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Report to Legislature, LD133

Last session, the Maine Legislature enacted LD 133, “A resolve to support long-
term forest management and sound silviculture.” It calls for the Maine Forest
Service to evaluate what could be done to increase the financial returns from
long-term silviculture in light of the fact that 50 years of research at the
Penobscot Experimental Forest demonstrate that financial returns from practices
such as diameter limit cutting are more lucrative when future returns are
discounted to reflect present values. LD 133 also called on the Maine Forest
Service to report to you on our progress in this regard. This resolve grew, not
only out of the research at the Penobscot Experimentation Forest, but also a
report on what were termed “Complimentary Solutions,” prepared as part of the
effort to eliminate liquidation harvesting. In brief, the report on Complimentary
Solutions called for finding ways to make long-term forest lands ownership and
sustainable management more profitable.

At the time the resolve was being considered, we made it clear that we could not
compilete this effort unless we were able to find supplementary funding, which we
are pursuing but have not been able to secure at this time. Since that time, we
have:

e Supported a reduction of Maine capital gains taxes if land is held for at least
10 years and sustainably managed. This change in Maine’s tax laws is
consistent with the results of the Complimentary Solutions report and is also
consistent with efforts to improve the returns from holding forest land and
practicing sustainable forestry. It will, in our view, help but is not sufficient to
accomplish the purpose of LD 133.

¢ Developed a full description of the research needed to reach an informed
conclusion as to what the State of Maine could do to enhance the returns
from long-term silviculture. This description was developed with input from
researchers from the USDA Forest Service, University of Maine, the State
University of New York, representatives of the forest products industry in
Maine, and private economists. The description of the research proposed,
and the funding needed (at least $100,000) is attached.

e Developed an annotated bibliography on this topic — a copy of this
bibliography is attached. It indicates that there has been a considerable
amount of work done on aspects of this topic.

e Circulated the research proposal to a variety of parties to solicit their interest
in contribute to the funding for the project. These include:

-~ USDA Forest Service

— Cooperative Forestry Research Unit of the University of Maine
— A number of foundations

To date, no one has offered funds.
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Report to Legislature, LD133

Unless directed otherwise, we will continue to pursue funding for this research,
and we thank the Committee for its strong interest in this topic.

The sections which follow include:
1. The refined proposal.
2. The parties from whom funds have been sought.
3. The annotated bibliography.
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Report to Legislature, LD 133

Introduction and Background

Information from experiments conducted by the USDA Forest Service over a period of 50 years,
shows that when measured in standard financial terms (present value), what is considered
“responsible long-term silviculture” in the Acadian forest type does not pay as well as
management techniques which can degrade the quality of future stands." Furthermore, from
observing conditions in the landscape, it is clear that silviculture with a long-term perspective is
not being uniformly applied to Maine’s forest lands. Thus, the Maine Forest Service, in
cooperation with its partners, proposes to undertake a project to evaluate ways of making long-
term silviculture pay. Note that this project is specifically about making long-term silviculture
pay and not about the returns from forest landownership more generally. Information available
to the Maine Forest Service shows that forest landownership can be a profitable venture
regardless of the quality of harvesting which takes place when land prices are escalating as they
have in recent years. However, profitable landownership may or may not involve practicing
long-term silviculture.

As presented to the Maine Legislature on L.D. 133, “A resolve to support long-term forest
management and sound silviculture,” the Maine Forest Service’s perspective on and approach to
this issue is as follows:

"Forest management generally is a long-term endeavor, fraught with many risks and
periodic rewards. It requires patience and perseverance. The person making forest
management decisions today may not live to see those decisions bear fruit. Unlike more
liquid investments, such as stocks and bonds, forests are a mix of private rights and values
intertwined with public trust resources and values. Establishing a policy climate that does
not put long-term investments in forest land at a competitive disadvantage with other
investments is one of the most important things you can do as policy makers.

There is no question that Maine people value Maine’s forests and the contributions of those
forests to their economic well-being and quality of life. Some public policy, such as the Tree
Growth Tax Law, recognizes the long-term nature of investments in forest land and the
public values associated with keeping land in active forest management.

Unfortunately, other aspects of public policy provide little incentive to forest landowners and
places forest investments on the same level as short-term investments with much larger
payoffs. For example, even though the capital gains on forest investments can only be
recognized after years of patient ownership, the federal and state tax codes treat those
gains the same as investments held for six months,

Another example: Small landowners generally must capitalize the costs of investments in
pruning, thinning, and other silvicultural activities, and can only recoup those investments
when they harvest timber. The time lag between the investment and the benefit is often
measured in decades.

While money is not the only factor in people’s forest land investment decisions, it is
reasonable to conclude that when faced with an array of possibilities for investment,
investments in forest land are at a financial disadvantage when compared with more liquid
investment vehicles with a quicker, higher payoff.

"'Note: As a long-term strategy, silviculture can give a better financial outcome in terms of total value generated
over time, but the present value of returns decades out into the future is not calculated to be worth much, if
anything, by financial analysts.
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The issue of using public policy to support long-term forest management has been debated
for decades. In the early 1990’s, the Northern Forest Lands Council made several
consensus recommendations regarding the use of public policy to support long-term forest
stewardship. More recently, the work group we convened to develop complementary
solutions to liquidation harvesting arrived at similar conclusions. While many forest policy
analysts, the forestry community, and even a number of key players in the conservation
community agree that there is a problem, and many of the possible solutions have been
identified, what has been lacking in my view are several interrelated elements:

1. An objective analysis of the cost and benefits of the options identified by previous
efforts, including a clear articulation of the type and magnitude of the public benefits
that might be obtained, including but not limited to improved timber yields, a flow of
higher quality timber, water quality protection, and biodiversity conservation;

2. An evaluation of how innovative proposals tried elsewhere might work in Maine;

3. A systematic analysis of how the options might work together to benefit the public’s
interests;

4. Informed decisions on priorities among the several actions that might be taken based on
those with the least cost and biggest benefits; and,

5. Based on the information outlined above, a discussion with you and other policymakers,
informed with hard information on the public benefits and costs of improved forest
management,

We feel it its particularly important to identify which options will give us the greatest return
on the public’s investment and give you a sense of priorities for action. We know that there
is no silver bullet solution to this issue and that finding an effective solution to this problem
will be difficult, if it is proves possible at all. However, we believe that there are promising
ideas to explore, and this issue is too important to the future of Maine’s forests, its economy
and employment opportunities to ignore.

We think some options have a fairly high potential for success in the short term. For
example, the idea of offering favorable capital gains treatment in return for long-term
holding of forest land seems to hold great promise. The concept of offering loan guarantees
for sustainable forest management seems to offer similar promise. On the other hand,
some options clearly will require significant work to understand their potential better.

We will be seeking outside grant and partnership funding for this effort. It may take some
time to secure funding and complete a thorough study of this issue, but we feel it is
desirable to set an aggressive schedule for ourselves.

We have submitted this legislation to take the next step. At this point we need to fine-tune
a number of good ideas that many good minds have advanced, identify the costs and
benefits, both public and private, and come back to you next session with a firm legisiative
proposal. While we have identified four specific actions to review, we are open to any other
workable ideas that may arise over the next several months.

The state has little control over some things. For example, we cannot control the increase
in land values that is driving conversion of forest land in southern and central Maine. Nor
can we control the views of corporate analysts, who decided that paper companies should
sell their landholdings to the highest bidders. The state cannot force people to hold on to
their forest land when all the signals say ‘sell,” or worse, 'cut all the timber of value, and
resell the land in smaller parcels.”
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But the state can do something positive for forest landowners that can help secure the
future forest for all Maine people. It can establish a public policy and investment climate
that says to people, 'We recognize the many public benefits of long-term forest
management, and we will create the policy climate that encourages you to hold on to your
forest land and manage it well.’

The results of USDA Forest Service silvicultural experiments on the Penobscot
Experimental Forest in Bradley, Maine

Stands on the Penobscot Experimental Forest have been actively managed for 50 years to
compare the results of different silvicultural systems. The stands in the next two pictures
started out in essentially the same condition; as an Acadian forest that had been lightly
harvested. 50 years later, they look quite different as shown in the following two
photographs.”

The results of 50 years of selection management on the
Penobscot Experimental Forest

This stand was managed by selection system cutting with light harvests every 20 years. The
financial return from this management is approximately $219 (measured as the present
value of gross harvest revenues).

However, this management has left a stand with high value ($409/acre and only 1.1% cull?),
well-positioned to yield a sustained supply of forest products as raw materials for Maine's
forest products industry, which accounts for $10 billion of impact on Maine’s economy.3

? Kenefic, L. S., P. E. Sendak, and J. C. Brissette. 2005. Comparison of fixed diameter-limit and selection cutting
in northern conifers. North. J. Appl. For. 22(2):77-84
3 University of Maine, David Field, January, 2005, pers. comm.
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The results of 50 years of diameter limit cutting on the
Penobscot Experimental Forest

This stand was operated using diameter limit cuttings (all trees above a given diameter were
harvested). The financial return from this management was $411 (present value).” Yet, the
cuttings left little standing value in quality timber ($59/acre in value and 25.4% cull*) and do
not appear sustainable. The next harvest seems likely to provide little revenue and remove
little volume in quality sawlogs. Further, research on the genetics of the trees left in this
stand suggest that they differ from the fast growing, more dominant trees that were
removed and may lack the genetic capacity to respond and grow quickly.® This stand will
require an extended period of rehabilitation to make it comparable to the stand managed
using the selection system, or even to restore it to its former condition, and to increase the
qguality and quantity of wood it could produce.

The committee of jurisdiction for forestry matters in the Maine Legislature (the Joint Committee
on Agriculture, Conservation and Forestry of Maine) unanimously recommended Ought to Pass
for L.D. 133 (see Attachment 1 for [..D. 133). It has been adopted by the Legislature and signed
by the Governor.

* Kenefic, L. S., P. E. Sendak, and J. C. Brissette. 2005. Comparison of fixed diameter-limit and selection cutting
in northern conifers. North. J. Appl. For. 22(2):77-84

* Hawley, G. 2005. Genetic effects of diameter-limit cutting. Pres. at Diameter-limit Cutting in Northeastern
Forests Conference, May 23-24, Univ. of Massachusetts, Amherst, 55 pp.
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Project Description
This project consists of several parts. In broad terms, these are:

o Identifying the long-term silvicultural practices we are seeking to encourage;
e Analysis of the factors which discourage these practices;

o Identification of alternative policies and mechanisms for promoting long-term silviculture
and evaluation of their effectiveness in other regions or countries;

e Developing creative ideas for new approaches that could work in Maine.

e Development of a bio-economic data base and model for projecting the impacts of
alternative policies on the timber and ecological attributes of Maine's forests, on the
financial returns to landowners, and on the costs to the state;

e Valuation of conservation impacts, both positive and negative, associated with different
policy approaches;

e Selection of preferred courses of action; and
e Preparation of a report on these topics.

More detail on these and related points follows:

Analysis of the Factors Inhibiting/Discouraging Long-term Silviculture

The first step in this project is to analyze all of the factors, not just inadequate rates of return,
that may be inhibiting/discouraging long-term silviculture. This task includes evaluating the
relative importance of these factors in influencing landowner behavior. This task also involves
meeting with landowners one-on-one or in focus groups to discuss their forest management
objectives, the level of silviculture that they practice, investments that they make in the future
productivity of their forest stands, and the factors that influence these decisions. The task also
envisions a survey of forest landowners in Maine to assess, with a wider audience, the factors
that influence their behavior. Previous research indicates that the management objectives of
landowners, as well as the availability of professional assistance, typically vary by size of
ownership. We would expect this to prove true for the factors that are most important to
landowners in decisions about whether or not to employ long-term silvicultural practices on their
forest. This analysis will evaluate whether there is significant difference between practices that
require an actual cash outlay to conduct them (e.g., pre-commercial thinning) and those that do
not (e.g., leaving trees in the residual stand). Drawing on the results of previous research on this
topic, this information will be incorporated into the broader synthesis of the literature called for
in a subsequent task.

Analysis of What Change in Rates of Return Would Make a Difference

This task involves evaluating what change in the rate of return from long-term silviculture would
be necessary to make such practices competitive with other harvesting practices, which have up
until now yielded a higher rate of return in the short run, but degrade forest stands or reduce
future forest productivity for the future. This analysis must recognize that returns achieved
quickly have a much higher present value than returns that are achieved years down the road. It
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is also possible that this analysis may also need to take into account the rates of return that could
be achieved through alternative investments if a landowner makes a choice to liquidate timber
now and invest in other opportunities that could yield a higher return.

Identification of Mechanisms That Could be Used to Increase Rates of Return

This task involves identifying the various mechanisms (e.g., payments for ecosystem services,
incentive payments, low interest loans, tax incentives, and others), that could be used to increase
rates of return realized from practicing long-term silviculture. This effort will emphasize,
beyond understanding the mechanisms used historically, creative methods that could be
employed to increase rates of return from long-term silviculture. This will include, but not be
limited to, evaluating the potential of payments for ecosystem services to encourage long-
term silviculture. In this regard, two specific opportunities will be explored. The Maine Forest
Service, in cooperation with Environment Northeast, and with funding from the USDA Forest
Service, is already working to understand the potential for emerging markets for carbon offset
projects to pay landowners to practice carbon friendly management. Such management could
coincide with appropriate long-term silviculture. This effort is aimed at helping Maine’s forest
landowners take advantage of opportunities that are emerging as markets for carbon offset
projects develop. Markets for such projects already exist in Europe, and in the United States
through the Oregon Climate Trust and the Chicago Climate Exchange. Further, Maine is
participating with 8 other northeastern states in the development of the Regional Greenhouse Gas
Initiative (RGGI), which is aimed at establishing a regional cap and trade program that will
provide a market for forest carbon offset projects (expected to be limited to afforestation projects
initially, but to be expanded to other types of projects as work like that being conducted by the
MFS and ENE illuminates opportunities). The other opportunity to be explored regarding
payments for ecosystem services is that offered by the potential revamping of federal legislation
(Farm bill and others) to tie incentive payments to maintenance or restoration of ecosystem
services. Discussions of this topic are in their early stages, but there is a great deal of interest at
the national level in developing mechanisms to pay forest landowners for the full spectrum of
services (clean water, recreational opportunities, air pollution abatement, etc.) that forests
provide.

Synthesis of the Literature

This task involves creating an annotated bibliography of the regional, national, and international
literature on this topic. The annotation will include a paragraph or two on each article
identifying what it contains relevant to this topic. This task also involves developing a synthesis
of information focusing on mechanisms that could be productively employed to address these
issues, how these mechanisms have been applied in the past, their likely effectiveness in
increasing the rate of return that long-term silviculture earns, and creative ways to improve their
implementation.

SA report on what the MFS is doing on forest offset projects will be forthcoming soon, and more information on
RGGI and Maine’s greenhouse gas planning efforts is available at http://www.rggi.org and
http://maineghg.raabassociates.org/ index.asp.
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Identification of Innovative Efforts Elsewhere

While earlier tasks touch on this issue, this task will specifically identify innovative efforts in
other states, regions of the country, or other parts of the world, and to enhance the returns
achieved by practicing long-term silviculture. For example, some Scandinavian countries have
employed innovative methods for encouraging investments in forestry. Furthermore, there may
be innovative programs established to encourage investment in non-forestry endeavors that could
be adapted to this enterprise. This assessment might also explore non-traditional approaches that
recognize the unique long-term nature of forest production, and the particular requirements of
treating forests as renewable resources.

Brainstorming with Stakeholders

In light of all the information collected above, this task involves convening a group of
stakeholders to brainstorm what mechanisms could be used here in Maine to increase the rate of
return achieved by practicing long-term silviculture. This effort will emphasize thinking
creatively about new solutions to the problem, and/or adapting mechanisms used in other kinds
of production assessments to achieve the objectives of this project.

Creating a Database and Model for Evaluating Alternative Policies

This task involves creating a bio-economic tool for quantitative evaluation of alternative policy
instruments, using actual timberland parcels in Maine. We propose to assemble a parcels
database that is representative of the full range of landowner and forest conditions that exist in
Maine today. The database would include parcels ranging in size from small to very large across
a wide range of forest conditions (e.g., forest type, stocking levels, site productivity). The
database would be constructed such that for each of these categories, we would have the ability
to assess the impacts of various policies on different types of owners with different objectives
(e.g., small non-industrial owners, TIMOs, conservation organizations). The parcels database
would be coupled with biological and economic/financial modeling tools enabling quantitative
estimation of the impacts of policy changes on factors such as profitability and biological
conditions over time on each parcel type. For example, the model might be used to simulate the
impacts of policies reducing taxes on owners that manage their forests sustainably (e.g., forests
managed with long-term silvicultural objectives as discussed above). For the full range of parcel
categories, the tool would allow calculation of rates of return and changes in stocking levels over
time, which could then be compared directly with the results of analyses for the same parcels
without the tax reductions. Creating such a database and modeling tool will provide an
important and useful tool to state, industry, non-profit and academic researchers interested in
simulating and differentiating the impacts of alternative forest management policies across the
broad range of actual forest conditions and ownership types that prevail in Maine today. More
detail on the content of the database is included in Attachments 2 and 3.

Evaluating the Pros and Cons of Alternatives

This task involves evaluating the pros and cons of alternative courses of actions to increase the
rates of return from long-term silviculture. This analysis will specifically include, but not be
limited to, consideration of the public costs and the public benefits of alternative courses of
action, the feasibility of securing public and legislative support, the likelihood of success in
actually influencing decisions on silviculture, etc. This analysis will be conducted using the
database on Maine forest lands parcels created above. It will include other considerations and
information sources as well, as revealed in the annotated bibliography.
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Evaluating What Else Could be Done to Encourage Long-term Silviculture

Based on the work outlined previously, it may become clear that for certain classes of
landowners or certain forest conditions, other issues may weigh more heavily than financial
returns in making silvicultural decisions; thus, this task will involve evaluating what else beyond
increasing the financial rates of return could be done to encourage long-term silviculture, and
how effective these other courses of action might be. For example, reference is made in some of
the literature that one of the primary influences on decisions by small and industrial private
forest landowners is information and technical assistance from public foresters. The efficacy of
these and other efforts to encourage long-term silviculture, as well as the costs and benefits
associated with them, will be evaluated as part of this task.

Selection of Preferred Courses of Action

In light of the information collected and analyses outlined above, this task will involve the
selection of preferred courses of action to make long-term silviculture pay, and also identifying
ways to influence landowners to invest in management appropriate for the long-term. The
courses of action selected will emphasize those which are feasible in light of public and
legislative attitudes and which maximize the public benefit achieved for the public cost incurred.

Preparation of Report

This task involves preparing a report for this project as well as a brief summary of the major
findings and conclusions about how to make long-term silviculture more profitable, as well as
what other activities that might be undertaken to increase the extent of long-term silviculture
practiced in Maine.

Project Process
1. Conduct the initial literature review and evaluation of policy approaches used elsewhere.

2. Assemble an expert advisory group of landowners, forest managers, ecologists and
economists.

3. Convene a workshop with the expert group to reach agreement on long-term silvicultural
practices we are seeking to encourage, discuss the diagnosis for why these are not happening
now, and identify promising policy approaches.

4. Conduct outreach/interviews with other stakeholders to assemble their opinions on why long-
term silviculture is not practiced more widely, and what would be needed to encourage the
use of better practices.

5. Develop a database and model that includes representative properties that would form the
basis for projecting the biological and economic impacts of alternative policies. Current
thinking is that the database would include properties representing the range of large and
small landowners and ownership types (TIMOs, REITS, small non-industrial, etc.),
hardwood, softwood and mixed sites of at least two site qualities, and sites with a range of
age structures.

6. Use the model to analyze innovative policy approaches and assemble biological and
economic results.

7. Describe conservation impacts of alternative policies and value these benefits to the public
using estimates available from the literature and recent transactions in Maine.
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8. Re-assemble the expert group and brief them on the results of the modeling and valuation,
field their comments, finalize analysis of policy alternatives, and draft a report.

9. Meeting of expert group to discuss final recommendations.

Cooperating Organizations and the Project Team

Discussions have been initiated with the Cooperative Forestry Research Unit (CFRU) at the
University of Maine, individual faculty members at the University of Maine and at the State
University of New York (SUNY), and the USDA Forest Service. Selection of persons to serve
on the project team will be based on expertise, and the financial resources available to
accomplish the project. A steering committee is contemplated as well as the work team
responsible for carrying out the tasks involved. The project also envisions extensive use of
expert consultants to assist with the project.

Budget

To be determined based on what can be accomplished cooperatively through the organizations
participating in the effort, as well as the interest and capacity of potential funders; however, a
competent job on this topic is likely to exceed $100,000 — perhaps well in excess of that amount.

What Has Been Accomplished So Far?
Beyond preparing this proposal, the following has been accomplished on this project already:

1. An annotated bibliography of work done on this subject, not only in the United States but
other countries as well, has been prepared. The annotations are more substantial than
normal; in fact, they are really summaries of the works included. This may be viewed at
http://www.state.me.us/doc/mfs/pubs.htm. Persons familiar with other work on this topic are
encouraged to inform the Maine Forest Service so that they can be added to the list.

2. Work on the topic of the role that carbon markets might play in contributing to making long-
term silviculture has been conducted for Maine’s greenhouse gas planning efforts
(reconnaissance level). More detailed work on northern hardwood poletimber stands is being
conducted by the Maine Forest Service and Environmental Northeast, with funding from the
USDA Forest Service. In essence, this work shows that relatively low prices per MTCO-e
could compensate landowners for the revenues lost from conducting carbon-friendly
management, A report on this topic will be forthcoming shortly.

3. The proposal has been reviewed by a number of silviculturalists and forest economists and
their comments have been incorporated where, in the judgment of the proposals authors, they
fit.

4. A number of potential funding sources have been contacted to determine their interest in
funding the effort — some have expressed interest, but have yet to commit.
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Attachment 1. L.D. 133

CHAPTER 28
H.P.111 - L.D. 133

Resolve, To Support Long-term Forest Management and Sound Silviculture

Sec. 1. Development of recommendations and implementation plan. Resolved: That the
Commissioner of Conservation shall develop recommendations and an implementation plan for
encouraging and supporting long-term forest management and improved silviculture. In
developing the recommendations, the commissioner shall review, at a minimum, the following:

1. Repeal or reduction of capital gains taxes on the sale of timber on land held for a minimum
period;

2. Reduction of capital gains or property taxes for landowners enrolled in forest certification
programs or committing to a higher level of forest management or providing public
recreational access;

3. Provision of loan guarantees for sustainable forestry investments to increase access to
capital for landowners committed to sustainable forest management to purchase forest land;
and

4. Concepts and mechanisms that could contribute to achieving the goal of supporting long-
term forest management and improved silviculture.

In conducting the review, the commissioner shall solicit input from representatives of the
forestry community, including forest products businesses, professional loggers, state agencies,
municipalities, industrial and nonindustrial landowners, farmers, environmental groups, financial
institutions, Legislators and members of the public; and be it further

Sec. 2. Report to Legislature. Resolved: That the Commissioner of Conservation shall
report to the Joint Standing Committee on Agriculture, Conservation and Forestry no later than
February 1, 2006 on progress made in conducting the review and developing recommendations
under section 1 of this resolve. If more time is needed, the committee shall establish a date for a
final report.

The final report must include detailed cost information and proposed changes to existing
laws, rules and policies necessary to implement the recommendations; and be it further

Sec. 3. Legislation authorized. Resolved: That the Joint Standing Committee on
Agriculture, Conservation and Forestry may submit a bill to the Second Regular Session of the
122nd Legislature to encourage and support long-term forest management and improved
silviculture.
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Attachment 2. Specifications for the Database on Land Parcels in Maine

The database is intended to cover the range of parcel size and biological conditions that
exist across Maine. In developing the database, we propose to select parcels that vary
across the following four dimensions.

¢ Size: large, intermediate, small

e Forest type: hardwood, softwood, mixed wood
e Site quality: high and low

e Stocking: high and low

This results in 36 potential scenarios if we include one parcel for each possible combination
of the four factors. This probably represents our minimum goal for the database, unless
certain of these combinations are not significant enough to merit consideration.
Alternatively, if other considerations turn out to be important, such as proximity to
processing facilities, then we might need to expand the database to reflect these other
attributes. In any case, such a database will permit analysis across the full range of relevant
biological scenarios, although it will not be large enough to yield statistically significant
results at the parcel level.

Ideally, we would also include representative parcels for each type of owner (TIMO,
industrial, conservation, government, private family, or private individual). If funding
permits, we might choose to expand the database along these lines. However, even with
only the smaller set of parcels based on the range of biological conditions, we will still be
able to address how different types of owners will respond to changes in forest policies.
Ownership type will primarily affect the economic decision-making process. Therefore, as
long as we have a database that contains a set of parcels that is generally representative of
the biological conditions that exist in the state, we can overlay the economic decision-
making calculus for different types of owners with different management objectives.

To support the biological modeling of the impacts of policy instruments, inventory data
must be available for each parcel. In addition, for the economic and financial modeling the
database will need to include information that can be applied to each site characterizing
markets, product prices, tax status, discount rates etc. for each type of owner. We
anticipate relying on existing Maine Forest Service information as well as extensive
interviews with owners to identify the various modeling assumptions and inputs. While
parcels of public land with all the information required may be used to populate some of the
cells in the matrix, having parcels represented that cover the full range of conditions will
likely require cooperation by private forest landowners willing to share information on
parcels they own..
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Attachment 3. Potential Economic Analyses of Landowner Database and
Conservation Values

A major focus of the project is the financial and economic analysis of alternative approaches for
encouraging good silviculture. To evaluate these impacts on landowners, we will develop a cash
flow model illustrating the financial implications of alternative approaches. We propose to use
the model to compare baseline cash flows under continuation of existing forest management
practices with returns resulting from the alternative approaches. The model will consider the
discounted cash flow (DCF) value under the status quo baseline, which will include an
assessment of initial investment outlays, sunk costs, requirements for working capital, and
operating cash flows. Projection of potential values realized from sale of both timber and
ecosystem services will the foundation of the revenue side of the model. Another important
element of the model will be the consideration of depreciation/depletion and taxes effects. These
impacts can differ dramatically for different ownership types -- e.g., individuals, non-profit
organizations, subchapter C corporations, real estate investment trusts (REITSs), other TIMOs.

The inputs to the model will include the information on inventories and harvests over time from
the growth and yield modeling, as well as information on the costs of various forest management
practices and the prices which could be received for timber and ecosystem services. A full
understanding of tax structures and tax rates will be incorporated into the model to reflect
different ownership types.

The model will also be used to evaluate the likelihood that the alternative measures might
prevent working forest lands from being shifted into other land uses (e.g., second home
development). TIMO's are under increasing pressure to manage their lands according their
highest and best use and regularly review their estimated returns to determine whether the DCF
of some alternative land use exceeds that of continued forestry. Where this is the case, lands will
typically be moved into the new use via sale or some other mechanism (e.g., resort
development). To conduct the analysis, we plan to include information on the values of forest
lands for these other types of uses, on a parcel by parcel basis. This will reflect the desirability
of the parcel for development and the intensity of development pressure.

Economic analyses of conservation values is also a focus of the project. In this regard, we will
develop information on the value of easements requiring good forest practices. Such easements
are becoming more common and consequently some market transaction data are available to
support this analysis. The results will provide an indication of the marginal value to the public of
policies that stimulate more sustainable silvicultural practices, something that is missing in
current discussion of sustainable forestry policies in Maine.

The economic and financial modeling will provide results at a variety of levels of aggregation.
These include results for individual parcels as well as statistical extrapolation to statewide totals
by ownership category, forest type, site class, etc.
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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
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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

*#*#%* Highly detailed and descriptive
*** Fairly detailed and descriptive
** Some details and description
* Not very detailed or descriptive

Property Taxes

Estate Taxes

Harvest and Yield Taxes

Other Tax Incentives
International Strategies
Technical Assistance Programs
Stewardship Incentive Programs

OEEYAE >

Appendix A:
e Table of alternative forest land values in Idaho
e Graph of taxable value per acre under Productivity option and Bare Land and
Yield Option

Appendix B:
e Table of State Property Tax Policies

Appendix C:
e Table of Incentive Programs, includes:
o Problem addressed
o Mechanics
o Cost
o Examples
Appendix D:
e Map of forestry zones in Idaho

e Table of avg. board feet per acre growth for three productivity classes
e Values of land under productivity and bare land and yield option
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Appendix E:
e Table of Policy tools in different American regions directed toward landowners,
foresters and loggers.
e Table of perceived effectiveness of policy tools
e Table of perceived efficiency of policy tools

Appendix F:
e Summary of programs from Klosowki’s study of alternative incentive programs

Appendix G:
e Formulas from Koskela and Ollikainen’s Optimal Design of Forest Taxation
article

Appendix H:
e Figures and Tables from certification cost subsidy program study done by Teisl,
Plantinga, Allen, and Field

Appendix I:
e Tables from Southern forest Resource Assessment Report by Wear and Greis

Appendix J:
e Examples of Finnish Forest Taxation equations
e Comparison of old income taxation program with new income taxation program
e Model for Area-based taxation
ABDG * 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
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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:

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

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.

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.

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.

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.

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.

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.

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

o 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.

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

o 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

o 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 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 Idaho 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
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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.

e Torest 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 TForest 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.
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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 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
e must meet broad conservation needs
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e must be cost-effective

e must be easy to understand

e must be acceptable to landowners
e 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.

e 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
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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.

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.
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* 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.

e 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.

e 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.

e 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
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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
0f 250,000 B. fi. 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
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only 0.12% on net assets over 1.3 million D. kr. There is no relief
for forestland on inheritance taxes.

e 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:
e cstablish 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
e develop metrics to help industry and consumers assess costs and
benefits of production or behavioral changes
e recognize and address fears about incentive-based programs
e cstablish externally imposed deadlines for change
e consider using combinations of trading and tax incentives
e 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
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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; 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.
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This article covers property tax policies in place all over the nation. There
are several forms of property taxes that are in place, including:

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 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.

Ad valorem. 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.

Flar 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.

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 Iowa
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.

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.

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
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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_forestlandtaxlaw05portrait.p

df).

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 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 1s 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.

linois 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
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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 (SFTA), 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 returned to the forestland owner by the
DNR. To be enrolled in the SFTA 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.

o 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:

o Method I: $5.00 - $4.00 = $1.00

o Method 2: $5.00 x 0.67 = $3.35

o Method 3: $1.50
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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 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
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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

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

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

o 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 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.
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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.

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

Page 41 of 78



EG sk

Report to Legislature, LD133

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:

o 50 acres x $710/acre = 35,500

o ($35,500/$1000) x $10 per $1000 of assessed value = $375
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:

o .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
The Eastern Oregon Forest Land and Privilege Tax (EOFLAPT) is
a 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:

o .20x $47.91/acre = $9.58/acre

o 50 acres x $9.58/acre = $479

o ($479/$1000) x $10 per $1000 = $4.79
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. The rate in 1996 was $2.11/MBF, and the first 25
MBF of the harvest were exempt from taxes.
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.
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.
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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 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
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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.

o 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, 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,
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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 1s 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 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, W1.
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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
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.
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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.

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, Towa, 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
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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.

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, Iowa, Massachusetts, and Wisconsin allow
exclusions from long term capital gains income, ranging from 30% in
Maryland, to 60% in Wisconsin. Most 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

7 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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tax, and a business enterprise tax at 0.25% of the value of every taxable
entity. Iowa 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 the amount of certified acreage; with lowest
estimates at full subsidy, over one million acres of land would be certified.
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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.

o 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 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.
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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.”
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o 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
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.

o 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
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comparing and contrasting the two income tax systems, and a model for
the area-based forest taxation system.

Annual Taxable Increment: the annual taxable increment can be
found by multiplying the average increment of growing stock, by
the arca 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 average growth were multiplied by the total
area of forested land, excluding ineligible land such as roads, area
under power lines, etc.

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.

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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Appendix D

T

Land Grade

Cone 2

Lood Grade

Tame 3

''''''''' i - e
Avie Board Pey Apre

Fones 1 & 2

ldaho State Tax Commission. 2003, Forest Land Taxation Law 2003, fonline]. Idaho
Srate Tax Commission: Boise. 1D [cited July 2005, Available from World

Wide Web: . .
(hitp//tax.idabo. govipropertytax/P Tpdis/B R_Wl‘orcstlam,itaxla\'\fﬂbpm’“’mH?d 1.
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Appendix G
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Untifizing & leads to the curting rule given in
The der ¢z i n {6 hold due to th
soneavity of the utdlity funetion and the forest growth fusction

{82}

{6}

Fowield toor

{9

where the deterpvnant A ofthe LE by the second-order

{1

Koskela, Erkki. and Markku Ollikainen. 1997, Optimal design of Forest Taxation with
Mutltiple-Use Characteristics of Forest Stands. Environmenial and Resvurce
Leonomics. 10; 41-62.
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Appendix G
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Koskela. Erkki, and Markku Ollikainen, 1997, “Optimal design of Forest Taxation with
Multiple-Use Characteristics of Forest Stands.”™ Environmental and Resource
Fcongmics. 10; 41-62.
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\ppendix L Comparative States of Timber Supply
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Appendix H

Figure 1: Projected Acres of Certified Forest Land
with varying levels of subsidy, on plots of land from 20 lo 488 acres
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Figure 2: Total Annual Cost of a Certification Subsidy
by varying levels of subsidy, on plots from 20 to 489 acras
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Teisl, Mario [F., Andrew I, 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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Teisl, Mario F.. Andrew J. Plantinga, Thomas G. Allen. David Field. 2001, Funding
Forest Certification. Choices: Ideas for Shared Prosperitv. Vol. 7, No, 40 1-8
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Table 8. L—Comparison of Federal income tax incentives by fimber type
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v, David N, Greis, John G 2002 The Southern Forest Resource Assessment.
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roperienad share of the cotting savings ows of the wral annual in
o the formuds applied, Lo BAA = 26 000/230 600 = 0.104. The fmpact of the culfing 3avings on

sval fncrement san b then caleulated by deducting this dhare fom the
{see Example 2 143,00 FIMAscom (1 - 0004) = 128,13

it value of
ss anit value, i
T/seum

Example 41 Defimtion of the uet unit value of the annual merement

watng the impact of
s 12813

s jufluencs of forest ance compensation, FInd/scum 1,20

Fotal, FiMrscum 175,33

. m;in:,“cv of average deductions (in th ( :
.11 N : e . N N “
=090 x 1835 P18 = et unit value for

the current year

Average of two vears' net umit vahaes:
15,50~ 110, 515 (et sxample value of the previous yearsy2, 11308 = Final unit value
for taxation
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Annual assessed average vield:

113,00 FIvsenm = 63,3 semm =7 153 Finv

Appendix J

Stumpage revenues

income,  taxed by

* has 1w be paid only when tdmbey hag
been sold

netral

simpie

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

Finnish Forest Research Institute: Helsinki.

REPENDIX 1. MATN FERTURES OF THE FORESTNCOME TAXATION
SYSTEMS APPLIED IN FINLAND

BASED FOREST TAXATION

*adopted as ety ag 1922

based on the sssessed average yield

detegmined by

nerement

carned  Income  which,  swmimed
togather with all the other earned
meome of a forest owner, i taxed
according o the progressive income

taxation scale

forest meome = annual value of the
fotal assessed increment

has 1o be patd amually regardless of
Jether tinber has been sold or not

*omstnument of  forest policy  for
mereasing the supply of roundwood
and for encouraging invesunents in
dmber production including grants

and tax re

$1

parameters used for asses '
vield are based on average
data frony large forest areus

very  much  adminisirative  work,
grown e an overcomplicated and
aupert-orented system

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

Numbsiz i boxes refar i oormaspdnding seclions i faxi)

e et e e J— e e e e et
SITE TAX CLASSIFICATION |
Arva of fnrest tand by forast tax |

AVERAGE INCREMENT OF THE GROWING ;
STOCK BY FOREST SITE TAX CLASS frdthay |

[E R :
i

TOTAL VOLUME OF ANNUAL
TAXABLE INCREMENT OF A
WOODLOT (v
(2234

MONETARY UNIT YALUE OF THE | ! : ;
ANNUAL TAXABLE INGREMENT | AMNUAL ASSESSED AVERAGE

Yo% i i ‘ o) H

{Fihdim® [ ww)% . YLD |

{22235 } {grmes fare i

! ; |

Ruaad s ’ { |
 WRrags Sl i

- stratura of the growing stock |
Svings
- forest nsurance and dar
sampensation
- pvnrage sxpensss of wood
produniion

)

: o - COME
«VALUE OF THE DELIVERY ~ ~—o 3] TAXABLE NET FOREST INCOME

SWORK IN FORESTRY 2
2205

- FARMWISH DEDUCTIONS

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