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SC Department of Revenue releases new guidance on the 


Transfer of Conservation Credits 


(Procedure #08-1  regarding Code Section 12-6-3515)

Conservation Credits Go Mainstream

Conservation credits are a little-known tool for reducing the cost of state income taxes.   South Carolina taxpayers purchase the credits at a discount and claim the face value on their income tax return.  The credits are available from landowners who earned the credits but are unable to use them.  On April 15, the SC Dept of Revenue issued new guidelines that streamlines the exchange of credits.  

A Little Background

South Carolina legislators authorized conservation credits in 2001 to encourage private landowners to conserve land in the public interest.
  Landowners who donate a conservation agreement or land for conservation purposes earn tax credits equal to 25% of the donated value up to $250 per acre.   Taxpayers may claim the credits against their state income tax liability up to $52,500 per year.  They can carryover any unused credits indefinitely.  

Examples of gifts that generate the credits are donations of land or conservation easements on working farms; scenic landscapes; public parks or recreational trails; and wildlife and native plant habitats. 
  Gifts of land for golf courses or zoning approval do not qualify for the credits      

New Transfer Guidelines

The SC Dept of Revenue issued Bulletin #08-1 on April 15, 2008 re-interpreting key points that may have hindered the transfer of credits in the past.  The new guidelines clarify the amount of credits earned by the conservation donor. Conservation land donors earn credits equal to 25% of the value of the “gift of land for conservation” or “qualified real property interest”, instead of 25% percent of the “total amount of the deduction”—an important distinction.  The $250 per acre limit is intact, but it is clearer that the amount of credit earned is independent of the conservation donors’ ability to use the deduction on their tax return.  

The new guidelines include an example that removes any doubt that the $52,500 annual limit refers to the amount of credit that can be used each year, not a cap on the amount  earned by the conservation donation. 

Secondly, the bulletin clarifies that credit owners can sell credits to more than one taxpayer, who can each use up to $52,500 in credits the same tax year.  This clarification  improves availability and pricing of the credits.  

Credits in Action

A farmer donates an easement appraised at $2 million on 800 acres of farmland.  He earns $200,000 SC Conservation Income Tax credits.  (Calculated as 25% of $2 million, but not more than $250 x 800 acres.)

The farmer follows tax guidelines and earns a federal charitable deduction that flows though to his state return which leaves him with little state tax liability for the current year and future years.  He prefers to sell $150,000 credits at 75 cents on the dollar to three different taxpayers instead of carrying the credits forward.  The farmer is subject to income tax on the sale of the credits.

Three unrelated taxpayers each purchase $50,000 in credits from the farmer at 75 cents on the dollar.  Each one pays $37,500 and saves $12,500 on his SC income tax, a return of 25%.

The credit buyers enjoy a financial return and have the satisfaction of contributing to conservation efforts in the state.  The farmer now has $112,500 in cash to reduce debt, set up a retirement plan, or meet other financial needs.  

All South Carolinians win because preserved land supports agriculture, tourism, and recreation—key economic resources in the state.   With the $250 acre cap, taxpayers conserve valuable land at a fraction of its market value.  

High-income earners may consider buying the conservation credits annually.  For others, the credits can offset one-time tax events such as the sale of investments or family businesses.  Buying state conservation credits does not interfere with the federal deduction for state taxes. 
 

Deemed Approval

Another feature of the new policy is the “deemed approval” of the credits two weeks after submitting all the required information.   In the past, taxpayers who submitted transfer requests to the Department of Revenue could wait months for approval.  Now, assuming all information is complete, transfers receive automatic approval two weeks after submission.  Buyers must own credits by calendar year-end to use them for that year’s tax return.

Benefit/Risk

The risk to buyers is paying for credits that do not exist because the credit owner failed to comply with regulations or claimed an excessive valuation on the gift.  To earn the credits, conservation donors must first follow the guidelines of IRC Section 170(h) that describes what qualifies, appraisal criteria, and what organizations may receive the gift.  Donors who follow the federal code earn SC credits with a few exceptions--gifts related to golf courses do not qualify.  Gifts made from developers under quid pro quo rules (“if you’ll approve this, I’ll give that”) do not earn the credits. 
  

Knowledge of conservation tax rules and a careful review of the underlying conservation transaction mitigate the risk of buying disallowed credits.  The recorded conservation easement, appraisal, and signed Form 8283 provide key details to document the conserved site; conservation purpose(s); valuation; and qualified recipient.  Familiarity with area land prices and qualified appraisers can minimize overvaluation risk as does the $250 per acre cap.

Making it Happen

The South Carolina Conservation Credit Exchange performs due diligence on the credits and connects buyers and sellers.  The Exchange pre-qualifies all credits offered for sale, processes the transfer with the Department of Revenue, and handles the closing for all parties. 

The Exchange offers continuing education programs to raise awareness and encourage land preservation throughout the state.  Profits from the exchange support the work of the Palmetto Conservation Foundation, a statewide organization promoting outdoor recreation and preservation of the state’s cultural, historic and scenic landscapes.  

For more information visit The Exchange at www.conserveSC.com; Contact Robin Underwood, CFA, CFP® at 704 975-3016, or email:  exchange@conserveSC.com
� SC Code Section 12-6-3515


� IRC Section 170(h)


� IRS Technical Assistance Memorandum #2000126005, 6/29/2001


� See Local, State and Federal Tax Incentives for Conservation Easements 3rd Edition by Burnie Maybank at www.sctax.org














