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A b s t r a c t  

Taxes on f o r e s t  p r o p e r t i e s  and on income from 
t i m b e r  d i s p o s a l  impose one of  t h e  most s i g n i f i c a n t  
k i n d s  of c o s t  burden f a c e d  by owners of  i n t e r e s t s  
i n  f o r e s t  l a n d s .  Local  p r o p e r t y  t a x e s  impose 
annua l  c h a r g e s  r e g a r d l e s s  o f  t h e  l e v e l  o f  manage- 
ment,  and may even be i n c r e a s e d  by i n t e n s i v e  
p r a c t i c e s .  F e d e r a l  and s t a t e  income t a x e s  a r e  
u s u a l l y  second i n  impact  o n l y  t o  p r o p e r t y  t a x e s .  
F e d e r a l  t r a n s f e r  and s t a t e  d e a t h  t a x e s  can  se-  
r i o u s l y  endanger  t h e  c o n t i n u i t y  of  management pro-  
grams from one g e n e r a t i o n  t o  a n o t h e r .  Taxpayers  
can  s i g n i f i c a n t l y  r e d u c e  t h e  impac t s  o f  t h e s e  
t a x e s  by an  awareness  of  t h e  advan tages  and p i t -  
f a l l s  i n  e a c h  as t h e y  a p p l y  t o  t i m b e r  management. 

DESPITE THE FACT t h a t  many economic a n a l y s e s  of  t i m b e r  
management o p t i o n s  omit  t a x  c o n s i d e r a t i o n s  as b e i n g  
" t o o  complex" o r  " t o o  v a r i a b l e " ,  an  o v e r s i g h t  o r  e r r o r  
of judgement i n  t h i s  a r e a  can have a  f a r  g r e a t e r  impact  
on t h e  p r o f i t a b i l i t y  of  a v e n t u r e  t h a n  w i l l  an  e r r o r  i n  
many of  t h e  e lements  of  a n a l y s i s  on which a g r e a t  d e a l  
of e f f o r t  i s  u s u a l l y  expended. Timber owners judg ing  
t h e  d e s i r a b i l i t y  o f  i n t e n s i f y i n g  management p r a c t i c e s  
may f a i l  t o  t a k e  adequa te  accoun t  o f  p r o b a b l e  t a x  i m -  
p a c t s  and may f a i l  t o  r e c o g n i z e  r e a d i l y  a v o i d a b l e  p i t -  
f a l l s  o r  a v a i l a b l e  t a x  advan tages .  T h i s  p a p e r  o f f e r s  
a  s y n t h e s i s  of  t h e  r u l e s  and e f f e c t s  o f  t h e  major  t a x e s  
f a c e d  by f o r e s t  l a n d  managers ,  o f  b o t h  l a r g e  and s m a l l  
ownerships ,  w i t h  r e s p e c t  t o  decision-making on m a t t e r s  
of i n t e n s i v e  t i m b e r  c u l t u r e .  

TAX LAW FUNDAMENTALS 

Taxes imposed on f o r e s t  landowners i n c l u d e :  1) 
income t a x e s ,  2 )  g e n e r a l  p r o p e r t y  t a x e s ,  3 )  t r a n s f e r  
t a x e s ,  and 4 )  s a l e s ,  e x c i s e ,  and o t h e r  s p e c i a l  l e v i e s .  



S p e c i a l  t a x e s  can  be  s u b s t a n t i a l ,  as t h o s e  pay ing  
Maine t s  s p r u c e  budworm c h a r g e s  o f  286-566 p e r  a c r e  
would Be q u i c k  t o  a g r e e .  However, w i t h  t h e  p o s s i b l e  
e x c e p t i o n  of  t ha t  complex and s t i l l - e v o l v i n g  scheme, 
s p e c i a l  t a x e s  t e n d  t o  be ra ther  s t a b l e  and show l i t t l e  
change i n  impact  under  d i f f e r e n t  management d e c i s i o n s .  
The r emainder  o f  t h i s  p a p e r  c o n c e n t r a t e s  on t h e  o t h e r  
t h r e e  t y p e s .  

F e d e r a l  Income Taxes 

One of  the most i m p o r t a n t  t a x  burdens  f a c e d  by a 
f o r e s t  landowner i n  t h e  U n i t e d  S t a t e s  i s  t h e  F e d e r a l  
income t a x .  I n d i v i d u a l  t a x p a y e r s  f a c e  a l e v y  (1975) 
o f  from 1 4 %  t o  70% of  t h e i r  a d j u s t e d  g r o s s  income. 
C o r p o r a t i o n s  pay  20% o f  t h e  f i rst  $25,000 of  t a x a b l e  
o r d i n a r y  income p l u s  s u r t a x e s  t h a t  i n c r e a s e  t h e  r a t e  
on t h e  n e x t  $25,000 t o  2 2 %  and on ainounts o v e r  $50,000 
t o  48%. (These r a t e s  r e s u l t e d  from t h e  Tax Reduc t ion  
Act of  1975.  U n l e s s  t h a t  l a w  i s  e x t e n d e d ,  c o r p o r a t e  
r a t e s  w i l l  r e v e r t  i n  1976 t o  t h e  fo rmer  l e v e l s  of 2 2 %  
of  t h e  f i r s t  $25,000 p l u s  a s u r t a x  of  26% o f  income i n  
e x c e s s  o f  $25,000. )  

The F e d e r a l  income t a x  i s  l e v i e d  on n e t  income, 
t h a t  i s ,  on t h e  p r o c e e d s  of  an  i n v e s t m e n t  o r  b u s i n e s s  
v e n t u r e  less  t h e  c o s t s  of  e a r n i n g  t h o s e  p r o c e e d s .  The 
b a s i c  i d e a  i s  t h a t  you s h o u l d  n o t  be t a x e d  f o r  income 
t h a t  s imply  r e p l a c e s  c o s t s  o f  e a r n i n g  t h a t  income. 
D e d u c t i b l e  c o s t s  i n c l u d e  a n n u a l  o u t l a y s  f o r  t h e  " o r d i -  
n a r y  and necessa ry1 '  e x p e n s e s  of  c a r r y i n g  on a t r a d e  o r  
b u s i n e s s ,  g r a d u a l  r e c o v e r y  of  i n v e s t m e n t s  i n  long-  
l i v e d  a s s e t s ,  and e x p e n d i t u r e s  f o r  the c a r r y i n g  c h a r g e s ,  
s u c h  as t a x e s  and i n t e r e s t ,  o f  h o l d i n g  a b u s i n e s s  pro-  
p e r t y .  I n d i v i d u a l s ,  moreover ,  may deduc t  from t h e i r  
o r d i n a r y  income, from a l l  s o u r c e s ,  o r d i n a r y  and neces-  
s a r y  e x p e n s e s  f o r  t h e  p r o d u c t i o n  o r  c o l l e c t i o n  of i n -  
come, o r  f o r  the  management, c o n s e r v a t i o n ,  o r  main- 
t e n a n c e  of  p r o p e r t y  h e l d  f o r  t h e  p r o d u c t i o n  o f  income, 
even  though no f o r m a l  t r a d e  o r  b u s i n e s s  i s  i n v o l v e d .  

The ways i n  which t h e  c o s t s  of  f o r e s t  ownership  and 
management may be  r e c o v e r e d ,  f o r  t a x  p u r p o s e s ,  a r e  ou t -  
l i n e d  i n  F i g u r e  1. Three  k i n d s  of  e x p e n d i t u r e  may be  
i n v o l v e d :  1) c a p i t a l  e x p e n d i t u r e ,  2 )  r evenue  e x p e n d i t u r e  
( e x p e n s e ) ,  and 3 )  c a r r y i n g  c h a r g e .  C a p i t a l  e x p e n d i t u r e s  
a r e  c o s t s  of  a c q u i s i t i o n  o f  l o n g - l i v e d  p r o p e r t y  o r  pro-  
p e r t y  r i g h t s ,  o r  permanent  improvements t h a t  i n c r e a s e  
t h e  v a l u e  o r  e x t e n d  t h e  l i f e  of  p r o p e r t y  a l r e a d y  owned. 
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Such a s s e t s  a r e  c l a s s i f i e d  under  t a x  law as e i t h e r  de- 
p r e c i a b l e  o r  c a p i t a l .  D e p r e c i a b l e  a s s e t s  a r e  d e f i n e d  
under  S e c t i o n  167  of  t h e  I n t e r n a l  Revenue S e r v i c e  
( I .R .S . )  1954 Code as p r o p e r t y  w i t h  a l i m i t e d  and de- 
t e r m i n a b l e  u s e f u l  l i f e  o f  more t h a n  one y e a r  which 
must b e  used  i n  your  t r a d e  o r  b u s i n e s s  o r  be  h e l d  f o r  
t h e  p r o d u c t i o n  of  income. I n v e s t m e n t s  i n  such  p r o p e r t y  
a r e  r e c o v e r e d  t h r o u g h  a g r a d u a l  w r i t i n g  o f f  of t h e i r  
c o s t  a g a i n s t  o r d i n a r y  income a s  t h e  assets wear o u t  o r  

.become o b s o l e t e .  (The te rm " a m o r t i z a t i o n "  i s  commonly 
used  t o  r e f e r  t o  t h e  d e p r e c i a t i o n  of  i n t a n g i b l e  a s s e t s  
such  a s  management p l a n s  and maps . )  

C a p i t a l  a s s e t s  a r e  d e f i n e d  by e x c l u s i o n  i n  S e c t i o n  
1 2 2 1  o f  t h e  1954 Code a s  any p r o p e r t y  h e l d  by a  t a x -  
payer  (no t  n e c e s s a r i l y  a  b u s i n e s s  p r o p e r t y )  e x c e p t :  
1 )  s t o c k  i n  t r a d e  o r  o t h e r  i n v e n t o r i a b l e  p r o p e r t y ,  2 )  
p r o p e r t y  h e l d  by t h e  t a x p a y e r  p r i m a r i l y  f o r  s a l e  t o  
cus tomers  i n  t h e  o r d i n a r y  c o u r s e  of  h i s  t r a d e  o r  b u s i -  
n e s s ,  3 )  S e c t i o n  167 d e p r e c i a b l e  p r o p e r t y  used  i n  t h e  
t a x p a y e r ' s  t r a d e  o r  b u s i n e s s ,  o r  r e a l  p r o p e r t y  s o  u s e d ,  
and 4 )  a c c o u n t s  o r  n o t e s  r e c e i v a b l e  a c q u i r e d  i n  t h e  o r -  
d i n a r y  c o u r s e  o f  a t r a d e  o r  b u s i n e s s .  I n v e s t m e n t s  i n  
c a p i t a l  a s s e t s  can be  r e c o v e r e d  o n l y  when t h e  a s s e t s  a r e  
d i s p o s e d  o f .  C o s t s  of  "was t ing"  c a p i t a l  assets, t y p i -  
f i e d  by n a t u r a l  r e s o u r c e s  such  a s  t i m b e r  and m i n e r a l s ,  
a r e  r e c o v e r e d  by d e d u c t i n g ,  from d i s p o s a l  p r o c e e d s ,  a  
p r o  r a t a  a l l o c a t i o n  ( te rmed " d e p l e t i o n 1 ' )  o f  t h a t  c o s t  
t o  t h e  u n i t s  removed from t h e  p r o p e r t y ,  a s  a l lowed  by 
S e c t i o n  611 of  t h e  1954 Code. 

F e d e r a l  income t a x  law i n c l u d e s  t h r e e  ma jo r  t a x  
r e d u c t i o n  i n c e n t i v e s  d e s i g n e d  t o  encourage  i n v e s t m e n t s  
i n  long- l ived  a s s e t s ,  on t h e  assumpt ion  t h a t  such  i n -  
v e s t m e n t s  a r e  b e n e f i c i a l  t o  t h e  h e a l t h  of t h e  n a t i o n a l  
economy. None o f  t h e s e  p r o v i s i o n s  were c r e a t e d  t o  en- 
courage  f o r e s t r y  s p e c i f i c a l l y - - t h e y  a p p l y  t o  a l l  b u s i -  
n e s s  and o t h e r  income-producing ventures- -but  t h e i r  i n -  
f l u e n c e  i s  of  g r e a t  impor tance  t o  t h e  t i m b e r  owner. I 
w i l l  d i s c u s s ,  i n  t u r n ,  a c c e l e r a t e d  d e p r e c i a t i o n ,  t h e  
inves tmen t  c r e d i t ,  and t h e  p r e f e r e n t i a l  t r e a t m e n t  of i n -  
come from t h e  d i s p o s a l  of  c a p i t a l  a s s e t s .  

A c c e l e r a t e d  d e p r e c i a t i o n .  S t r a i g h t - l i n e  d e p r e c i a -  
t i o n  i s  t h e  r e g u l a r  d e d u c t i o n ,  from o r d i n a r y  t a x a b l e  i n -  
come, of  an  e q u a l  p o r t i o n  o f  t h e  c o s t  o f  a  d e p r e c i a b l e  
a s s e t  ( l e s s  any e s t i m a t e d  s a l v a g e  v a l u e )  o v e r  t h e  expec- 
t e d  l i f e  of  t h a t  a s s e t .  To encourage  r e i n v e s t m e n t ,  
F e d e r a l  law a l l o w s  t a x p a y e r s  t o  a c c e l e r a t e  t h e  d e p r e c i a -  



t i o n  wr f t e -o f f  by as much as t w i c e  the normal  r a t e .  
Moreover,  c e r t a i n  k i n d s  of  p e r s o n a l  p r o p e r t y  q u a l i f y  
r o r  a f'frst y e a r  d e d u c t i o n  o f  20% of  c o s t  - i n  a d d i t i o n  
t o  r e g u l a r  d e p r e c i a t i o n ,  

I n v e s t m e n t  c r e d f t .  An income t a x  c r e d i t  can b e  a ' 

f a r  more s i g n i f r e a n t  i n c e n t i v e  measure t h a n  an  expen- 
d i t u r e  d e d u c t i o n ,  The l a t t e r  s i m p l y  r e d u c e s  t a x a b l e  
income, hence  lowers  t a x  payments o n l y  by a m u l t i p l e  of  
your  tax ra te ,  A c r e d i t ,  on the o t h e r  hand,  i s  a  
d f r e c t  d e d u c t i o n  from t h e  t a x  l i a b i l i t y  i t s e l f .  The 
fnves tment  c r e d i t  i s  a p p l i c a b l e  t o  d e p r e c i a b l e  p r o p e r t y  
w f t h  a n  e s t i m a t e d  u s e f u l  l i f e  of  t h r e e  y e a r s  o r  more 
and t o  t r q u a l i f y i n g  p r o g r e s s  e x p e n d i t u r e s " .  P r o p e r t y  
covered  by t h e  c r e d i t  i n c l u d e s ,  i n  p a r t ,  t a n g i b l e  pe r -  
s o n a l  p r o p e r t y  used  as  an  i n t e g r a l  p a r t  o f  m a n u f a c t u r i n g ,  
p r o d u c t i o n ,  o r  e x t r a c t i o n  a c t i v i t i e s .  Q u a l i f y i n g  pro-  
g r e s s  e x p e n d i t u r e s  a r e  amounts a c t u a l l y  p a i d  f o r  t h e  
c o n s t r u c t r o n  o f  t h e s e  k i n d s  o f  p r o p e r t y  i f  such  pro-  
p e r t y  h a s  a  normal c o n s t r u c t i o n  p e r i o d  o f  a t  least  two 
y e a r s  and a n  e s t f m a t e d  u s e f u l  l i f e  of  a t  l e a s t  seven  
y e a r s .  The i n v e s t m e n t  c r e d i t  a l l o w s  a d e d u c t i o n  from 
your  t a x  b i l l  of 1 0 %  of  t h e  c o s t  of  a  q u a l i f i e d  i n v e s t -  
ment Ln covered  p r o p e r t y  f o r  t h e  y e a r  i n  which t h a t  
p r o p e r t y  i s  p l a c e d  i n  s e r v i c e ,  o r  f o r  20% of  t h e  f u l l  
amount of  q u a l i f ' i e d  p r o g r e s s  e x p e n d i t u r e s  made i n  t h a t  
year, A q u a l i f i e d  i n v e s t m e n t  i s  one- th i rd  o f  t h e  c o s t  
of  new o r  used  p r o p e r t y  w f t h  an  e s t i m a t e d  l i f e  o f  t h r e e  
t o  f i v e  y e a r s ,  two- th i rds  of  t h e  c o s t  of  new o r  used  
p r o p e r t y  w i t h  an  e s t i m a t e d  l i f e  of  f i v e  t o  seven  y e a r s ,  
and t h e  f u l l  c o s t  of p r o p e r t y  w i t h  a  u s e f u l  l i f e  of se- 
ven o r  more y e a r s ,  [The f u l l  v a l u e  of  used  p r o p e r t y  
c lafmed canno t  exceed $100,000.)  

C a p i t a l  g a i n s .  Gains  o r  l o s s e s  from t h e  s a l e  o r  
exchange of c a p i t a l  a s s e t s  a r e  g r a n t e d  s p e c i a l  t r e a t -  
ment f o r  t a x  p u r p o s e s .  T h i s  i n c e n t i v e  t a k e s  t h e  form 
of a s p e c i a l  e x c l u s i o n  f o r  i n d i v i d u a l  t a x p a y e r s  and a  
p r e f e r e n t i a l  ra te  f o r  c o r p o r a t i o n s .  A c a p i t a l  g a i n  i s  
t h e  e x c e s s  o v e r  t h e -  a d j u s t e d  b a s i s  ( u s u a l l y  book v a l u e )  
o f  t h e  amount r e a l i z e d  from t h e  d i s p o s a l  of  a  c a p i t a l  
a s s e t .  Such a  g a i n  i s  e i t h e r  long-term o r  s h o r t - t e r m ,  
depending on whether  t h e  a s s e t  h a s  been h e l d  f o r  l o n g e r  
t h a n  a r e q u i r e d  h o l d i n g  p e r i o d  ( c u r r e n t l y  s i x  months ) .  
I f  a n  i n d i v i d u a l  t a x p a y e r ' s  n e t  long-term c a p i t a l  g a i n  
exceeds  h i s  n e t  s h o r t - t e r m  c a p i t a l  l o s s ,  he  may c l a i m  
a s  a  t a x  d e d u c t i o n  50% of  t h e  d i f f e r e n c e .  T h i s  e x c l u s i o n  
a p p l i e s  r e g a r d l e s s  of  t a x  b r a c k e t .  Thus,  t h e  e f f e c t i v e  
t a x  r a t e  on an  i n d i v i d u a l ' s  n e t  long-term c a p i t a l  g a i n s  



i s  o n l y  h a l f  t h a t  o f  h i s  o r d i n a r y  r a t e .  

An i n d i v i d u a l  i s  e n t i t l e d  t o  c a l c u l a t e  h i s  t a x  
l i a b i l i t y  i n  two a l t e r n a t e  ways, and t o  pay a c c o r d i n g  
t o  t h e  approach  which y i e l d s  t h e  smallest t a x .  By t h e  
f i r s t  method, no t a x  a t  a l l  i s  p a i d  on 50% o f  t h e  long-  
term c a p i t a l  g a i n  and  o r d i n a r y  t a x  ra tes  a p p l y  t o  t h e  
b a l a n c e .  I n  t h e  a l t e r n a t e  computa t ion ,  a t a x p a y e r  whose 
n e t  long-term c a p i t a l  g a i n s  do n o t  exceed  $50,000 
may t a k e  t h e  50% c a p i t a l  g a i n s  d e d u c t i o n ,  compute a 
p a r t i a l  t a x  on t h e  r e s i d u a l  t a x a b l e  income, t h e n  add 50% 
o f  t h e  c a p i t a l  g a i n s  d e d u c t i o n  t o  t h e  r e s u l t ,  f o r  a 
maximum e f f e c t i v e  t a x  r a t e  o f  25%. T a x p a y e r ' s  w i t h  
n e t  long-term c a p i t a l  g a i n s  o f  g r e a t e r  t h a n  $50,000 may 
u s e  a n  a l t e r n a t e  computa t ion  which,  i n  e f f e c t ,  t a x e s  
t h e  f i r s t  $50,000 a t  25% and t h e  b a l a n c e  o f  t h e  g a i n  a t  
h i g h e r  r a t e s  (maximum of  3 5 % ) .  

The t a x  r a te  on n e t  c o r p o r a t e  long-term c a p i t a l  
g a i n s  i s  a f l a t  30%.  C o r p o r a t i o n s  may a l s o  c a l c u l a t e  
t h e i r  t a x  l i a b i l i t y  i n  two ways and pay t h e  l e s s e r  o f  
t h e  two. The r e g u l a r  t a x  i s  found s imply  by a p p l y i n g  
t h e  r e g u l a r  r a t e  t o  t o t a l  t a x a b l e  income. The a l t e r -  
n a t e  t a x  i s  c a l c u l a t e d  i n  two s t e p s :  1) Apply t h e  r e -  
g u l a r  t a x  r a te  t o  t o t a l  t a x a b l e  income, l e s s  t h e  e x c e s s  
of n e t  long-term c a p i t a l  g a i n  o v e r  s h o r t - t e r m  c a p i t a l  
l o s s .  2 )  Apply t h e  c a p i t a l  g a i n s  r a t e  t o  t h e  long-term 
c a p i t a l  g a i n .  The a l t e r n a t e  t a x  i s  t h e  sum o f  t h e s e  
two. Whether a c o r p o r a t i o n  b e n e f i t s  from t h e  p r e f e r e n -  
t i a l  c a p i t a l  g a i n s  ra te  depends  on i t s  t a x  b r a c k e t  and 
t h e  r e l a t i v e  amounts o f  i t s  c a p i t a l  g a i n s  and n e t  o r d i -  
n a r y  income. 

C l e a r l y ,  F e d e r a l  income t a x  law o f f e r s  some power- 
f u l  i n c e n t i v e s  f o r  long-term c a p i t a l  i n v e s t m e n t s .  But ,  
t h e r e  a r e  two c o n s i d e r a t i o n s  which modera te  t h e  bene- 
f i c i a l  e f f e c t s .  F i r s t ,  c u r r e n t  t a x  law l e v i e s  a s u r -  
t a x  on b o t h  i n d i v i d u a l s  and c o r p o r a t i o n s  f o r  " t a x  
p r e f e r e n c e  items" i n  e x c e s s  o f  $30,000,  l e s s  c e r t a i n  
d e d u c t i o n s .  These items i n c l u d e  amounts c l a imed  f o r  
a c c e l e r a t e d  d e p r e c i a t i o n  i n  e x c e s s  of  a l l o w a b l e  s t r a i g h t -  
l i n e  d e d u c t i o n s ,  and c a p i t a l  g a i n s  a l l o w a n c e s .  Second ly ,  
d e d u c t i o n s  f o r  c a p i t a l  e x p e n d i t u r e s  may be  used  t o  o f f -  
se t  c a p i t a l  g a i n s  income o n l y ,  and may n o t  be  cha rged  
a g a i n s t  o r d i n a r y  income. Thus,  t h e y  r e d u c e  t a x  l i a b i l i -  
t i e s  a t  c a p i t a l  g a i n s  r a t e s  r a t h e r  t h a n  t h e  u s u a l l y  
h i g h e r  o r d i n a r y  ra tes .  T h i s  i s  a key p o i n t  t o  keep  i n  
mind i n  t h e  d i s c u s s i o n  of  t h e  e f f e c t s  o f  F e d e r a l  income 
t a x e s  on f o r e s t  management, p r e s e n t e d  l a t e r .  



S t a t e  Income Taxes 

S t a t e  income t a x  laws vary s o  g r e a t l y  tha t  I 
w i l l  comment on ly  on Maine 's  law, by way o f  example, 
Corpora t ions  a r e  t a x e d  5% o f  t h e  f i r s t  $25,000 of  
F e d e r a l  t a x a b l e  income appo r t i oned  t o  Maine {ad jus ted  
f o r  F e d e r a l  t a x  a l lowances  s p e c i f i c  t o  Maine) and 
7% on t h e  exces s  ove r  $25,000. Individuals, e s t a t e s ,  
and t r u s t s  w i l l  pay ( f o r  1976) a t  r a t e s  o f  1% t o  8% 
on Fede ra l  a d j u s t e d  g r o s s  income ( a d j u s t e d  f u r t h e r  
f o r  d i f f e r e n c e s  between Maine and F e d e r a l  a l l owances ) ,  
An i n c o m e - s p l i t t i n g  p r o v i s i o n  f o r  ma r r i ed  t a x p a y e r s  
f i l l i n g  j o i n t l y  reduces  t h e  e f f e c t i v e  r a t e  subs tan-  
t i a l l y .  The r a t e s  w i l l  go up i n  1977. 

P rope r ty  Taxes 

P rope r ty  t a x  laws vary  s o  much from s t a t e  t o  
s t a t e  as t o  make a comprehensive summary beyond t h e  
scope of  t h i s  paper .  From t h e  v iewpoint  of e f f e c t s  
on i n t e n s i v e  t imbe r  management, t h e  most impor tan t  
t y p e s  of  p r o p e r t y  t a x  laws a r e  t h e  conven t i ona l  ad 
valorem t a x e s  on l a n d  and t imbe r  t o g e t h e r ,  y i e l d  
t a x e s ,  p r o d u c t i v i t y  t a x e s ,  c u r r e n t  u se  laws, and t h e  
myriad o f  s p e c i a l  r e b a t e s ,  exemptions,  and o t h e r  
d i r e c t  s u b s i d i e s  which have been t r i e d  from t ime  t o  
t ime  t o  a ch i eve  s p e c i f i c  f o r e s t r y  o b j e c t i v e s ,  

T r a n s f e r  Taxes 

The F e d e r a l  government t a x e s  bo th  g i f t s  and 
beques t s .  Nearly a l l  o f  t h e  s t a t e s  impose bo th  a n  
e s t a t e  t a x  and an  i n h e r i t a n c e  t a x .  The F e d e r a l  
t r a n s f e r  t a x e s  a r e  r e a l l y  n e i t h e r  t a x e s  on p r o p e r t y  
no r  on a b e n e f i c i a r y  o r  donee ' s  r i g h t  t o  r e c e i v e  
p r o p e r t y .  They a r e  e x c i s e  t a x e s  on t h e  r i g h t s  t o  
t r a n s m i t  p r o p e r t y  a t  d e a t h  and by g i f t  (Anonymous, 
1963 

F e d e r a l  e s t a t e  t a x .  The e s t a t e  t a x  i s  l e v i e d  
on t h e  v a l u e  of  a l l  p r o p e r t y ,  t o  t h e  e x t e n t  o f  t h e  
d e c e d e n t ' s  i n t e r e s t  a t  t h e  t ime  o f  h i s  d e a t h ,  l e s s  
c e r t a i n  deduc t ions  and exemptions (U.S.D.T., I .R.S. ,  
1971) The g r o s s  e s t a t e  i n c l u d e s  a l l  p r o p e r t y  which 
p a s s e s  th rough  t h e  e s t a t e ,  p r o p e r t y  ove r  which t h e  
decedent  r e t a i n e d  c e r t a i n  r i g h t s  u n t i l  h i s  d e a t h ,  
and t r a n s f e r s  " i n  con templa t ion  o f  d e a t h n .  The 
t a x a b l e  e s t a t e  i s  t h e  g r o s s  e s t a t e ,  a d j u s t e d  f o r  
expenses  o f  andc l a ims  a g a i n s t  t h e  e s t a t e ,  and 



r educed  by a m a r i t a l  d e d u c t i o n  ( t h e  l e s s e r  o f  50% 
of  t h e  a d j u s t e d  g r o s s  e s t a t e  and t h e  v a l u e  o f  a l l  
i n t e r e s t s  p a s s i n g  t o  t h e  s u r v i v i n g  spouse  t h a t  
q u a l i f y  under  I .R .S .  r u l e s ) ,  a d e d u c t i o n  f o r  
c h a r i t a b l e  b e q u e s t s ,  and a s p e c i f i c  exempt ion  o f  
$60,000. The g r o s s  e s t a t e  t a x  i s  c a l c u l a t e d  on t h e  
amount o f  t h e  t a x a b l e  e s t a t e  a t  a r a t e  v a r y i n g  from 
3% ( f o r  up t o  $5000) t o  77% ( f o r  t a x a b l e  e s t a t e s  o v e r  
$10,000,000) .  The t a x  a c t u a l l y  p a i d  i s  t h e  g r o s s  
e s t a t e  t a x  l e s s :  c e r t a i n  c r e d i t s  f o r  s t a t e  d e a t h  
t a x e s ,  F e d e r a l  g i f t  t a x e s  on p r o p e r t y  s u b s e q u e n t l y  
i n c l u d e d  i n  t h e  d e c e d e n t ' s  e s t a t e ,  and  F e d e r a l  
e s t a t e  t a x e s  on p r o p e r t y  bequea thed  t o  t h e  d e c e d e n t  
w i t h i n  c e r t a i n  t ime  l i m i t s  o f  h i s  d e a t h .  

F e d e r a l  g i f t  t a x .  The F e d e r a l  g i f t  t a x  i s  a 
l e v y  (upon t h e  d o n o r )  imposed ~ p o n  t h e  v a l u e  o f  
p r o p e r t y  o r  p r o p e r t y  r i g h t s  t r a n s f e r r e d  by g i f t .  
The t a x  a p p l i e s  t o  t h e  t o t a l  v a l u e  o f  t h e  g i f t s ,  less: 
a n  e x c l u s i o n  o f  $3,000 o f  g i f t s  made t o  any one 
p e r s o n  d u r i n g  any c a l e n d a r  y e a r ,  a s p e c i f i c  exempt ion ,  
and a marital  d e d u c t i o n .  A l i f e t i m e  exempt ion  of  
$30,000 i s  a l lowed  and may be  s p r e a d  o v e r  t i m e  as 
t h e  donor s e e s  f i t .  The marital  d e d u c t i o n ,  i n  e f f e c t ,  
a l l o w s  a maximum a n n u a l  g i f t  o f  $3,000 t o  a spouse  
i n  a d d i t i o n  t o  t h e  $3,000 e x c l u s i o n .  Spouses  may 
p o o l  t h e i r  a l l o w a b l e  d e d u c t i o n s  i n  d o n a t i n g  t o  a 
t h i r d  p a r t y .  The t a x  a c t u a l l y  p a i d  i s  c a l c u l a t e d  on 
t h e  t a x a b l e  g i f t s  a t  a r a t e  v a r y i n g  from 2 .25% 
( f o r  up t o  $5 ,000)  t o  57 .75% ( f o r  t a x a b l e  g i f t s  o v e r  
$10,000,000) .  

S t a t e  d e a t h  t a x e s .  Most s t a t e s  impose b o t h  an  
i n h e r i t a n c e  t a x  ( l e v i e d  on t h e  b e n e f i c i a r i e s  r a t h e r  
t h a n  t h e  e s t a t e )  and  a n  e s t a t e  t a x ,  The l a t t e r  i s  
u s u a l l y  d e s i g n e d  s imply  t o  o b t a i n  f o r  t h e  s t a t e  t h e  
b e n e f i t  o f  t h e  c r e d i t  a l lowed  under  F e d e r a l  e s t a t e  
t a x  l a w  f o r  s t a t e  d e a t h  t a x e s  p a i d .  Maine ' s  
i n h e r i t a n c e  t a x ,  a p p l i c a b l e  t o  much t h e  same t r a n s -  
f e r s  and k i n d s  o f  p r o p e r t y  as t h e  F e d e r a l  e s t a t e  
t a x ,  r e c o g n i z e s  s e v e r a l  c l a s s e s  o f  i n h e r i t o r s ,  based  
on c l o s e n e s s  o f  r e l a t i o n s h i p  t o  t h e  d e c e d e n t ,  For  
c l o s e s t  r e l a t i o n s ,  t h e  t a x  r a t e  v a r i e s  f rom 5% on 
t a x a b l e  i n h e r i t a n c e s  o f  l e s s  t h a n  $25,000 up t o  
1 0 %  on i n h e r i t a n c e s  o f  $250,000 o r  more, w i t h  
exempt ions  o f  $50,000 f o r  s p o u s e s  and  a t o t a l  o f  
$25,000 i n  t h e  c a s e  o f  n a t u r a l  o r  a d o p t i v e  p a r e n t s  
and n a t u r a l  o r  adop ted  c h i l d r e n  and  g r a n d c h i l d r e n .  



INTENSIVE MANAGEMENT OPTIONS 

What do we mean by " i n t e n s i v e  t i m b e r  management"? 
Obvious ly ,  t h e  t e r m  can c o v e r  a  wide r a n g e  o f  p r a c t i c e s  
and l e v e l s  of t r e a t m e n t ,  bu t  we might r e a s o n a b l y  view 
i t s  scope  a s  i n c l u d i n g  any e f f o r t  o v e r  and above t h e  
p e r i o d i c  e x t r a c t i o n  o f  t i m b e r  grown w i t h  no d e l i b e r a t e  
management a t  a l l .  I w i l l  o u t l i n e  t h e  p o s s i b i l i t i e s  
under  f i v e  c a t e g o r i e s :  1) t h e  r e s o u r c e  b a s e ,  2 )  s t a n d  
e s t a b l i s h m e n t ,  3 )  s t a n d  management, 4 )  f o r e s t  
management, and 5 )  i n d i r e c t  i n f l u e n c e s ,  w i t h  emphasis  
on t o p i c s  e s p e c i a l l y  i n f l u e n c e d  by t a x a t i o n .  

The Resource Base 

Management d e c i s i o n  a s s o c i a t e d  w i t h  l a n d ,  t h e  
f o r e s t  r e s o u r c e  b a s e ,  may be l i s t e d  i n  f o u r  c a t e g o r i e s :  
1) l a n d  a c q u i s i t i o n ,  2 )  l a n d  i n v e n t o r y ,  3 )  l a n d  deve l -  
opment, and 4) l a n d  d i s p o s a l .  

From t h e  v iewpoin t  o f  s o c i a l  w e l f a r e ,  p u b l i c  
b e n e f i t s  can  r e s u l t  from any a c q u i s i t i o n ,  i n  f e e  o r  
i n  p a r t i a l  r i g h t ,  o f  b a r e  o r  poor ly - s tocked  f o r e s t  
l a n d ,  by a n  i n d i v i d u a l  o r  o r g a n $ z a t i o n  de te rmined  t o  
a c t i v e l y  manage t h a t  l a n d  f o r  t i m b e r .  Such a c t i v i t i e s  
r e p r e s e n t  i n t e n s i f i c a t i o n  o f  management o f  f o r e s t  
l a n d s  i n  g e n e r a l .  

A c q u i s i t i o n  o f  s t o c k e d  f o r e s t  l a n d ,  o r  r i g h t s  
t o  t h a t  l a n d  and t i m b e r ,  may a l s o  r e p r e s e n t  a n  
i n t e n s i f i c a t i o n  o f  t h e  l e v e l  of management on such  
l a n d .  T h i s  c o u n t r y ' s  many y e a r s  o f  e x p e r i e n c e  
w i t h  and s t u d y  o f  ' ' the s m a l l  woodland problem" s u g g e s t  
t h a t  a n  a g g r e g a t i o n  o f  f ragmented  p a r c e l s  i n t o  
l a r g e r  management u n i t s  may o f f e r  one o f  t h e  more 
p romis ing  o p p o r t u n i t i e s  f o r  s i g n i f i c a n t l y  improving 
t h e  management o f  t h o s e  l a n d s ,  A few s u c c e s s f u l  
c o o p e r a t i v e  a s s o c i a t i o n s  o f  landowners  themse lves  
e x i s t ,  b u t  t h e  g r e a t e s t  promise  may l i e  i n  t h e  
l e a s i n g  o f  l a n d s  from s m a l l  landowners  t o  b l o c k  them 
up i n t o  more e f f e c t i v e  management u n i t s  under  t h e  
c o n t r o l  of  l o n g - l i v e d  l e g a l  e n t i t i e s  w i t h  a v e s t e d  
i n t e r e s t  i n  p r o d u c t i v e  t i m b e r  management. 

The d e v i c e  o f  a c q u i r i n g  p a r t i a l ,  r a t h e r  t h a n  
f u l l  l e g a l  i n t e r e s t  i n  l a n d  and/or  t i m b e r  mag s e r v e  
t h e  cause  o f  i n t e n s i v e  management r e g a r d l e s s  o f  t h e  
n a t u r e  o f  t h e  landowner.  The lower  c a p i t a l  i n v e s t -  
ment r e q u i r e m e n t s  of such  a r rangements  can  make 
a f f o r d a b l e  p r a c t i c e s  t h a t  would n o t  be p o s s i b l e  i n  
c a s e s  of  f e e  a c q u i s i t i o n .  



In format ion  about  t h e  r e s o u r c e  ba se  i s  a fundamental  
p r e l u d e  t o  any k ind  o f  i n t e n s i v e  management. 
P l a n i m e t r i c  su rveys ,  t opog raph i c  su rveys ,  s o i l s  
su rveys  and s i t e  mappings o f  va ry ing  i n t e n s i t i e s  
may be invo lved  i n  t h e  l and  i nven to ry  p o r t i o n  of  
t h e  management program. 

A t h i r d  a r e a  of  i n t e r e s t  a s s o c i a t e d  w i t h  t h e  
f o r e s t  l and  base  i s  l and  development.  I n t e n s i v e  
management of t imbe r  s t a n d s  r e q u i r e s  a c c e s s  and 
suppor t  f a c i l i t i e s .  Extending and improving road  
networks a f f o r d s  a c c e s s  f o r  c u l t u r a l  work and more 
c a r e f u l  h a r v e s t i n g .  Although r a r e  i n  t h e  Nor thea s t ,  
i n t e n s i v e  management i n  t h e  Lake S t a t e s  and Scandin- 
a v i a  has  i nc luded  l and  d r a inage  a c t i v i t i e s .  

k i n a l l y ,  a p e r s i s t e n t  problem o f  bo th  l a r g e  and 
small non-corpora te  woodland management i s  t h a t  of 
ma in t a in ing  c o n t i n u i t y  from g e n e r a t i o n  t o  g e n e r a t i o n .  
Poor e s t a t e  p l ann ing  can f o r c e  l i q u i d a t i o n  of 
f ami ly  i n t e r e s t s  i n  a g iven  l and  p a r c e l ,  o r  premature  
h a r v e s t  of  t imbe r  on t h a t  p a r c e l .  A c a r e f u l l y -  
p lanned f o r e s t  may be  f o r f e i t e d  t o  pay d e a t h  t a x e s  
t h a t  could  have been avoided.  

S tand  Es tab l i shment  

Management d e c i s i o n s  a s s o c i a t e d  w i t h  f o r e s t  
r e g e n e r a t i o n  may a l s o  be  l i s t e d  i n  f o u r  c a t e g o r i e s :  
1) s p e c i e s  s e l e c t i o n ,  2 )  g e n e t i c  t r e e  improvement, 
3 )  s i t e  p r e p a r a t i o n ,  and 4 )  methods of  sowing, 
p l a n t i n g  o r  n a t u r a l  r e g e n e r a t i o n .  

The o p p o r t u n i t i e s  f o r  i n t e n s i f y i n g  t imbe r  
management i n  t h e  a r e a  of  s t a n d  r e g e n e r a t i o n  a r e  
many. So f a r  as t a x a t i o n  i s  concerned,  t h e  q u e s t i o n  
of fundamental  impor tance  i s  whether  r e g e n e r a t i o n  
i s  a r t i f i c i a l ,  n a t u r a l ,  o r  a combination of  t h e s e  
( e . g . ,  s i t e  p r e p a r a t i o n  w i t h  n a t u r a l  s e e d i n g ) .  

S t  and Management 

Timber s t a n d  management o p t i o n s  may be l i s t e d  
i n  t h r e e  c a t e g o r i e s :  1) c u l t u r a l  a c t i v i t i e s ,  2 )  
s i l v i c u l t u r a l  sys tems,  and 3) r o t a t i o n  age  d e c i s i o n s .  

C u l t u r a l  a c t i v i t i e s  (weeding, t h i n n i n g ,  
p run ing ,  f e r t i l i z i n g ) ,  a l ong  w i t h  a r t i f i c i a l  
r e g e n e r a t i o n ,  a r e  t h e  p a t h s  a l ong  which most land-  
owners embark upon i n t e n s i v e  t imbe r  management. 



S i l v i c u l t u r a l  sys tems b lend  c o n s i d e r a t i o n  of s i t e  
c a p a b i l i t y ,  s p e c i e s  cho i ce ,  r e g e n e r a t i o n  method, 
p roduc t  g o a l s ,  and h a r v e s t i n g  economics i n t o  p r e s c r i p -  
t i o n s  f o r  i n d i v i d u a l  s t a n d  management. A t t a i n a b l e  
r o t a t i o n  ages  can be  s t r o n g l y  i n f l u e n c e d  by i n t e n s i v e  
management. Taxes a r e  r e f l e c t e d  i n  d e s i r a b l e  r o t a t i o n  
l i m i t s .  

F o r e s t  Management 

Management d e c i s i o n s  a s s o c i a t e d  w i t h  f o r e s t s  
o r  groups  o f  f o r e s t  p r o p e r t i e s  may be summarized i n  
f o u r  c a t e g o r i e s :  1) f o r e s t  i nven to ry  and a n a l y s i s ,  
2 )  f o r e s t  p r o t e c t i o n ,  3 )  h a r v e s t  p l ann ing  and manage- 
ment, 4 )  t imbe r  d i s p o s a l .  

Along w i t h  l a n d  i n v e n t o r y ,  a f o r e s t  manager 
needs  a comprehensive f o r e s t  i n v e n t o r y  system. 
In fo rma t ion  from t h e s e  i n v e n t o r i e s  may be s t u d i e d  
th rough  conven t i ona l  methods, and by s i m u l a t i o n  and 
o p t i m i z a t i o n  a n a l y s e s  based on s t a n d  and f o r e s t  
models,  t o  develop management p l a n s  f o r  i n d i v i d u a l  
s t a n d s  o r  t y p e s ,  f o r e s t s ,  and e n t i r e  ownerships .  
F o r e s t  p r o t e c t i o n ,  t h rough  f i r e  p r e v e n t i o n  and 
supp re s s ion ,  and i n s e c t  and d i s e a s e  c o n t r o l ,  can 
va ry  over  a  wide range o f  i n t e n s i t y .  Ha rves t i ng  
p l ann ing  must c o n s i d e r  long-range impacts  on produc- 
t i o n  p o s s i b i l i t i e s ,  u t i l i z a t i o n  i n t e n s i t i e s ,  and 
s a l v a g e  o f  dead o r  damaged t imbe r .  Timber d i s p o s a l ,  
by use  of  roundwood i n  t h e  landowner ts  own m i l l ,  
s a l e  o f  stumpage, s a l e  o f  l o g s ,  o r  t r a n s f e r  by g i f t  
o r  i n h e r i t a n c e ,  i n v o l v e s  t a x a t i o n  e f f e c t s  t h a t  can  
g r e a t l y  i n f l u e n c e  t h e  p r o f i t a b i l i t y  of t h a t  d i s p o s a l .  

I n d i r e c t  I n f l u e n c e s  

I s topped  t h e  management o p t i o n  l i s t  a t  t h e  
f o r e s t  l e v e l  i n  o r d e r  t o  f o c u s  on m a t t e r s  of  pr imary 
concern  t o  t h i s  symposium. However, n e i t h e r  t h e  
i n d i v i d u a l  n o r  t h e  c o r p o r a t i o n  can a f f o r d  t o  ana lyze  
t h e  impacts  of  t a x e s  on f o r e s t  management d e c i s i o n s  
i n  a vacuum. The small woodland owner shou ld  
c o n s t a n t l y  be  aware of  t h e  i n t e r a c t i o n s  o f  t h e s e  
d e c i s i o n s  and such m a t t e r s  as h i s  o t h e r  s o u r c e s  of 
income, h i s  o t h e r  b u s i n e s s  a c t i v i t i e s ,  and h i s  
e s t a t e .  I d e a l l y ,  i n t e g r a t e d  f o r e s t  p roduc t s  f i r m s  
shou ld  c o n s i d e r  i n t e r a c t i o n s  w i t h i n  t h e i r  whole 
c o r p o r a t e  sys tem.  For example, l and  and t imbe r  
a c q u i s i t i o n  d e c i s i o n s  shou ld  no t  i g n o r e  o t h e r  wood- 
sou rce  o p t i o n s ,  no r  should  an  optimum r o t a t i o n  q u e s t i o n  



be s t u d i e d  i n d e p e n d e n t l y  o f  t h e  t i m i n g  o f  m i l l  wood 
needs .  I n  p r a c t i c e ,  i n t e l l i g e n t  Judgement s e e k s  
t h e  p o i n t  where t h e  b e n e f i t s  o f  d e c i s i o n  o p t i o n  
a n a l y s i s  outweigh t h e  c o s t s .  

You shou ld  a l s o  keep i n  mind t h a t  t h e  e f f e c t s  
o f  t a x a t i o n  on landowners  d i r e c t l y  a r e  c e r t a i n l y  
n o t  t h e  o n l y  way i n  which t a x e s  i n f l u e n c e  management 
i n t e n s i t y .  A l l  c o s t s  o f  h a r v e s t i n g  and p r o c e s s i n g  
roundwood t h r o u g h  t o  t h e  consumer can  i n f l u e n c e  
t i m b e r  management o p t i o n s  t h r o u g h t h e i r  impact  on 
r e s i d u a l  stumpage v a l u e s .  Any knowledge o f  t a x  law 
which a l l o w s  a r e d u c t i o n  of t h e s e  c o s t s  can  be 
b e n e f i c i a l  t o  t i m b e r  management. 

P u b l i c  f o r e s t  management, a l s o ,  can be 
i n f l u e n c e d  by t a x  law i n  a t  l e a s t  t h r e e  ways: 1) 
p r e s s u r e  f o r  h i g h e r  payments t o  l o c a l  towns i n  
p l a c e  o f  p r o p e r t y  t a x e s ,  2 )  F e d e r a l  c a p i t a l  g a i n s  
t r e a t m e n t  o f  r e v e n u e s  from N a t i o n a l  F o r e s t  stumpage 
s a l e s ,  and 3 )  t h e  e f f e c t s  o f  y i e l d  t a x e s  on t h e  
b e h a v i o r  o f  l o g g e r s  h a r v e s t i n g  p u b l i c  stumpage. 

EFFECTS OF TAXATION ON INTENSIVE TIMBER MANAGEMENT 

Let  u s  now s e e  how t h e  v a r i o u s  t a x e s  a f f e c t  t h e  
compara t ive  economics o f  t h e  i n t e n s i v e  management 
o p t i o n s  j u s t  l i s t e d .  

E f f e c t s  o f  Income Taxes i n  Genera l  

A l l  income t a x e s ,  F e d e r a l ,  s t a t e ,  o r  l o c a l ,  
w i l l  a f f e c t  r o t a t i o n  d e c i s i o n s  v a r i a b l y ,  a c c o r d i n g  t o  
t h e  t a x  b r a c k e t  and o t h e r  f i n a n c i a l  c i r c u m s t a n c e s  
o f  t h e  t a x p a y e r .  They may s h o r t e n  o r  l e n g t h e n  t h e  
r o t a t i o n ,  depending on t h e s e  c o n d i t i o n s .  C a p i t a l  
g a i n s  t a x  p r o v i s i o n s  t e n d  t o  l e n g t h e n  optimum 
economic r o t a t i o n s  (by comparison w i t h  o r d i n a r y  
income t a x e s )  under  a l l  c i r c u m s t a n c e s .  These e f f e c t s  
r e s u l t  from t h e  fundamenta l  c r i t e r i o n  u n d e r l y i n g  
t h e  economic r o t a t i o n  d e c i s i o n :  So f a r  a s  m i l l  wood 
needs  o r  c a s h  f low r e q u i r e m e n t s  a l l o w ,  i t  makes s e n s e  
t o  ho ld  a  s t a n d  o f  t i m b e r  s o  l o n g  a s  one more y e a r ' s  
e a r n i n g s  on growth and/or  v a l u e  a p p r e c i a t i o n  exceed 
one more y e a r ' s  c o s t s  o f  h o l d i n g  and managing t h a t  
t i m b e r .  Income t a x e s ,  by r e d u c i n g  n e t  e a r n i n g s ,  
c a u s e  t h i s  p o i n t  i n  t i m e  t o  be r e a c h e d  e a r l i e r  
t h a n  would o t h e r w i s e  be t h e  c a s e .  But ,  p r e f e r e n t i a l  
c a p i t a l  g a i n s  t a x a t i o n  a l l o w s  a  l o n g e r  r o t a t i o n  t h a n  
do o r d i n a r y  income t a x  r a t e s .  



E f f e c t s  of  t h e  F e d e r a l  Income Tax 

My o u t l i n e  of F e d e r a l  income t a x  law shou ld  
have made i t  c l e a r  t h a t  i t  i s  t o  t h e  landowner ' s  
advantage  t o  t r y  t o  en su re  c a p i t a l  g a i n s  t r e a t m e n t  
of  as much of  h i s  income as p o s s i b l e ,  and t o  t r y  t o  
make a s  much of  h i s  expend i t u r e s  as p o s s i b l e  q u a l i f y  
f o r  deduc t i on  a g a i n s t  o r d i n a r y  income. 

'Keys t o  t h e  f i rs t  of  t h e s e  two g o a l s  l i e  i n  
S e c t i o n s  1 2 2 1 ,  1231, and 621 of  t h e  1954 Code. 
Because S e c t i o n  1221 exc ludes  from t h e  d e f i n i t i o n  of 
c a p i t a l  a s s e t s  any "p rope r ty  h e l d  p r i m a r i l y  f o r  s a l e  
t o  customers i n  t h e  o r d i n a r y  cou r se  o f  h i s  t r a d e  o r  
b u s i n e s s t t ,  d i s p o s a l  o f  t imbe r  f o r  a  lump sum p r h e  
by a d e a l e r  i n  t imber  p r o p e r t i e s  r e s u l t s  i n  an  
o r d i n a r y  g a i n  o r  l o s s .  But ,  t imber  h e l d  f o r  i n v e s t -  
ment and no t  as a  b u s i n e s s  p r o p e r t y  i s  a  c a p i t a l  
a s s e t  and q u a l i f i e s  f o r  c a p i t a l  g a i n s  t r e a t m e n t .  
Moreover, S e c t i o n  1231 s t a t e s  t h a t  i f  t h e  g a i n s  on 
d i s p o s a l  (by s a l e ,  exchange, o r  i n v o l u n t a r y  conver- 
s i o n  such as d e s t r u c t i o n  o r  t h e f t )  of  p r o p e r t y  t h a t  
i s  used i n  a t r a d e  o r  b u s i n e s s  exceed t h e  l o s s e s  
from such d i s p o s a l s ,  t h e n  bo th  t h e  g a i n s  and t h e  
l o s s e s  s h a l l  be t r e a t e d  a s  c a p i t a l  g a i n s  and l o s s e s  
r e g a r d l e s s  o f  S e c t i o n  1 2 2 1 .  I f  t h e  l o s s e s  exceed 
t h e  g a i n s ,  bo th  a r e  t r e a t e d  as o r d i n a r y .  S e c t i o n  
1231 f u r t h e r  s p e c i f i e s  t h a t  t imbe r  t o  which S e c t i o n  
631 a p p l i e s  i s  d e f i n e d  as p r o p e r t y  used i n  t h e  
t r a d e  o r  b u s i n e s s  f o r  t h e  purposes  o f  S e c t i o n  1231 
t r e a t m e n t .  

S e c t i o n  631 (which a f f o r d s  c a p i t a l  g a i n s  
t r e a t m e n t  t o  t imbe r  only  th rough  t h e  r e f e r e n c e  from 
S e c t i o n  1231) d e f i n e s  g a i n s  and l o s s e s  under  c e r t a i n  
k i n d s  of  t imbe r  d i s p o s a l .  S e c t i o n  631 (a )  s p e c i f i e s  
t h a t  one who ha s  owned o r  h e l d  a c o n t r a c t  r i g h t  t o  
c u t  t imbe r  f o r  a  p e r i o d  of  mo're t h a n  s i x  months 
b e f o r e  t h e  beg inn ing  o f  t h e  y e a r  i n  which i t ' i s  c u t ,  
and who c u t s  t h e  t imber  f o r  s a l e  o r  f o r  u se  i n  h i s  
own b u s i n e s s ,  may e l e c t  t o  t r e a t  t h e  c u t t i n g  as a 
s a l e  o r  exchange o f  s t a n d i n g  t imbe r .  The g a i n  on 
t h i s  f i c t i t i o u s  s a l e  i s  t h e  d i f f e r e n c e  between t h e  
c o s t  basis of t h e  s t a n d i n g  t imbe r  i n  t h e  t a x p a y e r ' s  
hands and t h e  f a i r  market v a l u e  of t h a t  t imbe r  a s  
of  t h e  f i r s t  day of t h e  t a x a b l e  y e a r  i n  which i t  i s  
c u t .  S e c t i o n  631(b)  s p e c i f i e s  t h a t ,  i n  t h e  c a s e  of 
a  d i s p o s a l  w i t h  a r e t a i n e d  e c o n o m i c 7 i n t e r e s t  of  
t imbe r  h e l d  f o r  more t h a n  s i x  months, t h e  d i f f e r e n c e  
between t h e  p roceeds  from t h a t  d i s p o s a l  and t h e  



a d j u s t e d  d e p l e t i o n  b a s i s  s h a l l  be c o n s i d e r e d  as 
though i t  were a g a i n  o r  l o s s  on t h e  s a l e  o f  t h e  
t i m b e r .  The key t o  r e t e n t i o n  o f  a n  economic i n t e r e s t  
i s  t h a t  t h e  income on t h e  s a l e  must depend on t h e  
s e v e r a n c e  of t h e  t i m b e r  and t h e  payment must be  on 
t h e  b a s i s  of  t h e  amount a c t u a l l y  c u t .  

The c o n c l u s i o n  t o  be  drawn from t h e s e  s e c t i o n s  
of t h e  Code i s  t h a t  n e t  t i m b e r  d i s p o s a l  proceeds--  
t h e  b a s i c  a i m  o f  and  s o u r c e  o f  f u n d i n g  f o r  i n t e n s i v e  
management--can be markedly a f f e c t e d  by t h e  n a t u r e  
of t h e  s a l e  a r r angement s  and management a c t i v i t i e s .  
S e v e r a l  d e t a i l s  a r e  wor th  f u r t h e r  c o n s i d e r a t i o n .  

I n t e n s i v e  h a r v e s t i n g .  Cons ide r  i n t e n s i f y i n g  
management t h r o u g h  i n c r e a s e d  t r e e  u t i l i z a t i o n .  If 
you p l a n  t o  s e l l  t o p s ,  l i m b s ,  s tumps ,  and /o r  r o o t s ,  
do s o  a t  t h e  same t i m e  as t h e  r e s t  o f  t h e  t r e e  i s  
s o l d .  6 3 1 ( b )  a p p l i e s  o n l y  t o  t h e  d i s p o s a l  o f  s t a n d i n g  
t i m b e r .  6 3 1 ( a )  a p p l i e s  o n l y  t o  t h e  whole t r e e  
s t a n d i n g .  S a l e s  o f  r e s i d u a l  m a t e r i a l  a f t e r  t h e  f a c t  
w i l l  be  t r e a t e d  as o r d i n a r y ,  n o t  c a p i t a l .  i n  n a t u r e .  

L e a s e s .  Lease  a r r angement s  must be h a n d l e d  
c a r e f u l l y  f o r  t a x  p u r p o s e s .  The l e s s o r  s h o u l d  t r y  
t o  r e t a i n  a n  economic i n t e r e s t  i n  t h e  t i m b e r ,  i n  
o r d e r  t o  q u a l i f y  f o r  c a p i t a l  g a i n s  t r e a t m e n t  under  
S e c t i o n  6 3 1 ( b ) .  The l e s s e e ,  on t h e  o t h e r  hand,  
s h o u l d  t r y  t o  o b t a i n  a s u f f i c i e n t  l e g a l  i n t e r e s t  i n  
t h e  t i m b e r  t o  q u a l i f y  f o r  t h e  u s e  o f  S e c t i o n  6 3 1 ( a )  
and s u f f i c i e n t  i n t e r e s t  i n  t h e  whole p r o p e r t y  t o  
be a b l e  t o  expense ,  r a t h e r  t h a n  c a p i t a l i z e ,  manage- 
ment c o s t s .  G e n e r a l l y  s p e a k i n g ,  i t  i s  n o t  p o s s i b l e  
f o r  b o t h  p a r t i e s  t o  s a t i s f y  t h e s e  i n t e r e s t s  
s i m u l t a n e o u s l y ,  s o  t h e  t a x  e f f e c t s  o f  a l e a s e  a g r e e -  
ment c a n  be a n  i m p o r t a n t  i s s u e  i n  t h e  b a r g a i n i n g  
p r o c e s s .  

L i t i g a t i o n  o v e r  l e a s i n g  and o t h e r  long- te rm 
c u t t i n g  a r r a n g e m e n t s  was summed up ,  f rom t h e  l e s s o r ' s  
v i e w p o i n t ,  i n  Revenue R u l i n g  62-81 and t h e  b a s i c  
c o u r t  f i n d i n g s  o f  t h e  Dyal Case i n  1965 ( F e n d i g ,  1 9 6 6 ) :  
1) A t a x p a y e r  i s  n o t  e n t i t l e d  t o  c a p i t a l  g a i n s  - 
t r e a t m e n t  under  S e c t i o n  631 f o r  f i x e d  a n n u a l  payments 
t o  be p a i d  r e g a r d l e s s  o f  c u t t i n g .  2 )  A t a x p a y e r  is 
e n t i t l e d  t o  c a p i t a l  g a i n s  t r e a t m e n t  f o r  t i m b e r  s o l d  
on a s c a l e  b a s i s  a c c o r d i n g  t o  t h e  amount a c t u a l l y  
c u t .  3 )  R e g a r d l e s s  o f  whether  a n  economic i n t e r e s t  
i s  r e t a i n e d ,  a  t a x p a y e r  i s  e n t i t l e d  t o  c l a i m  
c a p i t a l  g a i n s  t r e a t m e n t  t o  t h e  e x t e n t  o f  t h e  f a i r  



market va lue  of t h e  t imbe r  on t h e  l a n d  a t  t h e  t ime 
t h e  l e a s i n g  agreement i s  made. Th i s  t h i r d  circum- 
s t a n c e  i s  t h e  on ly  one f o r  which t h e  c o u r t s  have 
r u l e d  that t h e  l e s s o r  may c l a im  a 631(b)  s a l e  even 
though  t h e  l e s s e e  i s  al lowed an o r d i n a r y  expense 
deduc t ion  f o r  t h e  r e n t a l  f e e .  I n  e f f e c t ,  t h e  
" s a l e "  (by v i r t u e  of  t h e  l e a s e )  of t h e  i n i t i a l  
t imbe r  s t a n d  i s  t r e a t e d  s e p a r a t e l y  from t h e  long- 
t e rm  management and h a r v e s t i n g  of  subsequent  growth. 
Then, the  l e s s e e  i s  e n t i t l e d  t o  o r d i n a r y  deduc t ions  
f o r  r e n t a l  f e e s  and management c o s t s  on ly ,  i n  t h e  
op in ion  of  Landis  (1966) ,  if: 1) he  ha s  a pos se s so ry  
i n t e r e s t  i n  t h e  l a n d ,  no t  j u s t  annua l  c u t t i n g  
r i g h t s ;  2 ) t h e r e  i s  a c l e a r  l i m i t a t i o n  o f  c u t t i n g  
r i g h t s  t o  annua l  growth, o r  some o t h e r  dev i ce  
which s e p a r a t e s  payment f o r  t imbe r  on t h e  l a n d  a t  
t h e  o u t s e t  from l a t e r  annua l  payments; and 3 )  t h e  
payments must be made r e g a r d l e s s  of whether  t h e  
t imbe r  i s  a c t u a l l y  c u t  o r  even a v a i l a b l e  f o r  c u t .  

Deduc t ib le  expenses .  The q u e s t i o n  of  which 
t imbe r  management expend i t u r e s  may be deducted  from 
o r d i n a r y  income and which must be  c a p i t a l i z e d ,  t o  
be recovered  th rough  d e p r e c i a t i o n ,  d e p l e t i o n ,  o r  
s a l e  of  t h e  a s s e t  i s  covered i n  S e c t i o n s  161,162, 
and 263 of  t h e  1954 Code, a p p l i c a b l e  t o  a l l  t a x p a y e r s ,  
wi thou t  s p e c i f i c  r e f e r e n c e  t o  f o r e s t r y .  P a r t i c u l a r  
concerns  have been answered i n  l a r g e  p a r t  by many 
y e a r s  c o n t e n t i o n  between t a x p a y e r s  and t h e  I n t e r n a l  
Revenue S e r v i c e .  The r e s u l t s  a r e  of  g r e a t  impor tance  
t o  i n t e n s i v e  management i n t e r e s t s .  I n  p a r t i c u l a r ,  
a l l  d i r e c t  c o s t s  ( i n c l u d i n g  d e p r e c i a t i o n  of  equip-  - 
ment used)  of a r t i f i c i a l  r e g e n e r a t i o n  must be 
c a p i t a l i z e d  and can be recovered  on ly  th rough  t h e  
g r a d u a l  a l l o c a t i o n  o f  t h e  d e p l e t i o n  p roce s s  as 
t h e  mature t imbe r  grown from t h a t  r e g e n e r a t i o n  i s  
h a r v e s t e d  ( o r  immature o r  mature t imbe r  i s  de s t royed  
by a  n a t u r a l  d i s a s t e r ) .  When you a r e  ponder ing 
t h e  r e l a t i v e  m e r i t s  o f  n a t u r a l  v e r s u s  a r t i f i c i a l  
r e g e n e r a t i o n ,  you must keep t h i s  requirement  i n  
mind. 

I n t e r n a l  Revenue S e r v i c e  r ea son ing  on t h e s e  
m a t t e r s  i s  o f t e n  d i f f i c u l t  t o  p r e d i c t .  F o r e s t e r s  
familiar  w i t h  I . R . S .  r equ i rements  t o  c a p i t a l i z e  
p l a n t i n g  c o s t s  have reasoned t h a t  F o r e s t r y  Incen- 
t i v e s  Program cos t - sha r e  payments should  be t r e a t e d  
a s  r e d u c t i o n s  from c a p i t a l  expend i t u r e s  and e n t e r e d  
i n  t h e  d e p l e t i o n  account .  For  example, amounts f o r  
p l a n t i n g  c o s t s  would be reduced by t h e  amount of  t h e  , 



government re imbursement .  Bu t ,  I .  R .  S . r e p r e s e n t a t i v e s  
have contended t h a t  F I P  payments must be  t r e a t e d  as 
o r d i n a r y  income. Moreover,  t h e  I .R .S .  a d v i s e s  t h a t  
t h e  e n t i r e  expense ,  b o t h  t h e  l andowner ' s  s h a r e  and 
t h e  government ' s ,  s h o u l d  be  c a p i t a l i z e d  and r e c o v e r e d  
t h r o u g h  d e p l e t i o n .  T h i s  t r e a t m e n t  " e f f e c t i v e l y  
r e d u c e s  t h e  maximum c o s t - s h a r e  payment from t h e  
75 p e r c e n t  i n t e n d e d  by Congress  t o  abou t  5 2  p e r c e n t  
f o r  a n  a v e r a g e  landowner ."  (Bethune and  F o r t s o n ,  1975)  

The key t o  t h e s e  d e c i s i o n s  i s  whe the r  a n  
e x p e n d i t u r e  i s  a n  " o r d i n a r y  and n e c e s s a r y "  c o s t  o f  
m a i n t a i n i n g  a n  i n v e s t m e n t  p r o p e r t y ,  o r  c a r r y i n g  
on a  b u s i n e s s ,  o r  i s  an  e x p e n d i t u r e  t h a t  makes 
permanent improvements i n  o r  e x t e n d s  t h e  l i f e  of a 
p r o p e r t y .  Thus, t i m b e r  s t a n d  improvement e x p e n d i t u r e s  
a r e  a l lowed  t o  be deduc ted  ( o r  c a p i t a l i z e d ,  a t  your  
o p t i o n )  o n l y  i f  t h e y  a r e  p a r o f  a r e g u l a r  program 
o f  s u c h  t r e a t m e n t ,  fo l lowed  c o n s i s t e n t l y  from y e a r  
t o  y e a r ,  hence a n  " o r d i n a r y  and n e c e s s a r y "  p a r t  of  
m a i n t a i n i n g  t h e  q u a l i t y  of a t i m b e r  s t a n d .  But ,  
i n f r e q u e n t  T . S . I .  work may be c h a l l e n g e d  as funda-  
m e n t a l l y  chang ing  and improving  t h e  n a t u r e  of a 
t i m b e r  a s s e t .  I n  a famous c a s e  o f  t h e  1 9 6 0 V s ,  t h e  
1 .R.S .  f i n a l l y ,  a t  t h e  d i r e c t i o n  o f  t h e  c o u r t s ,  
a g r e e d  t o  a l l o w  t h e  e x p e n s i n g  o f  p r u n i n g  and s h e a r i n g  
of Chr i s tmas  t r e e s ,  b u t  o n l y  i f  t h o s e  t r e e s  were 
p l a n t e d  and grown as Chr i s tmas  t r e e s  from t h e  
s t a r t .  I f  you p rune  and s h e a r  n a t u r a l  s t o c k  t o  
c o n v e r t  i t  t o  Chr i s tmas  t r e e s ,  you w i l l  be  r e q u i r e d  
t o  c a p i t a l i z e  t h e  i n i t i a l  c o s t s  o f  t h o s e  a c t i v i t i e s .  

C a r r y i n g  c h a r g e s .  C a r r y i n g  c h a r g e s ,  s u c h  a s  
a n n u a l  p r o p e r t y  t a x e s ,  i n t e r e s t  payments ,  and 
p r o t e c t i o n  c o s t s ,  may be expensed  o r  c a p i t a l i z e d  as 
you s e e  f i t .  Resea rch  and e x p e r i m e n t a l  expenses  
may b e  d e d u c t e d  c u r r e n t l y  as b u s i n e s s  e x p e n s e s ,  o r  
a m o r t i z e d .  A m o r t i z a t i o n  i s  p r o b a b l y  t h e  p r o p e r  
t r e a t m e n t  o f  pu rchased  management p l a n s ,  maps, 
a e r i a l  p h o t o g r a p h s ,  computer models ,  and s o  f o r t h ,  
though minor  i t e m s  i n  t h e s e  c a t e g o r i e s  may o f t e n  
be expensed .  

Roads. C o s t s  o f  permanent r o a d s  must be  
c a p i t a l i z e d ,  e x c e p t  f o r  d e p r e c i a b l e  components 
such  as b r i d g e s ,  c u l v e r t s ,  and s u r f a c e  g r a v e l .  
C o s t s  o f  t empora ry  r o a d s  may be  a m o r t i z e d  o v e r  t h e  
t e r m  o f  t h e i r  u s e f u l n e s s ,  e i t h e r  on a t i m e  s c a l e  o r  
a c c o r d i n g  t o  t h e  u n i t s  o f  t i m b e r  h a r v e s t e d .  



C r u i s e s .  Timber c r u i s e s  f o r  a c q u i s i t i o n  o f  a 
s p e c i f i c  p a r c e l  o f  f o r e s t  l a n d  must b e  c a p i t a l i z e d  
i n t o  t h e  book v a l u e  o f  t h a t  p r o p e r t y .  C r u i s e s  f o r  
o r d i n a r y  i n v e n t o r y  and e x p l o r a t i o n  o f  owned p r o p e r t y  
may be  expensed .  You can  t r y  t o  expense  t h e  c o s t s  
o f  c r u i s e s  t a k e n  i n  c o n n e c t i o n  w i t h  a 6 3 1 ( b )  s a l e ,  
b u t  t h e  I .R .S .  w i l l  c l a i m  t h a t  s u c h  c o s t s  s h o u l d  
be  used  t o  r e d u c e  t h e  n e t  g a i n  on t h e  s a l e ,  hence  
b e n e f i t  you o n l y  a t  c a p i t a l  g a i n s  r a t e s .  

Inves tmen t  c r e d i t .  The i n v e s t m e n t  c r e d i t  c a n  
be  a v e r y  s i g n i f i c a n t  i n c e n t i v e  f o r  i n t e n s i v e  
management. Pe rhaps  t h e  most i m p o r t a n t  a p p l i c a t i o n ,  
e s p e c i a l l y  f o r  l a r g e r  landowners ,  i s  t o  l o g g i n g  
r o a d  c o n s t r u c t i o n .  I .R .S .  Revenue R u l i n g  68-281 
h e l d  t h a t  a c e r t a i n  t a x p a y e r ' s  l o g g i n g  t r u c k  r o a d s  
q u a l i f i e d  f o r  t h e  c r e d i t  s i n c e  t h e y  were a n  i n t e g r a l  
p a r t  o f  t h e  o p e r a t i o n  o f  s a w m i l l s ,  t h e  p r o d u c t i o n  of 
lumber p r o d u c t s  o r  o t h e r  b u i l d i n g  m a t e r i a l s ,  o r  
t h e  manufac tu re  o f  p a p e r  (Anonymous, 1 9 6 9 ) .  
Whether t h e  r o a d  i s  permanent  o r  t empora ry ,  e i t h e r  
t h e  c o s t  o f  t h e  e n t i r e  r o a d  o r  t h a t  o f  p a r t  o r  
a l l  o f  t h e  d e p r e c i a b l e  p o r t i o n  may q u a l i f y  f o r  
t h e  c r e d i t ,  depend ing  on t h e  u s e f u l  l i f e  o f  t h e  
p o r t i o n  i n  q u e s t i o n .  

I n  a d d i t i o n  t o  l o g g i n g  r o a d s ,  t h e  i n v e s t m e n t  
c r e d i t  would a p p l y  t o  many k i n d s  o f  p l a n t i n g ,  T . S . I . ,  
and h a r v e s t i n g  equipment .  

Income a v e r a g i n g .  The Tax Reform Act of 1969 
added c a p i t a l  g a i n s  t o  t h e  income t h a t  can  be  
ave raged  by a n  i n d i v i d u a l  under  S e c t i o n  1301  of t h e  
1954 Code. T h i s  p r o v i s i o n  c o u l d  be  o f  s i g n i f i c a n t  
h e l p  t o  a small woodland owner who makes s i z e a b l e ,  
b u t  i n f r e q u e n t  t i m b e r  s a l e s .  

E f f e c t s  o f  S t a t e  Income Taxes 

The Maine income t a x  i s  p a t t e r n e d  s o  c l o s e l y  
a f t e r  t h e  F e d e r a l  income t a x  t h a t  i t  can  be viewed 
as a s o r t  o f  s u r t a x .  It w i l l  have a n  e f f e c t  on t h e  
p r o f i t a b i l i t y  o f  a t i m b e r  management i n v e s t m e n t ,  on 
d e c i s i o n s  i n v o l v i n g  a c q u i s i t i o n  and d i s p o s a l  of 
t i m b e r l a n d ,  and optimum r o t a t i o n  q u e s t i o n s ,  b u t  
s h o u l d  make no d i f f e r e n t i a l  impact  on t h e  outcome 
of d i f f e r e n t  i n t e n s i v e  management a c t i v i t i e s .  



E f f e c t s  o f  P rope r ty  Taxes 

James Yoho (-1965) ha s  w r f t t e n  that t h e r e  i s  
s imply  no t  ve ry  much known about  t h e  i n f l u e n c e  o f  
v a r i o u s  p r o p e r t y  t a x  forms and l e v e l s  on i n d i v i d u a l  
f o r e s t  inves tment  d e c i s i o n s ,  o r  on t h e  magnitude 
and d i r e c t  i o n  of  agg rega t e  f o r e s t  inves tment  
d e c i s i o n s .  It can be argued tha t  h i g h  l and  v a l u e s  
and consequen t ly  h i g h  t a x e s  l o g i c a l l y  f o r c e  land- 
owners i n t o  i n t e n s i v e  management i n  o r d e r  t o  
minimize t h e  l and  ba se  nece s sa ry  t o  t h e  p roduc t i on  
of a g iven  volume of  t imber  p roduc t s ,  Indeed,  
i t  ha s  been argued t h a t  i n t e n s i v e  f o r e s t r y  i s  a 
n e c e s s i t y  of  coping w i t h  p r o p e r t y  t a x e s  ( M i r a l l e s ,  
1971) .  But ,  t h i s  e f f e c t  can be overshadowed by 
t a x e s  s o  h i g h a s  t o  d i s cou rage  t imbe r  management 
a l t o g e t h e r .  

Genera l  p r o p e r t y  t a x e s  impose two k i n d s  o f  
c o s t  burden on t h e  f o r e s t  l a n d  owner: 1 )  t h a t  of  
meet ing annua l  c a sh  f low demands and 2 )  t h a t  o f  
ho ld ing  c o s t s .  The f i rs t  i s  e s p e c i a l l y  burdensome 
t o  t h e  small woodland owner, who u s u a l l y  does  no t  
have enough l and  t o  p rov ide  annua l  t imbe r  s a l e s  
revenues  t o  o f f s e t  t h e s e  t a x e s .  The second i n f l u e n c e  
can a f f e c t  bo th  r o t a t i o n  l e n g t h  d e c i s i o n s  and 
Judgments on whether  t o  ma in t a in  ownership o f  a 
g iven  p a r c e l  o f  l and .  A landowner must be  a b l e  t o  
manage h i s  p r o p e r t y ,  if i t  i s  t o  be a p r o f i t a b l e  
v e n t u r e ,  i n  such a way a s  t o  g e n e r a t e  t ime-ad jus ted  
e a r n i n g s  which w i l l  cover  h i s  p r o p e r t y  t a x e s  (and 
o t h e r  c u s t o d i a l  c h a r g e s ) ,  c u l t u r a l  a c t i v i t i e s ,  s a l e s  
expenses ,  and overhead c o s t s  and,  i n  a d d i t i o n ,  
r e t u r n  a t  l e a s t  as much as could  have been r e a l i z e d  
on a n  inves tment  o f  t h e  same c a p i t a l  i n  a n  a l t e r n a -  
t i v e  v e n t u r e  (F i e ld ,  1976) .  

I n  g e n e r a l ,  any prcperty t a x  which i n c l u d e s  t h e  
c u r r e n t  va lue  of  t h e  t imbe r  c rop  i n  i t s  assessment  
ba se  w i l l  p e n a l i z e  i n t e n s i v e  management by comparison 
w i th  lower l e v e l s  o f  management and w i l l  s h o r t e n  
t h e  optimum economic r o t a t i o n  i n  t h e  same manner as 
an  income t a x .  I n  t h e  ca se  o f  a p r o d u c t i v i t y  t a x  
such as Maine's Tree  Growth Tax Law, however, 
improvements on growth and y i e l d  on i n d i v i d u a l  
p r o p e r t i e s  would no t  a f f e c t  t a x  r a t e s  u n t i l  enough 
p r o p e r t i e s  were s o  t r e a t e d  as t o  i n f l u e n c e  t h e  l a r g e  
geographic  a r e a s  over  which growth r a t e s  a r e  
averaged.  



A t  t h e  ve ry  l e a s t ,  p r o p e r t y  t a x e s  can absorb  
funds  t h a t  would o the rw i se  be a v a i l a b l e  f o r  
inves tment  i n  i n t e n s i v e  management p r a c t i c e s .  
P a r t l y  i n  r e c o g n i t i o n  o f  t h i s ,  many s p e c i f i c  
p r o p e r t y  t a x  exemptions,  r e b a t e s ,  and o t h e r  subs idy  
measures have been enac t ed  over  t h e  y e a r s  t o  
encourage p a r t i c u l a r  f o r e s t r y  p r a c t i c e s .  Cumbersome 
enro l lment  mechanisms, weakness of  t h e  i n c e n t i v e s ,  
and f e a r  o f  l o c a l  a s s e s s o r  r e p r i s a l  have combined 
t o  make such measures l a r g e l y  i n e f f e c t i v e .  Large- 
s c a l e  p r e s e n t  use  and p r o d u c t i v i t y  a s s e s smen t s ,  which 
a r e  based more on arguments f o r  e q u i t y  t h a n  f o r  
subs idy ,  appear  t o  o f f e r  more promise o f  s u c c e s s  i n  
encourag ing  sound t imbe r  management. 

I have a l r e a d y  s t r e s s e d  t h e  s i g n i f i c a n t  impact 
of income t a x e s  upon t h e  p r o f i t a b i l i t y  of  a f o r e s t r y  
v e n t u r e .  It would be  w e l l ,  a t  t h i s  p o i n t ,  t o  p l a c e  
t h e  r e l a t i v e  impact of  t h e  p r o p e r t y  t a x  burden i n  
p e r s p e c t i v e .  Consider ,  f o r  example, a p r i v a t e ,  
noncorpora te ,  f o r e s t  landowner i n  t h e  20% F e d e r a l  
income t a x  b r a c k e t  who i s  f aced  w i t h  a 50k/acre /year  
g e n e r a l  p r o p e r t y  t a x  on h i s  l and  and t imbe r .  Suppose 
he e s t a b l i s h e s  a t r e e  p l a n t a t i o n ,  a t  a t o t a l  c o s t  of 
$50/acre ,  which he  e x p e c t s  t o  y i e l d  40 co rds / ac r e  
a t  t h e  end o f  a 40-year r o t a t i o n .  Suppose, f i n a l l y ,  
t h a t  t h e  stumpage va lue  of  t h e  wood a t  t h a t  t ime  
w i l l  be  $10/cord and t h a t  t h e  landowner ' s  c o s t  of 
c a p i t a l  i s  8% p e r  annum. The F e d e r a l  income t a x  on 
t h e  s a l e  o f  t h i s  t imbe r  i n  y e a r  40 w i l l  be:  

C(40 co rd s / ac r e ) ($ lO /co rd )  - ($50/acre  d e p l e t i o n ) ]  
X [ ( . 5 0  c a p i t a l  g a i n s  d e d u c t i o n ) ( . 2 0  t a x  r a t e ) ]  

= $35/acre.  

The va lue  o f  annua l  p r o p e r t y  t a x  o u t l a y s ,  compounded 
t o  y e a r  40  @ 88, l e s s  t h e  ca sh  f low from annua l  
deduc t i ons  o f  t h e s e  o u t l a y s  a g a i n s t  o r d i n a r y  income 
f o r  F e d e r a l  t a x  purposes ,  a l s o  compounded t o  y e a r  
40 a t  8 % ,  i s :  

f o r  n e t  p r o p e r t y  t a x  burden of $103.62/acre,  n e a r l y  
t h r e e  t im es  t h e  F e d e r a l  income t a x  burden.  

Th i s  s imple  i l l u s t r a t i o n  i g n o r e s  many complex- 
i t i e s  of  f o r e c a s t i n g  and d e t a i l ,  bu t  t h e  v a l u e s  used 
a r e  r e a l i s t i c  and t h e  message i s  c l e a r :  P rope r ty  t a x e s  
rank  h igh ,  pe rhaps  h i g h e s t ,  f o r  most owners,  among 
t h e  c o s t s  of  t h e  t imbe r  growing e n t e r p r i s e .  



E f f e c t s  of T r a n s f e r  Taxes 

T r a n s f e r  t a x e s  can s e r i o u s l y  d i s r u p t  long-range 
t imbe r  management p l a n s .  The most common r ea son  f o r  
t h i s  e f f e c t  i s  l a c k  of  c a s h  w i t h  which t o  pay 
t r a n s f e r  t a x e s  on t h e  p r o p e r t y .  Of ten ,  t h e  on ly  
way t o  r a i s e  t h i s  c a sh  i s  t o  l i q u i d a t e  t h e  a s s e t s  
themse lves ,  which can mean premature  t imber  h a r v e s t  
o r  f o r c e d  s a l e  of  t imbe r  (or  bo th  l a n d  and t i f i e r )  
a t  b a r g a i n  p r i c e s .  

A v a r i e t y  of  complex t r u s t  a r rangements  a r e  
p o s s i b l e  which can  l e s s e n  o r  pos tpone t h e  impact of 
d e a t h  t a x e s  on a  f a m i l y ' s  t imbe r l ands .  But ,  perhaps  
t h e  most s t r a i g h t f o r w a r d  approach t o  t h e  problem 
of e n a b l i n g  descenden t s  t o  con t i nue  management 
of  a f o r e s t  p r W t y  i s  t h e  l i f e t i m e  g i f t .  Conway 
(1974) has  no ted  f o u r  advan tages ,  under  F e d e r a l  t a x  
l a w ,  of  g i f t s  made d u r i n g  t h e  l i f e t i m e  o f  t h e  donor:  
1) F e d e r a l  g i f t  t a x  r a t e s  a r e  on ly  75% of  e s t a t e  
t a x  r a t e s .  2 )  P rope r ty  can be  s h i f t e d  from under 
t h e  burden o f  t h e  h i g h e s t  t a x  r a t e  t o  which an  
e s t a t e  w i l l  be l i a b l e  t o  t h e , l o w e s t  g i f t  t a x  r a t e  
p o s s i b l e  i n  view o f  any p r ev ious  g i f t s  t h e  donor may 
have made. 3 )  The amount of  g i f t  t a x e s  p a i d  i s  no t  
s u b j e c t  t o  t h e  e s t a t e  t a x .  4) Whereas t h e  e s t a t e  
t a x  i s  imposed on t h e  s i z e  of  t h e  e s t a t e ,  which 
i n c l u d e s  t h e  amount of e s t a t e  t a x e s  payab le ,  t h e  
g i f t  t a x  i s  l e v i e d  on ly  on t h e  amount of  t h e  g i f t .  

S t a t e  d e a t h  t a x e s  a r e  s o  s i m i l a r  t o  and,  i n  
some c a s e s ,  s o  c l o s e l y  r e l a t e d  t o  F e d e r a l  e s t a t e  
t a x e s  t h a t  management p l ann ing  can be  conf ined  
l a r g e l y  t o  t h e  p r o v i s i o n s  of t h e  l a t t e r .  

TAX TRENDS 

Fu tu r e  t r e n d s  i n  income, p r o p e r t y ,  and t r a n s f e r  
t a x a t i o n  a r e  no more c e r t a i n  t h a n  o t h e r  f u t u r e s ,  
bu t  i t  i s  w e l l  t o  moni tor  p r o p o s a l s  f o r  change and 
t o  judge t h e  p robab le  impac t s  on long-range d e c i s i o n s ,  
The two most v o l a t i l e  t o p i c s  a t  t h e  moment appear  t o  
be t h e  F e d e r a l  income t a x  and F e d e r a l  t r a n s f e r  t a x e s .  

F e d e r a l  Income Taxes 

C a p i t a l  g a i n s  t r e a t m e n t  of t imber  ha s  been 
c r i t i c i z e d  r e g u l a r l y  over  t h e  y e a r s .  Recent reforms 
of  t h e  pe r cen t age  d e p l e t i o n  a l lowance f o r  o i l  w e l l s ,  
a monumental t a x  loophole  w i t h  which t imber  c o s t  



d e p l e t i o n  ha s  o f t e n  been confused,  may r e l i e v e  
p r e s s u r e  from that  q u a r t e r .  But ,  t h e  Congress iona l  
Budget Act of  1974 r e q u i r e s  an  annua l  summary o f  
" t a x  expend i t u r e s " ,  d e f i n e d  as revenue l o s s e s  
due t o  p r o v i s i o n s  of  F e d e r a l  t a x  law which a l l o w  
some s o r t  o f  p r e f e r e n t i a l  e x c l u s i o n  o r  t a x  r a t e  
(Sun ley ,  1976) .  The c a p i t a l  g a i n s  t r e a tmen t  of t imbe r  
i s  a t a x  expend i t u r e ,  s o  i s  ensured  o f  annua l  review,  
bu t  I can s e e  no l o g i c a l  argument f o r  denying o r  
modifying p r e f e r e n t i a l  t r e a t m e n t  o f  t imbe r  as a  
c a p i t a l  a s s e t  u n l e s s  a l l  o t h e r  c a p i t a l  a s s e t s  a r e  s o  
t r e a t e d .  It might be  r ea sonab l e ,  though,  t o  expec t  
a l eng then ing  of  t h e  ho ld ing  p e r i o d  f o r  a long-term 
c a p i t a l  g a i n  from s i x  months t o  s e v e r a l  y e a r s .  Such 
a  change would e f f e c t i v e l y  deny c a p i t a l  g a i n s  
t r e a t m e n t  t o  most stumpage buyers ,  bu t  shou ld  have 
l i t t l e  i f  any e f f e c t  on i n t e n s i v e  management. 

Inves tment  c r e d i t  was f i r s t  a l lowed under t h e  
Revenue Act of  1962. It was suspended,  f o r  p r o p e r t y  
c o s t i n g  over  $20,000, from October 10 ,  1966 
th rough  March 9 ,  1967, and was t e rmina t ed  a l t o g e t h e r  
by t h e  Tax %form Act of  1969. The Revenue Act o f  
1971 r e s t o r e d  a  7% c r e d i t  f o r  e l i g i b l e  p r o p e r t y  and 
t h e  r a t e  was i n c r e a s e d  t o  l o % ,  f o r  most c a s e s ,  by 
t h e  Tax Reduct ion Act o f  1975. Presumably, r a t e s  
w i l l  r e t u r n  t o  t h e  1971 l e v e l  i f  t h e  r e d u c t i o n  
p r o v i s i o n s  a r e  no t  con t i nued ,  

F e d e r a l  T r a n s f e r  Taxes 

The l a s t  thorough re fo rm o f  F e d e r a l  t r a n s f e r  
t a x  law was i n  1942. There has  been much t a l k  of 
change bu t  l i t t l e  a c t  i o n  s i n c e  t h e n  CConway , 1974) 
The A d m i n i s t r a t i o n ' s  Tax Reform B i l l  o f  1973 emphas- 
i z e d  t h r e e  broad concerns ,  which a r e  l i k e l y  t o  
con t i nue :  1) maintenance of  existing revenues  from 
t h e s e  t a x e s ;  2 )  g r a d u a l ,  r a t h e r  t h a n  ab rup t  changes,  
t o  p r o t e c t  t h o s e  who have p lanned t h e i r  e s t a t e s  
under e x i s t i n g  law; 3 )  maintenance of  advan tages  
which encourage suppor t  o f  c h a r i t i e s .  There have 
been s e r i o u s  p r o p o s a l s  t o  r e v i s e  t h e  r a t e  s t r u c t u r e s ,  
e l i m i n a t e  t h e  double  b e n e f i t  a f f o r d e d  by t h e  s e p a r a t e  
$30,000 and $60,000 exemptions of  t h e  g i f t  and 
e s t a t e  t a x  laws,  r e s p e c t i v e l y ,  and t o  impose a c a p i t a l  
g a i n s  t a x  a t  d e a t h  on t h e  f a i r  market va lue  o f  a 
p r o p e r t y ,  l e s s  i t s  c o s t  b a s i s .  Perhaps t h e  extreme 
example of  a t t e m p t s  t o  b lock  t r a n s f e r s  of  wea l t h  
from one g e n e r a t i o n  t o  a n o t h e r  was George McGovernts 
c a l l  a few y e a r s  ago f o r  a 100% e s t a t e  t a x .  
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