederally
r Al C

Declared Disaster Area, you can arnernd
your previous year's (20090) tax return to
report current losses as | c'n'e fire

D
napperied in 2009, inst
report tne losses o \/o

returr. Tnis glves /U

— (12

(garierally vwrrnn 45 days ) Of tases
vou've already paid.)
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Tirna limit for maxging cnoica —

Later of

o Due data (without a2xtansion) ¢ |I|r|g 2007 raturn wnen
the disaster occurrad (APRIL | 5 2003

» Due date (with extension) for filing the return for 2006
return (OCTOBER 15, 2007)

Thus you nave until Aoril 15, 2003 to amend your 2006 return,

File Form 1040, by April 15, 2008, Attach statermnsent to 2007
specifying this choice,

California now conforms to federal on claiming disaster loss in
orior year., 2003 victims didn’t nava this ovtion,



Flling 2007 Tz Peturn

Tz Peturn Due Aoril 15, 2008

File Forrm 4&6& — Applicaition for Autornatic Extension of
O ri .

Tirne to File U.S. Individual Incorne Tz Return
Extands return due date automatically to October 15,
2008

California rollows faderal axtension — unless you owe
[21425.



Claiming Disaster Loss

rlave four years to replace personal
property ir reder,lll\/ cdleclared diszster
.
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If need more time :H']C:‘(':‘FIJIOJ'I Car De
r

racueas eJ rorn tne IRS,
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= ct Arnount of Insurarnce
Pairnoursarnant Unrnowrn

Sometirmea necassar file tel¢ return nerfore
total insurance secclemenc KNOWT,

-

:
triere will e additional reirmbursarnent for
loss sorne tirne in the future, the expacied
reirmbursarnent rmust be taiken into
consiceration in cornputed your casualty loss.

Wrizre thare is & reasonable prospect tna
C

t astirmatad of reimboursarneant and file
return clairning tne loss for year of fire,



If act C
laiter year — the difference is clairnead 2
i ser

= ct Arnount of Insurarnce

~d

Pairmoursarmeant Unknowr

(AL

Uzl reirmbursarnent ends up being Ie

loss in the year the lesser amount racej /ed.

C ads wnat was originally reportad,
fferance reporited in year recejvad, Ejtner
really is

v is a GAIN and tasablz income or
atad as an :I,IJqumenc 0 the pasis of your
eplacement property.

ﬁ



Ins! jrrm o Palrmoursarneant for
Livirg Expernses

i{een separately docurnantad. Unreirmbursad living
axoensas not daductinle,

You do not raduca your casualty loss for paymeants for
living 2xoenseas,

Ir

If payrents are mora than the “ternoorary incraas
vour living ,,<r)—-n:% g~r|—=r_llly you must inclu
2,cass in your incorne,
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rJII\/ Declared Disaster you do NONE
1ts ara includead in incorne.



Wriat If you warnt to tare e
insurarice settlernent and wali
ey

(1

o You nave 4 years to reolaca your

Oroperty,

o Tne Seac
if you na Ve & gain. Tnus $250,000 if
vou are single / $500,000 if married

carn be excludead frorn your incorre,

ction 121 xclusion Rules apply



