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• The end of log drives in the 1970's, combined with the need to salvage 

budworm-damaged trees, resulted in a significant expansion of the road 

networks in the Maine forests. What was once wilderness is now 

accessible to the point where, in 1985 there were nearly one million visits to 

Maine's forests for recreation. That is nearly one visit for each resident of 

Maine. 

• Economic and population growth, particularly in southern Maine, has put 

ever increasing pressure on forest land for conversion into residential or 

commercial development. This pressure is especially strong in the rapidly 

growing suburbs around the major cities, whose share of the state's 

population increased by nearly 15% from 1976 to 1986. 

The key to the future of the Maine forest- and of those who depend'on it- is how 

well the forest is managed now and in the future. Investments must be made to increase 

both the quantity and quality of wood grown in all parts of Maine's forests and in most of 

the principal species. 

"Managing the forest" is a broad term that encompasses many different activities. 

In its simplest form, management means caring for the land- seeing that boundaries are 

maintained and that harvests of trees are professionally supervised so that natural 

regeneration occurs and so that there is a minimum amount of damage to the soil, water, 

and remaining trees. More intensive management involves controlling the regeneration of 

cut-over areas and actions to improve both the quantity and quality of timber, through such 

actions as planting, suppressing competing species with mechanical or herbicide 

treatments, thinning stands to achieve optimum density, application of pesticides, etc. 

It is these more intensive management activities that will be the key to the Maine 

forest's future. Properly done, these investments can or even quadruple the amount 

of wood produced on an acre.2 

2 Unmanaged stands produce on· average 1/4 to 1;3 cord per acre per year. According to the Department of 
Conservation, intensive management can raise this to 1 cord per acre per year on average. (Actual figures 
vary widely with forest type, site characteristics, etc.) 

4 



Taxation of forest land is a key part of the State's policy towards the forests, and 

that policy, like the forests themselves, has been undergoing dramatic changes. There are 

three major elements to Maine's forest tax policy: the property tax, individual and 

corporate income taxes (including estate taxes), and the commercial forestry excise tax. 

Each has unique impacts on the forests and the decisions of forest landowners. 

THE PROPERTY (TREE GROWTH) TAX 

Forest land, like all other land, is subject to a property tax. However, there are 

special characteristics of forest land that make the traditional method of assessing the value 

of property undesirable for use in valuing forest land. There are two fundamental problems 

with the real property tax and its application to timberland. The first is that the property tax 

is based on the erroneous assumption that both land and timber should be taxed in the same 

manner. The second is that the assessment of timberland using its market value in uses 

other than growing trees results in a tax burden that is sometimes too high to. be supported 

by timber uses. 

Forest land, like any crop land, derives its value from the amount of crop income it 

produces. In the case of farmland, where a crop is produced annually, the property tax is 

based only on the land. The value of maturing crops is not subjected to an annual property 

tax (nor is crop income subjected to an excise tax.) In contrast, the property tax on 

timberland is based on both the land value and the timber value. As a result, this is a form 

of double taxation on timberland. 

Timber is thought of as both a capital asset and as real property because it takes a 

long time to mature and because it is attached to the ground. Most other crops are not 

classified as either real property or as a capital asset; rather they are considered inventory. 

A maturing tree is an unfinished product- a good in process, and thus the correct 

classification for property tax purposes is that the land is the capital asset (since it 

"produces" the timber), while timber is the product, held in inventory on the land until it is 

sold. Inventory has not been taxed in Maine for several years. Yet its inclusion in the 

property tax amounts to taxing as property both the asset and its product. 

Another form of double taxation occurs because all timberland carries a permanent 

debt against each acre until that particular acre is harvested. Unlike potatoes or corn, which 
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generate a ·cash mcome on each acre planted each year, the timber crop takes many years to 

produce a cash crop. It is during this period that money must be "borrowed" from other 

income sources- whether other timberland, salaries or business income. In addition, to 

accurately account for the funds borrowed to pay interim property taxes, an interest charge 

must be included. This "borrowing" is an integral part of the investment in timberland. 

Because the property tax is assessed on the basis of the selling price of the timber, the 

property tax includes these costs in its valuation, and as costs cumulate over time, each 

dollar of cost is taxed many times. 

The result of these two "double taxation" flaws is that property taxation that 

includes both land and timber on the same basis as other assets overstates the real economic 

value of the timber and the costs of owning timberland. Tax costs are thus greater than 

they should be to assure that forest land is used as productive forest. 

The use of sales data to determine the "fair market value" of timberland for property 

tax purposes raises the second set of problems with the property tax. The most common 

way to determine what the market value of an item is is to ask, "what does something 

similar sell for?". Sales of "<;omparable" property are thus the basis on which property 

taxes are assessed. Sales data represent the combined value of both land and timber, and it 

is not possible for assessors to distinguish between the timber inventory values and the 

land values, leading to the problems noted above. 

Sales data also does not distinguish between the uses to which the land will be put 

by the purchaser. Forest land purchased to be used as timberland or for development as 

residential or commercial property are reported in the same manner in sales statistics. But~ 

the price paid for land when uses other than timber growth are planned are often much 

higher than prices paid for land to grow trees. When these higher values are applied to 

forest land as the basis for property tax valuation, that land is excessively burdened by 

these values. Owners are encouraged to prematurely harvest timber and, in some cases, the 

conversion of land from productive forest to non forest uses occurs, or is speeded, in order 

to pay the higher tax costs. 

A related problem is the practice of municipalities to assign values derived from 

uses other than timber production to timberland. Assessing practices also often assign 

higher values to timberland on roads with the idea that this lan4 is better suited to 

development. It is not uncommon for an arbitrary acre of a timber trac1 to be assigned an 
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(undeveloped) house lot value. Nor is it uncommon for a valuation formula to assign road 

front values, shore front values, or other non-timber values for the first 10 acres, another 

value for the next 10 acres and so on until finally assigning a residual value for the final 

acres. The result of these practices is to artificially inflate the value of land growing timber. 

(For that matter since these practices are common to all agricultural and open land, these 

land values are also inflated.) 

There is no reason for the arbitrary determination that growing timber is not the best 

use of the land. Most categories of taxable real property, house lots, houses, commercial 

lots and buildings, are valued on the basis that their current use is their highest and best 

use. This valuation is quite correct. Timberland is no different. The valuation of 

timberland on the basis that timber production is the highest and best use of that land is 

logical and consistent with the treatment of other property. 

Maine has long recognized these defects in the property taxation of timberland. 

Maine was the first state to recognize in statutory policy that traditional property taxation 

had adverse consequences for the forest and attempt to correct its worst impacts on forest 

manag~ment investments. In 1953 the Legislature enacted the "Chase Law", which 

established a statutory policy that assessors use the forest productivity of the land as the 

basis for property tax valuations. 

The Chase Law's simple statement of policy was inadequate for the task of 

changing actual assessing practices; it would take nearly twenty years for the State to 

substantially alter the property taxation offorests. This was done in 1972 with the 

enactment of the "Tree Growth Tax". This tax has been, with numerous modifications, the 

basis for the taxation of forest lands in Maine for the past fifteen years. 

The Tree Growth Tax has been the subject of much debate, and even more 

misunderstanding, over the past fifteen years. It is calculated using a somewhat complex 

formula3, but the basic idea is quite simple: the tree-growing capacity of each parcel of 

land is the value on which property taxes are assessed. This capacity is determined as a 

function of current stumpage prices, average annual net growth rates (less a discount 

factor), and a method of adjusting the income to be received in the future from the sale of 

3 See Appendix A for a description of the formula and the process used in calculating tree growth values. 
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timber to present values. The property tax levied on each parcel is then the town's general 

tax rate multiplied by this value. 

Table 1 shows the 1988 values for tree growth in Maine. As this table shows, the 

Tree Growth Tax is adjusted by species type and by county in order to adjust for variations 

in timber markets and net growth rates throughout the state. 

This type of tax has several desirable features from the perspective of forestry 

investments: it encourages forest management and forest uses by avoiding the problems of 

the ad valorem property tax, it encourages reforestation of cut-over areas, and does not 

penalize poorly stocked land.4 

County . 
Aroostook 
Androscoggin 
Cumberland 
Sagadahoc 
York· 
Hancock 
Penobscot 
Kennebec 
Knox 
Lincoln 
Waldo 
Franklin 
Oxford 
Piscataquis 
Somerset 
Washington 

Table 1 
1988 Tree Growth Valuations 

(per acre) 

Softwood Mixed Wood 
$81.80 $54.40 

172.90 122.50 

71.00 52.60 

126.10 83.30 

96.30 65.40 

99.80 67.90 

61.90 38.20 

Hardwood 
$34.30 

.. 
.. 76.30 

36.70 

64.10 

59.00 

50.20 

31.20 

But, the Tree Growth Tax is not simply a method of calculating the value of 

timberland. The Tree Growth Tax Law was enacted following a 1970 constitutional 

amendment that permitted "current use" values of forest lands. This amendment was 

4 See Appendix B for a discussion of the different approaches used in taxing forest land and their advantages 
and disadvantages. 

5 Article IX, Section 8 of the Maine Constitution requires that "All taxes upon real and personal estate 
assessed by the authority of this State, shall be apportioned and assessed equally, according to the just value 
thereof." Thus a constitutional amendment was needed to permit current use valuation. The amendment 
permitted such valuation not only for forest land but for farmland and open space land as well. 
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designed to address the increasing concerns for lands at the margin of development being 

taxed so heavily that they would be converted from their traditional uses simply to pay the 

taxes. The Tree Growth Tax is thus also the means by which the Constitutional provisions 

permitting current use taxation is implemented in the forest. 

These points are important and bear repeating: The Tree Growth Tax is both a 

method of more properly assessing forest land to take into account the unique 

characteristics of forests, and, a method of current use assessment. The two purposes are, 

of course, complementary, but in a real sense the Tree Growth Tax is a means of "killing 

two birds with one stone", thus overcoming both of the major defects of the property tax 

on forest land .. 

However, the Tree Growth Tax has been the subject of much controversy over the 

years, and its defects should be acknowledged. These include: 

• Loss of revenues to municipalities. Although the majority of tree growth land is 

in the unorganized territory, over 3.6 million acres are located in municipalities. The 

difference in valuation betwee1,1 tree growth and ad valorem assessment results in reduced 

revenues to municipalities. Estimated lost revenues in 1987 were $5 million. The state has 

reimbursed part of this loss at the rate of approximately 15 cents per acre6 or a total of 

about $540,000 per year. Thus, lost revenues remain a concern for many municipalities. 

• Tax avoidance From the beginning of current use valuation in Maine, there has 

been concern that landowners would claim current use status simply to reduce their tax bills 

while not actually maintaining the land for its intended purpose. This concern led to the 

inclusion of stiff penalties in the constitutional amendment permitting current use valuation 

for changing the use of land away from its "current use". There have also been 

amendments to the tree growth tax requiring that those who elect tree growth treatment 

demonstrate that they are actively managing their land for timber growth. Despite these 

penalties, resentment over the lower taxes on forest land still exists. 

6 The law actually calls for reimbursement of 90%•of the tax lost when the tree growth law went into effect 
in 1972 or 15 cents per acre, which~ver is greater. The 15 cents figure has been used for some time. There is 
a long-standing argument over whether reimbursement was owed to municipalities for the difference between 
tree growth and ad valorem valuations at the time that tree growth was enacted or the difference as measured 
each year thereafter. 
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Ironically, the size of the penalties themselves may discourage some landowners 

who are uncertain as to which use they wish to put their land to from using tree growth 

incentives, thus reducing the amount of forest land covered by the tree growth tax. 

• Technical problems with the tree growth formula. There are a number of 

inconsistencies and economic flaws in the formula used to calculate the tree growth value. 

Countywide averages of growth and price are imprecise reflections of actual site values. 

The formula uses gross income (stumpage prices) to calculate values, when net income is 

the proper measure of economic value. The capitalization rate (the discount rate used to 

adjust for future and present values) is difficult to estimate, and the tax is very sensitive to 

it. Compromises have had to be made in each of these areas to avoid making 

administration of the tax too cumbersome, but the problems remain. 

INCOME TAXES 

The Federal Tax Reform Act of 1986 has dramatically altered the way income from 

forest ownership is to be taxed, just as it has for other types of income. Changes affect 

individual and corporate taxes at both the federal and state levels. Some of the most 

important tax provisions affecting forest ownership were eliminated or reduced under the 

new law, although some provisions favorable to timber were retained. The net effect of 

these changes is uncertain, but probably negative, especially if no action is taken at the 

State level to adapt to some of the new provisions. 

The major changes of the federal tax reform act affecting timber can be briefly 

summarized as follows: 

1. Elimination of Capital Gains for Individuals. Under the old law, individuals 

could exclude 60% of the amount of any long term 7 capital gain from taxation. This means 

that capital gains, such as from the sale of timber, would be taxed at only 40% of the 

marginal rate that would otherivise apply. For example, if a landowner sold $100 worth of 

timber and the tax rate on that amount was the old top rate of 50%, the tax payer could 

exclude $60 from taxation, and pay the 50% only on $40, a tax of $20, or an effective tax 

7 Assets held for more than six months. Note that "capital gains" treatment applied to any capital asset, 
including stocks, houses, land, etc., not just timber. 
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rate on the whole $100 gain of 20%. Under the new law, the top marginal rate will be 

lowered (for most taxpayers) to 28% so the elimination of capital gains treatment means an 

increase in taxes at the federal level from 20% to 28%8. This would be coupled with an 

increase in state taxes from 4% to 10%. A summary of the changes in rates is contained in 

table 2. 

Taxable Income 
FEDERAL 
$30,000 
$40,000 
$50,000 
$75,000 
$125,000 
$175,000 
MAINE 
$30,000 
$40,000 
$50,000· 

- Table2 
Comparison of Changes in Capital Gains Taxes 

. (Marginal Rates- Married Filing Jointly) 

1986 1988 1986-88 
Capital Gain ~apital Gain Absolute Rate Percent Rate 

Top Bracket Rate Rate Increase Increase 

25% 10% 15% 5% 50% 
33 13 28 15 45 
38 15 28 13 34 
42 17 28 11 26 
49 20 28 8 16 
50 20 28 8 16 

8% 3.2% 8% 4.8% 150% .. 
9.2 3.7 9.2 5.5 150 

10.0 4.0 10 6.0 150 

2. The Investment Tax ·credit. A second major change is the elimination of the 

investment tax credit, a direct reduction of tax owed equal to a percentage of the costs of 

certain types of new investments. While this change did not affect forestry investments per 

se, it does affect the tax treatment of all machinery and equipment purchases for the forest 

products industry and thus affects the costs of logging, transportation, etc. as well as the 

costs in the primary markets for timber (sawmills, pulpmills, etc.) 

3. Treatment of Timber Growin& Costs and the Passive Loss Rules A major 

change affecting forest landowners is a new set of rules governing when the costs of forest 

investment and management can be deducted. In general, the costs of investing in most 

assets that return income over a long period of time must be "capitalized"- that is deducted 

in the future against the income generated from sales of timber. 

8 Top marginal rates. For some taxpayers, a top marginal rate of 33% will apply through 1989. 
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Timber has historically received more favorable treatment than it does under the 

new tax law. Forest land owners have been permitted to deduct some management costs 

when they are incurred, rather than "capitalizing them", that is recovering them over a long 

period of time. This is obviously preferable; if an owner spent $100 on management in a 

year, he could deduct it in the same year rather than waiting for as long as 30, 40, or more 

years until income is realized and the deduction can be made. But the rules are now 

substantially more complicated. 

Some provisions favorable to forest land owners were retained in the new law: 

Silviculture expenses, including interest and taxes on those expenses, will still be fully 

deductible in the year incurred. In addition, cost depletion (a niethod of deducting certain 

land costs over) is also retained. 

But for most other expenses of land holding, the new law divides all forest owners 

into three groups: 

• Active Businesses. These are businesses where the owner "materially 
participates" o~ a "regular", "continuous", and "substantial" basis. 

• Passive Businesses These are businesses that are not "active" in the 
above sense. 

• Portfolios These are strictly investors in forest land who are not engaged 
in the business of forest ownership except as part of an investment 
portfolio. 

The changes in the law limit the deductibility of expenses, including losses from 

sales, depending on the kind of owner you are. The following table summarizes these 

rules. In general, "active business" income is the best category for an owner to be in, since 

all expenses are completely deductible in the year incurred; in contrast, "portfolio income" 

is the worst position to be in, since the limitations on deductibility are the most severe. 

This confusing situation is made even worse by the fact that the Congress left the 

task of defining each type of ownership to the IRS to provide in regulation, a task that 

could take years to accomplish. 
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T lype o fE xpense 

Management 
Expenses 

Property and 
other taxes 

Interest 

Table 3 

Treatment of Expenses under 1986 Tax Reform Act 
Type of Ownership 

Passive 
p fl' ort o 10 B . us mess 

Deductibie only Deductible only 
if they exceed to extent that when 
2% of adjusted combined with all 
gross income other passive costs 

they do not exceed 
passive income 

Deductible against Same as management 
other income expenses 

Deductible up to Same as taxes 
up to extent of net (cannot offset other 
investment income interest income) 

·Active 
B . us mess 

Fully deductible 
against all sources 
of income 

Same as management 
expenses 

Same as management 
expenses 

The effects of these many changes in federal law on Maine1S· forests were 

considered in some detail ·at a conference of forestry and tax experts sponsored by the 

Department of Conservation in April, 1987. The general conclusion about these changes 

on the value of timber ownership and the incentives for forest management was that there 

was extreme uncertainty, but that the net effects were probably negative. 

The elimination of capital gains, and the consequent increase in the tax rate on 

timber sales was viewed as the single most important, and most adverse,. change. The 

reduced income from sales will in tum reduce incentives to manage and own timberland. 

The effect will be most serious on nonindustrial private land owners, particularly small 

land owners. The retention of conventional expense treatments was not considered by the 

participants sufficient to offset these disadvantages. 

The "passive loss" rules were also generally viewed as negative, primarily because 

of the limitations on deductibility of expenses. However, some commenters pointed out 

that the best tax deal will be for those who are active managers, and this may encourage 

many passive forest owners to become more active in management in order to qualify as 

"active businesses". Others noted that these rules apply to all investments, and may hurt 

other kinds of investments more than forestry, thus making forest land a more competitive 

investment. 
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4. Elimination of Income Averaging. Income averaging was a tax calculation 

technique that was beneficial to small landowners whose land was harvested periodically, 

thus creating a large increase in income during those harvested years. Income averaging 

reduced the impact of sudden changes in income levels by allowing taxpayers to calculate 

taxable income over more than one year. 

The Department of Conservation conference also clearly found that the effects of 

federal tax reform will vary greatly among taxpayers depending on individual 

circumstances. Trying to gauge the magnitude of the overall effect is thus extremely 

difficult. 

One other aspect of income tax that deserves attention is the estate tax. This federal 

tax can have quite severe consequences for forest land when the land is transferred 

intergenerationally. The federal estate tax is structured so that a portion is collected by the 

states, but if the state chooses not to collect its share, that share is collected by the federal 

government and there is no reduction in tax burden. Thus such problems as. do exist with 

the estate tax with respect to timber are currently beyond the reach of the state to address. 

However, current federal tax policy should be not be ~ssumed to continue. The 

state estate tax credit is already a target for elimination in the federal government's search 

for additional revenues. A bill to repeal the credit is currently being considered by the U.S. 

House of Representatives. Should the credit be repealed, the estate tax would effectively 

increase substantially unless the State repealed its own tax. Whatever the problems with 

the current system, the repeal of the state tax credit would force Maine to choose between 

onerous taxes on forest lands ,and an increasing rate of conversion to other uses or loss of 

substantial revenues ($14 million in 1986). This should be avoided by encouraging 

Maine's representatives in Washington to oppose any change in the state estate tax credit. 

COMMERCIAL FORESTRY EXCISE TAX 

The commercial forestry excise tax is a special tax of29 cents per acre (up from 24 

cents per acre in 1986) assessed on all forest land held in 500 acre or greater ownerships. 

The revenues from this tax are used to fund approximately one half of the annual state fixed 
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costs for forest fire protection (about $3 million of a total state budget for forest fire control 

of $ 6 million in 1986).9 

The commercial forestry excise tax is the latest in a long line of strategies dating 

back to the latter part of the 19th century to fund the control of forest fires. The current tax 

is the result of two major forces: the dissolution of the Maine Forestry District in 1982 and 

its replacement in 1983 with the Forest Fire Suppression Tax, followed by ·a successful 

lawsuit, in which the Maine Supreme Court struck down the original tax as 

unconstitutional. 

Since 1947, and the great fires of that year, the Maine Forest Service has had lead 

responsibility for fighting forest fires in the unorganized territory, while municipalites have 

had lead responsibility within their boundaries. Each agency backs up the other as 

circumstances warrant. The original forest fire suppression tax levied a per acre tax on 

owners of parcels larger than 100 acres; this was changed to mynerships larger than 500 

acres (with the first 500 acres being exempt) in 1985. 

The lawsuit brought against the forest fire suppression tax claime~ that it was a 

property tax which was improperly assessed since it was not based on the value of the 

property, as the Maine constitution requires of all property tax. The Law Court agreed with 

this contention, forcing the Legislature to make modifications in the law.lO Wishing to 

keep the per acre tax structure, the only form of tax that would be acceptable would be an 

excise tax, or a tax levied on the "privilege of conducting of commercial forestry". 

This is how the current tax is defined. In order to determine who is actually 

engaged in "commercial forestry", the 500 acre limitation was established as a cutoff point. 

9 Forest fire costs in Maine are paid by a combination of state, federal, and local sources, with State 
government responsible for the majority of costs. The State share of fixed costs (equipment training, 
planning, observation, etc.)is funded one half from the general fund and one half from the excise tax. The 
federal government also contributes funds each year as part of a national cost share program. Local 
governments are responsible for fighting smaller fires and for providing first response to larger fires in the 
organized territory. The costs of fighting individual fires are paid by the unit of local government, including 
the unorganized territory's municipal cost component, up to a limit of 1.5% of state valuation. Over that 
limit, local governments are "held harmless" by the State assuming costs. 

10 Eastler v. State Tax Assessor 499 A 2d 921. 

15 



That is, all owners of 500 acres or more of timberland are automatically assumed to be 

engaged in "commercial forestry" and therefore subject to this excise tax.ll 

The result is that only those landowners with more than 500 acres pay for one half 

of the State costs of fighting all forest fires in the state. In fact, because of the way 

ownership is defined for the tax, it is possible for someon_e to own different minority 

interests in a large number of parcels totaling more than 500 acres and thus escape the 

tax.12 

The result is a distribution of taxes for forest fire control that bears little relationship 

to either the benefits received or to any other generally recognized principle of taxation. As 

shown in figure 1, the costs for forest fire control are paid through a complex system under 

which some taxpayers pay three times for forest fire control. This is a system whose 

underlying rationale is difficult to discern, let alone justify. 

Who Pavs For the Fixed Costs of Forest Fire Control? .. 

General Fund Local Property Commercial Forestry 
Tax Excise Tax 

< 500 acres YES YES NO 
Organized Municipalities 

> 500 acres YES YES YES 

< 500 acres YES NO NO 
Unorganized Territory 

> 500 acres YES NO YES 

This is a clear misallocation of tax burdens, since it forces the owners of 61% of 

Maine's forest land to pay the full costs of the non-general fund portion of the fire budget. 

Such a misallocation inevitably places a heavy burden on forest ownership and on forestry 

investments in those lands where the tax is applied. 

11 The exact number of owners is very difficult to determine. The tax is levied on "ownerships of more than . 
500 acres, and records are kept in terms of the number of accounts and the number of bills mailed out. In 
1987, there were 623 accounts receiving 1,154 bills. How many people this represents depends on the 
number of accounts that are corporate, that represent joint tenants, and other factors about which information 
is not collected. 

12 Such a provision is necessary to administer the tax, but does contribute to the inequities of the tax. 
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Finally, although the excise tax may be the simplest of the successors to the Maine 

Forestry District Tax, the tax is still administratively cumbersome. Figure 1 illustrates the 

process by which the tax is calculated, showing how each year's tax is actually the result of 

a process that stretches over three fiscal and four calendar years. 

Figure 1 

COMMEROAL FORESTRY EXOSE TAX CALENDER OF EVENTS 

CALENDAR 
YEAR 

1ST QUARTER 
JAN FEB MAR 

2ND QUARTER 
APR MAY JUN 

3RO QUARTER .-TH QUARTER STATE 
JUl. AUG SI:PT OCT NOV OEC RSCAl 

YEAR 

CY84 

CY87 

CY88 

CY89 

D.O.C. BUOOET D.O.C. COtARUS 
FOR FY 88-89 I'IRf: CO!mO. 
SUBIMTT£0 TO C08'TS I'OA N &I FY87 
GOVENOR TO LEOISLATURE 

G~ BUDGET LmiSUTURE TAX ASSES~ I DOC C~t.IS 
FOR rv SUBS~ APPRCM.S BUOO ET GETS AMOUHT FW1E CONTROL 
SUBiofTTEO l Ff!E COHT'Rct. TO CCl.l.ECT FOR COSTS FOR FY 80 
TO LEGIS FY 88 l!IG FY &I FROY OCCI TO LEOISLAnJRE 

FYII8 

OWNERS BUs TAX LEGIS TAX 

~p fOR FOR N'ffiO'VES ASSES~ 
FY88 FYS8 FIRE GETS 

FOR SENT ~ CCiffilCl. AA'O.Jifl 
CY~ TO FOR COST FOR TO Ca..LfCT • eM HERS CY~ FY &!J RlA FY 89 

ON~ FROM O.O.C. 
SHPn 

FY89 

oovs OWNERS BILLS ITAXFOR 
BUDGET CERTFY FOR 

I~ FOR OWNER- F'Y 89 
CY 90-91 SI11P SEHT FOR 
SUB· FOR TO cvaa 
r.cTTEO CY88 OWNERS I CMNEIISHP 
TO LEGIS 

FY90 

* TAX FOR FY 89 THAT IS PAID IN C'f 88 IS BASED ON 0Wt£RSHP 
OF CY 87 

**TAX FOR FlSCAL YEAR PAID TEN MONTHS INTO TI-E FY THAT Tt£ 
COSTS OCCUR. THUS PAYMENT FOR SERVICES OCCURS AFTER 
83% cr: Tt£ SERVICE IS RENDERED. TAX IS PAID BASED ON 
OWt-.ERSHP cr: Tt£ PRIOR YEAR. 

17 



2. Policy Goals 

In order to determine what changes, if any, are needed in Maine's forest lands 

taxation policy, it is first necessary to set some basic directions for tax policy. These 

directions must come from two sources: general principles of fair and equitable taxation that 

should form the basis for any tax policy, and, second, the special characteristics of forests 

that must be taken into account. 

1. General Principles 

., TaxEquity 

There are three general principles of tax equity: 

Those who receive benefits should pay afair share of the costs. When government 

services are provided in greater proportion to one group than others, that group should pay 

a greater share of the costs. 

Horizontal Equity Taxpayers who are similar in income and purchasing power 

should be treated similarly under the tax code. 

Vertical Equity Taxpayers who are different as to income and purchasing power 

should be treated differently under the tax code in a manner that reflects these differences. 

• Efficiency. 

A tax should be well understood by taxpayers and be capable of being anticipated in 

future economic decisions. Individuals and corporations should be able to in~orporate state 

and local taxes into their long term business and investment plans. A tax system should 

impose a minimum of administrative burden upon the taxing jurisdiction and the taxpayer. 

In addition, the tax system should not impose unnecessary compliance costs, nor create 

substantial incentives for noncompliance. 

A tax system should interfere only minimally with the operation of the market, and 

should have as little impact as possible on prices and economic behavior. A tax at the state 

19 



or local level should not adversely affect the ability of a business operating within the 

taxing jurisdiction to compete with businesses operating outside the taxing jurisdiction. 

• Revenue Adequacy 

A tax system should be capable of providing the taxing jurisdiction with a stable 

source of revenues to finance its operation and activities. The revenues from a tax system 

should grow in direct proportion to the demand for public services and hence to the revenue 

requirements of the taxing jurisdiction. 

• Accountability 

A tax system should be the product of explicit legislative action and the result of 

public debate and discussion. The structure of the tax system, the rate of taxation, the 

amount of revenues collected, and the impact of the tax system on individual taxpayers and 

businesses should be well-known and widely understood. Further, all chang~s in any of a 

tax system's structure, rate, revenues, or impacts, should occur only as a result of explicit 

legislation. 

2. Specific Goals for Forest Land Taxation 

Beyond the general principles of taxation there are a number of specific policy goals 

that should be applied in setting policy for forest lands. These goals implicitly recognize 

that taxes are a normal cost of business to the forest landowner and that taxes by 

themselves do not determine the level of management investment or types of ownership; 

market conditions are the ultimate determinants of the overall trends in forest land 

ownership and timber management. But taxes are an important, sometimes critical, 

influence on the future of the forest, since they greatly affect what decisions will be made 

at the margin. 

Thus taxes on forest land should: 

~ Recognize the special characteristics of forestiy investments 

The ftrst principle of taxing forest land is. that forest land has economic features that 

distinguish it from other assets. These must be recognized in designing tax policy. 
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i. 

The most important of these is the long time period between investment and 

income. The "rotation period" is the number of years between when the timber on a site is 

cut and when that site can be cut again. For most of Maine's commercially important 

species this period ranges from 40 to as long as 80 years. An asset that produces income 

only once or twice a century is very sensitive to costs, particularly costs incurred in the 

early years. 

A second characteristic, one that forest land has in common with other land uses 

such as agriculture, is that the income produced by the land may be economically attractive, 

but the long term nature of the income opportunities may be overshadowed by development 

pressures that offer faster returns. Taxation adds to the carrying cost of land, and thus 

increases the cost of waiting for the income from harvesting, thus providing an incentive to 

take quick returns and move land out of productive forest uses. 

• Recognize the special needs for investment of the Maine forest 

Wherever one looks at the Maine forest.:.. north or south, east or west- and 

whichever species group or industry one examines- hardwoods or softwoods, lumber or 

paper- it is clear the Maine's historically abundant forests are no longer able by themselves 

to supply the quantity and quality of timber that is needed to sustain the vital forest products 

industry of the state. Professionals in the forestry community are unanimous that the only 

way Maine can sustain its current industry, let alone have any chan~e for future growth, is 

to more actively, more intensively manage its forest resources. 

Maine is not unique in this aspect. Forests throughout North America have not 

been managed to their optimum levels. Landowners, industries, and governments in both 

the United States and Canada are struggling to find ways to improve forest management. 

But Maine stands out among principal forest regions because of the forces of: 

• Damage to the forest's productivity done by the spruce budworm. 

• Growth in recreational demand. 

• A dramatic increase in harvesting wood for biomass energy generation. 

• A huge increase in development pressures. 
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This combination will put more intense and varied pressure on the Maine forest than 

on other forested areas. 

• Not disadvantage forest land relative to other economic activity 

Forest land is often seen as an uneconomic investment, one with high costs, long 

carrying periods before returns are realized, the risks of fire or insect damage. The 

problems of small woodlot owners, who have small "portfolios" of forest land from which 

to derive income, and often relatively small income from other sources are frequently cited. 

To be sure, a forest land investment is a risky, long-term investment, but forest land can 

also be a sound long term investment, with returns that are quite competitive with 

investments of comparable length and risk. 

Tax policy is a major variable affecting forest lands' ability to provide competitive 

returns. This is true whether one is comparing owning forest land to owning stocks and 

bonds, or whether one is comparing the ownership of forest land in Maine to another 

region. 

A major goal of tax policy must, therefore be io avoid placing a burden on forest 

land that would make it uncompetitive with other investments. 

• Not be a disincentive to public access and recreational use 

Most of the attention in tax policy for forest lands focuses on the effects of taxation 

on the growing of trees. But an emerging problem is the relationship between tax policies 

and the forest's ability to provide recreational opportunities. This has become a serious 

issue in Maine because of the growth in recreational use of the forests and the increase in 

landowner's use of access fees for recreationists. 

Unfortunately, the relationship between tax policy and recreational use of the forest 

is not as clear as is that between taxes and growing trees. The issue has not been studied as 

extensively, and there are a number of widely diverging views on the subject. 

Although the relationship is unclear, it is certain that a policy goal for Maine must 

be that tax policy should not unreasonably hinder the ability of the forest to provide 
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recreational opportunities, nor provide incentives for landowners to restrict public access 

for recreational purposes. 

Implications: 

Together, these policy goals suggest that a tax policy with the following 

characteristics should be used for forest land in Maine: 

• Stability 

Long term investments, such as owning forest land, need a sense of stability in 

order to be attractive. There are more than enough risks in the markets and in nature to 

increase the difficulties of forest land ownership. Tax policy should not add to these 

burdens of risk through a constant reshuffling of policies and programs. 

Unfortunately, tax policy on forest land in Maine has been anything b.ut stable over 

the past few years. To be sure, many of the changes, indeed the most important changes, 

have come as a result of federal policy, but the State has certainly contributed its share of 

instability. Three major revisions in forest fire taxes and numerous changes both small and 

large in the Tree Growth tax have made tax policy for the forest land own~r a constant 

source of worry and uncertainty. Some order to forest tax policy must be restored, and 

maintained in so far as possible, into the future. 

• Recognize the reality of Maine's forests today and tomorrow 

Maine's forests need more investment in forest management if they are to sustain 

the state into the future. The attractiveness of that investment will depend, in part, on the 

taxes levied on the land. Maine's tax policy cannot be a burden on making that investment, 

and should provide incentives where necessary. It should not be a disincentive to 

ownership of productive forest land, nor to making the needed investments in intensive 

management of the forest resource. 
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