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EXECUTIVE SUMMARY

Concern over equity of the current system for classifying and appraising forest land for ad valorem tax purposes resulted in the introduction of legislation to modify the valuation procedures for forest land.  In response to this concern the Oklahoma Forestry Association prepared this “white paper” to provide relevant information for the discussion of this issue.

Ad valorem taxation of forest land and timber inventories has been criticized because of a lack of equity in;

· The administration of property taxes

· The annual collection of taxes from deferred incomes

· A bias against investments in stocking and extended rotations.

Oklahoma treats forest land as agricultural land for tax purposes and as such is placed in the use class identified as “Timber and Wasteland.”  All agricultural land is assessed by county assessors on a calculated “use value” that recognizes use class (Cropland, Improved Pasture, Native Pasture, and Timber and Wasteland), and agricultural productivity.  Agricultural productivity is based on soil mapping unit characteristics and assigned productivity points ranging from 1 to 100.  A use value per use class per productivity point is calculated based on comparable sales and cash rentals in each county.  Comparable sales are given a weight of 25% and cash rentals a weight of 75% in these calculations.  Timber inventories are classified as a crop and as such are exempt from ad valorem taxation.
Because Oklahoma treats forest land similarly to other agricultural uses and exempts timber inventories from taxation it appears that Oklahoma avoids obvious inequities in the administration of property taxes.  However, Oklahoma does collect annual taxes on forest land that is being used to produce deferred incomes and this produces an apparent inequity with other agricultural uses that produce annual incomes.  The degree of this inequity is unknown and may be minimized by the separation of forest land into a use class separate from other agricultural use classes that produce annual incomes.  The bias against investments in stocking and extended rotations is reduced in Oklahoma by the assignment of productivity classes and use values by productivity class.  In summary, the procedures used in Oklahoma to value forest land for tax purposes avoid or minimize many of the criticisms of ad valorem taxation of forest land and timber inventories. 
INTRODUCTION
For several years assessors, the forest products industry, and concerned citizens in southeastern Oklahoma have expressed concerns over the equity of the current system for classifying and appraising forest land for ad valorem tax purposes.  These concerns resulted in the introduction of legislation to modify the valuation procedures for forest land during the 2009 session of the Oklahoma Legislature.

Objectives
The objectives of this report are to:

· Summarize historic criticisms of ad valorem taxation of forest land and timber inventories;

· Describe the procedures for valuation of forest land and administration of the property tax on forest land in Oklahoma.

These objectives are part of the Oklahoma Forestry Association’s efforts to provide relevant information for the discussion of this issue.

Property taxes are an attractive source of revenue for local government because of their consistent revenue, simplicity in administration, and ease of collection (Duerr 1993).  The values of real property are less variable than incomes which are the basis for income taxes, and consumption which is the basis for sales and excise taxes.  The process of establishing value through an appraisal process is simpler administratively than the processes required to define income for tax purposes and administer systems of sales and excise taxes.  The payment of property taxes, particularly taxes on real property, are impossible to avoid because the things being taxed are almost immovable and the documents granting the rights to the services of the property being taxed are under the control of the taxing authority.  
Historic Criticisms of Ad Valorem Taxation of Forestland and Timber Inventories
Property taxes and their impact on the practice of forestry and the relationship between the practice of forestry and property tax revenue have been topics of concern for a long time (Munger 1933, Fairchild 1935).  Over time these concerns have developed into three general categories.

Equity In Administration Of Property Taxes
Criticisms of equity in the administration of property taxes result from the application of the criteria for equity, “that unequals should be treated unequally and equals should be treated equally” (Boyd 1986).  The first of these leads to “vertical equity” and the second to “horizontal equity.”  Questions of vertical equity arise because of differences in the methods for estimating the value of forest land and timber inventories.  Generally valuations are based on one or more of the following: (1) prospective income, (2) comparable sales, and (3) costs of production.  Appraisals based on the consistent application of the prospective income where the value is based on the discounted stream of future earnings is the only method that is consistent with the concept of economic value based on productivity (Ibid.).  Because the analysis required for this method to be applied to forest properties is difficult, many appraisals are based on comparable sales and/or costs (Williams and Canham 1972).  It is unreasonable to expect historic comparable sales or costs to consistently lead to estimates of value based on productivity.  This difficulty in administration leads to a condition where unequals are treated equally.

The second equity issue, parcel equity or “horizontal equity” arises because of the difficulty in accurately distributing the value of a parcel between the timber inventory and forest land (Manning and Thompson 1969).  The result is, similar parcels being appraised and taxed at different levels because of differences in the allocation of appraised value between the timber inventory and forest land.

Lack Of Equity Because Of Annual Collections From Deferred Incomes 

A criticism of a lack of equity because of annual collections from deferred incomes has its origins in Fairchild’s (1935) report.  It involves the imposition of an annual tax on both the land and maturing timber crop that leads to multiple taxation over the life of the crop.  This results in a greater percentage of the forest crop’s income being diverted to taxes than the same tax rate applied to cropland yielding an annual crop.  Fairchild’s deferred yield criticism has gained wide acceptance among forest economists (Boyd 1986, Duerr 1960 and 1993, Gregory 1972, Klemperer 1996, and Manning and Thompson 1969).
Tax Bias Against Investments In Stocking And Extended Rotations 
The criticism of a tax bias against investments in stocking and extended rotations rests on the marginal impact of unmodified property taxes on harvesting and stocking decisions (Boyd 1986; Gaffney 1979 and 1980; and Klemperer 1978, 1982, and 1996).  The core of this criticism is that the tax, as a marginal cost, is not neutral with respect to harvest and stocking decisions.  Further, that the tax imposes a heavier burden on land with longer intervals between harvests and increased investments in stocking.  The effect of these burdens is to make lands marginal that would not be marginal without the tax and to encourage lower levels of stocking and earlier harvests.  Some states have addressed this issue by modifying the ad valorem system of property taxation for forest land.
SUMMARY OF FOREST PROPERTY TAX OKLAHOMA
(National Timber Tax Website 2001, Oklahoma Tax Commission 1981)
Property Classification
Oklahoma identifies the following classes of property for tax assessment purposes:

1) Real property

2) Tax-exempt household goods of heads of families and livestock employed in support of families

3) Personal property other than tax-exempt household goods and heads of families and livestock employed in support of families

4) Public service corporation property

5) Railroad and air carrier property

Real property includes both land and all associated rights and privileges that add value to land.  Generally, this includes mines, minerals, quarries, and trees, as well as most buildings, structures, and improvements.  Certain improvement (such as improvements on leased land that do not become part of the realty, improvements on federal or state land, and improvements on land belonging to public service corporations) are treated for tax purposes as personal property.

Forest land is treated as agricultural land for purposes of taxation.  Agricultural land is identified as being in one of four use classes for assessment purposes.  These classes are:
1) Cropland

2) Improved Pasture

3) Native Pasture

4) Timber and Wasteland

There is no statutory definition of agricultural land or any of the use classes of agricultural land.  The classification is left to the discretion of county assessors.

Assessment And Valuation
All real property in Oklahoma is to be valued at its “fair cash value” as of January 1 of the year for which the tax is being levied.  Fair cash value is defined as:

The value or price at which a willing buyer would purchase property and a willing seller would sell property if both parties are knowledgeable about the property and its uses and if neither party is under undue pressure to buy or sell and for real property shall mean the value for the highest and best use for which such property is actually used, or was previously classified for use during the calendar year next preceding the applicable January 1 assessment date.

The assessment that is entered on the tax rolls is not to exceed 35% of the fair cash value.  However, in practice the legislative intent to maintain assessment ratios between 9% and 12% is achieved through administration of the State School Aid Formula.

Agricultural land, including forest land, is assessed by county assessors on a calculated “use value” that recognizes use class (Cropland, Improved Pasture, Native Pasture, and Timber and Wasteland), and agricultural productivity.  Agricultural productivity is defined by a productivity index that ranges from 0 to 100.  Each soil mapping unit defined by the USDA, Natural Resource Conservation Service soil survey is assigned productivity points (1-100) based on an interpretation of the soil characteristics.  A use value per use class per productivity point per acre is calculated based on comparable sales and cash rentals in each county.  The comparable sales are given a weight of 25% and annual cash rentals a weight of 75%.  The annual cash rentals are capitalized using a capitalization rate set by the Oklahoma Tax Commission.

Exemptions
Timber inventories are classified as a crop and as such are exempt from ad valorem taxation.  Individuals may also apply for a “Homestead Exemption” with the assessor for the county where the property is located.  This exemption reduces the assessed valuation of the property by $1,000.

SUMMARY AND DISCUSSION
Ad valorem taxation of forest land and timber inventories is criticized because of a lack of equity in; 

· The administration of property taxes

· The annual collection of taxes from deferred incomes

· A bias against investments in stocking and extended rotations.

To overcome these inequities and reduce the difficulties in administering property taxes most states have implemented modifications for the taxation of forestland and timber inventories.

There has not been a formal examination of the degree of equity in the administration of the system for ad valorem taxation of forest land in Oklahoma.  However, because the current procedures treat forest land similarly to other agricultural land uses and exempt crops, including timber inventories, from taxation it appears that Oklahoma avoids obvious inequities in the administration of property taxes.

Oklahoma does collect annual taxes on forest land that is being used to produce deferred incomes.  This produces an apparent inequity with other agricultural uses that produce annual incomes.  The degree to which this difference is recognized in the prices of comparable sales and annual cash rentals is unknown.  This inequity may also be minimized by the separation of forest land into a use class separate from the other agricultural use classes that produce annual incomes.

The bias against investments in stocking and extended rotations is reduced in Oklahoma by the assignment of productivity classes and associated use values by productivity class.  However, the impact of errors introduced by the application of a productivity rating based on agricultural productivity to forest productivity is unknown.

In summary, the procedures used in Oklahoma to value forest land for the purpose of ad valorem taxation avoid or minimize many of the criticisms of property taxation of forest land and timber inventories.  However, there may still be opportunities to reduce the inequities associated with ad valorem taxation of forest land in Oklahoma and, questions of inequities in the ad valorem taxation of agricultural lands remain unanswered.
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GLOSSARY (National Timber Tax Website 2001)

Ad valorem property tax - the value of the land and trees form the basis for tax collection.

Personal property - is property that is not Real Property.

Real Property - means land, improvements, a mine or quarry, a mineral in place, standing timber, or an estate or interest in any such property.
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