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FOREST TAXATION 

Taxation Defined. 

o a layman a tax is 

a nolitical division, or, verr 

Stuents of taxation, however, 

characterization but, must make 

comnulsory payments to the sta 

A tax, as dfire by 

any compulsory payment ma'e to 

often, to oilier institutions. 
Cannot accept tbis broad 

a differentiation between the 

e an3 other compulsory oayments. 

Hurter, is "A compulsor-r 
contri- 

bution, exacted by nublic au1k'oritv accordinc to some enera1 

rule, without reference to any snecial benefit conferred by 

the expenditure of the funds so exacted". Tis meets all the 

requirements and allows that a state nav collect funds from 

any source, so that some eneral rule is fol .1 owed, the nurnose 

of the expenditure being at the ontion of the spending 

authorities. 
The benefit theory of taxation was the result of 

individualistic theories of the social order under which each 

person was supposed to provide for his own needs or to pay the 

government to do it for him. T'ne modern viewpoint in taxation 

is a product of the. rowin social solidarity and the sense of 

comrr'on social ohliation which have characterized human progress 

durinc the last century. Persons sub e c to the uris'iicfion 

of the state, are obligated to contribute to its sunport through 

the payment of taxes. 



Property Taxes 

Taxes on nroperty originated in early times. The 

first base chosen for taxes was property, usually land. Records 

show the early use of land taxes in Greece and Rome. 7ith the 

development of other forms of rropertv, atternts were made to 

extend the tax systems to include them as a nart of the base, 

so that in Teality a general property tax was established. 

however, there is no record of attempts to assess intangible 

forms of wealth when they began to accumulate. 

The history of tax develonment has been much the same, 

through the early stages, at least, in most new countries. In 

America, the use of a tax on nrope'tv came very early. In some 

of the colonies its development was gradual. Specific classes 

of property were designated as the basis for assessment, and 

frequently the value of the property was regulater by law. The 

necessity of holding land before being admitted to the full 

rights of citizenship helped to tighten the grip on property as 

the chief source of revenue. Although some of the states have 

recently made efforts to niace less reliance o Its use, the 

general nroperty tax still holc]s the place of nrimary irrportance 

th the revenue systems of most states and localities. 

In the course of its development many changes have 

occurred in the nature of the general property tax. Now, the 

property itself, rather than the owner, is the fundamental 

basis of assessment. Assessors are usually instructed to assess 
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all the property i their districts, Theter ownership be 

located tl-iere or not. The classification. of roertv bas come 

with the development of the property tax. Property Is divided 

irto two general classes, real property and personal property, 

the latter being subdivided into tangible and intangible pronerty. 

Real property refers to land and that wbich is attached to it. 

Prooerty does not fall naturally into the above classes, and the 

inconsistencies and difficulties wbich are encountered in the 

various states in their attempts at classification merely 

illustrate the arbitrariness of such a division. A tree in the 

forest, for example, is real estate, but as soon as it ïs felled 

it becomes personal property. Court decisions often classify 

property arbitrarily. Changes in economic institutions have 

resulted in the situation that the possession of nroperty no 

longer renresents ability to meet tax burdens. 

For illustration, let it he assumed that the annroximate 

value of nronert,v in three districts is about the same and on 

this property the state levies a five-mill tax, the county a 

ten-mill tax, and each local district a five-mill tax. The 

assessor in one district values it at 100 per cent, tri another 

at fifty per cent, and in another at twenty ner cent of its 

value. The inequnlity of collecting the twenty-mill tax at once 

becomes apparent. It is indeed too much to exnect that assessors 

for the whole state, or even for a county will have the same 

abilIty in appraising oroperty, or would use the same basis 

in calculating values. 

In the preceding paragraphs decided defects of the 
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general property tax are r'vea1ed. However, lt is so flrrrilv 

iritrenched, that we often come to think that tIi izeneral property 

tax :Ts of universal ap11cation. Even if unanimously agreed 

t1-.at the system wa unfit to use, lt is dIffIcult to get 

concerted action in instigating a new one or variations of the 

old one. Euronean Mstorv shows that the general property tax 

can be modified and even discarded. ear1y two centuries ago, 

in Europe, the general pronerty tax was in the variais stages 

ie have now. They have long since abandoned it as a part of 

their real tax system, an.d it is now only a part of their 

fiscal history. 

The Problem of Forest 

Of late there ha been a cry from certair sources that 

taxation Is causln the present forest destruction. It is 

true that the general nroperty tax, 1f strictlr administered, 

would take a large rer cent of the profit from the owners of 

timberlands. However, the general property tax is not, and has 

riot been in the past, effectively administered, and thus the 

accusation above is groundless. 

It is safe to say that ':.re can never exnect to see the 

general practice of forestry by private owners under our 

nresent system of taxation. Even if forests are never likely 

to he taxed on their full value, the situation is not ilieved 
a great deal. The mere chance that it may occur in any lven 

case would be enough to frighten the rrudent investor. 
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Quoting Louis S. urDhy of the U S. Forest Service, 

"The American forestry nrofession has become diverted from 

its main job of gro1ng forests. They have worked in season 

and out to it over tax reforms wIthout a single change from 

two decades ago. The Swiss and Swedish find some merit in 

patching up their proertv tax to make it work better, if not 

ideally. The practice of forestry will do more to solve the 

tax problem and do it better than all the tax tinkering can 

ever do for forestry1t. 

The above statement appears rather far reaching at 

first, especially the last sentence. If taken .. at its face 

value, the question irrmediatelv arises, how can the practice 

of forestry he carried on wben the problem of taxation acts 

as an unsurmountable obstacle? However, it is believed by the 

auiThor that the meaning is meant to be more eneral and is 

pointed at the more radical element entering into the controversy. 

In support of this, let me again quote Louis S. Turphy of 

the s. Forest Service. ?t forester's justification for 

meddling with taxation at all, as I see it, is: (1) that the 

existing methods of applying the property tax to forest 

property, methods wbich conceivably may imoose upon such 

property burdens out of all nronortion to that borne by other 

property, are materially hîindering the progress of forestry 

in which he is vitally interested; and (2) that he understands 

better than the economlst or tax expert the intricacies of th.e 

conditions peculiar to forest property and forest production 
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to vhich the methods of taxatïon must be ac9usted in order 

that existing difficulties and inustices may he correcied. 

Offsetting i-ils obvious justiflcation, however, is his equally 

obvious obliRahior to familiarize Mmself fully with the In- 

tricacies of the principles and practices of taxation, so that 

he may be fully able to recommend tax changes which will fit 

into and Harmonize Ith the nrevailing general tax system.----" 

The following is a quotation in part from Professor 

Fairchild, ---the notion that concessions In taxation. are 

necessary to promote forestry is a mistake. Scientific forest 

management wili be adoìted when, it pays the owner to do so. 

'Tb ..a t they (forest owners) need is to arantee that taxes will 

not he excessive. Tf still they hesitate, the fault lies some- 

where else than in taxation. T1 KIND OF FAVORS PilE LEGISLArfJR 

7ILL GRANT ARE USELESS, ANT) .. KIND THAT 'JOUL]) DO ANY GOOD JILL 

N}VER BE GRANTED AND OUGHT NOT TO BE GRANTED". 

The general prorrty tax is defective in a peculiar way 

in the case of all invested wealth which is eIther increasing 

or declining In value. unnose a man invests lO,OOO in a 

nerpetual annuity at five rer cent, yielding an annual income 

of OO. Assume an annual property tax of one per cent is 

imposed. The tax will take 'lOO or twenty per cent of the income 

each year. Suppose now another man, having lO,OOO nuts it in 

trust for fourteen years, after which time, the principal having 

doubled, he Invests It in a perpetual annuity of lOOO. Under 

the property tax he is taxed lOO the first year, but the 

second year, his cantal havir .. increased to lO,5OO, he pays 
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a tax of 105. Îis tax incrAases.each year unti] the fourteenth, 

fter wMch it is 2OO a year. 'The r,resent value of all taxes 

paid bT the first man is OOO, or twenty per cert f iis capital. 

The present value of all taxes paid by the second man is 3428, 

or thirty-four per cent of li Is canital, The business of forestry 

is a reinvestment, like that of the second man. Consequently a 

property tax strictly enforced, will place an excessive burden 

on forest Investments. 

The accompanying table shows how heavy this burden may 

be under certain conditions. 

The assumed cost of planting and the value of the t rees 

in the fiftieth year are taken from an example worked out by the 

New Hampshire Forestry Commission, based on a tract of wite pine 

in New Hamnshire. 

In each of the four exaples the conditions are varied 

as in actual practice. lthouh the range in value of the land 

and cost of plsnting and also in the tax rate is more than would 

normally be experienced, the ratio of taxes to net income is 

excessively high in every case. 
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Case 1 

Rotation period ----------- 50 yrs. 

Valu.e of timber ----------- 189.00 

Original cost of planting- 7.00 

Cost of planting with 
interest- 80.27 

Net income ---------------- 108.73 

Expectation value --------- 10.36 

Assessed value cf land 10.00 

Tax rate ----------------- 1 

Accrued taxes on land 20.94 

Accrued taxes on trees---- 
(exempt 20 yrs.) 21.46 

Ratio of taxes to net 
income--- 39T 

Case 

50 yrs. 

189 .00 

7.00 

80.27 

108.73 

10.36 

5.00 

_L/J 

10.47 

Case 

50 yrs. 

l89.00 

none 

none 

189.00 

18 00 

18 00 

., 

37.69 

21.46 21.46 

Case 

50 yrs. 

189 .00 

7.00 

80.27 

108.73 

10.36 

10.00 

ÇDí 
/0 

41 88 

42.92 

29 31% 78% 

In the past, timber lands with few and unimportant 

exceptions were taxed exactly the same as other wealth subject to 

the general pronerty tax. few states attempt to encourage 

forestry but only by special considerations amountinto gifts 

and prizes. 

A loose system of assessment prevails and the results 

are inequslity, over-valuation, under-valuation, and general con- 

fusion. Timber lend on the whole is grossly under-vaiue, although 

the growIng tendency is towards heavier taxation of timber lands. 

Contrary to public oinion, taxation has played a very 
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small part in conditions and influences causing the recent heavy 

and wasteful cu±t1ng of our forests. This conclusion is 

supported by evidence from many sources, including letters from 

some five hundred of the leading timbermeri all over the country, 

written in reply to inquiries on tTis point. This does not 

follow that the problem of taxation is of no inportance, but 

rather that its practical bearing is on the future cf our forests 

instead of their past. 

Solution of the Forest Taxation Problem. 

Followirnz is the resolutton arlopted at the Second 

international Tax Conference: "Pesolved - That it is within 

the legitimate nrovince of tax laws to encourage the growth of 

forests in order to protect watersheds and insure a future supply 

of timber; and legislation, or constitutional amendment where 

necessary, is recommended for these purposes". 

Taxation should he based on income or earning power. 

Iv. the case of forests, the tax based on income may be applied 

either as a tax on the yield whenever any timber is cut, or as 

an annual tax on the present capital value of the forest, based 

on all its expected future incomes and expenditures, what the 

foresters call 'expectation value. To illustrate by a single 

example: Sunnose that a forest is so managed as to yield a net 

income of :l5O.00 sixty years from today, and again every sixty 

years thereafter, without any cost for planting. If interest is 

at five per cent, a simple calculation will show that the nresent 
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expectatation value of the forest is 8.48. Suppose lt is 

desired to tax this forest at the rate of twenty per cent of' 

its net income. Phis may be accomplished either by a tax of 

twenty ner cent of the net yield whenever it occurs, or by an 

annua]. tax of one per cent of t1e expectation value. The first 

'rfoiu1d mean a tax of 3O.00 paid every sixty years, when the 

timber Is cut. The second would mean a tax of eight and one- 

half cents paid every year. The present value of these two 

taxes- that is, 3O.00 paid slxtiT years from date and every 

sixty years thereafter, and eight and one-half cents paid every 

v1ar beginning at once-is exactly the same. 

The tax on fcrest lands by either method is quite un- 

certain. The rate of interest plays an important part in so 

far as a change of a single unit may double or even treble the 

amount of the tax. The rate of interest adopted at wuich to 

capItalize Investments should suit conditions, otherwise the 

expectation values will he too lo1 or too bight. Until we 

lessen the fIre risk and shorten the length o rotation, rates 

of interest in forest investments will remain quite high. 

There are two conceptions of forest capital. The 

first is that the land is the sole productive capital element, 

the crop being disregarded in figuring capital value. iie 

second considers the cror and land to he one nroductive capital. 

It is easily conceived how a uniform value for th.e land alone 

could he letermined. Towever, t}ie second ronosal centers 

around the method of assessing forest roperty according to its 
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productive catacity in each one of several stages, or periods, 

of develorrnent in the productive life of a given type of forest. 
Louis S. Furhy gives the following steps, namely: 

Iti. The division of the rotation into readily recognizable stages 

or periods of development as a basis for classifying the existing 
forest properties for purposes of assessment; and 2, the working 

out of a scale of standard assessment values in readily usable 

form for applying directly to the propertIes so classified7. 

Any development of the first step would have to appeal to local 
tax authorities as being fair anö equitable, and if they had 

any partly developed plans they should he followed out, otherwise 

a new classification would have to be set un. For the second 

step therr are several means theoretically tossible. They include 

actual sales, formula, and a combination of both. In tu is regard 

it may be remarked that the above involves speculative pre- 

dictions sub,ject to differences of opinion as to facts, which 

const tute serious administrative barriers. 
In order to avoid uncertainty and arbitrary taxation, 

he valuation of forest property should be determined by a 

state officer or board, or at least a maxiïmim value established. 

Thich method of scientific forest taxation should we apply with 

particular reference to American conditions? 

The tax on exnectat,ion value cannot he apnlied in case 

of the forest wit» irreular yield. any of the most nrominent 

forest economists in the United States do not favor the tax on 
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expectatIon value of the land. They do not believe it is 

capable of general application in the Unfted States. It is their 
udment that forestry management in the Tjnited States is not 

sufficiently developed. On the oter lîani, there re sorne 

po1itive considerations in favor of hl-ìe tax on yield wbich are 

of the greatest importance. It avoids the whole problem of the 

rate of Interest, relieves us of t1e necessity of stImatirg 

future prices of timber, and eliminates the element of risk 

from the timber investment problem. 

There are many difficulties in the way of any tax 

reform, most of them practical and very much in evidence When 

such steps are taken. The chief difficulty seems to be the 

irregular and uncertain revenue for many towns and counties. 

Public Finance has three distinct departments, public revenues, 

public expenditures, and financial admInistration. Fublic 

revenues are the source of ñinds which are used in the conduct 

of public business. Public exnenditures represent the needs of 

the state. Financial administration deals with the budgeting, 

handling, collection and disbursing of public funds. If we 

propose to change the system of taxatIon we shall touch each 

of the three derartments of ubiic finance. QuotIng Dean 

G. 1 Peavy: "Anything which disturbs the balance of anyone of 

these three departments is a matter of serious concern. If the 

tax rate of one class of property is lovered, the loss in 

revenue must be made good by increasing the rate of other 

properties, or the scone of governmental activities must be 
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lessened. An increase ir. revenue means a read-ustment in 

expenditures and administration. The greater the class of 

proîerty involved in the troposed change, the more serIous the 

problem. In a state like Oreor, with m'mense timber nroperties 

aing one-third of the taxes, it. car readily he seen that one 

iust anproach this problem of revIsion as it affects these 

problems, with extreme care". 

There is a large body of public opinion fairly 

reflected in the following summary given out by the Twelfth 

Report of the 'isconsin Tax Commission in 1924. 1. Abandon all 

thought of a reduced or deferred tax upon mature timber and tax 

the same in full every year at the prevailing rate of taxation 

prescribed for all other property Tax 

the land upon which the timber stands, whether mature or growing, 

annually at the same rate and unon the same valuation that other 

land in the same district hears. 3. ExemDt growing timber from 

taxation for a period until it attains a snecified size in 

dianieter 3nd evelons a specified rumber of trees per acre on 

the tract. 4. 1 yield tax may he Provided for the mature ti'her 

when harvested, payable to the district in which located. 

The assembled data on forest taxation contain the 

opinions and ideas of such men as Professor Fairchild, Louis 

s. urphy, A. C. Shaw, Merin Harold Hunter, and others as well 

known in economic circles. Their arguments and reasoning are 

sound and are in a large measure used as a basis for the conclusions 
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drawn in this raiDer. Based or conditions here in the TJorthwest, 

the best solution of the rroblem appears to embody the following 

principles: 
1. Separate the value of the timber from that of the 

land, taxing the timber with a yield tax at the end of the 

rotation and the land on the soil value at the beginning of the 

rotation, the total tax not to exceed th.e amount paid by 

property paying sIplilar net income. 

2. Tax mature and immature timber land.s separately, the 

mature timber on its full value under the general property tax, 
at the same rate of taxation prescribed for all other in the 

district, and the immature tiirber as outlined in other parts 
of this summary. 

3. The tax should be administered by the state. A 

rough estimate may be made of the probable annual yield of the 

forests in each county and the state will pay to the counties 

their share of the yield-tax annually. The county r.'ii1 in turn 
pay the state when the yield-tax is collected. There are other 

ways of accomplishing the same results, but this plan, it appears, 

would -.iork out most satisfactorily in oregon. 

4. Growing timber seems to be our big problem here, 

but, if taxation is equitable, the problem is considerably 

lessened. Growing timber should not be taxed any differently 
than other growing crops; that is, it should not be assessed 

until it is in condition to harvest. Tax laws might even be 

passed that would encourage the growing of timber for the purpose 

of insuring a future timber supply for public needs, and still 
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not overstep the province of tax laws. 
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