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Note to Reader

This Annotated Bibliography is a collection of sources that demonstrate or propose
government policies promoting good, sustained forest management; some of the policies
are applicable at the local level, some at the state, and some at the federal level. A wide
variety of literature is summarized, and though this work is not a complete bibliography
citing all of the literature available, it was attempted to prevent duplication and repetition
of programs and policies. For example, there were numerous articles and reports that
discussed the Norwegian Forest Trust Fund, but two works are cited in this annotated
bibliography in order to maximize the efficiency for both the researcher, and the reader;
likewise there are available countless works on different current use property tax
programs, but it would be redundant to cite all of them here. Lastly, though the literature
cited is summarized, some works very thoroughly, this is not a substitute for the actual
body of literature itself. This publication is merely a tool to aid researchers and policy-
makers in their search for policies, and the literature covering those policies.

Key to Sources
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** Some details and description
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Best, Constance and Laurie A. Wayburn. 2001. Part 2: The Conservation
Toolbox and How to Use It. P. 117-206 in America’s Private Forests: Status
and Stewardship. Island Press, Washington, DC.

This book covers only briefly different plans and programs to promote
sustainable forestry, but points out examples of policies and programs either
already in place elsewhere or that have been proposed by other authors. For
example, when talking about Forest Stewardship Programs, Best states that
Pennsylvania, Montana and Washington states have exceptional programs.
These programs allow landowner interaction in the creation of a management
plan with foresters, instead of simply having a forester come in and create a
plan for the landowner, this gets the landowner involved in the process,
providing more motivation to carry through with the program, because of
personal involvement. These states provide a ten-session workshop series on
forest ecosystem management that includes field trips and homework, and the
workshop series ends with the creation of the landowner’s stewardship plan.

In some states there also exists Master Woodland Manager Programs. These
programs are very similar to the Forest Stewardship Programs in Montana,
Pennsylvania and Washington, except the MWMP uses an 85 hour workshop,
which is free, however participants are required to tutor other landowners on
the information provided at the workshop. Participants spend time in their own
forest land and at the end of the workshop present their forest management
plan, then after the workshop, the participants tutor their peers, and the
eventual effect is an exponential growth in the number of informed landowners
involved with sustained forest management. There are several policies and
programs that are already in place, or being proposed, which amplify and assist
the benefits of conservation and good forestry; these policies and programs
include:

e Allowing landowners to more fully realize the income tax benefits of
CE gifts. The amount deductible from income taxes should be raised to
50% from 30%.

e Create tax credits for conservation and stewardship. Several states
have tax credit programs that give recipients more cash value for CE
donations. Tax credit is allowed for some percentage of the value of
the CE and can be taken in addition to the charitable tax deduction.
Credit for the out of pocket expenses for creating CEs should also be
implemented.

e Put conservation sales of property and conservation easements on a
more competitive footing with sales for development. In 1999 a
proposal was made to Congress to exclude 50% of the income from the
conservation sale to land trusts or government agencies from capital
gain taxation.

e Expand existing estate tax benefits. Land under CEs is exempt from
estate taxes if it is located in certain geographical areas, i.e. near
developing areas. This incentive should be expanded to include all
areas, and the cap on the value of exemption should be removed.
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e Reduce negative impact of estate taxes. The estate tax exemption level
should be raised to $5 million, so that only the wealthiest ownerships
are required to fund the estate tax; these ownerships are the best
equipped to create a high-quality estate tax plan, and can more easily
absorb the estate tax burden.

e Reduce impact of capital gains taxes on long-term forest investments.
Capital gains taxes do not support long timber rotations, because of
inflation; therefore, the timber basis should be indexed to inflation after
twenty years, so it becomes more profitable to manage forests for long
term gains.

e Provide tax deductibility of forest stewardship expenses. Many forest
stewardship expenses are not considered normal business expenses,
changing this, and allowing the expenses to be tax deductible would
motivate forest landowners to use sustainable management practices.

e Improve property tax treatment for forestland. The ad valorem
property tax should be eliminated and replaced with a tax system that
gives breaks and benefits to land that is under long term management.

Cook, Philip S., and Jay O’Laughlin. 2001. Taxing Forest Property: Analysis
of Alternative Methods and Impacts in Idaho. University of Idaho: Moscow,
ID.

This report discusses the two property taxation methods: the productivity tax
and the bare land and yield tax, which are covered in the Forest Land Taxation
Law annotation under Idaho State Tax Commission, however, there is more
details covering how the valuations are made, and also different property tax
methods used by other states are summarized and discussed. First, the forest
productivity value for taxing timberlands, or current use value is determined by
the following equation: [(MAI x SV) + A - C] / R.

0 MAI = Mean Annual Increment of timber grown (board
feet/acre/year)

0 SV = Stumpage Value (4/thousand board feet); preceding five
year rolling average of timber harvested within the forest value
zone from state timber sales or the best available data for the
same five year period.

0 A = Agricultural and other related income ($/acre) for example
grazing income from woodlands

0 C =Costs ($/acre) annualized expenses related to producing the
forest crop, including maintenance, improvement, and
management of the timber over the rotation period, also
including fees charged by the Idaho Department of Lands

0 R =Rate of capitalization. The basis for the capitalization rate
is the interest rate for the Farm Credit Services bank district
serving Idaho; 0.85% is added to his, as well as a component for
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the local tax rate, which is based on the average county levy rate

for forest land statewide. At the time of publication, the

capitalization rate was about 10%, the lowest level since 1984.
The bare land and yield tax program has proven throughout its history to be
more stable, with the taxable value of land rising much less dramatically under
this option than under the productivity option, as is shown by the graph,
included in the appendices. The bare land tax values vary for each of the four
zones in ldaho and also vary by productive class, the values were initially
established by the Idaho State Tax Commission in 1982, and change at one-
half the rate that stumpage value changes; so if stumpage values rise 10% in a
year, the taxable value of the bare land would rise 5%. However, stumpage
values are a rolling average of stumpage values, including the variety of prices
for timber during the current year, and the previous five years, this option
ensures that the taxes levied on bare land, or the yield tax will rise drastically
from one year to the next, even if stumpage values change dramatically.

After discussing the productivity tax and the bare land and yield taxes,
different methods of property taxation in place around the nation are covered,
including: ad valorem taxes, forest productivity taxes, site value taxes, flat
property taxes, and yield and severance taxes. No specifics are covered,
simply the general overview of what these different tax methods are and how
they generally work, this information is included in several other annotations
and will be skipped here. A chart of the different tax policies in place in all
fifty states is included in the report, and here in the appendices.

DeCoster, Lester A. 1995. Maintaining the Public Benefits of Private forests
Through Targeted Tax Options. Forest Policy Center, Washington, DC.

This report discusses the negative impacts that most tax laws have on the
sustainable forestry, many laws that were in fact enacted to protect the forests
end up hurting them. For example, the estate tax sometimes requires up to
60% of inherited wealth, when this wealth is inherited in the form of forest
land, sometimes the only way for the owner to generate the money to pay the
taxes is to clear cut, sell the land, or otherwise adversely affect the potential of
the land as forest land. Also inflation severely affects the return rate from
forests held for long term profitability; timber forests are much more profitable
if bought, harvested immediately and then sold again, while forest length
rotations hurt landowners with inflation. Propositions in the report include
changes to the estate tax laws policies; which do not support the sustainability
of a forest for the length of forest rotations.
e Heirs of forest land should have the right to: “keep land at current-use
(special-use) values by making post mortem forest use commitments”
through conservation easements.
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e Forest lands committed to remain in their current use for 25 years
should qualify for special use valuation.
e Values that can be passed on should be raised and indexed to reflect the
rising value of land.
e Forest owners should be able to pass land (to be kept in its current use
for 25 years) to persons outside the family.
e The recapture tax should be eliminated when timber is sold within 25
year current use periods, or conservation easements are donated.
e Taxes on long-term gains should be lowered or adjusted for inflation.
e Gains from the sale of conservation easements should be excluded from
taxable income.
e Incentive programs’ payments to landowners should also be excluded
from taxable income.
The report also proposes the establishment of Green IRAs, or GIRAs. This
would be pre-tax money invested into accounts that can be later used for forest
management; an example is given of the benefits of GIRAs for a parcel of land
which produces $5.00 of income. With a 28% tax rate the owner would pay
$1.40 in taxes and keep $3.60. If, the owner could put 20% of gross income
into a GIRA, then $1.00 would be put into a GIRA and $1.12 (28% of $4.00)
would be paid in taxes and the owner would retain $2.88. The money in the
GIRA would be used for forest management and increase the yield of the
parcel, and so the next gross income would be $8.00, 20%, or $1.60 would be
put into the GIRA, $1.79 (28% of $6.40) would be the tax, and the owner
would keep $4.61Simplification of the tax laws and rules is also necessary;
many landowners forgo a great deal of their tax benefits simply because of
confusion, or from thinking that the complexity of the system is not with the
rewards. Finally, the report recommends a complete overhaul of the forest
taxation system by creating a special section regarding forests; because all of
the current laws are piled together in many layers and grouped with other
activities that in no way relate to forestry.

Defenders of Wildlife. 1998. Section 2: Conservation Incentives. P. 13-27 in
National Stewardship Incentives: Conservation Strategies for U.S.
Landowners. Defenders of Wildlife, Washington, DC.

This is a publication by the Defenders of Wildlife Organization that provides a
basis and foundation for researching the issue of making good silviculture pay.
Market-based incentives are proposed as a main option in promoting
conservation, in particular green marketing, which helps the environment,
while raising the prices of items produced under environmentally friendly
conditions; producing positive results for both the environment, and the
industrial private owner. Environmentally savvy customers prefer to purchase
green products despite the slight raise in prices. Many government regulations
today in some cases act to discourage proper forest management, and
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encourage poor silviculture, certain criteria for incentive programs are put forth
so that the programs act the way they are intended to. These criteria include:
e ensuring the reward is large enough to convince landowners to
participate
e removing administrative obstacles, streamlining regulations and
providing all the information: a “no-surprises” policy
must meet broad conservation needs
must be cost-effective
must be easy to understand
must be acceptable to landowners
should be flexible

Different tools for promoting good forestry are then proposed; these include
state and regional stewardship councils, stewardship certification, and
education on conservation planning. Tax reform is also proposed; estate taxes
are the main problem, which in reality promote fragmentation of land.
Another proposed alternative policy named is regulatory relief; this is an
“alternative compliance” tool that allows landowners who practice good
stewardship to bypass much of the red tape involved with lumber harvesting.
This helps ensure that large landowners who are already practicing good
management receive benefits for their actions. In appendix A, a table
containing all the incentive options, their requirements, advantages and
disadvantages is included.

Ellefson, Paul V. 1992. Forest Resources Policy: Process, Participants, and
Programs. McGraw-Hill, Inc., New York, NY.

This book covers forest policy programs that are available to federal and local
governments, including technical assistance programs, cost share programs as
well as tax incentives. The technical assistance programs include management
plans made by state foresters, education on the newest developments and
innovations in the field of forestry and so on. The cost share programs include
the federal Forestry Incentives Program and the Stewardship Incentives
Program which cover part of the payment for forestry activities. When
considering tax programs, Ellefson says that all tax policies should be:

e Neutral in effect: tax policies should not interfere too much with the
optimum allocation and use of resources, i.e. a tax policy should not
encourage forest exploitation.

e Equitable in application: distribution of the tax load among citizens
and producing organizations should help in attainment of a desired
pattern of income distribution. Similar pieces of forestland should be
treated similarly.

e Efficient to collect and administer: real costs of collecting a tax should
be as small as possible, and convenient to taxpayers, i.e. a tax program



should not oblige the taxpayer to keep detailed and complicated records
for long periods of time.

Certain as to amount: tax rates should be dependable over time.

Income taxes are a problem with the forestry industry because they do not
support long term forestry since the elimination of favorable treatment income
from long term capital gains. Estate and inheritance taxes discourage long
term sustained management of forests as well because of the lack of provisions
for forestland, which usually adds up to a great deal of market value, but not
much profit at the time when the taxes are levied. Ellefson covers property
taxes, their problems and solutions to those problems in detail. First, the
problems with ad valorem property taxes are:

Convenience: property taxes are not convenient because they make
annual collections from property that does not usually provide annual
income.

Equity: these taxes are not equitable because an excessively large share
of revenue is taken from forest properties that produce deferred income.
Neutrality: they are not neutral, in fact property taxes encourage
shorter rotations, lower stocking levels, and shifts from forestland into
other uses.

Predictability: it is never certain how much the taxes will amount to;
this discourages long term investment in timberlands.

Efficiency: the government chooses to annually appraise the value of
forests, which breaks the aforementioned efficiency rule; furthermore,
forestland is very difficult to assess because of the many variables
contributing to the value.

Ad valorem taxes do not bear any relationship to the current income
producing potential, forcing owners to transform forest land into more
immediate income producing uses.

Solutions to these faults that have been implemented or proposed at the state or
local government level are then listed and summarized.

Exemption laws: Forestland or timber can be excluded from property
taxes, either permanently or for a specific period of time.

Rebate laws: landowners who engage in approved forestry activity
such as tree planting may apply for a refund of part of the taxes on the
value of the timber, land or both. Usually rebates continue for a limited
period of time and are given either as reductions in taxes or as cash
payments.

Deferred-payment laws: annual taxes on forest property and timber are
assessed as for other classes of property, but some portion of the tax is
deferred until the timber harvest.

Modified rate laws: forest property and timber are assessed like other
properties, but a lower tax rate is applied to the forest property and
timber.

Modified assessment laws: Forestland is valued differently from other
forms of taxable property. Forest valuations are frozen or calculated
using a reduced assessment ratio.
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Productivity tax laws: a calculated productivity value which varies
with the quality of the forestland is applied. The tax is figured on
per/acre value, which varies with different levels of timberland
productivity.

Yield tax laws: Forestland and timber values are separated. The land
values continue to be subject to a form of property tax, levied annually;
but timber values are untaxed until the harvest. When timber is
harvested usually it is taxed at a percentage of its estimated stumpage
value.

Severance tax laws: A tax is levied on owners who harvest timber.
These taxes are imposed in addition to traditional ad valorem taxes.
Severance taxes differ from yield taxes in that they re calculated as a
fixed amount per unit of product.

Grayson, A.J. 1993. Private Forestry Policy in Western Europe. CAB
International, Wallingford, UK.

This book covers forestry policy of ten countries in Western Europe, and then
briefly other countries in Eastern Europe, and around the world.

Britain: the United Kingdom does not require commercial woodlands
owners to pay an income or corporation tax, though this may have
changed since publication. When determining the value of an estate for
inheritance tax purposes, timber is not included in the value, only the
land being transferred; taxes are later borne if the timber is cut after the
transferal. Woodland owners are also exempt from capital gains taxes.
Ireland: There is no land tax for private forestry in Ireland, the only tax
burden comes from capital acquisitions taxes. This is an inheritance or
gift tax; timberland is valued at full market value, but relief is offered
for timberland. When the beneficiary is defined as a farmer, the tax the
market value less IR£200,000 or 50%, whichever of the two is lesser;
when the beneficiary is not a defined farmer, 50% of the timber value is
exempt, but not the land.

France: French policy does not seem to be designed specifically for
good forest management, though there are some elements in the
taxation system that encourages good forest management. The income
tax system, which is based on expected income rather than actual
income, and therefore includes forestlands as an annual source of
income, exempts from payments completely young forest stands for 10
years on poplar stands, 20 years for conifers, and 30 years for broadleaf
species other than poplar. Additional relief is given from the burden of
property taxes for young stands, which usually adds up to a one third
deduction from property taxes. France’s inheritance tax is very
interesting though, it is considered inappropriate to levy a tax on the
trees, so the inheritance tax is levied on the soil; the soil is valued at



25% of the value of the land, and so whatever the normal inheritance or
gift tax would be, it is reduced by 75% for forestland. Also, if the
owner creates a management plan and pledges to keep to the
management plan, the inheritance tax payment may be deferred for 30
years; but also, if an heir owns a forest for 30 years before the owner’s
death, the inheritance tax is actually eliminated. Thus promoting long-
term sustained management of forests.

Belgium: There is no property tax in Belgium, and there are no income
tax policies related to forestry. However, the gift or inheritance tax was
expected to follow the same policy as in France, reducing the burden by
75%. At the time of publication, land in Belgium passing to a child
was based on the capital value of 250,000 B. fr. per hectare, on which
the taxes were 10%, or 25,000 B. fr. per hectare. In Belgium it is
possible to pay via annual installments, reducing the immediate tax
burden by one third. After the adoption of the relief policy, the tax
would be 6,250 B. fr. per hectare; the two conditions of the 75% relief
on the inheritance tax would be the creation of a simple forest
management plan, and that the owner maintains the area as forest for 30
years.

The Netherlands: There is no income tax due from woodlands, there is
a water board tax which every landowner, forestland or otherwise must
pay in the Netherlands. As for property taxes, forests are completely
exempt from paying property taxes. There is a wealth tax in the
Netherlands, which is a flat rate of 0.8% on assets over gld. 250,000,
but forestland is given reductions from this if it has satisfied the terms
of the Landscape Act, which is an act adopted to make forestland more
available to the public and the growing demand for recreation in
forests. Reductions from the wealth tax on forestland are 50% if
simply by adhering to the Landscape Act and complete exemption from
the tax if the land is open to the public. The same reduction and
exemption apply to regarding the inheritance tax, but only if the land is
managed by the terms of the Landscape Act for 25 years.

Germany: All taxes of forestland are based on the “standard value”
which is specific to each individual region, and based on the
appropriate level of yield for specific region’s soil quality and ability to
grow timber. Other than this specific institution there are no provisions
in the tax policies that promote good forest management.

Denmark: In Denmark, there are no provisions for landowners with
regards to property tax or income tax, however, wealth tax policies
allow deductions for forestland. The wealth tax rate is 1.5% on net
assets over 1.3 million D. kr.; however for businesses, including
forestry, 80% is relieved from the obligation, and further relief is
allowed at 60% so in effect, the wealth tax for forestland is only 0.12%
on net assets over 1.3 million D. kr. There is no relief for forestland on
inheritance taxes.
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Sweden: In Sweden, there are no property taxes on forest land or
forestry buildings. For the wealth tax, forest property values are
reduced by 70% of which usually 3% is required in wealth taxes.

There are no provisions for forestry in capital gains tax policy, there are
however for inheritance tax policy; like with the wealth tax, the value
of the forestland is reduced by 70% before taxes are taken.

Harlan, Julie. 1999. Environmental Policies in the New Millennium:
Incentive-based Approaches to Environmental Management and Ecosystem
Stewardship. Conference Summary. World Resources Institute, Washington,

DC.

This is a summary of a conference held with one hundred members of the
business community, NGOs, federal and state regulators, and other interested
parties, brought together to discuss incentives-based policies for better
environmental management. The report is very general and broad, but
provides a set of guidelines to assist policy makers in designing programs and
policies for environmental management. Among the guidelines are:

establish clear goals, indicators, and end points

incentives and language must be targeted to stakeholders’ needs
establish strong consistent leadership

experiment with demonstration projects

create equal-opportunity incentive programs

design programs to appropriate scales

programs must be flexible, practical, and adaptable

establish credibility and comparability of information

establish clear guidelines with how far states can go with efforts to
innovate

develop metrics to help industry and consumers assess costs and
benefits of production or behavioral changes

recognize and address fears about incentive-based programs
establish externally imposed deadlines for change

consider using combinations of trading and tax incentives
consider moving beyond industry reporting toward self-auditing, with
required disclosure

The report continues on to discuss challenges in society that act as a barrier
to more widespread use of incentive-based policies. The list of these
barriers includes things like the poor valuation of natural resources on the
marketplace, strict divisions among government agencies, and the lack of
proper education about sustained environmental management at all levels.
Several incentive programs exist, in the form of tax incentives and others
that promote good environmental management. Two counties in
Washington state have a program called the Public Benefit Rating System;
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under this system landowners receive points by doing sustained
management activities to the land, including watershed preservation,
salmon and wildlife habitat, stream buffers. The points add up and are
translated into deductions from property taxes, the more environmentally
sound activities the landowner participates in, the more money is saved on
property taxes.

Harrison, S.R. and J.L. Herbohn. 2001. Chapter 14: Taxation in the Forestry
Setting. P. 179-195 in Sustainable Farm Forestry in the Tropics. Edward
Elgar Publishing Inc. Northampton, MA.

This book covers taxation policies for forestry in Australia; although the
primary practice of timber harvesting in Australia seems to be clear cutting of a
plot, then replanting. Reforestation expenses that are deductible in Australian
tax laws are: preparation of site for planting, cost of seedlings, cost of
planting, fertilizer, weed management, pruning, and thinning. There are also
two classes of timberland owners: primary producers and non-primary
producers. Primary producers are landowners who are involved in the
timberland as a sustained, long-term business for profitability, not simply
buying land, harvesting and selling the timber, then selling the land for one-
time profit. Australian laws take many things into account when determining
whether a landowner is a primary producer or not, including: repetition and
regularity of the activity, whether the business is planned and organized in a
businesslike manner, the size, scale and permanency of the activity, etc.
Primary producers receive many taxation benefits over non-primary producers,
encouraging landowners to become primary producers, and thereby
encouraging more sustainable forestry practices. Among the benefits of being
a primary producer are: the ability to base the rate of tax on a moving average
of incomes to reduce the effect of yearly income fluctuations, and additional
deductions allowable for primary production activities.

Hibbard, Calder, M., Michael A. Kilgore, and Paul V. Ellefson. 2003.
Property Taxation of Private Forests in the United States. Journal of Forestry.
101: 44-49.

This article covers property tax policies in place all over the nation. There are
several forms of property taxes that are in place, including:

e Current use. This form of property tax is the most common tax on
land, assessing timberland for its use as timberland and not the full
market value. There are several methods of determining the current use
of land, including income capitalization formulas, administratively or
legislatively determined values, and the annual rate of increase in stand
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value. Income capitalization formulas are the most popular processes
of valuating land for current use tax purposes, usually these values are
based on a range of soil or land productivity classes.

e Advalorem. This is the second most popular form of property tax, and
usually carries with it a reduction of some percentage for timberland.
The reduction spans up to 50% of the full market value.

e Flat Tax. Nine states have flat tax programs established, eight of which
are in the northern states. This program levies a single rate on
forestland despite its full market value or productivity value, tax rates
range between $0.50 and $3 per acre per year, averaging out to $1.16
per acre per year.

e Tax exemption. Only Alaska, lowa and Delaware exempt qualifying
woodlands from property taxes. In Alaska, most private forestland is
exempt from property taxes indefinitely; while lowa exempts certain
forests for up to eight years. Private forests are exempt from property
taxes in Delaware indefinitely and commercial forest plantations are
exempt for 30 years.

e Hybrid programs. Three southern states employ hybrid programs using
both current use and ad valorem programs to provide incentives for
sustainable forest management. All three programs combine the two
valuations, Georgia for example bases forestlands’ taxable value 65%
on current use and 35% on full market value.

e Additive taxes. Many property tax programs are accompanied by either
yield or severance taxes, more often yield taxes are levied, and mostly
in the north. Yield tax rates tend to vary between 0.13% and 10% of
the value of harvested lumber while the most common rate is 5%.
Severance taxes are more common in the south and the west and rates
depend on the species of tree or type of forest product.

For most programs, the parcel of land must meet certain requirements, such

as being under a management plan, and remaining in the program for a

number of years, and there are usually penalties for noncompliance with

the terms and conditions of the programs; the penalties in most cases are
the differences between the tax breaks received and the normal taxes that
would be paid if the land was not enrolled in the program, some including
interest, with the rate varying between 6 and 9 percent.

Idaho State Tax Commission. 2005. Forest Land Taxation Law 2005.
[online]. Idaho State Tax Commission: Boise, ID [cited July 2005].
Available from World Wide Web:
(http://tax.idaho.gov/propertytax/PTpdfs/BR_forestlandtaxlawO05portrait.pdf).

The new tax laws regarding forestland in Idaho are covered in this publication.
Forestland owners have two choices when it comes to property tax policies in
Idaho; a Productivity Tax or a Bare Land and Yield Tax. The productivity tax
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is based on the average growth in board feet per acre on timberland. There are
four Forest Value Zones in Idaho for which there are set rates for the three
classes of forestland. In Zones one and two, poor forestland grows on average
125 board feet per acre, 225 is medium and 350 is good; in zones three and 4
125 is poor, 213 is medium and 320 is good. Landowners pay 1% of the
productivity values. The other option for landowners is the Bare Land and
Yield tax; land, also graded on the same system of good, medium and poor, is
taxed yearly merely on the value of the bare land, and then later, at the time of
harvest, a yield tax is imposed on the stumpage value. The bare land tax is 1%
of the bare land values included in Appendix C, and the yield tax is 3% of the
stumpage value of harvested timber.

Illinois Forestry Development Council, IDNR. 2001. Illinois Forestry
Development Act: Information Sheet. Illinois Forestry Development Council,
Springfield, IL.

The Illinois Forestry Development Act includes several policy measures
undertaken in Illinois to ensure sustainable forests. There is a cost share
program, which provides funding for forestry activities to landowners with 5
acres or timberland or more. Also included in the act is a tax incentive
program which values any land being managed under a forestry management
plan at 1/6 of its assessed value, so landowners under a forest management
plan pay only 1/6 of the normal property tax value; for example, if a tract of
forest landowner was required to pay $6,000 in property taxes, the landowner
would only pay $1,000 in property taxes, if the land was under a management
plan. The FDA amended the Timber Buyers Licensing Act, requiring that
when harvested wood is sold, the buyer shall determine the amount to be paid
for the wood, and deducts from the payment to the grower 4% of the purchase
price; this money goes to the DNR to the Forestry Development Fund and is
used for the cost share program and expenses of the council.

Kilgore, Michael A. 2002. “Minnesota’s Sustainable Forest Incentive Act: A
Landowner’s Guide.” Natural Resource Reports. 1: 1-7.

This article covers the Sustainable Forest Incentive Act (SFIA), explaining it to
landowners so that they can make an informed choice to become members of
the program. The tax program provides relief from property taxes, but not
through reductions in value or tax credits, but by a check directly from the
Department of Natural Resources. This program is run independently of the
tax auditors and assessors, it is controlled by the DNR and separate from the
property taxes. Local assessors will still value the land for its best use, and
landowners will still pay the best use taxes, but some of that money will be
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returned to the forestland owner by the DNR. To be enrolled in the SFIA a
forest property must be at least 20 contiguous acres, have a forest management
plan that has been updated in the past ten years, by a designated “approved
plan writer” designated by the DNR. Land must be enrolled in the program for
at least eight years, and there cannot be any delinquent property taxes on the
land. If a land is larger than 1,920 acres, that land must be open all year long
for public access to fish and wildlife resources, public access can be
nonmotorized. Only land enrolled in the program larger than 1,920 acres must
be allowed public access, not just when a parcel exceeds 1,920 acres, land on a
parcel not enrolled in the program may be closed off to the public. There are
three methods for determining what the incentive payment will be; whichever
payment is the highest per acre is the payment used by the DNR.

e Method 1: Property Tax based on Market vs. Current Use Value. The
incentive payment for this method equals the difference between the
assessed market value of the average acre of timberland (using the most
common class of timberland) and the average current use value.

e Method 2: Two-thirds of Average Forest Property Tax. Incentive
payments will equal two-thirds of the previous year’s state average
property tax per acre (using the most common class of timberland).

e Method 3: Minimum incentive payments for the program will be $1.50
per acre.

So assuming that the most common class of timberland in Minnesota, 2b, is
$5.00 per acre, and the current use value of the land is $4.00, the incentive
payment per acre would be:

0 Method 1: $5.00 - $4.00 = $1.00

0 Method 2: $5.00 x 0.67 = $3.35

0 Method 3: $1.50

The incentive payment for that year from the DNR would be $3.35 per acre,
because two thirds of the ad valorem value was higher than the result of the
other methods. If land is found in violation of the program, then the landowner
is terminated from the program, after a 60 day appeal period, and if the land is
terminated from the program, the owner is required to repay the DNR the
incentive payments from the last four years, plus interest.

Kilgore, Michael A., Charles R. Blinn. 2004. Policy Tools to Encourage the
Application of Sustainable Timber Harvesting Practices in the United States
and Canada. Forest Policy and Economics. 6: 111-127.

Within North America there are a variety of different policy tools that are used
to encourage good forestry, most include technical assistance and education,
there are however, a few programs that use financial incentives other than the
standard tax breaks. Three states have policies that provide premium prices for
products, and two states give preferential access for contracts and loans to
landowners and loggers committed to sustainable forestry. The article does not
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go into any details about how the programs work, and does not even give
examples of programs; but their effectiveness is rated by the article for loggers
and landowners, and the price premium and preferential contracts are more
effective with loggers than with landowners in encouraging sustainable
harvesting practices, and technical assistance and education are by far the most
effective tools for foresters, loggers and landowners. Though not covered in
the article extensively, taxes as fiscal incentives to promote good forestry
“found their effectiveness and efficiency the highest of those policy tools
studied.” This contrasts with the premium pricing and the preferential
contracts which produce more than is invested into them, however not a great
deal more, and according to some, foster hard feelings within the logging
community. In the appendix, several tables from this article are included that
show the variety of programs that are used, and where they are used, as well as
their effectiveness and efficiency.

Klosowski, R., T. Stevens, D. Kittredge, D. Dennis. 2001. Economic
Incentives for Coordinated Management of Forest Land: a Case Study of
Southern New England. Forest Policy and Economics. 2: 29-38.

This article is the result of research done by the authors to determine what sort
of economic incentives would be worth which resulting tradeoffs, i.e. harvest
restrictions, public access to land, etc. fifty-seven landowners participated in
this study. The study included sixteen variations of a basic economic incentive
plan with the following variables:

e Harvest restrictions: on a certain portion of forestland, harvest would
be prohibited for the duration of the program

e Public access: the landowner would either be required to allow public
access to trails on timberland, or would not be thus required.

e Tax breaks: land would be valued at a fraction of the full market value
for taxation purposes.

e Length of program: the land would be committed to the program for a
certain number of years.

e Penalties: if land was withdrawn from the program early, due to
infractions of the stipulations, penalties could be dealt to the
landowner.

A table of the sixteen different variations of the incentive plan is included in
the appendix; participants in the survey responded to the different programs by
ranking the variations on a scale of one to nine (1 = definitely would not
participate, 9 = definitely would participate).

As expected, interest in the programs increased as the tax benefits increased,
and likewise decreased when the length of commitment and penalties
increased. Smaller landowners were much less interested in enrolling in any of
the programs than landowners with larger tracts, and landowners who were
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involved with a forestry association, or enrolled in the Stewardship Incentive
Program responded more positively to the different programs than owners who
were not as involved. When asked whether the landowner would definitely
enroll or not enroll in a program, penalties and total acreages of plots were not
important, what was very important was the effect of the program on harvests,
and the lowered harvest revenue that a landowner would receive while enrolled
in the program. In conclusion, the likelihood of actual enrollment in the
programs by a large number of NIPF owners is small; however “this analysis
does suggest ways in which coordinated programs might be marketed.” For
example, programs will be much more popular with larger tax incentives and
short commitments; requiring of open public access to lands did not play a
significant role in landowners’ decisions on the different programs, so any
sustainable forestry programs that are established should require public access
to lands, because this will not dissuade a significant portion of forest land
owners from enrolling in the program.

Koskela, Erkki, and Markku Ollikainen. 1997. Optimal Design of Forest
Taxation with Multiple-Use Characteristics of Forest Stands. Environmental
and Resource Economics. 10: 41-62.

This paper studies socially optimal forest taxation when forest landowners
value the amenity services of forest stands and these forest stands have public
goods characteristics. The optimal tax policy in this case would be a site
productivity tax combined with a yield tax at harvest. The site productivity tax
is a lump-sum tax levied independently of harvesting; while the yield tax is a
proportional tax levied on timber revenue. Three different circumstances are
examined using complex economic equations to determine the results positive,
negative, or neutral of the site productivity tax and yield tax; the different
circumstances include certain and uncertain timber prices with private
valuation of amenity services, and simply private values of amenity services.
Several different methods of taxation are proposed: a Ramsey-Pigou tax
system with social insurance, Pigouvian taxation with public goods
characteristic of forest stands. Throughout the article are complex equations
describing the taxation methods, results of current and future harvests under
different circumstances, and even equations to describe forestry processes.

The end result of the taxation system is that current harvests will not be
affected, but future harvest rotations will be extended, and protect amenity
values and public goods produced by affected forests. Included in Appendix B
is a table of equations from the article, however, not all of the equations are
included.
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Landgren, Chal G. 1997. Taxes and Assessments on Oregon Forest Land and
Timber. Oregon State University Press, Corvallis, OR.

This is a report of the historical and current taxes on timber and timberlands.
During the Depression, Oregon passed a law called the Forest Fee and Yield
Tax program, but it was also known as the Reforestation Act. Because
timberland owners were in such financial difficulty, a low, flat tax on all land
was established regardless of the value of the land, in Eastern Oregon the rate
was $.05 and in Western Oregon $.10. A yield tax was established, but only
had to be paid when there was a harvest, so that the poor landowners only paid
high taxes in years that they harvested and sold timber; however it also served
to help reforestation, hence the nickname. There are also several other tax
policies listed, though these are standard property taxes based on percentages
of land value, and timber taxes of a certain percentage of the harvested timber
value.

e The Western Oregon Small Tract Optional Tax, or WOSTOT, is an
annual tax based on the forest land’s true cash value. The land is
assessed every year by the Oregon Department of Forestry for five site
classes of forest land, only land between 10 and 2,000 acres is eligible
for entry into this program. There is no privilege tax due at harvest on
harvested timber, because the timber and the land are taxed as a single
production unit. The tax equation for 50 acres valued at $710/acre with
a district tax rate of $10 per $1,000 would be:

0 50 acres x $710/acre = 35,500
0 ($35,500/$1000) x $10 per $1000 of assessed value = $375

e The Western Oregon Forest Land and Privilege Tax (WOFLAPT) is an
annual tax based on forest land use rather than cash value of the land.
The more productive land is for growth, the higher the valuation.
Annually, 20% of the valuation is paid in the form of property taxes,
while theoretically the remaining 80% is recovered in the form of the
Western Oregon Privilege Tax, due at harvest. So, if a 50 acre plot is
valued at $710/acre, and the tax rate in the district is $10 per $1,000 of
assessed value, then the equation is as follows:

0 .20 x $710/acre = $142/acre
o 50 acres x $142/acre = $7,100
o ($7,100/$1,000) x $10 per $1,000 of assessed value = $71

e The Eastern Oregon Forest Land and Privilege Tax (EOFLAPT) isa
little different from WOFLAPT in that all forest land is assigned the
same valuation, $47.91 per acre. The tax equation, assuming the same
figures as above, would be as follows:

0 .20 x $47.91/acre = $9.58/acre
o 50 acres x $9.58/acre = $479
0 ($479/$1000) x $10 per $1000 = $4.79

e The Forest Products Harvest Tax (FPHT) is a harvest tax paid by every
landowner, and is the same all over Oregon. The owner of the timber
at the time of the harvest is the person responsible for filing the tax.
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The rate in 1996 was $2.11/MBF, and the first 25 MBF of the harvest
were exempt from taxes.

e The Western Oregon Privilege Tax (WOPT) is levied in addition to the
FPHT and is assessed, as of 1997 at 3.2% of the taxable value. The
taxable value is determined by subtracting allowable logging costs,
which for the DOR in 1995 was $190/MBF from the total gross sales
amount. Lands under the WOSTOT program are exempt from this tax.

e The Eastern Oregon Privilege Tax, or EOPT, is the same as the WOPT
except that allowable cots were $165/MBF in 1995 and the tax rate is
1.8% of the taxable value.

Lindstad, Berit Hauger. 2002. A Comparative Study of Forestry in Finland,
Norway, Sweden, and the United States, with Special Emphasis on Policy
Measures for Nonindustrial Private Forests in Norway and the United States.
General Technical Report. Portland: USDA Forest Service Northwest
Research Station.

This report focuses on the similarities and differences between Norway and the
United States in the forestry sector. For example, the taxation policies in
Norway have a more direct influence on forestry than in the United States,
which play a minor role in governing forestry. The problem of fragmentation
in the United States due to the estate tax does not occur in Norway, because the
land is valued based on growing trees instead of the most valued use of the
land. It covers different laws for environmental and forest protection enacted
by both countries, as well as several policies to help promote good forestry.
The Forest Trust Fund of Norway is mentioned, which is the mandatory
deposit of a percentage of timber sale profits, between 5 and 25%. The interest
accrued from the trust fund is not given to the landowner; it is used by the
Ministry of Agriculture for “the common benefit of Norwegian forestry.” The
money usually is distributed to forest authorities around the country and used
to fund “information activities, extension services, etc.” Hauger concludes that
more financial assistance from the government is issued in Norway than in the
United States, despite the disparity between the amounts of forest land.

ME Dept. of Conservation, ME Forest Service. 2004. Complementary
Solutions to Liquidation Harvesting. ME Dept. of Conservation, ME Forest
Service, Augusta, ME.

A detailed report to the 121% Maine Legislature outlining possible programs
and policies that would encourage landowners to consolidate land plots and
hold onto forested areas for long-term growth and sustainability. The report
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claims that several steps must be taken in order to provide the proper
encouragement. These steps include:

e Loan guarantees: state-guaranteed loans for the purchase of timberland
provided that the recipient commits to sustainable silviculture

e Incentives for consolidation: reduced real estate transfer fees for
landowners who consolidate parcels by acquiring abutting forestland,
and commit to sustainable forestry

e Reduced taxes on capital gains: reduce state capital gains tax on sales
of forestland held for long term management

e Timberland investment using retirement funds: establish a mechanism
to encourage investment of Individual Retirement Accounts and similar
funds in long term managed forest properties

e Sustainable Forestry Revolving Loan Fund: establish a means of
funding landowner forest management plans and certification costs for
landowners

e Property tax rebates: a property tax rebate program exists in Minnesota
that could potentially work in Maine to foster long term forest
management

e Reduced estate taxes: use mechanisms that mitigate estate taxes where
they impede continuation of sustainable management.

e Subdivision of liquidated lots: prohibit subdivision of parcels that are
found to have violated liquidation harvesting rules

Other answers, though specifically for the issue of liquidation harvesting are
the reduction of market for liquidated wood, and further education on the
impact of liquidation harvesting and the need for sustained forest management.

Minnesota Forest Resources Council. 2000. Minnesota Forest Land Tax
Policies: recommendations for reform. Minnesota Forest Resources Council,
St. Paul, MN.

This report proposes new timberland taxation that encourages Minnesota forest
landowners to use practice good silviculture with forested land. The
preexisting taxation system in Minnesota was biased and encouraged
landowners to harvest lumber on shorter rotations because the property taxes
would rise each year as the quantity of lumber increased; there is more lumber
that can potentially be harvested and sold, and therefore the property is worth
more, which translates into higher taxes. The council recommended
simplifying the classes of rural property containing forest, agricultural or other
wild lands into one “rural” class in order to simplify the system as well as
provide more taxation equity. The council also proposed a new tax law, the
Sustainable Forest Tax Law. This law would exist independent of the local
property tax and be administered by the state. Landowners who commit to
long-term sustainable forest management would receive reduced tax liability,
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which would lead to a partial refund of property taxes and a reimbursement for
the costs of forestry investments. The amount of this refund would be based
on the difference in the amount of property taxes paid, and the current use
value of the land, the refund would amount to the difference between the
land’s estimated market value and the lower of these two options: its current
use value, or one third of its full estimated market value. The ad valorem
system would remain, however this program would replace the Tree Growth
Tax Law.

Minnesota Office of the Revisor of Statutes. 2004. Minnesota Statutes 2004.
[online]. Minnesota Office of the Revisor of Statutes: St. Paul, MN [cited
July 2005]. Available from World Wide Web:
(http://www.revisor.leg.state.mn.us/stats/88/).

The state of Minnesota has specific policies regarding land under the definition
of auxiliary forest. An auxiliary forest is defined as a state forest, and any
privately owned tract of land, whose use is devoted to the production of timber
or forest products. Parcels of land must apply to become auxiliary forests and
thereby reap the taxation benefits of being an auxiliary forest. The annual tax
of auxiliary forest land is ten cents per acre; and there is a yield tax levied in
the event of a harvest. The yield tax rate is 40% of the market value of the
merchantable timber on the stump at the time of the cutting or removal. Every
year the tax rate is reduced by 2% until it reaches 10% and thereafter shall
remain at 10%.

National Association of State Foresters. 1999. Taxation and Forest
Sustainability: Recommendations for Positive Change. [online]. NASF:
Washington, DC [cited June 2005]. Available from World Wide Web:
(http://www.stateforesters.org/positions/forestland_taxation.html).

This is a resolution from NASF that resulted from the 77" Annual Meeting in
Harrisburg, PA. The NASF declares that there are several policies in existence
which harm sustained management of forests, one of these is the estate tax,
which in reality encourages fragmentation and early harvesting. Several
possibilities exist that the government could utilize to promote better
management of the nation’s private forestland. The first option is to remove
the estate tax altogether from tax laws, since it makes up a minimal amount of
the federal budget; a less drastic measure would be to reduce the amount of
taxes levied, to prevent poor management and yet not eliminate that source of
income for the government entirely. Payment on estate taxes should be
deferrable for recipients who pledge to employ good silviculture on the
timberland for a period of time. The annual gift tax exclusion should be
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indexed for inflation, and increased outright in order to protect poorer
landowners without liquid assets from the burden of the tax. Income taxes also
propose a problem to landowners, “lump sum” timber sales are not considered
a capital gains transaction, and not included in the capital gains tax, this
discourages sustainability in forestland and should be remedied by qualifying
lump sum timber sales for capital gains.

Nielsen, Carol and Stefan A. Bergmann. 2004. The Managed Forest Law
Property tax Program. University of Wisconsin Press, Madison, WI.

The MFL Program in Wisconsin is very similar to other incentive based tax
programs. Forest land owners who agree to a sustained management plan for
25 or 50 years receive tax benefits. Land that is accessible to the public and
declared open receives further tax benefits. Taxes on forest lands that are
enrolled in the program after 2005 and are closed to the public are $7.28 per
acre; whereas taxes on open lands are only $1.46 per acre. During the first five
years of enrollment, landowners are exempt from any yield tax after a harvest,
but before a harvest all owners must submit a cutting notice, as well as a
cutting report after the harvest, and from the report if the land is eligible, yield
taxes will be assessed, not on the profit, but based on the volume and average
price of the wood itself. The Department of Natural Resources every year
reports average stumpage prices for various different types of wood. The yield
tax would be 5% of the volume multiplied by the average prices reported by
the DNR; so if a landowner sells 50 MBF priced at $50/MBF by the DNR, the
yield tax will be $125, even if the landowner sells the wood for more than
$50/MBF.

Ohio Division of Forestry, ODNR. 2005. Tax Laws [online]. Columbus:
Ohio Division of Forestry, ODNR [cited June 2005]. Available from World
Wide Web: (http://www.dnr.state.oh.us/forestry/Landownerasst/tax.htm).

Forestland in Ohio under the Ohio Forest Tax Law program could possibly
receive a 50% property tax reduction, if the qualifications are met. There are
several requirements, including: a plot must have 10 acres of contiguous
forestland, it must have a forest stewardship management plan, and land must
be accessible for management. These are the requirements for entry into the
program, and every five years an assessor will travel to the land to determine
whether or not the owner is in compliance with the management plan. Other
requirements of the landowner involve protecting land from livestock, attend at
least 8 hours of forestry training within the first five years of certification, use
an Ohio Forestry Association Master Logger when harvesting timber, and
timber can only be harvested as per the forest stewardship plan; lastly, the area
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under the plan must be devoted exclusively to forestry, and its allied fields
(timber production, maple syrup production, wildlife conservation, etc.) only
when these do not conflict with the productiveness of the forest.

@istad, Knut. 2001. Financing Sustainable Forest Management in Norway.
Ministry of Agriculture, Oslo, Norway.

This is a report from the International workshop of experts on financing
sustainable forest management. The report highlights Norwegian methods of
encouraging good long-term silviculture among private landowners. One
method is the Forest Trust Fund; this is a tax on the sale of timber, in Norway
between eight and twenty-five percent of the gross value of the timber. This
money is put in a local bank in a trust fund account in the owner’s name,
however the Norwegian Forestry Department has overall control for managing
the funds and allowing the use of these funds. The money is a “mandatory
reinvestment” that stays with the land and aids in the maintenance and
restoration of the land as forestland. Funds are used for various forestry
activities such as planning and building forest roads, reforestation, The money
in the trust fund is tax deductible, and when the funds are applied to
silviculture, part of those expenses is also tax deductible. Public funding also
exists in the form of cost share programs and grants to aid landowners in
responsibly managing their forests for long-term sustainability.

Pierce, Louis. 2003. Tax and Related Incentives for Forest Management.
Legislative Research Commission: Frankfort, KY.

This report is the result of a research project to find fiscal policy instruments
that promote sustained forestry. Only under federal law is standing timber
considered a capital asset, states should also include timber as a capital gains,
and have provisions for capital gains, in Kentucky timber is deemed a capital
asset, but there are no tax rates for capital gains, so there is no incentive to
maintain capital assets. Property taxes without policies that assist timberland
have always been a major disincentive for sustainable forestry, however there
are several alternatives for that problem, including:

e Lowering tax rates: lower rates of taxes on forest lands to more fairly
assess the value of the land for its use as timberland.

e Employing a productivity tax: this tax is based on the “capitalized
value of the gross or net mean annual revenue from a forest.” This tax
stays constant every year because it is based on productive potential.
Timber volume is multiplied by stumpage price to arrive at a value for
the property based on revenue producing potential.
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e Site Value Tax: this tax separates the trees from the land and taxes
only the land, usually combined with a yield or severance tax.

e Exemption: Some states exempt forest tracts partially from property
taxes. Ohio exempts 80% of a parcel’s value when the value is over
$40 per acre, Alaska, Delaware, lowa, and New York also have similar
programs

e Yield and severance taxes: taxes that are levied on tree harvests; yield
taxes are assessed on the value of harvested trees, typical countrywide
range is from 3% to 10% of the value. Severance taxes are assessed on
the volume of the harvested trees.

Estate taxes and their numerous problems are mentioned, but no alternative

policies are proposed. The report also covers cost share and assistance

programs such as the Forest Land Enhancement Program, the Forest

Legacy Program, the Conservation Reserve Program, and the Wildlife

Habitat Incentives Program, all of which are cost share programs that cover

some of the costs of reforestation and other forest management activities.

The Forest Stewardship Program and the Sustainable Forestry Outreach

Initiative, the former is simply a technical assistance program providing

help with stewardship plans on forest land greater than 10 acres; the

Sustainable Forestry Outreach Initiative is an education program as well as

assistance program, teaching landowners about the benefits of sustained

management as well as the processes and methods of good forest
management. Another proposal discussed in the paper is the idea of Green

IRAS, or GIRAS, the report cites DeCoster and illustrates one of his

examples.!  The USDA Forest Service did an analysis to determine the

effects of a GIRA for a 45 year old southern pine rotation on 10 million

acres of land; the results were 12% increased tax revenues and 20%

increased landowner profits.

D ** Siegel, William L., H.L. Haney Jr., D.M. Peters, P. Bettinger, D.S. Calligan.
1996. The Impact of Federal and State Income Taxes on Timber Income in the
Northeast and Midwest Following the 1986 Tax Reform Act. Northern
Journal of Applied Forestry. 13 (1): 8-15.

This article covers the income tax policies both at the federal level, and at the
state level. Several states have implemented policies that treat timber as a more
long term investment, thereby promoting sustained forestry. Since the federal
government eliminated the long term capital gains exclusion policy, many
states have done the same thing; however several states, including Maryland,
lowa, Massachusetts, and Wisconsin allow exclusions from long term capital
gains income, ranging from 30% in Maryland, to 60% in Wisconsin. Most

! The reference mentioned is: DeCoster, Lester A. 1995. Maintaining the Public Benefits of Private
forests Through Targeted Tax Options. Forest Policy Center, Washington, DC. It is annotated earlier in the
document; the example mentioned is also covered with the annotation.
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states base taxable income on the federal definition of adjusted gross income.
However there are some states who follow slightly different methods; Rhode
Island and Vermont, for example use federal income tax liability, and
Minnesota uses federal taxable income as its base. New Hampshire only levies
income taxes on interest and dividend income; however New Hampshire also
imposes taxes on proprietorships and partnerships using a flat 7.5% business
profits tax, and a business enterprise tax at 0.25% of the value of every taxable
entity. lowa and Missouri have policies that exclude federal income taxes
from state taxable income; this substantially lowers the amount of taxes paid to
the state by the landowner. After analyzing a hypothetical situation, a $50,000
timber sale, Pennsylvania taxed the gains from timber sales the least, at a 2.8%
maximum effective long term capital gains tax rate and no personal
exemptions; next was Illinois with $1,000 in personal exemption and a 3%
maximum effective long term capital gains tax rate. Maine came in toward the
higher end of the scale, taxing long term capital gains more than most states;
with $8,450 in exemptions, 2% tax on the first $8,250, and an 8.5% tax on the
remaining revenue.

Teisl, Mario F., Andrew J. Plantinga, Thomas G. Allen, David Field. 2001.
Funding Forest Certification. Choices: Ideas for Shared Prosperity. Vol. 7,
No. 4: 1-8

This article covers the problem of certification of Maine’s forests, many Maine
landowners would like to certify, but the costs are too high for them to afford
certification. A severance tax is proposed the funds from which would go
toward government subsidies of certification costs. The subsidies would go to
landowners with more than 20 acres of forestland and less than 500 acres of
forestland. There are several tables and figures, included in the appendices,
which show the probable amount of increase in acres of certified forest land,
the cost of the program to the state, and the projected tax rates for different
types of trees and products. The severance tax would need to raise enough
money to cover the annual amortized cost of the initial audit subsidy, as well as
the cost of the re-certification subsidy. The severance tax rate would depend
on the level of the subsidy, if a 50% subsidy program was established, then the
rate should be between 0.2% and 0.4% of the total value of wood harvested on
forestland of at least 20 acres; however if a full subsidy was established, than
the rate would need to be between 1.2% and 2.9% to cover the costs. The
affects of the severance tax on middle landowners is minimal, because the
money saved from the costs of certification offset the losses. However large
landowners, with 5,000 acres or more would be affected quite a bit by such a
severance tax, because a very large majority of the harvested timber comes
from the large plots; the tax burden shift increases very drastically as plot size
increases. However with the subsidies in place, at the lowest estimate with a
50% subsidy, almost half a million acres would be certified, almost doubling
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the amount of certified acreage; with lowest estimates at full subsidy, over one
million acres of land would be certified.

University of New Hampshire Cooperative Extension. 2004. Guide to New
Hampshire Timber Harvesting Laws. University of New Hampshire Press,
Durham, NH. 37 p.

This guide to tax and timber harvesting laws provides an overview of the legal
system for forestry in New Hampshire. New Hampshire has the current use
tax law that gives landowners the incentive to keep land undeveloped and
under forest cover; there are also further benefits to private owners who allow
the public access to the land for a variety of activities, though this is not
required. Instead of taxing the current use land at its real estate market value,
the land is taxed on its income producing capability, land enrolled in current
use is not assessed as a potential site for houses, merely as timber or farmland.
There is also the timber tax law; which taxes timber as real estate, but it is only
taxed when it is cut and “at a rate which encourages the growing of timber.”
Timber on all land ownership is taxable at 10% of the stumpage value at the
time of cutting.

Wear, David N., Greis, John G. 2002. The Southern Forest Resource
Assessment. USDA For. Serv. Gen. Tech. Rep. SRS-53. 635 p.

The Southern Forest Resource Assessment was a research project undertaken
by the southern research station of the USDA Forest Service, investigating
several aspects of sustainable forest management. One of the elements
researched was the government’s role in influencing forest management.
Chapter eight of the extended technical report is dedicated to policies,
regulations, and laws, including federal income and estate taxes, cost share
programs, property tax valuation, etc.

e Federal Income Tax: Income tax incentives in place today include
deductions of reforestation expenses, capital gains tax treatment of
timber sales, tax credits on amortization (10% tax credit over 8 tax
years up to $10,000 of reforestation expenses per year). Also, the
project researched and analyzed the effects of incentives that have been
proposed, but not established.

0 Income averaging: the program that was analyzed allows forest
owners to treat income from a thinning or harvest as three equal
annual installments, beginning in the year of the sale. The
profits from the timber sale are split into three smaller amounts,
under federal income tax rules income above a certain amount
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is taxed at a higher rate than if under the specified amount, if
the landowner is allowed to divide the income from the timber
sale into three parts, the tax rate is lower.
Reducing tax rates for long term capital gains: the incentive
policy that was analyzed would reduce the rates of income taxes
on capital gains further than already established. The rates
would be lowered to half of the rates for ordinary income; there
would be no effect on state taxes, the owners would receive
more benefits and states would not lose any tax dollars from the
proposition. A table is included in the appendix that shows the
effects of the proposed incentive.
Enhancing amortization provisions: The need for landowners to
capitalize the high up-front cost of forest investments can be
reduced by increasing the amount of reforestation expenses that
may be amortized and shrinking the recovery period from eight
years to Six.
Permitting deduction of reforestation expenses: allowing
owners to deduct forest expenses as they occur removes the
need for capitalization of the up-front costs that come with
sustained forest management.
Establishing Green Accounts: The research station looked into
two green account policies, GIRAs, and a plan modeled after
“the cafeteria-plan Medical Saving Accounts” the benefits to
timberland owners are better than with the deduction of
reforestation expenses, because pre-tax money goes into
reforestation expenses, but with green accounts and likewise
with deduction of reforestation expenses, no benefit would go to
owners whose expenses can be fully amortized.
Stewardship investment tax provisions: The IRC only provides
tax incentives to forestlands that are being used to produce
marketable goods, despite the fact that a significant portion
(which is growing) of NIPF owners manage land solely for
social and environmental benefits. Including these types of
owners in four of the provisions of the IRC would assist such
NIPF owners manage forests, which is an expensive venture.
The areas include:
= Reforestation tax credits for owners receiving cost share
assistance, and the ability to amortize out-of-pocket
expenses.
= All owners receiving cost share assistance may exclude
from gross income the full amount of the payment
permitted under Section 126 of the IRC and Section 212
for forest management practices and establishing trees.
= Owners should be able to deduct the full amount of the
basis in trees lost to casualty, condemnation, or theft.
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Federal Estate Tax: The estate tax, which is levied on the transfer of
wealth and property from generation to generation, there are however,
exemptions from this tax; estates that are lower than or equal to a
certain amount are not taxed, so that specifically land parcels belonging
to middle and lower class families were not fragmented. The
Economic Growth and Tax Relief Reconciliation Act of 2001 increased
the exemption from $675,000 to $1 million beginning in 2002, and the
highest tax rate was supposed to be gradually lowered 10% until 2009
from 55% to 45%.

Current-Use Property Valuation: Use value taxation programs
essentially come in three forms: preferential assessment, deferred
taxation, and restrictive agreements. Pure preferential assessment does
not penalize land that is converted to a use not allowed in the program,
the land simply becomes valued again at the full market price. Under a
deferred taxation program, such land is penalized to the amount of
taxes saved during some or all of the years that the land was in the
program, and possibly with interest. Restricted use agreements bind a
landowner to the program for a number of years, during which the land
is valuated at current use, and after which land can either be reentered
into the program, or once again return to ad valorem taxation. The
most widely used method for determining current use value is through
income capitalization. The two main variants of income capitalization
are the sustained-yield approach and the bare-land-value approach.
Bare land value may also be known as land expectation value, with this
approach a stand is, or is assumed to be, established on cutover land,
grown until mature enough for harvest, then harvested and repeated.
The value is: “equal to the present net worth of an infinite series of
periodic incomes.” The standing timber is exempt from taxation,
usually until harvest, when a yield or severance tax is levied. The
sustained-yield approach uses the net value of the mean annual growth
increment, as if it were annual income, with a specific rotation length.
The impacts of current use valuation are assessed according to three
categories: equity, revenue, and the effectiveness of current use
valuation in preventing forest land owners to submitting to
development pressures.

o Equity: When current use methods are codified into tax
policies, forestland owners pay less in property taxes than
before, this reduces income, substantially in some areas, and the
revenue needs to be replaced by other taxes. “Local
government taxing bodies normally respond to the resulting
decrease in the tax base by increasing tax (millage) rates. The
taxes of nonparticipating owners rise, and they collectively
share a greater proportion of the total tax burden.”

0 Revenue: Local governments might not have the ability to
increase tax rates in order to offset the lower tax monies
resulting from the current use tax laws. In Georgia, when
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current use valuation was implemented in 1992, some counties
lost up to 20% of their taxable base, which created problems
because property taxes are the primary source of local
governmental income.

o0 Effectiveness: Current use based property taxes standing alone
cannot keep land from being developed. Though the benefits
are quite substantial to landowners, in the end development may
only be delayed, not prevented; because of the major profits that
come from converting land into non forest uses.

Ylitalo, Esa. 1998. Forest Taxation in Finland—a review of the systems
currently in use. Finnish Forest Research Institute: Helsinki.

This report covers the system of taxation in Finland, which underwent a
change in 1993; when the system where forest income taxation was based no
longer on the average value of the annual increment, it became based instead
on capital based income. Now actual stumpage revenues form the basis of
income taxation in Finland. After the switch was made however to the capital
income system, there was a transition period of thirteen years where
landowners were allowed to remain on the old system of taxation in order to
adjust properly to the new income tax policies. When the new law was
enacted, income was divided into two different categories, capital income, and
earned income. Actual stumpage revenues for forest income consist of:
revenues from stumpage sales, value of delivery sales, value of timber used for
personal purposes, and forest insurance compensation and other compensation
for forest damage. There are several expenses which are deductible from
forest capital income, these are: annual real expenses in forestry, annual
expenses of prolonged investments, and forest deduction. Forest deduction is
the term used for the purchasing price of new forest land, it is partly deductible
and therefore called a forest deduction.

Finnish property taxes are based on the annual assessed average yield, but to
determine the annual assessed average yield, one must return to the annual
taxable increment; on which the previous system of income taxation, area
based taxation, was based. It is from the annual taxable increment that the
cutting savings is determined, and from the cutting savings one can calculate
the net unit value, and then from the net unit value comes the annual assessed
average yield. Examples and tables for determining all of these are included in
the appendices, as well as a table comparing and contrasting the two income
tax systems, and a model for the area-based forest taxation system.

e Annual Taxable Increment: the annual taxable increment can be found
by multiplying the average increment of growing stock, by the area of
the land. Though in the appendix the equation appears more complex,
dividing land into site classes, the end result is the same as if the total
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average growth were multiplied by the total area of forested land,
excluding ineligible land such as roads, area under power lines, etc.

e Net unit value of the annual increment: There are several factors that
go into the net unit value of the annual taxable increment; they are:
stumpage prices, structure of growing stock, cutting savings, forest
insurance and damage compensation, and average expenses incurred in
wood production. The gross unit value is determined by multiplying
the average stumpage prices by the structure of the growing stock;
example 2 in the appendix shows this equation, though it can be
misleading. The value for the structure of the growing stock, which is
given as a whole number, is in fact a decimal; for example, the
stumpage price for pine was 250,000 FIM, and the structure of the
growing stock was 25, and the result of the multiplication was 62.5, in
order to come up with this result, we must move the decimal point on
the 25 so the value is in fact 0.0025. After the gross unit value is
obtained, then the cutting savings are subtracted from the gross unit
value, as well as the deductible expenses, forest insurance
compensation is added, and the result of this equation is the net unit
value of the annual increment. Cutting savings are defined as the
difference between the allowable cut and the outturn. The commercial
roundwood production is subtracted from the total increment of
cordwood, this result is the cutting savings, and is then divided in half
for the calculation of the net unit value.

e Annual assessed average yield: The annual assessed average yield
comes from the multiplication of the total volume of annual taxable
increment, and the net unit value of the annual increment.

After all of these different factors are determined, the property taxes that

will be levied on a tract of forestland can be determined. The value that

property taxes are based upon can be found by taking the annual assessed
average yield and multiplying it by ten. “This value covers both the forest
land as well as the growing stock.” For any property valued at FIM

1,100,000 or more there is an automatic tax of FIM 500, and any property

valued higher than FIM 1,100,000 is additionally taxed at 0.9% on the

value exceeding the limit. Any property valued lower than FIM 1,100,000

IS not taxed.
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Table 1-4. Alternative forest land values (S per acre) for assessments dene betwesn
January |, 2000 and January 1, 2006 as prescribed in Idaho Code (§ 63-1705(3)).
Productivity Class Productivity Class
Year | Zome | Good | Medium | Poor || Year | Zone | Good | Medium | Poor
2000 | I 733. 470 207 || 2003 | I 564 361 . 159
i} 700 449 198 II 539 346 152
I 553 368 172 il 426 283 132
v 37% 252 117 IV 291 194 20
2001 |1 676 434 191 2004 | I 507 325 143
I 646 415 183 ! 485 311 137
I 511 339- 159 11 333 2355 119
IV 350 232 108 8% 262 174 81
2002 |1 620 398 175 || 2005 |1 451 289 127
i 592 380 167 I 431 277 122
I 468 311 145 111 341 226 106
[V 321 213 99 v 233 135 72

Source: [daho Code § 63-1705(5).
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Figure -4, Taxable land value under productivity tax option and bare land & vield tax option,
Zone 1 - Good productivity class, 1984-2001.

Cook. Philip S., and Jay O’Laughlin. 2001. Taxing Forest Property: Analysis of
Alternative Methods and Impacts in Idaho. University of Idaho: Moscow, ID.
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Table 1-5. Forest property taxation systems in the United States.

State Ad Valorem Productivity Site Value Flat Exemption Yield
Alabama : K o F X
Alaska X

Arizona 3

Arkansas X X
California X X
Colorado X

Connecticut X! X
Delaware X

Florida ==

Georgia x! X _ X
Hawail

[daho x? X ?
Illinois X2 X
Indiana X ' X

Towa X

Kansas X X

Kentucky X

Louisiana ® X
Maine x!

Maryland

Massachusetts X X X
Michigan

Minnesota X X! X
Mississippi X X
Missouri X X
Montana X? X
Nebraska X2

(continued)

Cook, Philip S., and Jay O’Laughlin. 2001. Taxing Forest Property: Analysis of
Alternative Methods and Impacts in Idaho. University of Idaho: Moscow, ID.
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Table 1-3. continued.

State Ad Valorem | Productivity Site Value Flat Exemption Yield

MNevada

New Hampshire | X i X

New Jersey b,

New Mexico X

New York X

North Carolina X

North Dakota

Ohio X X

Oklahoma X

Oregon X! X X

Pennsylvania x! .

Rhode [sland

South Carolina X . X

South Dakota X

Tennessee X

Texas b4

Utah x!

Vermont X

Virginia X X

Washington X X

West Virginia X X

Wisconsin X X

Wyoming

x! produetivity tax based on gross mean annual revenue.

x* productivity tax based on net mean annual revenue.

x productivity tax based on agricultural productivity of the forest land.

x 80% of the assessed value or any assessed value in excess of $40/acre (equalized whichever is less)

X Ad valorem property tax in theory. In practice, the value of the trees is not included in the value of the
property for property taxation purposes,

Source: Chang (1996), National Timber Tax Website (2001 ).

Cook, Philip S., and Jay O'Laughlin. 2001. Taxing Forest Property: Analysis of
Alternative Methods and Impacts in Idaho. University of Idaho: Moscow, ID.,
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specias only).
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they cantinue farming,

Comments
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Reference

Keyslane Center, 1995,
OR Dept. of Forestry, 1996,
Ferris, 1996,
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Keyslone Center, 1995,
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manage endongered specias
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[eystone Center, 1995,
Mikinney efal 1994,
Ferris, 1996,
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“liighest and best use" of the lund.

Alow federal fox credit (1o offset
local property fozes) if land is nios-
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Fedsral ireasury-moderute.

Keystone Center, 1995.
Mekinney, 1994,

5. Deducing habilat-managenent
cosls,

Private, non-ndustrial landowners
must eapitalize munugenen eosts
over years,

Mllow landawners to fake deductions
for Tahitnt maragement annually,

Keystone Center, 1995,
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Some federal laids have loy
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vaite lands lo protect more quulity
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Keystone Cenler, 1995,
Herida GRWEC, 1994,
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fund.
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landowners.
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[emm.
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Jund i public ownership & mosi-
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able progierly.

Keystone Center, 1995,
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Ripariun lands have high ecologicol
& commercial valug,

Use state tux credil 1o cover man.
tgement cosfs.

(R Depl. of Forestry, 1996.

9. Cost-shore or lnx eredits for
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hear the cost of pratetting public
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Cerlify incame tax credils for
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OR Depl. of Furesiry, 1996
Hloridu GFWFC, 1994,
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Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Strategies
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Luntl trists, ogendies, privile arg:
nizatians do this,

Jfor US. Landowners. Defenders of Wildlife, Washington, DC.

OR Dopt. of Forestry, 1996,
Yager, 1994.
Fartls, 1996.
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11, Investment fund 1o finance
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Technology ta reduce pollution can
be expensive.

Mechinkes

Fund upplications through competi-
ive grant opplications.

Depends o size of fund.

Exdmples

Grants or low interest loans for no-

fill drills.
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Could be difficolt 1o set guidelines
ond priorities.
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Willomete River Busin Tusk Force,
1997,

12 Insurance progra.
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creales risk.

Public and/or privale resources pro-
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experimental programs.
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Insurance for WA apple growers in
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Willamette River Basin Tosk Force,
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Noniinal te government,
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16. Lease in-siream woler.

Waler rights unused diverted 1o
ofher users, often wasted,

Individuals, groups purchase water
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1
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Requires change in some state luws.
Some states don't allow in-siream
use for wildlife,
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Complex bureaucralic structure fo
administer. Bused on nation that

Mclinney ef ol 1994,
Ferris, 1996,

uppraach.

1o protect hobitat,

management

1. Lands identified

2. Managemen| defined

3. Compensation identified from a
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und wellond reserve progroms.

certain hubital is "surplus.” Florida GFWFC, 1994,
1o be bought, sold on open market. Conlroversial.
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ketoble development rights.
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New Jersey Pinelonds welland
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Legislation required fo facilitate,

Yager, 1994.

process and address ax fssues,

Jfor U.S. Landowners. Defenders of Wildlife, Washington, DC.

Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Strategies
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20. Biodiversily trust fund,

Problem Addressed
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while society enjoys benefits.
Conflict inevitable,

. Mechunics
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ers |0 use cerfoin manogement
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Could bie newtral if investment in
subsidies re-lirected,

Examples

Willing sellers. Compefitive conser-
vatlion planning. Access unid sever-
anee fees,

Cortiments

Referece
Boden, 1994,
0Toole, 1994, 1997.
Ferrls, 1996,
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Contract habilat or species manoge-
ment o privata organizations or
companies and pay when recovery
largels are met,
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0'Toole, 1996.
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habitat improvement.
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Londowners or non-profits provide
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OR Depl, of Forestry, 1996,
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K. Johnson, 1995,
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K. Johnson, 1995,
Fereis, 1996,
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K. Johnson, 1995.

276. Biodiversity pathway.

Some management for biodiversity
is inconsistent with management for
limber,

Confracts with landewners in priorl-
fy watersheds fssued on o compefi-
five busis.

Goal is highest benafil, lowest cast.

Landowners need usswrance that tim-
ber could be horvested eventually,
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techniques,

Keystane Center, 1995,

8. Green cerlification.

Landowness using best manogement
proctices muy not derive ecenomic
benefits.

Cortify products raised nccording to
hest management practices fo
increase morkel volue,

To producers.

SmartWood, salman-sofe food.

Ecanomists believe green cerfifica-
fian adds value 1o wood produds.

OR Dept. of Forestry, 1996.
Pacfic Rivers Coundil, 1997,

19 P
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2" Incentives

30. Inceease fimber liquidity to
incrense rafalion.

Probleth Addressed

Diffieult to turn standing fimber into
cosh, Promofes early harvest.

Mechumies .

I, Timber futures markel

ii. Revolving loan fund

jii. Creale stondard process for tim-
her appraisal.

Some public funds ngeded.

Examples

Chicago Board of Trada fo open
futuras market for recycluble mate-
tials.

Comthenis

Relerence

K. Johnson, 1995,

31 Voluntary tax deferred account
treated from portion of gross lim-
beer horvest teceipts 1o care for land
in the future.

Mulii-generationol long-term
noture of forest invesiment needs
addressed,

Aecount stays with the land with
funds only available for opproved
slewardsliip purposes.

Likely high depending on how mod-

ffied.

Narway Fores! Trust system,

Interest from these accaunts pro-
vides aducationol/1schnical assis-
fance lo woodlond owners.

OR Dept. af Forestry, 1996,

Incanlves

.. Hobitat conservation plans.

Problem Addressed

Landowners want more terfninty.

Mechanis

HEP approval finked 1o inddental
Iake permits (ESA).

High.

Exdinples

Weyerhasuser.
State of Oregan.

Comments

Controversial, Concern ahout need
for changes in the future.

Reference

Peterson, 1997,

2. Streamline HCP process
HCP process burdensome; expen-
sive.

Establish *low effects” HCP process
— short form.

Might reduce udmin. Costs,

Amend NEPA, ESA 1o avail duplica
liom.

Consider cumulative effeds.

Keystane Center, 1995,
Graham, 1994,

3. Seed maney for communily-
bosed HCPs,

Local government bears expense of
1HCP progess.

Congress funds lacal, conperative
efforts to develop HCPs through
revolving loan fond, motching
granks,

525 million ane-time apprapriation,

1992-1994 Congress funded
Brevard County in Florida.

Keystone Cenfer, 1995.
Florida GFWFC, 1994,

4. "No Surpiises Policy”.

Corrent HCP process does nol pro-
vide enaugh certainty for landown-
rs.

Amend ESA to protect landowners
from incrensing abligations ofter
HCP approved.

1994 Deptartment of the Intarior
policy.

Concern obou! chunging conditions
and fixed agreements

Keystone Cenfer, 1995,

5. Cooperulive Conservalion
Planning.

HCP process foo complex for many
landowner ond habitat needs.

Use with rural kandowners in ngri
cwltural areas. Pool resources, Use
“habitat credits.” Heeds technical
ossistange,

Requires amendment 1o E54 if
focused on endongered species

habital,

McKinney, 1994.

6. Broader scole habifol recovery
planiing,

Existing, single endangered species
opproach foo narrow.

Focus planning on lorger areas,

mulfiple species before they gel inta
trouble.

Coastal suge scrub.

May require omendments to ESA
and FACA,

Opdycke, 1994,

iifs.

1. Issue interim incidental tuke par-

HCP process takes a long lime.

Issue femporary incidental take per-
mils while regional plans ore devel-
oped.

Admininistrative.

Requires amendment 1o the FSA,

Bartel, 1994,

8. Improve cooperative efforts fo
restore habitat,

Lisck of coordination fimils effective-
ness of existing progroms,

Coordinate federal, local, state,
watershed and landowner habitat
efforts.

OR Dept. of Foresiry, 1996.

Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Strategies
Jor U.S. Landowners. Defenders of Wildlite, Washington, DC.
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Incentives

9. Improve and stondardize inven-
tory ond monitering.

Problem Addressed

It is difficult 10 gat information
about the stotus and health of
E(DS:{Q'EITIS.

Mechanies

Coordinote ogency programs and
involve private londowners.

Examples

Coordinated resource-monagement
planning.

Comments

Referente

OR Depl. of Forestry, 1996

10. Recovery plan incenlives,

FSA does not invite landovener
invelvement in recovery planning,
and somelimes surprises them.

Invalve private owners in recovery
plonninig and allacates respansibili-
fies amang different parlies.

Madify ESA. Heed interagency
approach, Could help identily priori
1y hobitat for acquisition.

Keystane Center, 1995,

11, Address onfi-rus! concerns.

Concerns about onfi-trus) limils
caoperation amang privale
Jundovners.

Pravide info fa landawners and
change the law, if necessary,

Administrative,

finend state low requiring agendes
1o coordinnte activities,

OR Depl. of Foresiry, 1996,

12. Cammon procedures for
Inventory.

Inconsistent information inhibifs
coordinated management.

State, lederol coordination.

Will save money.

(ooperafive manitoring evaluation
research committee in Washington.

Federal, state statutes may be nec-
essury,

K. Johnsan, 1995.

ONINNVTd NOILVYAYISNOD LVLIEVH

13. Co-location of public infrasirue:
lure carridors.

Unnecessary habital oss.

Comyprehensive planning,

Will save money and habitol.

Should avoid sensitive areas.

Flaridu GFWEC, 1994,

14, Long term management ond
use agreements,

Lack of ability for landovmers fo
plun for the future.

Coordinated permit review, incen-
lives, density bonuses.

I1CFs.

Purpose o establish commilments
of landowners and government to
conservofion.

Heridn GFVIEC, 1994,

15, Miligation ogreements.

Existing miligation foa rigid.
Nareow, limiled ecological benefils.

Focus on ecosyslems, accepl recla-
malion os mitigation, esloblish Nind
for off-site mitigation purchases of
priority arems.

To developers no change.

Expand frodifianal concepl.

Floridu GFWFC, 1994.

16. Develop stewardship incentives
programs for afl seclors.

Only availoble in forest secior,
Underfunded.

Agancies work with landowners,
provide technicol ossistance.

Stalf, program admininsirotian,

Fores! stewardship incentive pro-
grams,

Existing programs under-funded.

Florida GFWFC, 1994,

Incentives

1. Pre-listing conservation
ngreement,

Problem Addressed

Landowners see endangered
species as linbililies,

Mechutifes

Valuntary aclions lo conserye
species in relun for regulatory
relief for londowners.

Administrative.

Examples

Comiments

Landowner protection should carry
over Il species s listed later,

2. Sule Imrh;m

Londowners see endungered spedes
s liahilities.

Landowners proles! unoceupied
endungered species habitats in

return for permission to modify
hobitat in the Tutre.

Limited

1995 NC Sundhills HCR

Habital may he temporory,
Nofification required hefore habifut
modified.

Reference

Keystone Center, 1995.

Keystane Center, 1995,
Florida GFWEC, 1994

Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Strategies

Jfor U.S. Landowners. Defenders of Wildlife, Washington, DC.
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Incentives

3. “No take” cooperalive ogree-
ments.

Problem Adelressed

Landowners with endangered
species habital ear prosecufion
under taking provision.

Mechanics

Landovmers prolect hahitat under
managemant plans developed with
FWS i return for monagemant cer-
feindy.

Adminislrative.

4. Guidonce 1o landowners of the
fime of listing.

Lundovwners undear whal constilutes
toking of endungered speies.

Federal register natice tontains info
concerning specilic oclvities and
impuct on “loking.” Mlsa fist of dis-
incentives ond recommendations for
eliminating them.

Administrative.

Exomples

Comments

Relerente

Same binding agreements may be
necossury to ensure compline.

Heystone Center, 1995,

Would help landowners plan and
manage lnds and focus on efimi-
nating disincantives.

Keystona Center, 1995.

5. Incrensed regulatory flexibility.

6. Sireamline regulatory process
for wetlund projeds.

7, Sinplify regulatians for certilied
good managers.

o incentive for landowner lo
downlist, defist endongered species.

Permil munagement flexihility for
threatened spedes.

Two layars of hureaucracy for wel-
land projects inkihil activity.

Give fish and wildlife ngency
authority 10 issue fill ond removal
permils for hiabitat projecs.

Administrative.

Could sove money.

Congress mokes clearer distinelion
between threalened and endan-
gered species.

Keystone Center, 1995,

OR Bep!. of Forestry, 1996.

Muny regulations are complex and
expensive relative lo conservalion
benefits.

Stewardship agreements.

OR Dept. of Forestry, 1994.

g
SNOILVIN93Y sninnuvit

8. Limit lability for habitot-
impravement work,

Leaving snags, slreant improve-
ments con cause hazards and
expose landowners fo liability.

Seek statutory limits for fiability for
cerloin habital improvements.

9. '.Emrluh!e aradits for endangered
species habilats.

Landowmer incenfives o protec!
endangered species habitnt don'l
exist,

Take authorized with 2:1 mitigation
requirerment dropped fo 1:1 when
qouls met. Landowners cun trade of
sell rights.

Nominal,

10, £5A Section 7 blind trust fund.

Delays in endangared species con-
sultations cos) lndowners money.

Estohlish “blind" trust fund with pri-
vate money fo poy for tinely con-
sullations.

None o gavernmen!.

High udmininistrative.

11. bssue Jong-term management
permits.

Landowners need certainty,

hdministralive,

12. Different permits for sensifive
sites;

Permit requirements faa shringent
for sites of lesser value, 1ot lox for
imporlant areas.

Genaral permils, exemptions, less
restrictive permits for low-prinrity
sites.

Administentive

Snags are often removed for safely
rewsons. Prescribed burning diffi-
wll.

Red-cocknded woodpecker colonies
mhC.

Will require infensive survey and
monitoring-authorily now exiss.

O Dept. of Forestey, 1996.
Flarida GIWFC, 1994,

Bean, 1994,
Schuerer, 1996,

Changes I ESA & regs may be
raguired.

Parmits 10-15 years in return for
axemplion from new regs.

Ynger, 1994,

K. Johnson, 1995,

Purpose is 1o focus regulatory effort

Florida GRWFC, 1994,

on high priority oreas.

X-)

Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Stralegies

for U.S. Landowners. Defenders of Wildlife, Washington, DC.
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Incentives

13. Himinate regulatory disincen-
tives for valugtary extic removl
and habita enhancement,

Problem Addressed

Regulatory barriers discaurnga
habital improvements.

Mechanits

Expedited permit or woiver process.

Low.

Examiples

Landawners need parmits to
enhance wetlands, build ponds.

Comments

Reference

Floridn GFWFC, 1994,

14 Infegrate hobilel monogement
plons into reg. review.

Landowners see confradictory,
tuplicative requirements.

Federal, state, local regs should be
included.

High coardinafion costs.

Should encourage adoption of habi-
fol plans.

Flarida GFWEC, 1994,

15, Encourage londowners 1o do
ne-penslly env. surveys ond udits.

Landowners feor penalties will
fesull if problems are found,

State could offer ussistonce.

fudit costs,

Should encourage voluntary actions.

Florida GFWEC, 1994,

16. Green planning.

Prescriptive regulations do nol
ulways generale best resulls,

Fconomic sectars establish goels and
ure exempl from regulufions o
long us they are met,

Should be cost affective,

Nelherlands, New Zealand.

Oregon exploring options.

H. Johnson, 1995

Incentives

1. Greate budget squad fo kill sub-
sidies. Use money for biadiversity
debl reducfion.

Problem Addressed

Federal subsidies encourage habitat
destruttion.

Mechanics

Budget squod hos authority 1o
impound funds from federal pro-
groms thot harm species

Cost

Redirect $200 million"each yeor.

Examples

. Comments

Would reduce threats, fund biodi-
versity, reduce deficil,

Reference

0'Toule, 1997.

2. Tox penalties for habitat
conversion,

Insufficient funding ovailuble for
Incentive progrems. Economic costs
nssacioted with habitot destruclion
nol paid by users.

Per-acre lax on significan! hahifat
converfed 1o olher uses.

Hundreds to thausands per acre to
lundowners.

Similar o coneept of pollution taxes
and fees,

Would require extensive surveys to
identify taxable habitat.

MeKinney, 1994,

3. Impose fees on damoging
nclivity,

Biodiversity value nof reflected in
markels.

Idenfify priority areas. Sef fees
uppropriate 1o biodiversity volue.

Could generate revenue.

Need formula for ossigning biadi-
versity value to lond. Works best in
large planning nrea.

Reid, 1994,
Ferris, 1996.
0'Toole, 1994.

1. Paving tox.

Crenting impermaable surfaces
haems habifal.

Tax "poving” of privote londs. Use
funds for conservation.

To developers, industry, liomenowiers

'Taale, 1997.

5. Biodiversity trust fund.

Insufficient funding for conservation
progroms:

Funding from public and private
sources fo purchase lond, eose
ments, contracls, manogemen,
administered by board,

Could he neutral if subsidies redi-
reded.

Private conservation erganizotion,

Funding from exlroclive uses and
recreational user fes.

Sthuerer, 1996,
0'Toole, 1994,

6. Recreational user fees an public
and private land,

[Fonly extrocive uses generale rev-
enve, lhey will remain dominant,

Collet fees for rec, use, ond use
funds ta manoge lands.

To users, guides.

Fee hunling on private lnd.

Mhoy limit oecess for low income
users, pilol program in place on
foderal lands.

Sthoerer, 1996
0“foale, 1996.

1. Real estote ansfer fee,

Ho money for incentive programs.

Federol real estate transfer fee.

0. 1% could roise 5300 million
annually,

Requires lagislation.

Goldstein, 1994,
Ferrls, 1996,
0'Toole, 1997.

Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Stralegies

Sfor U.S. Landowners. Defenders of Wildlife, Washington, DC.
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Incentives

1. One-slop shopping for technical
nssistonca.

Prohlem Addressed

1t is difficult ond time consuming for
landowners to seek advice from
many agenies.

Mechanics

Establish multi-agency tech feams to
el Tandowners take o holistic
approach,

Could be neviral. .~

Exumples

Coriitients

Complicated 1o fix the problem.

Reference

OR Dept. of Farestry, 1996.

2. Stewardship plonning.

Landovners may not realize habitat
value of their property or know how
fo monage il.

Direct contact with lundowners in
priordly areas-ussistance with ton-
servation planning.

Lobor intensive.

3. Technical assistance.

The Endungered Species Adt seen as
punitive. Technical assistance mare
local, positive.

Information, dollars, materials ond
other assistance fo londowners.
Includes agenty coordination.
Voluntary toll-free number. Help

Could be substontinl.

Prniie chicken viewing opportuni-

fies SW Missouri, money for
landowriers,

OR Dept, of Forestry, 1996.

Keystone Report says it needs to be
flexible, local. Needs to be evoluot-
ed. Cauld also be national or stote
technical ossistonce progroms.

Keystone Center, 1995,
Ferris, 1996.

IDNVLSISSY TVIINHIIL

capitalize on wildlife.
4. Endungered Specios Act Section | States luck funding 1o help Grants fo stales for moniloring, Moderate, McKinney, 1994,
6 grunts fo shaes for fechnical assis- | landowners. education, technical ussistonce in
lapce, priority areas.
5. Assis landawners with Single spacies opproach dags not Technicol assistance with habitat Moderate. Partners for wildlife. Fiorida GFWFE, 1994,

ecosystem approach,

prevent luture problems with olher
species,

approach.

USFWS.

6. Create commodity commission.

Small landowners need help with
stientific, ecanamic, technical chal-
lenges.

Assessment on limber harvest funds
landowner-assistunce programs fo
implement sustoinable forestry.

None lo lhe faxpayet.
Y

Oregon Fores! Resources Insfitute.

Could be matched with public funds
with certnin expenses,

K. Johnson, 1995.

Defenders of Wildlife. 1998. National Stewardship Incentives: Conservation Strategies

for U.S. Landowners. Defenders of Wildlife, Washington, DC.
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Appendix D

Zonel

Land Grade
Good Med. Poor
346 f102 $50 BareLand & Yield
2404 $276 $127 Productivity
Zone?2
Land Grade
Good Med Poor g
5143 590 526 BargLand &Yield :;
5485 270 $125 Productiviyy i
Zone3
Land Grade
Good Med. Poor
" $ios 566 £©5 BareLand & Yield
$256 144 568 Produciivity
Zoned
Land Grade "
Good Med, Poar K™ S 3 NI L
§77 w3 26 Baeland&Vield :
$255 5149 $77 Productivity i
T EoL eTR
A L o o
. ! \mamy l =
o ‘ s
T I B
Productivity Class | Avg, Board Ft. Per Acre
’ Zones 1 &2 Zones 3 &4
Poar I 125 125
Medium \ s 213
Good | 350 320

Idaho State Tax Commission. 2005. Forest Land Taxation Law 2005. [online]. Idaho
State Tax Commission: Boise, D [cited July 2005]. Available from World

Wide Web: ) _
(http://rax.idaho.gov/propertytax/PTpdfs/BR_forestlandtaxlaw05portrait.pdf).



Appendix E

Table 5
Policy tools used to encourage compliance with timber harvesting practices, number of states and provinces

North South West Total
Palicy tool Landowners Foresters Loggers Landowners Foresters Loggers Landowners Foresters Loggers Landowners Foresters Loggers
Cost-share payments 15 1 T3 7 0 0 6 0 0 28 1 3
Technical assistance 21 16 16 13 11 13 13 9 11 47 36 39
Grants 8 2 5 1 0 v 1 0 ¢} ¢} 9 2 7
Loans 1 1] 0 0 ] 1 0 0 2 0 6]
Education programs 21 24 24 13 12 13 12 L1 10 46 47 46
Premium prices for products 3 2 5 0 1 1 0 0 0 3 3 6
Preferential access to contracts 2 2 4 0 ! 5 0 0 0 2 3 9

Responding states and provinces: North: Delaware, Indiana, lowa, Kansas, Maine, Maryland, Massachusetts, Michigan, Minnesota, Missouri, New Hampshire, New
Jersey. New York, North Dakota, Ohio, Rhode Island, South Dakota, Vermont, West Virginia, Wisconsin, Manitoba, Nova Scotia, Prince Edward Island, Quebee,
Saskatchewan: South: Alabama, Arkansas, Georgia, Florida, Kentucky, Louisiana, Mississippi, North Carolina, Oklahoma, South Carolina, Tennessee, Texas, Virginia.
West: Alaska, California, Colorado, Hawaii, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, Wyoming, Northwest Territories. Respondents could
indicate more than one policy tool.

Table 6
Perceived effectiveness of policy tools to encourage timber harvesting practices

North South West Total

Landowners Foresters Loggers Landowners Foresters Loggers Landowners Foresters Loggers Landowners Foresters Loggers
Cost-Share payments 3.35 300 260 2.50 3.00 NA 2.60 EJA f\IA E.OO 3.00 ggo
Technical pssistance 3.19 2.88 3.00 3.08 3.25 3.08 3.30 325 2.67 3.18 3.08 ; &
Grants = © 275 3.50 3.00 3.00 3.00 L 2.00 2.00 NA NA 2.70 3.33 2.86
Loans 1.00 NA 1.00 NA NA NA 1.00 NA NA 1,00 NA H)(HJ
Education programs 271 3.18 2.82 292 3.08 3.08 320 333 3.00 2@9 3.12 %,9.:»
Premium prices for products 2,67 kS 3.25 2.00 3.00 3.50 NA NA NA 3..:30 géa :ié
Preferential access to contracts 3.00 3 3.20 2.00 3.00 3.80 NA NA NA 2.50 . s

1, Low effectiveness; 4, high effectiveness. Responding states and provinces: North: Delaware, Indiana, Towa, _Kansas. Maine, L_{a:‘yl_aud, Massaf:huse-usj Michigan,
Minnesota, Missouri, New Hampshire, New Jersey, New York, North Dakota, Ohio, Rhode Island, South Dakota, _\"ermanl.‘ WESF V!rgmxa, Wlsc:)gsm, Manitoba, Nova
Scotia, Prince Edward Island, Quebec, Saskatchewan. Souwth: Alabama, Arkansas, Georgia, Florida, Kentucky, Louisiana, ;\‘i'lssissxppl, Non_h Carolma,_ Oklahoma, Sgush
Carolina, Tennessee, Texas, Virginia. West: Alaska, California, Colorado, Hawaii, [daho, Montana, Nevada, New Mexico, Oregon, 'Lilah. ‘Washington, Wyu_mmg,
Northwest Territories. Note: Some states and provinces provided responses on effectiveness, even though they do not currendy use the policy tool on the target audience.

Table 7
Perceived policy tool efficiency in incenting use of timber harvesting practices

North South West Total

Landowners Foresters Loggers Landowners Foresters Loggers Landowners Foresters Loggers Landowners Foresters Loggers

Cost-share payments 312 3.00 . 325 2:67 NA NA 3.00 NA NA 3.00 3.00 325
Technical assistance 3.30 2.88 3.06 342 327 3.17 3.40 3.38 325 336 3.1 3.13
Grants 3.00 2,67 %25 2.00 NA NA NA NA NA 283 267 225
Loans 1.00 NA NA NA NA YNA 2.00 NA NA 1.50 NA NA
Education programs 3.00 3.19 3.19 3:17 355 317 3.36 3.36 336 3.14 3.33 323
Premium prices for produets  2.67 1.50 3.40 NA 3.50 350 NA NA NA 2.67 2.50 343
Preferential access to contracts NA 2.00 3.20 NA 3.00 3.60 NA NA NA NA 2.67 3.40

i, [nvestment greatly exceeds benefits; 4, benefits greatly exceed investment, Responding states and provinces: North: Delaware, Indiana, lowa, Kansas, Maine,
Maryland, Massachusetts, Michigan, Minnesota, Missouri, New Hampshire, New Jersey, New York, North Dakota, Ohio, Rhode Tsland, South Dakota, Vermont, West
Virginia, Wisconsin, Manitoba, Nova Scotia, Prince Edward [sland, Quebec, Saskatchewan. South: Alabama, Arkansas, Gegrgia, Florida, Kentucky, Louisiana, Missis-
sippi, North Carolina, Oklahoma, South Carolina, Tennessee, Texas, Virginia. Wesr: Alaska, California, Colorado, Hawaii, Idaho, Montana, Nevada, New Mexico,
Oregon, Utah, Washington, Wyoming, Northwest Territories. Note: Some states and provinces provided responses eon efficiency, even though they do not cumently use
the policy tool on the target audience.

Kilgore, Michael A., Charles R. Blinn. 2004. Policy Tools to Encourage the Application
of Sustainable Timber Harvesting Practices in the United States and Canada.
Forest Policy and Economics. 6: 111-127.



Table 1

Summary of coordinated programs

Appendix F

Timber harvest/ Recreation Magnitude of Duration of Penalty
 protected areas’ public access incentive commitment
Alternative 0 All avail,, none protect. None Agsessed full N/A N/A
(status que) $1200 /year revenues $3000 /year tax
© 30/year loss $0,/year zain
Alternative 1 1/3 avail,, 2/3 protect. Limited Assessed 1/3 20 years Back taxes,
$400 /year revenues $1000 /year tax, interest
3800 /year loss 32000 /year gain B-year max.
Alternative 2 2/3 avail, 1/3 protect. Limited Assessed 2/3 10 years Back taxes,
$800 /year revenues $2000/vear tax, interest
$400 /year loss $1000/year gain J-year max.
Altemnative 3 1/3 avail, 2 /3 protect. None Assessed full 10 years Back taxes,
3400 /year revenues $3000/year tax interest
3300 /year loss $0 /year gain 3-year max:
Alternative 4 All avail., none protect. Mone Assessed 1/3 10 years Back taxes,
: $1,200 /year revenues $1000 /year tax, interest
$0 /year loss $2000 /year gain G-year max.
Alternative 3 2/3 avail,, 1/3 protect. None Assessed full 20 years Back taxes,
$800/year revenues $3000/year tax interest
3400 /year loss 30/year gain f-year max.
Alternative 6 All avail,, none protest. None Assessed full 10 years Back taxes,
$1,200 /year revenues $3000 /year tax interest
$0/year loss 50 /year gain 3-vear max.
Alternative 7 All avail,, none protect. Limited Assessed full 10 years Back taxes,
$1,200 /year revenues $3000 / year tax interest
50/ year loss $0,/year gain f-year max.
Alternative 8 All avail,, none protect. Limited Agsessed 2/3 20 years Back taxes,
$1,200 /year revenues $2000 /year tax, interest
50,/ year loss $1000 /year gain f-year max.
Alternative 9 All avail,, none protect. Limited Assessed full 20 years Back taxes,
' $1,200/year revenues $3000/year 1ax interest
$0/year loss $0 /year gain 3-year max.
Alternative 10 1/3 avail, 2/3 protect. Limited Assessed full 20 years Back taxes,
$400 / year revenues $3000 /year tax interest
$800 /year loss 30 /year gain 3-year max.
Alternative 11 All avail., one protect. Nene Assessed full 20 years Back taxes,
§1,200 /year revenues $3000 /year tax interest
30/year loss 30 /year gain B-year max.
Alternative 12 2/3 avail,, 1/3 protect. Limited Assessed full 10 years Back taxes,
3800/ year revenues $3000 /year tax interest
$400 /year loss 50 /year gain f-year max.
Alternative 13 All avail., none protect. None Assessed 2/3 20 years Back taxes,
$1,200/ year revenues $2000/year tax, interest
50 /year loss $1000 /vear gain 3-year max.
Alternative 14 All avail,, none protect. Limted Assessed 1,/3 10 years Back taxes,
$1,200 /year revenues §1000 /year tax, interest
80 /year loss $2000 /year gain 3-year max.
Alternative 15 1,/3 avail,, 2/3 protect. None Assessed 2/3 10 years Back taxes,
5400 /year revenues $2000 /vear tax, interest
3800 /year loss $1000 /year gain 6-year max.
Alternative 16 2/3 avail., 1/3 protect. None Assessed 1 /3 20 years Back taxes,_;’_
$800 /year revenues $1000 /year tax, interest *'_
$400 /year loss $2000 /year gain 3iyear maxs

“Loﬁs refers to potential timber reserve foregone as compared with'the status-quo.

DAt cafavn v ba amerieiee me mmearad with the Staticaana

Klosowski, R., T. Stevens, D. Kiltredge, D. Dennis. 2001. Economic Incentives for

Coordinated Management of Forest Land: a Case Study of Southern New

England. Forest Policy and Economics. 2: 29-38.
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OPTIMAL DESIGN OF FOREST TAXATION 59
k= (@ h)+ F@Q—hi) = ha, (&)

gy = f):,‘_h: -T+ H JrTj_L’DTh-[ -T— C[]. (2e)

The first-arder conditions are

EU., = Aexp(—A4c)) — BRAexp(—z) =0, (3)
EUy, = BARp;exp(—2z) —m[l + 811 +EF")] =0, 4
Ellw, = BAF; — A(1 — 7)2haos]exp(—s) — fm = 0. (3)

Utilizing EUg, = 0 in EUl, leads to the cutting rule given in Equation (7') of the text.
The second-order conditions in Equation (6) hold due to the assumption regarding the
concavity of the utility function and the forest growth function. These are

EU,.e = —Atexp(—Ac;) — BA* RPexp(~2) <0, (62)
EUn s, = —B(ARp}) exp(—z) +mfF" <0, (6b)
EUs, = 8A%E —A(l fT}ahlcr;]Ecxp(—-x)—ﬁAl(l —7)%clexp(—2) <0. (6c)
EUI-'\CJ EUﬂhl EU:lhz
A=|EUns EUnn EUps, | <0 (6d)
EUnye, EUnshy EUnsh,
where the cross-derivatives are

ED—EHH = ﬁ:‘llepTC:ﬁp(—I) B D:
EU.n, = BA Rpi(53 — A(l — 7)*haog)exp(—z) > 0,
EUn, = ~BARB (55 - AQl - 7)*hao})exp(—2) < 0.

Il

To find how current and future harvesting change 45 the site productivity tax T, yield tax 7
and timber price risk rrg' changes we use Cramer’s rule. First of all, we have

dT’
dr |, (7)
da?

where the determinant A of the LHS matrix of Equation (7) is negative by the second-order
conditions.
Solving Equation (7) for 4 and Ao in terms of dT gives

EUne, EUnn EUnn, || di EUn;t EUnr EUno

[EC‘!GLIJI EUCH'I: EL'rCh:]I:dC]} EUe,T EUC‘T EL'TCWi
EUse BV, EUpane | L EUnt EUbyr BUsor

hir = —-,B'Rp{:'l:(l - 'r)zcr;’,(i = 0, where
3 = A~ {FPAY1 + R)exp(—2z — Aey)} <0, (&)
bor = mEFp - Al — P hol]@ > 0. (9

A change in the variance of the timber price leads to

EU, .z = BUZ,, — (1/2)(1 - PRI+ By BVt (10a)

617
E

Koskela, Erkki, and Markku Ollikainen. 1997. Optimal design of Forest Taxation with

Multiple-Use Characteristics of Forest Stands. Environmental and Resource
Economics. 10: 41-62.
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6Q ) ERKXKI KOSKELA AND MARKKU OLLIKATNEN
EUpgy = BU; o2 — (1/2)(1 = 7)*h3(1 + B) ™ EUp,z. (10b)
EUngy = BUf gz — (1/2)(1 = 7P?h3(1 + B) 7' BUhy, (10¢)

where £ Ujl 2 And EUE .. i=1.2 refer to the substitution effects. Solving Equation (7) for
El e
A, and hs in terms of the substiudon effects ofﬂ'ﬁ yields

hipy = —ATHBAY1 - 7)ot haRp(B5 — A(1 = 7)*haplexp(—2z — ey} > 0 (11)
he: = ATHE AL — T)olhs (Rp}) exp(—22 — Acy) —
EU... B*AY1 — ) hamF"exp(—z)} <0. (12)

The total effect of a change m the variance on harvesting is thus given by the Slutsky
equarion

higy = h,s — %(1 — 7R 4+ B) ' hep,  fori=1,2. (13)

As for the effects of the yield tax note first that

EU,» = BUZ . = (1 + By 2EU. 7, (14a)
EUh,, = EU§. — (1 + Ry 2EUp 7, ) (14b)
EUs,- = BUE,, — (1 + R) ™ 2BUxr, (14c)

where z = [py — A(l — 7 hyollh: + Rpyhy, and EUS .
substitution effects.
Selving Equation (7) for 4, and A3 in terms of the substitution effects of T and utilizing

Equations (11)and (12) gives
S, = hf, = (1 =7)"'ophi,: <0, (13)

2

B = g (1-7)'o2hs, =2, 16)

and EU, _, = 1,2 refer to the

where k7, i = 1,2 denote for the ‘conventional® substitution effects defined as follows

By = (1 =77 [mhs, +Bahis] = —AT[BARp; (1 — 7)o} BUs exp(—22)] <0,
s = =1 =7)7 [mAS,, + Bahly] = A7 [BAMF" (57 —

Al = TVl ) EUs ¢ exp(—%)] < 0.
The total effect of 2 change in the yield tax can be obtained by utilizing the Slutsky
decomposition and Equations (14) and (15), and it is

he=h& + (1 +B) ' zhey, fori=1,2. (17

Koskela, Erkki, and Markku Ollikainen. 1997. “Optimal design of Forest Taxation with
Multiple-Use Characteristics of Forest Stands.” Environmental and Resource
Economics. 10: 41-62.
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Appendix 1. Comparative Statics of Timber Supply

This appendix derives the comparative statics of timber supply reported in the text both
under timber price risk and under certainty. The expected utilily maximization problem is
reproduced here for convenience:

(A) THE CASE OF UNCERTAINTY

MAX BU = —exp(—Ae) — fexp(—z) +mlk + Bla), (1)
i By ks

where x = de: —3 4%(1 — 7)hie,, subject 0
&) =Q—h1, (Za)

Appendix 2: The sign of (BA7 .+ B2h5 Yas T — 0

This appendix fixes the sign of B4}, + B2hS,) in Equation (23) of the text as = — 0.
Recalling that B, = m(1 + 8(1 + F')) and B> = Fm, we have to. determine the sign of

¢ = [1+8(1+ F)JhS, + Bhs,. (1)
Using the expressions of 4f,_ and A5_ and arranging the terms gives the following expression.

6= —oZ{[1+ 801 + F)]A¢ + 85,0} + [1+ (1 +F)AY, + BAY,.. (2)

Pt
,U’

The substitution effects (47,49, ) are negative at 7 =0, As forthe first RES term, notice first
that EUx, = 0 is equivalent to (g2 — 4hy03) = miexp(—x))~"as T=10. Utilizing Equations
(11) and (12) from Appendix | and substituting m(exp(—x)) ™" for (72 — Ahya}) yields
—a AT B2 A hy Rp  [BRprexp(z) — (1 + B(1 + F'))mlexp(—z) ™'},
—o, A B2 A2hymF" BV, exp(—17)). (3)

The first term in Equation (3) is zero by £Uj, = 0. Hence what is left from ¢ is

¢=[1+3(1+F)h, +8hs_— GATH B A lamF BU,, . expl—2)}. © (4

Thisis equal to ¢p=[1+ 81 + F)AY + BA~ Y B dhomF" (ps ~ 2Ahyotiexp(—x)}, which
is clearly negative so that B 1A%, + BahS_ < Oasr — 0.

Koskela, Erkki, and Markku Ollikainen. 1997. Optimal design of Forest Taxation with
Multiple-Use Characteristics of Forest Stands. Environmental and Resource

Eeonomics. 10: 41-62.
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Figure 1: Projected Acres of Certified Forest Land
with varying levels of subsidy, on plots of land from 20 to 498 acres
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Figure 2: Total Annual Cost of a Certification Subsidy

by varying levels of subsidy, on plots from 20 to 499 acres
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Teisl, Mario F., Andrew J. Plantinga, Thomas G. Allen, David Field. 2001. Funding
Forest Certification. Choices: Ideas for Shared Prosperity. Vol. 7, No. 4: 1-8
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Table 8.1—Comparison of Federal income tax incentives by timber type
TFmber type:

Loblolly Borromland  Upland
Incentives ping.  hardwood hardwood

A Current law

Pregent value of Fedetal income tax réceipts 11,202 8,569
Present value of cash [low 1o the ewners 8410 28079
: B. Further reduced tax rates for long-tenm capital gains
Present value of Federal mcone tax receipts 6502 4953 2382
. Difference from ciorent law 4,699 LG 12398
Present value of eash flow o the owners 33110 11,265
Difference from current law 4 /o 2392
. Tucome averaging i
Present value of Federal income tax receiprs 8267 T.087 3,530
Difference from current law 1935 -982 958
Present value ol cash How 1o/ the owners 50357 29,214 Jloget =
Diference from current law 2,147 1,135 1.038
i Enhanced reforestation amortization provisions
Present value of Federal income 1ax receipts 10077 7,180 +,736
Difference fram current law £1,125 1,450 -38
Presentvalue of cash flow to the owners 40545 30,202 18,926
Dilference from current law 1,333 i-, 13 53
E. Immediate deduction of reforestation expenses
Present value of Federal income rax receipts 10.838 8074 3016
Dilference from current-law =363 585 240
Present valite of casht flow to the owners 40 340 29,380 18,848
Difference from current law 4930 1301 =24
E Greenacvount
Present valiie of Fedaral income tax receipts QEB1 7151 4,779
Difference fram éurrent law - -1321 -1,518 0
Present value of cash flow to the owners 50,181 30,196 18,873
Bifference from corrent faw 1A 2117 4]
G. Stewardship investment provisions
Present value of Federal income 1ax receipts 10,052 3,736
Difference from current law -1,150 -1,018
Present value of cash fow to the owners 45410 18,673
Difference from current law 0 0

Source: Sectipned throngh F—Greene 1998, section (G—Greene and Beativais 2002).

Wear, David N., Greis, John G. 2002. The Southern Forest Resource Assessment.
USDA For. Serv. Gen. Tech. Rep. SRS-33. 635 p.
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204 Southern Forest Resource Assessinent

- State and yese

X Bk X
X B X X X X % X
X X
| X X X X i .
2. Rollbeck 1ax X X ¥ X x
3. Rollback tax with {neerest COX X X

Wear, David N., Greis, John G. 2002. The Southern Forest Resource Assessment.
USDA For. Serv. Gen. Tech. Rep. SRS-53. 635 p.



Appendix J

Example 1. Calculation of the total volume of the annual taxable increment of a woodlot

Site tax class Area (A), ha Average increment (I), scum/ha  Total increment in each site
in each site rax class in each site tax class tax class, scum (A x )

I 3,0 6,4 19.2

11 5,0 4.6 23,0

11 6,0 3,2 19,2

v 1,0 1,8 1,9
TOTAL VOLUME OF THE ANNUAL TAXABLE 63,3
INCREMENT, scum

Example 2. Calculation of the gross unit value for the annual taxable increment in a municipality

Sturnpage prices (P), by assortment Structure of the growing Rewrns; FIM/scum
FIM/scum stock ( 8= 1/100)* (PxS)
Logs Pine 250,00 25 62,30
Spruce 180,00 14 25,20
Birch 253,00 5 12,80
Pulpwood Pme 82,00 23 20,50
Spruce 93,00 11 10,20
Birch 91,00 13 11,80
GROSS UNIT VALUE OF THE ANNUAL TAXABLE 143,00
INCREMENT, FIM/scum:

Example 3: Definition of the influence of the cutring savings in a municipality

Total annual increment of cordwood, scum 250 000 (A)
- commercial roundwood preduction, scum 198 000
= yolume of cutting savings, scum 52 000

Half of the cutting savings is taken into account, i.e. scum; 26 000 (B)

The proportional share of the cutting savings out of the total annual increment of the cordwood is defined
according to the formula applied, i.e, B/A = 26 000/250 000 = 0.104. The impact of the curing savings on
the gross unit value of the annual increment can be then calculated by deducting this share from the
original gross umit value, in this case (see Example 2): 143,00 FIM/scum x (1 - 0.104) = 128,13
FIM/scum

Example 4: Definition of the net unit value of the annual increment

Monetary unit value after substracting the impact of

cutting savings (see Example 3), FIM/scum 128,13
+ 4 + influence of . forest insurance compensation, FIM/scum 0,20
Total, FIM/scum 128,33

- influence of average deductions (in this case 10 per cent):
(=0.90 x 128,33) 115,56 = Net unit value for
the current year

Average of two years’ net unit values:
[115,50 + 110,50 (net example value of the previous year))/2, 113,00 = Final unit value
for taxation

Ylitalo, Esa. 1998. Forest Taxation in Finland—a review of the systems currently in use.

Finnish Forest Research Institute: Helsinki.



Example 3: Definition of the annual assessed average yield for a woodlot -

: _ Appendix J
Total volume of annual taxable increment of a woodlot(see Example 1) 63,32 scum

Final net unit value for taxation (see Example 4): 113,00 FIM/scum

Annual assessed average yield: 113,00 FIM/scum * 63,3 scum = 7 133 FIM

XPPENDIX 1. MAIN FEATURES OF THE FORESTINCOME TAXATION

SYSTEMS APPLIED IN FINLAND

FOREST TAXATION ACCORDING AREA-BASED FOREST TAXATION
TO ACTUAL STUMPAGE SYSTEM
REVENUES

* adopted in 1993 * adopted as early as 1922

* based on real stumpage revenues * based on the assessed average yield
and real expenses determined by
- forest land area
- average increment of the
rowing stock
- annual unit value of the

increment
* capital income, taxed by fixed * earned income which, summed
capital income per cent ) together with all the other earned

mcome of a forest owner, is taxed
according to the progressive ncome
taxation scale

* forest income = annual value of the
total assessed increment

# has to be paid only when timber has * has to be paid annually regardless of
been sold whether timber has been sold or not
* neutral * instrument of forest policy for

increasing the supply of roundwood
and for encouraging investments in
timber production including grants
and tax reliefs

simple * parameters used for assessing the
annual yield are based on average
data from large forest areas

* very much administrative work,
grown into an overcomplicated and
expert-oriented system

Ylitalo, Esa. 1998. Forest Taxation in Finland—a review of the systems currently in use. i

Finnish Forest Research Institute: Helsinki.
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i“—_*—-__,_‘—______l

APPENDIX 2. A MODEL FOR AREA-BASED FOREST TAXATION SYSTEM

(Numbers in boxes refer fo corresponding sections in text)

—3 e e e
SITE TAX CLASSIFICATION ‘ | AVERAGE INCREMENT OF THE GROWING

f fi i by f tz
|| A58 of 'zgf:clzzg{h’;)ms‘ |l STOCK BY FOREST SITE TAX CLASS (mha) |
(22.2.1)

(22.2.1) '

i N L

’__A_E_L__‘
| TOTAL VOLUME OF ANNUAL |
TAXABLE INCREMENT OF A

| WOODLOT (i)
(2221 |

<=
\\
‘ -
e
MONETARY UNIT VALUE OF THE |
ANNUAL TAXABLE INCREMENT ANNUAL ASSESSED AVERAGE
‘ (FIM/m?) .‘_7 = YIELD
(2.22.2) | lgross forest income, £1M)

| Based on;
- average stumpage prices ‘
- structure of the growing stock | |
| - cutting savings |
- forest insurance and damage
compensation
- average expenses of wood |
production

L . |

(2.2.2.3)

TAXABLE NET FOREST INCOME

+ VALUE OF THE DELIVERY [ >

WORK IN FORESTRY
(2.2.3)

- FARMWISE DEDUGTIONS |

(2:2.3)

Ylitalo, Esa. 1998. Forest Taxation in Finland—a review of the systems currently in use.
Finnish Forest Research Institute: Helsinki.





