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PREFACE 

! 

. ,  

The  Task  Force  on  Crown  Timber  Disposal,  struck  by 
the  provincial  government  in 1974, published  two  major 
reports  during  its  one-year term:  the  first  dealing  primarily 
with  royalties  and  related  charges  applicable to certain old 
forms  of  forest  tenure,  and  the  second  with  the  system  of 
stumpage  appraisal  that  applies  to  other  Crown  timber.* 
These  royalties  and  stumpage  charges  together  account  for 
most  of  the  provincial  revenue  derived  directly  from  the 
province's  forest  resources.  There is, howevkr, a miscellariy 
of  other  levies  on  Crown  forest  land  and  timber - taxes, 
rentals,  fees and other  charges - which  for  the  most  part 
were  explicitly  set  aside  in  the  Task  Force's  two  reports 
as  subjects  for  later  review.  These  other  levies  are 
considered  in  this  paper. In  addition,  while  the  Task 
Force  restricted  itself  to  charges  associated  with  tenures 
over  Crown  forests,  this  paper  examines  the  levies  on 
timber  and  land  held  under  private  title as well. 

This  review  was  initiated  by  the  Task  Force  as  one 
of  several  background  studies  dealing  with  aspects  of 
forest  policy  in  British  Columbia.  These  studies  were 
not  intended to  contain  recommendations  for  policy  reform, 
but  only  a  systematic  documentation  of  prevailing  policy 
and  some  analysis of its  implications  that  would  provide 
a  base  for  subsequent  inquiry  and  policy  revision. 

. 

* Crom Charges for Early Timber Rights, First  Report of the Task 

+ Appendices; Timber AppraisaZ, Second Report of  the Task Force 
Force on Crown  Tintbe? Disposal,  Victoria, February 1974, 4 4  pp. 

on Crown  Timber Disposal,  Victoria,  July 1974, 156 pp. + Appendices. 
Both reports  are  available from the  Informatiqn  Divipion of the 
Bri t i sh  Columbia Forest  Service,  Victoria, B . C .  



Before  its  term  ended  in  December 1974 the  Task  Force 
completed  a  background  paper on forest  tenures  in  British 
Columbia.*  That  report,  in  the  course  of  reviewing  the 
terms  and  conditions of various  tenure  arrangements,  notes 
the  various  Crown  charges  that  apply  to  each  category  of 
private  and  public  forest  tenure. A detailed  review of 
the  application of these  levies to the  various  tenures  is 
therefore  not  necessary  in  this  paper:  it  concentrates 
instead on the  nature of the  charges  themselves,  their 
interrelationships,  and  other  implications.  This  implies, 
of  course,  that  the  two  documents  should be  read  together. 

The  basic  research  for  this  study  was  done  for  the 
Task  Force  by  Dr.  Hartley V. Lewis,  a  consulting  economist. 
But  the  report  was  incomplete  when  the  term  of  the  Task 
Force  expired;  and so formal  auspices  and  funding  for 
completion  and  publication  of  the  study  were  lacking.  The 
former  Chairman  of  the  Task  Force,  having  returned  to  the 
academic  staff  at  the  University of British  Columbia, 
therefore  undertook  to  finish  the  manuscript on his own 
responsibility,  receiving  further  help  from  Dr.  Lewis 
and  Mr.  Richard Campbell,  the  former  staff  lawyer  for  the 
Task  Force.  The  study  was  thus  inherited  by  the  present 
Commission  substantially  in  the  form  that  appears  here. 
In  the  belief  that  its  contents  will  be  useful  to  those 
who  will  participate  in  its  inquiries,  the  Commission 
decided  to  have  it  published  without  delay. 

* Forest  Tenures in British Columbia, Policy Background Paper 
prepared by the Task  Force  on Crown Timber Disposal, Victoria, 
December 1974, 125 pp. (Available from the  Information 
Division of the British Columbia Forest Service, Victoria, B.C.) 



It is apparent  that  this  study  has  been  done  under 
rather  mixed  auspices,  but  the  Commission  must  take  full 
responsibility  for  this  document.  A  variety  of  matters 
that  warrant  careful  attention  by  the  Commission  are 
examined  in  the  following  pages,  but  no  conclusions  are 
drawn  here  about  desirable  reforms  and  none  should  be 
inferred.  The  formulation  of  recommendations  for  policy 
changes  is  specifically  the  job  of  the  Commission,  to  be 
done  in  the  light of information  and  advice  received  in 
the  course of its  forthcoming  public  inquiry  and of its 
terms  of  reference. 

This  report  has  benefitted  from  information  and 
guidance  received  from  a  large  number  of  individuals, 
and  special  acknowledgement  must  be  made  of  the  generous 
and  patient  assistance  received  from  Mr.  Jack  Moore, 
provincial  Surveyor  of  Taxes,  Mr. A .  C. Sayle  of  the 
British  Columbia  Assessment  Authority  and  Mr. J.A.K. 
Reid of  the  British  Columbia  Forest  Service.  The  manu- 
script  was  prepared  for  publication  by  Mrs.  Elizabeth  Long. 

The  Commission  hopes  that  this  report  will  prove 
helpful  to  participants  in  the  current  forest  policy 
review,  and  welcomes  criticisms,  corrections  and  comments 
on  its  contents  as  a  means of ensuring  that  the  review 
proceeds  with  a  firm  base  of  accurate  and  balanced 
information. 

Peter H. Pearse 
Commissioner 

July 1975 
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INTRODUCTION 

The  provincial  Crown  has  retained  title  to  more  than 
95 per  cent of the  forest  land  in  British  Columbia.  Under 
the  various  tenure  arrangements  that  make  the  public 
forests  available  to  producers  the  government  levies 
royalties  and  stumpage  charges on timber  harvested. 
These  stumpage  and  royalty  charges  are  the  selling  prices 
for  the  resources  fixed  by  the  public  landlogd,  and  the 
means  by  which  the  government  recoups  for  the  public  its 
interest  in  Crown  timber. In  addition,  the  Crown  has 
retained  some  equity,  in  the  form of royalties,  in  some 
of  the  private  forest  land  that  it  has  granted  over  the 
years. 

But  apart  from  these  provisions  for  recovering  the 
public  equity  in  timber  when it  is  harvested,  the  Crown 
levies  a  number  of  other  charges on those  who  hold  rights 
to  timber  and  forest  land.  Some of  these,  in  the  form of 
rentals  and  fees,  are  charges  for  the  right  to  occupy 
public  property  and  exploit  the  timber  on  it.  Certain 
others  are  meant to  defray  the  cost  of  services  provided 
by the  government  in  protecting  timber  held  by  private 
parties  or  in  making  it  available to them. Others  are 
taxes,  levied  by  the  Crown  in  its  traditional  role as 
the  collector of public  revenue  to  cover  the  costs  of 
government.  These  three  kinds of levies,  which  differ 
importantly  in  form  and  purpose  from  the  selling  prices 
fixed  for  Crown  timber,  are  the  main  subjects of this 
study. 

The  scope  of  this  paper  is  restricted  to  those 
public  levies  that  are  directly  associated  with  the 
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acquisition,  holding  and  exploitation  of  forest  resources. 
Obviously  this  excludes  much of the  government  revenue 
obtained  from  the  forest  economy,  such  as  taxes on the 
profits  of  timber  companies,  on  their  material  inputs, 
on  their  employees'  incomes,  and  property  taxes  on  the 
bulk of  the  industry's  invested  capital  in  plant  and 
equipment.  The  intent is to focus on the  special  charges 
incurred  in  the  course  of  acquiring,  holding  and  exploiting 
forest  resources  and  that  are  therefore  unique  to  the  forest 
industry.  One  levy  that  is  unique  to  the  forest  industry, 
the  logging  tax, is not  considered,  however,  because  it 
has  been  reviewed  elsewhere'  and  because  recent  statutory 
amendments'  have  largely  eliminated  the  impact  of  this 
charge  on  industrial  profits. 

Because  of  the  vast  area  of  the  land  base  and  the 
size  of  the  forest  inventory  associated  with  the  forest 
industry,  property  taxes  have  special  significance  for 
the  forest  economy.  Some of these  are  imposed  under 
taxation  statutes  while  others  are  levied  under  forest 
legislation  and  other  authority.  Like  forest  tenures, 
these  taxes  and  charges  have  been  introduced  and  modified 
as  public  objectives  and  revenue  requirements  have  evolved 
over  time, so that  today  they  present  a  rather  complicated 
mixture  of  forms  and  effects  on  each  other.  Part I of 
this  paper  examines  each of the  levies  individually; 
dealing  first  with  the  relevant  forms  of  property  tax 

~~ ~ 

1. Crow Charges for Early Timber Rights, op. cit., pp. 32-34. 

2. Logging T a x  Amendmen$ Act, 1974, S.B.C.  1974, C. 50; Income Tax 
Amendment Act, 1974, S.B.C.  1974, c. 40, 6s. 1, 1A. At the  time 
of writing, the former Act and 8 .  1A of the  latter had  not been 
proclaimed in force. 
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and  subsequently  with  other  charges  imposed  under  forest 
legislation.  This  is  intended  to  be a general  description; 
and it  must  be  emphasized  that  it  is  not,  therefore,  a 
precise  legal  documentation  with  the  degree  of  detail  and 
qualification  that  would  require.  This  is  followed,  in 
Part I1 of the  paper,  by  an  examination of some  of  the 
economic  implications of this  mixtute  of  public  charges - 
their  interdependencies,  their  burden  on  forest  properties, 
and  their  effects  on  incentives of forest  landowners. 



- 4 -  

PART I. TAXES  AND  OTHER  CHARGES  ON  FOREST  RESOURCES 

The  first  part of this  paper  documents  the  major 
forms of public  revenue  raised  from  timber  and  forest 
land  in  the  province.  In an attempt  to  confine  the 
discussion  to  levies on timber  and  land  used  primarily 
for  purposes of forestry  some  charges on forest  assets 
are  deliberately  excluded,  such  as  the  taxes on the 
relatively  insignificant  amount  of  forested  lands  within 
municipalities  where  non-forest  values are typically 
dominant.  More  important  from  a  revenue  point of view, 
are  taxes on improvements  related  to  the  forest  industry 
which,  for  the  most  part,  are  ignored  also. It must 
therefore  be  reiterated  that  this  attempt  to  identify 
charges  levied  directly on forest  resources  does  not 
purport  to  encompass  all  the  public  charges  borne  by  the 
forest  industry. 

To provide  some  initial  perspective,  Table 1 lists 
the  various  forms  of  charges  considered in the  following 
pages  and  shows  their  yields  in  the  calendar  year 1974. 
The  total  yield of $206 million  represented  about 8 per 
cent of gross  provincial  revenues  in  the  year 1974. 
Stumpage  clearly  dominates  the  total,  but it is  susceptible 
to wide  fluctuations  from  year  to  year  because  of  its 
sensitivity to markets  for  forest  products.  In  spite of 
its  overwhelming  importance  among  these  revenue  sources, 
the  stumpage  system  is  not  considered in  detail  here 
because it, and  the  royalty  arrangements  that  apply  to 
certain  Crown  lands,  have  recently  been  reviewed  elsewhere. 3 

They  are  included  here  mainly  for  completeness,  and  for 
purposes of examining  their  important  interrelationships 
with  the  other  levies. 
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TABLE 1 

REVENUES  FROM  FOREST  RESOURCES IN 1974 

type  of  levy 

provincial b property  tax 

schools  tax 

other  property  taxes 

stumpage 

royalty 

scaling  fees 

b 

b 

revenue  yield 
(thousands of dollars) 

a 

4,518 

13,260 

2,345 

169,699 

8,221 

5,724 

annual  rentals,  and 
renewal,  advertising 
and  transfer  fees 1,214 

forest  protection  tax 1,028 

per  cent 
of  total 

2.2  

6.4 

1.1 

82.4 

4.0 

2.8 

0.6 

0.5 

TOTAL 206,009 100.0 

a .  Figures  show  amounts  charged,  which  differ  slightly  from 
amounts  actually  collected in the  same  year. 

b.  Figures  refer  to  amounts  charged on properties  outside 
municipalities  only. 

Sources: British  Columbia  Forest  Service AnnwrZ Report, 1974;  
Comments o f  Surveyor of Taxes t o  Select  Standing 
Committee on Municipal  Matters  Concerning  Real  Property 
Taxation i n  Rural  Areas of B r i t i s h  Cotwnbia, September, 
1974.  
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PROPERTY  TAXES 

The  most  important  property  taxes  that  bear on forest 
land  and  timber  in  British  Columbia  are  the  provincial 
property  tax  and  the  schools  tax,  but  there  are  also 
several  minor  forms  levied  for  special  purposes.  Each 
is  imposed  under  special  statutory  authority  and  at  rates 
determined  by  different  agencies,  often  subject  to  general 
provincial  government  approval.  The  following  review  is 
restricted  to  those  taxes  that  apply  to  forest  land4  in 
rural  areas,  since  only  a  very  small  amount of taxable 
forest  land  lies  within  municipalities  and  in  none  is 
forest  land  an  important  part of the  tax  base. 

Taxes  frequently  change,  and  major  reforms  in  real 
property  taxation in  British  Columbia  are  currently  under- 
way  following  the  replacement  of  the Assessment  Equalization 
Act5 with  the  new Assessment Act.6 Except  where  noted  other- 
wise,  the  following  review  describes  the  property  tax 
arrangements  that  obtained  in  the  1974  taxation  year. 

Provincial  Property  Tax 

Provincial  property  taxes  are  levied  under  the 
Taxation  Act , which  applies  to  rural  areas - the  99  per 7 

4. Except  where  specifically  indicated  otherwise,  the  term  "forest 
land"  is  used in this  review  to  refer  generally  to  land  that 

with  the  special  (and  varying)  statutory  definitions of the 
contributes  to  forest  production  and  should  not  be  identified 

under  the Taxation Act it is printed in italics. 
term.  Where  the  term refers to  the  land  class  of  that  name 

5. Assessment  EquaZization Act, R.S.B.C. 1960, c. 18 (as  amended); 
Asseecment  Equalization  Act  Amendment Act, 1973, S.B.C. 1973,  C. 5. 

6. Assessment Act, S . B . C .  1974, C. 6. This  statute  was proclaimed 
to  be i n  force on July 2 ,  1974. 

7. R.S.B.C. 1960, c. 376 (as  amended);  land  and  improvements  lying 
within  municipalities  are  exempted  by s .  24(a). 
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cent  of  the  land  area  of  British  Columbia  that  lies  out- 
side  municipalities.  Revenues  generated  by  these  taxes 
accrue  to  the  Province's  general  fund.  The  yield  does  not 
constitute  a  large  portion of total  provincial  revenue, 
nor is  it  large  in  comparison  with  some  other  charges  on 
forest  resources  (see  Table 1). The  provisions  of  the 
Taxation  Act are  of  additional  importance,  however,  because 
many  other  tax  statutes  adopt  them  for  assessment  and 
collection  purposes.  This  Act,  in  turn,  defers  to  the 
Assessment  Act8 for  determination  of  assessed  values. 

Liability.  The  provincial  property  tax  falls  mainly 
on  Crown-granted  lands,  exempting  property  held  by 
municipalities  and  by  the  provincial  and  federal  govern- 
ments  (including  Indian  lands) .' The  main  exception  to 
the  general  exemption  of  Crown  land  is  the  so-called  old 
temporary  tenures - Timber  Leases,  Pulp  Leases,  Timber 
Licences,  Pulp  Licences  and  Timber  Berths - under  which 
rights  were  originally  conveyed  several  decades  ago  to 
harvest  the  timber  subject  only  to  payment of statutory 
royalty  (rather  than  stumpage,  which  applies  to  other 
Crown  tenures).  The Taat ion   Ac t  places  these  lands  in  a 
special  category,  defined as f o res t  land and  makes  them 
liable  to  tax  at  one  per  cent  of  assessed  value. lo Those 
that  are  included  within  Tree-Farm  Licences  are  exempted, 
however, and  this  provision  removes  liability  from  more 
than  half  the  total  acreage of  old  temporary  tenures 

8. Op. cit. 

9. !hxat ion Act. R.S.B.C. 1960. c .  376,  8 .  24(1). 

10. l-lid., 6 8 .  2 ,  50( l ) (a ) .  
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currently  held. 11 

Crown-granted  forest  lands  are  classified  into 
several  categories  under  the Taxation  Act and  the  basis 
of  assessment  and  the  rate  of  tax  varies  among  the  classes 
The  principal  features of each  category  are  as  follows. 12 

Timber  land is  land  held  for  forestry  purposes  and 
currently  supports  a  minimum  average  volume 
of  merchantable  timber,  namely 8,000 feet  per 
acre on the  Coast,  or 5,000 feet  per  acre  in 
the  Interior. 

Tree-farm land is  land  for  which  the  highest  economic 
use  is  deemed  to  be  forestry  and  managed  as  a 
Taxation  Tree-Farm  according  to  a  sustained 
yield  working  plan  approved  by  the  Forest 
Service. 13 

WiZd land is land  in  lots  greater  than  five  acres 
that  does  not  fall  into  the  preceding 
categories, or any  non-forest  category  (such 
as  farm  land),  and  does  not  contain  substantial 
improvements  (generally  speaking,  with 
improvements  worth  less  than  an  average  of 
$2.50 per  acre on the  Coast or $1.25 per  acre 
in  the  Interior). 

Improved  land is  the  residual  class,  comprised  of 
lands  that do not  fall  under  any of the  above 
categories or into  any  other  class. 

11. Ibid. ,  s. 24(n). This tax is examined in more  detail in C r m  
Charges f o r  EarZy Timber Rights, op. c i t . ,  pp.  30-31, which 
deals specifically with  charges on the old temporary tenures, 
and which  recommends that this tax be abolished if other 
recommendations relating to royalty assessments are adopted. 

12. For precise definitions and restrictions, see Taxation  Act, 
op. c i t . ,  s. 2 .  

13. See Forest  Tenures i n   B r i t i s h  Columbia, op. cit . ,  pp. 32-33. 
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The  total  area of forest  land  in  each  of  these  land 
classes  and  the  parts  carrying  mature  timber is indicated 
in  Table 2 .  It should  be  recognized,  however,  that  available 
data do not  permit  a  very  precise  indication  of  some of 
these  areas. Tree-farm  land is  easily  the  largest of the 
taxable  land  categories,  but  it  contains  a  relatively  small 
acreage of mature  timber, as Table 2 shows.  Since fopest  
land in  effect  consists  of  the  area  in  old  temporary  tenures 
outside  Tree-Farm  Licences,  and  these  tenures  revert  to  the 
Crown  (in  whole  or  in  part)  as  their  mature  timber is 
removed,  it  can  be  assumed  that  most of this  area  is in 
mature  forest  cover.  Although timber land is  defined  as 
supporting  minimum  volumes  of  mature  timber,  less  than  half 
the  total  area  in  this  class is covered  with  mature  forest. 
Information  regarding  the  amount  and  forest  cover of wild 
and improved  land used  for  forestry  is  less  complete:  data 
allow  us  to  conclude  only  that  there  are  some 70,000 
timbered  acres in these  two  classes  combined,  and  that 
probably  a  good  deal  more  is  held  primarily  for  forestry 
purposes. 

Timber  is  assessed  and  taxed as part  of  the  land, 
rather  than  as  improvements.  Improvements  on  a  parcel  of 
land  may  determine its  classification,  but  they  are  assessed 
separately.  Moreover,  the  rate of tax on privately-owned 
improvements is independent  of  whether  the  land on which 
they  are  situated  is  under  Crown or private  title.  The 
only  relevant  privately-owned  improvements  exempt  from  tax 
are  those  that ' I . . .  are  designed  to  facilitate  the  manage- 
ment  and  the  operation  of  and  the  growing  and  harvesting 
of  wood ..." on  Taxation  Tree-Farms. l 4  A  corresponding 

14.  Taxation  Act, o p .  cit.,  S.  24(t). 
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TABLE  2 

AREA OF MAJOR FOREST LAND CLASSES 
CONTAINING  TAXABLE  FORESTS,  1973 

acreage 
land  classa total  acres  in  mature  timber 

forest  land 833,027  most 

timber l a n d  616,198  297, 10Zb 

tree-farm land 1,337,232  251,655' 

w i l d  land 228,238 ) 

improved land 114,346 ) 
) 69,602 

d 

a. As  defined  in  the Tmation Act. These  figures  do  not 
correspond  precisely  to  forest  inventory  statistics 
due  to  differences  in  definitions  employed,  and 
exemption of many  parcels  of  forest  land  from  tax. 

b. Area  reported as "timbered". 

c.  Area  reported as "mature  cover":  the  remainder of 
the  total  consists  of  719,890  acres  of  "immature" 
and  190,632  acres of "non-commercial  cover"  and 
"not  satisfactorily  restocked". 

d. Estimated  from  very  rough  information. 

Sources: AnnuaZ Report of  the  Forest  Service,  1973; 

Division  of  the  Assessment  Authority,  and  other  sources - 
information  obtained  directly  from  the  Timber  Appraisal 

some  of  which  do  not  provide  consistent  data. 

exemption  for  such  improvements on Tree-Farm  Licences  was 
repealed  late  in 1974,15 so the Fax revenues  indicated  in 
Table 4 below  for 1974 reflect  this  former  exemption  also. 

15. Forest.Act, R.S.B.C. 1960, c.  153  (as  amended), s. 36(21), 
repealed  by Statute Law Amendment Act, 1974 (No. Z J ,  S.B.C. 
1974, C. 114, s. 5(a). 
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Roads  are  a  major  category  of  improvements on 
forest  lands.  Almost  all  forest  operations  today 
depend  on  road  access,  and  road  requirements  tend  to 
grow  as  operations  progress  outwards  from  settled  areas 
and  established  transportation  routes.  Forest  roads 
located on Crown  land  are  generally  regarded  as  private 
property  for  tax  purposes  whenever  they  are  not  built 
at  government  expense  directly, or indirectly  through 
offsets  against  stumpage  assessments. l6 Such  roads 
continue  to  be  liable  to  tax  as  long  as  they  remain  in 
use. 

Assessment.  Where  market  transactions  provide 
sufficient  guidance,  assessors  of  the  British  Columbia 
Assessment  Authority  estimate  the  value  of  forest  land 
(other  than tree-farm land ) from  the  sale  prices of 
properties  with  similar  characteristics.  Such  sale 
prices can, of  course, be  expected  to  reflect  royalty 
payable on the  timber,  annual  property  tax  liability 
and  any  private  non-forest  values  of  the  land. 

Where  market  information  for  comparable  lands i s  

lacking,  the  land  and  timber  values  are  estimated  separately 

16.  Forest Amendment Act, 1974, S.B.C.  1974, C. 36, 8 s .  5, 9(a) 
(which  amended ss.  17  and 36(20) of  the Forest A c t ) ,  provides 
that  where  the  Crown  finances  construction  of  a  primary  access 
road  either  by  payment in  cash  or  offset  against  stumpage,  the 
road  vests  in  the  Crown.  The  effect  of  this  measure is to 
eliminate  from  liability  for  property  tax  many  roads  built on 
Crown  land  by  Tree-Farm  licensees,  and  by  Timber Sale and 
Timber  Sale  Harvesting  licensees.  In Timber AppraisaZ, op. c i t . ,  
pp. 109-110, the  Task  Force on Crown  Timber  Disposal  recommended 
that  the  Crown  directly  compensate  licensees  for  all  primary 
road  costs  by  means  of  cash  payment,  the  effects of  which  would 
be  two-fold:  such  roads  would  not  be  financed  through  the 
stumpage  appraisal  formula,  and,  as  Crown  property,  they  would 
not be subject  to  property  tax. 
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and  then  combined.  The  average  stumpage  rates  levied  during 
the  preceding  year on  Crown  timber  in  the  region  provide 
the  base  for  estimating  the  value  of  each  species of timber, 
and  this is applied to  cruise  information  for  the  assessed 
land  after  appropriate  adjustments  for  the  characteristics 
of the  property  and  any  royalty  payable. To this  timber 
value  is  added  a  bare  land  value  estimated  from  local 
sales, or, in  its  absence,  a  nominal  land  value,  usually 
$15 per  acre. 

It  is  important  to  note  that  the  royalty  liability 
on timber is reflected in  its  valuation  whether  the  estimate 
is  based on  sale  prices  of  comparable  land  and  timber  or  on 
current  stumpage  data.  Property  tax  liability  on  timber  is 
reflected  only  if its  value  is  estimated  from  local  sales: 
no  allowance  is  made  if  the  timber  value  is  determined  from 
comparable  stumpage  prices.  Non-forest  values  are  also 
reflected  in  land  assessments  only  where  local  sale  prices 
are  used  for  guidance.  Where  nominal  land  values  are  used 
these  cannot be  expected  to  account  for  differences  in 
property  tax  liability  and  non-forest  values,  but  they  are 
employed  only  where  no  transactions in land  occur  and  in 
most  such  cases  values  other  than  forestry  are  of  little 
consequence. 

Tree-farm Zand is  evaluated  by  a  special  procedure.  It 
is  designed  to  provide  a  fiscal  incentive  for  private  forest 
land  owners  to  practice  sustained  yield  forestry  by  having 
their  lands  classified  as  Taxation  Tree-Farms. To qualify 
for  this  classification  the  land's  best  economic  use  must 
be  deemed  to  be  in  forest  production  and  the  owner  must 
undertake  to  manage  it  according  to  a  sustained  yield  plan 
approved  by  the Forest  Service.  The  value of such  land is 
the  calculated  present  (discounted)  value  of  the  future  net 
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revenues  it  can  be  expected  to  yield  under  the  approved 
plan.  Stumpage  values  are  estimated  from  current  Forest 
Service  appraisals  in  the  same  region  with  deductions  for 
any  royalty  payable  and  for  costs  incurred  in  managing  the 
land.  Future  expected  stumpage  values  are  discounted  at 
14 per  cent  per  year - a  rate  which  is  intended  to  allow 
for  annual  property  taxes  as  well  as  a  reasonable  rate  of 
return  on  the  forest  investment. 

The  tax  treatment  afforded  to  owners  of tree-fann  land 
is  not  in  the  form  of  a  lower  tax  rate  (which,  indeed,  is 
higher  than  that  on  some  other  classes of forest  land - see 
below)  but  rather  in  the  lower  estimates of property  value 
that  result  from  the  above  procedure.  In  the  first  place 
it  precludes  any  recognition  of  non-forest  values,  which  is 
important  because  some  of  this  land  is  located  in  relatively 
well  developed  areas.  In  the  second  place,  instead  of 
evaluating  all  mature  timber  as  if  it  were  to  be  harvested 
immediately,  it  discounts  that  value  at a substantial 
rate  over  varying  numbers of years  according  to  the  planned 
time-pattern  of  its  future  harvest  under  the  approved  plan. 

The  above  procedures  describe  how  the  full or "actual 
value"  of  land  and  timber  is  determined  for  tax  purposes. 
For tree-farm land this  actual  value  becomes  the  tax  base  or 
"assessed  value".  For  other  classes  of land, the T m t i o n  
Act17 until  recently  has  deferred  to  the Assessment  Equalization 
Act for  the  definition'of  assessed  value,  with  the  result 
that  assessed  value  has  been  determined  as 50 per  cent  of 
actual  value.  The  new Assessment Act>8 which  has  replaced 

17. Op. cit., s. 31. 

18. Op. cit., S.  24. 
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the Assessment  EquaZization Act, requires  (with  some  obvious 
exceptions)  that  assessed  values  reflect  full  actual  values. 
However,  the Assessment  Amendment  Act requires  that  assessed 
values  remain  at  the  same  levels  as  those  prevailing  in 
1974  under  the  repealed  legislation. l9 This  limitation 
will  continue  until  further  statutory  amendment. 

The  assessed  value  of  improvements  in  the  past  has 
been  set  at 50 per  cent of their  actual  value  under  the 
Assessment  Equalization  Act and  this  rate  is  also  frozen  in  the 
1974  legislation. 2o Improvements  are  taxed  on  only  75  per 
cent  of  their  assessed  value. 21 In  short,  through  this 
somewhat  circuitous  set of definitions,  the  taxable  value 
of  improvements  is  37.5  per  cent of  their  estimated  actual 
value. 

The  provincial  property  tax is levied  on  the  assessed 
value  of  forest  land  at  rates  that  vary  between 1 and 3 
per  cent  depending  upon  its  classification,  and on 75 per 
cent  of  the  assessed  value  of  improvements  at  the  improved 
land  tax  rate  of 1 per  cent. I These  rates,  and  the  relation- 
ship  between  actual  values  and  taxable  values  for  each  class, 
are  summarized  in  Table 3 .  

Assessments  are  made by the  Assessor  in  each of 27 

Assessment  Districts  in  the  province,  and  the  taxes  are 
levied  and  collected  by  the  Surveyor of Taxes  in  the 
Department  of  Finance.  Total  tax  yields  in  1974  are 
indicated  in  Table  4  (on  page 25). 

19. Assessment  Amendment Act, S.B.C. 1914, c. 105, 8 .  1. 

20. Ibid. 

21. Taxation Act, op. cit., 6 .  50(1). 
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TABLE 3 

SUMMARY OF TAXABLE VALUES AND TAX RATES 
FOR  PROVINCIAL  PROPERTY TAX 

Land classa 

f o r e s t  land 

timber  land 

tree-farm land 

wild land 

improved land 

Improvements 

taxable  value 
(per cent of actual value) 

b 

50 

50 

100 

50 

50 

37.5 

tax rate 
(per cent) 

C 

1 

1% 

1 

3 

1 

1 

a. As defined in the Taxation Act, op. cit.,  8 .  2. 
b. See text for explanation. 

c. Taxation  Aut, op. cit. ,  6 .  50. 

Schools  Tax 

Revenues  to  finance  part of  the  cost  of  public  schools 
are  raised by a  separate  tax  provided  under  the Public 
Schools A c t .  22 The 7 4  School  Districts,  which  cover  most of 
the  province,  levy  the  tax at varying  rates,  and  for  rural 
properties  schools  taxes  are  collected by the  Surveyor  of 

22. R.S.B.C. 1960, c. 319 (as  amended), 8s. 198-211. 
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Taxes  in  conjunction  with  the  provincial  property  tax. 
The  regulations  governing  assessment,  levy,  and  collection 
of  provincial  property  tax  set  out  in  the T a d t i o n  and 
Assessment Acts apply  also  to  the  schools  tax  in  rural  areas. 

23 

Liability.  Liability  for  the  schools  tax in  rural 
areas  differs  in  some  respects  from  that  of  the  provincial 
property tax, and  the  most  important  differences  for  forest 
properties  are: 

i) The  Crown  land  held  under  old  temporary  tenures 
outside  Tree-Farm  Licences  which  is  subject  to 
provincial  property  tax  as fores t  land is exempt 
from  schools  tax. 

ii)  Improvements  designed  to  facilitate  forest 
management on Taxation  Tree-Farms  are  exempt 
from  provincial  property  tax  but  are  liable 
to  schools  tax,  as  are  similar  improvements 
on  Tree-Farm  Licences. 24 

iii) The Assessment Act provides  the  definition  of 
improvements  for  schools  tax  purposes  and 
includes  items  such  as  machinery  which  can  be 
regarded  as  the  personal  property  of  a  tenant 

23. A small amount  of  taxable  property  falls  outside  any  School 
District,  and  is  therefore  taxed  directly  by  the  provincial 
government. The  total  assessed  value of such  property,  however, 
is  well  under  half  a  million  dollars. In municipalities,  the 
Municipal Act, R . S . B . C .  1960, c .  255 (8s amended)  and  the 
L'cvzcouuer Charter, S .B.C. 1953, c. 55 (as  amended)  governs  the 
administration  of  taxes. 

24. Public Sch00Z.s Act, op.  c i t . ,  s. 207(d). In 1974 Section 36(21) 
, of  the Forest Act, which  had  exempted  from  property  tax  similar 

improvements on Tree-Farm  Licences,  was  repealed: Statute La, 
Amendment Act, 1974(2nd), S . B . C .  1974, C. 114, s. 5(a). 
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and  removable  by  him. 25 These  items  are 
specifically  excluded  from  the  definition of 
improvements  in  the T m t i o n  Act and  are  thus 
exempt  from  provincial  property  tax.  This 
difference  results  in  much  higher  schools  tax 
assessments  for  improvements,  but  makes  no 
difference  for  the  various  forest  land  classes 
(see  Table 4) . 

As a  result  of  these  differences,  all  Crown  land  is 
exempt  from  the  schools  tax;  all  private  land  is  subject 
to  tax  with  the  same  assessed  values  as  for  provincial 
property  tax  purposes;  and  all  privately  owned  improvements 
are  subject  to  schools  tax  encompassing  a  significantly 
wider  range  of  improvements  than  is  covered by  the 
provincial  property  tax. 

Determination  of  rates.  The  schools  tax  rates  set  by 
the  individual  School  Districts  are  the  result  of  the 
special  school  financing  arrangements  in  British  Columbia. 
Costs  for  a  basic  instructional  programme  throughout  the 
province  are  determined  and,  in  the  light of these  and 
other  factors,  the  provincial  Cabinet  sets  a  cost  figure 
for  a  basic  instructional  unit  and  a  basic  mill  rate  for 
school  purposes.  In  1973  and  1974  the  basic  rate  was  24.7 
mills,  and  25.7  mills  has  been  set  for  1975. 27 The  basic 
grant  made  to  any  particular  School  District  is  the 
difference  between  the  cost  for  the  basic  educational 
programme  in  the  District  (calculated  using  the  Cabinet's 

26 

25. Assessment  Act, S.B.C. 1974, C. 151 (as  amended), s .  1. 

26. Set out in the Public  Schools  Act, op. cit. ,  8s. 180-211. 

27. This rate applies to areas  outside School Districts and the 
revenues are used to finance basic grants. 
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province  wide  cost  figure  per  instructional  unit  and 
including  the  cost  of  essential  expenses  for  auxiliary 
services)  and  the  amount  raised  by  the  basic  rate  applied 
to  the  District's  assessment  base. 28 

The  basic  cost  and  mill  rate  figures  set by the 
Cabinet  effectively  determine  the  amount  of  the  basic 
grants  and  hence  the  sharing  of  educational  costs  between 
the  province  and  the  local  School  Districts.  Districts 
with  small  assessment  bases  relative  to  local  educational 
requirements  will  receive  large  grants,  and  vice  versa. 
Under  a 1973 statutory  amendment, 29 Districts  for  whom  the 
basic  grant as  calculated  would  be  negative  must  contribute 
this  amount  to  finance  the  basic  grants  to  other  Districts 
whose  grant  will  be  positive. 

In  addition  to  basic  grants,  School  Districts  receive 

30 
grants  in aid of  capital  expenditures  which  the  Minister  of 
Education  determines  to  be  eligible  for  such  assistance. 
Districts  must  bear 50 per  cent  of  such  costs  to  the  extent 
that  this  can  be  done  with  a  local  levy  of  up  to 3 mills; 
25 per  cent  of  additional  costs  up  to  a  further  levy of 
1$ mills;  and  10  per  cent of any  amount  beyond  that.  The 
province  provides  capital  grants  to  cover  the  rest.  In 
addition to these  basic  and  capital  grants,  the  provincial 

28. Until 1975 for purposes of these calculations, the assessment 
base was adjusted for consistency under the Assessment  Equalization 
Act, op. e i t .  The new Assessment Act, op. cit., centralizes 
assessments into one Assessment Authority  which could make  such 
adjustments internally. 

29. public Schools Amendment Act, 1973, S.B.C. 1973, c. 142, 6 .  32, 
amending S. 201. 

30. Public  Schools  Act, op. c i t . ,  s .  183. 
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government  may  grant  such  special  aid  to  any  School  District 
as it  sees  fit. 

The  result  of  all  these  arrangements31  is  that  the 
mill  rate  set by each  School  District is the  sum  of  the 
basic  rate  plus  amounts  to  cover  the  following: 

i)  the  difference  between  the  District's  cost 
for  the  basic  instructional  programme  and 
the  unit  cost  set by  the  Cabinet  (this  may 
be  positive or negative); 

ii)  the  cost  of  education  in  excess  of  the  basic 
instructional  programme;  and 

iii)  the  District's  share  of  capital  costs. 

In  1974  the  schools  tax  rate  applied  to  forest  lands 
ranged  from  about 26 to 41 mills  among  different  School 
Districts. 32 The  total  revenue  yield  is  indicated  in 
Table 4. 

Table  4  indicates  that  taxes  collected  from  assessments 
on  forest  lands  and  improvements  in  1974  amounted  to 18.6 
per  cent  of  all  schools  taxes  raised  in  rural  areas.  Of 
this,  less  than  half - 8.1  per cent - was  raised  from  land 
alone,  with  the  balance  coming  from  taxes  on  improvements. 

31. The above description  portrays  only  the  basic framework: 
the  actual  procedure is,   of  course,   considerably more 
complicated. 

32 .  The range  for a l l   Dis tr ic ts ,   inc luding  those   that  do not 

an average  of 33.57 mills. 
contain any private  forest land was 21 t o  41 mil l s ,   w i th  
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Leaving  aside  improvements  and  isolating  schools 
taxes  raised  from  forest  land  (including  timber)  alone 
places  in  fiscal  perspective  the  relative  importance  of 
timber  values  in  the  total  scheme  of  School  District 
financing.  These  levies  in 1974 contributed  slightly 
less  than  one  per  cent  of  School  District  budgets,  and 
roughly  three  per  cent  of  the  amount  raised  locally  (net 
of  provincial  government  grants  to  the  Districts  and  to 
home  owners) . 

Such  aggregate  figures  can  be  misleading,  however, 
insofar as they  hide  the  heavier  reliance  placed  upon 
forest  land  assessments by certain  Districts.  While  they 
represent  an  average  of  only  two  per  cent  of  the  total 
provincial  assessment  base  of  the  combined  rural  and 
municipal  parts of all 74 School  Districts,  forest  land 
assessments  account  for  over  five  per  cent  in  10  Districts 
and  in  three of these  they  account  for  more  than 15 per 
cent . 33 In  the  most  extreme  case  forest  lands  constitute 
roughly 60 per  cent  of  the  entire  schools  tax  assessment 
for  the  District. 

Other  Property  Taxes 

In  addition  to  provincial  property  tax  and  schools  tax, 
a  large  variety  of  other  taxes  are  applied  to  rural  property 
to  provide  revenue  for  special  purposes. 34 For  these 
purposes,  specific  areas  of  the  province  have  been  designated, 

33.  Based on 1974 Preliminary  School District Rural Assessment f igures.  

3 4 .  For an e x t e n s i v e   l i s t ,  see Coments of Surveyor of Taxes ..., 
op. c i t . ,  p .  7 .  
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and  here  we  describe  the  most  significant of these. 

.. 

Regional  Districts  and  Hospital  Districts  constituted 
under  the Municipal  Act35 and Regional  Hospital  Districts  Act 36 

respectively  cover  the  whole  province,  while  Improvement 
Districts  and  water-users'  communities  have  been  established 
under  the Water  Act37  and  Municipal  Act38 where  a  particular 
need  has  arisen.  The  Department of  Finance  levies  and 
collects  the  taxes on rural  property on behalf of most of 
these  districts,39  and  wherever  this is  the  case  the  tax 
base is the  same  as  the  schools  tax  base  exept  where  a 
special  statutory  exemption  applies. 40 

Regional  Districts  Tax.  The  Regional  Districts in  the 
province  provide  a  considerable  variety  of  services,  and 
participation  in  the  provision  of  these  services  varies 
both  among  Districts  and  among  areas  within  Districts. 
In  each  District,  the  cost  of  each  service is apportioned 
among  the  participating  municipalities  and  (outside 
municipalities)  electoral  areas  in  proportion  to  the  schools 

.. .. 

35. 

36. 

37. 

38. 

39. 

40. 

R.S.B.C. 1960, c. 255 (as amended), ss. 765-798FA. 

S.B.C. 1967, c. 43 (as  amended). 

R.S.B.C. 1960, C. 405, 6s. 53-88. 

@. ci t . ,  s .  798G, and see  footnote 43  infra. 

Where these taxes are levied by the Department of Finance, 
funds  are advanced under the  various  statutes and recorded 
in the Department's appropriations in the Public Accounts 
of British  Columbia. The districts noted account for almost 
all of such advances. 

The most important exemption is that of the property of the 
B.C. Hydro and Power Authority. See Coments of the Surveyor* 
of Taxes . . . , op.  cit., p. 7 .  



- 2 2  - 

tax  base  in  each. The  costs  attributed  to  areas  outside 
municipalities  are  c6vered  by  an  advance  from  the  provincial 
government  and  subsequently  recovered  by  a  levy on the 
schools  tax  base. 

41 

The  resulting  levies on private  forest  land  and 
improvements  vary  widely  as  a  result  of  differences in 
the  services  provided  among  Regional  Districts  and  differ- 
ences  in  participation  within  Districts.  In  total,  they 
amounted to slightly  less  than  5  per  cent  of  the  schools 
tax in the  1972-73  fiscal  year. 42 

Hospitals  Tax.  Property  taxes  for  hospital  purposes 
are  levied  by  the  Department  of  Finance on behalf of 
Hospital  Districts  in  those  parts  of  Districts  lying  outside 
municipalities. As with  Regional  District  taxes,  the  tax 
base  is  the  same  as  that  for  the  schools  tax  except  for 
the  exclusion of B.C. Hydro  property.  The  rate of tax 
varies  among  Hospital  Districts,  but is uniform  within 
each.  Among  Hospital  Districts  that  contain  some  forest 
land,  the  rates  in  1971-72  ranged  between  .41  and 5.44 
mills;  and  the  yield  varied  between  1  and  16  per  cent  of 
the  schools  tax  yield.  In  1972-73  the  total  revenue  from 
hospitals  tax in  rural  areas  averaged  about 4.5  per cent 
of the  schools  tax  revenue. 

41. Municipal Act, op. ci t . ,  8 .  782. For these  purposes,  the 
property of the B.C. Hydro and Power Authority is excluded. 

42. The  figure  in 1971-72 was approximately 4 per cent. These, 
and corresponding percentages  in subsequent paragraphs, are 
based on advances. Percentages based on collections should 
be roughly similar. 
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Local  Improvements  Taxes.  The Water Act43 gives 
the  provincial  Cabinet  powers  to  establish  Improvement 
Districts  for  a  wide  variety  of  purposes  (such  as  fire 
protection  and  water  supply)  and to  finance  their  projects 
the  Districts  may  collect  taxes  on  a  basis  of  their  own 
choice.  Where  an  Improvement  District  includes  unorganized 
territory  the  District  may  elect  to  have  the  levy 
administered by the  Assessor  of  the  Assessment  District 
which  contains  the  largest  part  of  the  Improvement 
District.44 This  course is usually  adopted,  and  the  tax 
is levied  by  the  Department of Finance  using  the  schools 
tax  assessment  base  and  some  of  the  procedures  of  the 
T u x a t i o n   A c t .  The  rate  of  tax  varies  considerably  and  many 
forest  properties  are  not  included  in  Improvement  Districts. 

Summary  of  Property  Taxes 

Table 4 offers  a  summary  of  the  yield  of  property 
taxes on rural  lands  and  improvements  that  are  valued 
primarily  for  forestry  purposes. 45 The  table  excludes 
improved l a n d  because  land  in  this  class is not  typically 
valued  primarily  for  its  forest  growth  but  rather  for its 
improvements  and  location  as  industrial  sites.  The o i l d  

43. Gp. ci t . ,  ss. 53-75. The Municipal A c t ,  op. c i t . ,  6 .  798G 

Functions  unrelated  to  water  are  increasingly  being  administered 
incorporates  these  same  provisions  for  areas  within  municipalities. 

by  the  Department  of  Municipal  Affairs  under  the Municipal Act. 

44.  Water A c t ,  op. c i t . ,  s .  6 2 ( 6 ) .  

45. The  special  tax on timbered  lands  under  the EsquimaZt  and 
Nanaimo Railway B e l t  Land T u x   A c t ,  R . S . B . C .  1 9 6 0 ,  c. 133 
(as  amended) is not  dealt  with  here.  It  provided for  a 
once-only  tax  of 25 per  cent  of  the  assessed  value  of  such 
lands  alienated  from  the  railroad  company  after  February  20th, 
1946.  Since all the  relevant  lands  have  now  been  alienated 

as  some payments remain  due from  past  sales. 
from  the company this  tax  no longer  applies,  except  insofar 
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land category  in  the  table  includes  only  the  lands  in  this 
class  that  are  estimated  to  be  valued  primarily  for  forest 
production,  and hence.the coverage  differs  from  that  in 
Table 2 .  The  value  and  tax  yield on forestry-related 
improvements  are  shown  separately, so that  the  figures  for 
the  land  classes  reflect  the  value  and  yield  from  productive 
forest  lands  alone. The bottom  row of Table 4 shows  that 
all  these  taxes on forestry-related  rural  property,  including 
forest  lands,  account  for  one-fifth  of  all  property  taxes 
collected  in  the  province  outside  municipalities. 

4 6  

The  assessed  value  of  forest  lands is very  closely 
linked  to  stumpage  values,  and  since  stumpage  values 
fluctuate  widely  with  the  vicissitudes of forest  products 
markets,  forest  property  taxes  vary  from  year to year much 
more  than  most  other  property  tax  yields.  For  this  reason, 
the  figures  for  any one year, as  in  Table 4 ,  must  be 
interpreted  cautiously. 

During  most  of  the  last  decade,  total  taxes on rural 
properties  have  increased  at an average  rate  of  more 
than 10 per cent  per  year  although  the  .year-to-year  increase 
has  varied  from  less  than 5 to  more  than 20 per  cent. 
Provincial  property  taxes  and  schools  taxes  have  risen  at 
about  the  same  average  rate,  but  the  other  property  taxes 
have  increased  more  than  twice  as  rapidly.  The  taxes  paid 
on  forestry-related  properties  have  risen  more  slowly,at  an 
average  rate of about 6 per cent per year, although  they 
have  shown  much  wider  year-to-year  fluctuations.  This 
difference  in  growth  rates  has  resulted  in  a  gradual  decline 

4 6 .  Inclusion of all the property described in Table 2 would raise 
the 1974 taxes on forest lands recorded in  Table 4 by a 
significant amount. 
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in  the  proportion of property  taxes  drawn  from  forest 
properties - to  the  20  per  cent  in  1974  shown  in  Table 4. 

While  Table 4 indicates  that 5 2  per  cent  of  the  property 
taxes  borne  by  the  forest  industry  in  1974  were  derived 
from  assessments  on  forest  lands  other  than  improved  land, 
this  figure  is  abnormally  high. In that  year  assessments 
were  based on the  unusually  high  stumpage  values  prevailing 
during  the  year  ending  July  31,  1973.  In  previous  years 
the  proportion  varies  widely,  but  averages  only  about  42  per 
cent  during  the  preceding 5 years.  With  some lag, a  decline 
in  stumpage  values  results  in  a  decline  in  the  fraction  of 
forest  property  taxes  derived  from  forest  land  and  timber. 

Of the  $10.4  million  in  property  taxes  derived  from 
forest  lands  (excluding  improved  lands)  in  1974  the  largest 
sources  were timber  land and tree-farm land, accounting  for 
56 and 26 per  cent  respectively. Wild  land held  for  forestry 
purposes  accounted  for  only 8 per cent, and f o r e s t  land - the 
old  temporary  tenures  outside  Tree-Farm  Licences - contributed 
10 per  cent.  The  relative  importance of timber  land and 
f o r e s t  land has  been  similar  throughout  the  last  decade. 
The  fraction  of  the  total  derived  from wild land has  doubled 
in  recent  years  while  that  from tree-farm  land has  correspond- 
ingly  declined. 

The  schools  tax  yields  easily  the  largest  tax  receipts 
from  forest  lands,  accounting  for 56 per  cent of the  total 
in  comparison  to  the  34  per  cent  accounted  for  by  the 
provincial  property  tax  and  the 11 per  cent  by  the  other 
property  taxes  levied  by  the  Department of Finance.  The 
provincial  property  tax  share  has  been  quite  stable  during 
the  last  decade,  while  the  schools  tax  share  has  declined 
by about  one  per  cent  per  year  and  that  of  other  taxes  has 
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correspondingly  increased.  The  percentage of total  taxes 
on forest  lands  accounted  for  by  these  other  property 
taxes  has  tripled  in  less  than  a  decade,  and  the  dollar 
revenue  raised  under  them  has  increased  eight-fold.  The 
fraction  of  total  forestry-related  property  taxes  accounted 
for  by  taxes on forest  lands  (excluding improved l a n d )  is 
significantly  higher  under  the  provincial  property  tax  than 
under  the  schools  and  other  taxes  because,  as  reflected  in 
Table 4 ,  the  latter  employ  a  much  broader  definition of 
improvements  and  exclude  the fores t  land category  from  the 
assessment  base. 
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FOREST  PROTECTION TAX 

Under  provisions of the Forest  Act,47 the  Forest  Service 
levies a tax on most  private  forest  lands  and  occupied 
Crown  forest  lands  to  defray  some  of  the  public  costs of 
forest  protection  and  suppression  and  to  a  lesser  extent  for 
control  of  insects  and  disease  as  well.  Thus,  unlike 
property  taxes  which  provide  funds  for  general  governmental 
activities,  the  forest  protection  tax  is  ear-marked  for  a 
highly  specific  purpose  related  to  the  resources  from  which 
the  revenues  are  raised. 

Liability  and  Rates 

The  forest  protection  tax  applies  to  private  land 
classified  as timber land, to  Taxation  Tree-Farms  exceeding 
6 4 0  acres, and to  most  forms of tenure  over  Crown  forest 
land. 4a It has  traditionally  been  levied  at  a  fixed  rate 
per  acre  without  respect  to  the  value of the  timber,  its 
exposure  to  hazards or the  protection  provided.  The  rate 
of 12 cents  per  acre  today  applies  to timber tand and  to 
occupied  Crown  lands  wherever  these  are  not  included  in 
Tree-Farm  Licences or Timber  Sale  Harvesting  Licences. 
Sustained  yield  tenures  in  the  form of Taxation  Tree-Farms 
and  Tree-Farm  Licences  bear  the  tax  at  a  rate  of 10 cents 
per cunit of the  approved  allowable  cut,  which  usually 

47. Gp. c i t . ,  s. 126. 

48. The Forest  Act, op.  c i t . ,  s. 126, does not specify any rate 
for Taxation Tree-Farms of less than 640 acres. Holdings of 
timber land of less  than 160 acres  are exempted by administrative 
discretion. Occupied Crown forest land in  the form of farm 
woodlots is also exempt. Under 8 .  1 7 ( 5 )  timber sales valued 
at less than $2,000 may be exempted. 
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amounts  to  a  significantly  lower  charge  than  the  per  acre 
levy  even  if it  were  applied  only  to  productive  acres. 
Timber  Sale  Harvesting  Licences do not  define  the  area 
to be  occupied  by  the  licensee  during  the  term of  the 
contract,  and so the  tax  is  based on  the  authorized 
annual  harvest  in  this  case  also.  The  rate  of 2 cents 
per  cunit  on  these  tenures  appears  to  have  been  selected 
to  make  the  tax  burden  on  these  tenures  roughly  equal  to 
that  on  the  ordinary  Timber  Sale  Licences  they  replaced. 

Revenues  and  Protection  Costs 

It  must  not  be  inferred  that  the  forest  protection 
tax  covers  the  total  cost of forest  protection  in  the 
province.  Its  yield  in 1 9 7 3  was  only  about $ 1 . 2  million: 
whereas  Forest  Service  expenditures  on  fire  suppression 
alone  were $8.6 million  in  that  year  and  the  recorded 
suppression  costs  incurred by private  parties  were  an 
additional $ 2 . 3  million.  Moreover,  fire  suppression  is 
only  one of the  costs,  though  a  major  one,  of  forest 
protection:  fire  protection  costs  and  costs of  insect  and 
disease  control  are  also  incurred  by  both  the  Forest  Service 
and  private  parties. 

49 

The  costs of fire  suppression  fluctuate  widely  from 
year  to  year  in  response,  primarily,  to  summer  weather 
conditions.  During  the 4 years  prior  to 1974  the  Forest 
Service's  suppression  costs  have  varied  from  about $ 2  million 
to  more  than $10 million,  and  those  incurred by others  have 
fluctuated  between $1.3 million  and $ 2 . 3  million.  The  total 
private  and  public  spending  has  averaged  about $9.5 million 
per  year.  Over  the  same  period,  the  yield  of  the  forest 

49. See Table 6. 
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protection  tax  has  risen  slightly  and  has  averaged  roughly 
from $1 million  to  the  $1.2  million  collected in 1973. 
Normally  about  half  the  total  is  raised on Crown  lands 
included  in  Tree-Farm  Licences,  slightly  less  than  20 
per cent from  the  old  temporary  tenures  (including  those 
in  Tree-Farm  Licences),  and  the  balance  is  contributed  by 
owners of private  lands  and  the  occupiers  of  Crown  land 
held  under  other  forms of forest  tenure. 

50 

It should  be  emphasized,  also,  that  the  forest 
protection  tax  forms  only  a  part of the  responsibility 
of owners and  occupiers  of  forest  lands in  respect of 
resource  protection.  Under  different  forms  of  tenure 
they  have  varying  responsibilities  for  suppressing  forest 
fires, and  only  in  certain  cases,  where  the  fire  was 
caused  by  a  third  party,  will  the  Forest  Service  reimburse 
some  of  the  costs. 51 In  general,  the  occupier  of  forest 
land is responsible  for  fire  suppression  efforts to the 
extent of the  resources  he  has  employed on that  unit of 
land; and  if  his  efforts  are  inadequate  the  Forest  Service 
accepts  the  responsibility  and  expense  of  assistance, 
whatever  the  cause  of  the  fire  and  regardless  of  whether 
the  forest  protection  tax  has  been  paid on the  land 
involved. 

Suppression  costs  must  be  viewed  together  with 
protection  costs  since  they are, to some  extent, 

50 .  Bri t i sh  CoZumbia Forest  Service AnnuaZ Report, 1973, Table 
41 ,  p .  117 .  The f igures   re lat ing   to   the   y ie ld   o f   the   forest  
protection  tax  actually  reported by the  Forest  Service  exclude 
l e v i e s  on timber Zand, which are  col lected by the Department 
of  Finance. These l e v i e s  added about $70,000 to  the  total  
y ie ld  i n  1974.  

51 .  Forest  Act, op. c i t . ,  s .  120. 
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alternatives  to  the  same  end.  The  costs of forest 
protection  are  much  more  difficult  to  identify,  however, 
because  protective  measures  often  take  the  form  of 
modifications  to  equipment,  logging  and  slash  disposal 
practices,  road-building  methods,  and  alterations  to  the 
location  and  time-patterns  of  industrial  operations. 
For  operations  in  Crown  timber  subject  to  appraised 
stumpage,  most of these  costs  are  meant  to  be  recovered 
by the  operator  in  the  form of lower  stumpage  charges. 

In short,  both  the  forest  industry  and  the  government 
incur  substantial  costs  in  protecting  forests  from  fire, 
insects  and  disease,  and  the  respective  shares  of  each  in 
the  total  varies  widely  among  timber  properties  depending 
upon  their  tenure  status,  the,ir  vulnerability  to  fire  and 
other  damage,  their  accessibility  to  public  and  private 
control  equipment  and  a  host of other  factors.  The  forest 
protection  tax  represents  a  compulsory  contribution  from 
owners and occupiers of forest  land  to  the  cost of 
providing  a  public  protection  and  control  capability 
wherever  needed. 
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MNTALS AND  RENEWAL FEES 

Annual  rentals  and  renewal  fees  are  among  the  oldest 
forms of revenue  derived  from  Crown  forest  resources.  One 
or the  other of these  charges  is  annually  payable  under 
most  forms of tenure  that  convey  cutting  rights  over  Crown 
timber.  Since  the  fees  apply  to  tenures  that  are  annual 
renewable  and  rentals  to  those of longer  term,the  two 
charges  are  similar  in  impact  and  are  usually  considered 
together. 52  

Liability  and  Rates 

Annual  rentals  and  renewal  fees  apply  only  to  Crown 
land,  and  the  rates,  which  vary  among  different  forms of 
tenure,  are  fixed  variously  by  statute,  by  regulation, or 
by  the  terms of individual  contracts. The  form of the 
charge  and  the  rates  currently  applicable  to  each  form of 
tenure  are  summarized  in  Table 5 .  Rates  are  fixed on a 
per-acre  basis  except  for  Timber  Sale  Harvesting  Licences 
which  do  not  designate  a  predetermined area, and in  this 
case  the  rate is set  in  terms of the  annual  allowable 
harvest  authorized  under  the  licence.  Farm  Woodlots  are 
exempt,  and  Timber  Sale  Licences  with  a  stumpage  value of 
less  than $2,000 may  be  exempted  by  the  Minister. 53 

52. Indeed, the two terms are commonly used interchangeably. 
The Forest Act treats them as equivalent also, insofar as 
6 .  3 7 ( l ) ( b )  sets the ground rent on Timber Leases "as the 
same rates  as provided in  section 4 3 " ,  which  refers to 
renewal fees for Timber Licences. 

53.  Forest Act, op. cit. ,  S.  1 7 ( 5 ) .  
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TABLE 5 

RENTALS AND RENEWAL  FEES BY TENURE 

tenure  form  of levy  annual  rate 

Timber  Lease 
Pulp  Lease 
Timber  Licence 
Pulp  Licence 
Timber  Berth 
Timber  Sale 

Licencea 
Timber  Sale 

Harvesting  Licence 
Tree-Farm  Licence b 

annual  rental 
annual  rental 
renewal  fee 
renewal  fee 
annual  rental 

annual  rental 

annual  rental 
annual  rental 

50c per acre 
l l c  per  acre 
50c per  acre 
25c per acre 
50c per  acre 

50c per  acre 

4 c  per  cunit  aac 

1c per  acre 

a.  Excluding  Timber Sale  Harvesting  Licences. 
b. Applicable  only  to  Crown  land  not  under  other  form  of 

tenure. 
Source: Forest Act and Reguzations, and  the  form  of  Pulp 

Lease  currently  in  use. 

Revenues 

Table 6 shows  the  revenues  from  rentals  and  renewal 
fees  from  various  tenures  in 1973. In total  they  yielded 
less  than $1.5 million. As Table 7 shows, the  revenue  from 
this  source  is  relatively  stable;  significant  changes  being 
associated  with  revisions  in  rates.  Nearly  half  of  the 
total  is  raised  from  the  old  temporary  tenures, of which 
Timber  Licences  yield  more  than  two-thirds.  Most of the 
remainder  is  raised  from  Timber  Sale  Licences  and  Timber 
Sale  Harvesting  Licences. 
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tHARGES  FOR  SERVICES 

The  Forest  Service  charges  licensees  for  certain 
services  related  to  the  disposal  of  Crown  timber,  namely 
for  cruising  and  advertising  timber  sales  and  for  log 
scaling.  These  charges  differ  from  the  others  considered 
in  this  paper  insofar  as  they  directly  reflect  part  of  the 
cost  of  disposing  of  Crown  timber  and  collecting  forest 
revenues  from  individual  licensees.  Since  these  particular 
costs  of  forest  administration  are  recouped  from  operators, 
the  charges  deserve  consideration  here  as  sources  of 
public  revenue  from  forest  resources. 

By  far  the  most  important  of  these  charges  are  those 
for  scaling.  Where  royalty  or  stumpage  is  payable  the 
volume  of  timber  harvested  must  be  estimated  in  order  to 
determine  the  amounts  due  to  the  Crown. 54 The  Forest 
Service  takes  responsibility  for  arranging  these  official 
scales  by  licenced  scalers,  and  subsequently  bills  the 
licensee  or  owner  for  the  cost.  Where  the  timber  is 
subject  to  appraised  stumpage,  scaling  charges  are 
recognized  as  administrative  expenses  in  the  appraisal 
and so may  be  recovered  by  the  licensee  in  the  form of 
lower  stumpage  payments.  The  stumpage  system  does  not 
always  permit  full  recovery,  however,  and  in  such  cases, 
as  well  as  those  in  which  the  timber  is  liable  only  to 
statutory  royalty,  the  owner  or  licensee  bears  part  or  all 
of  the  cost. 

Over  the  last  five  years  the  cost of official  scaling 

54 .  See Timber AppraisaZ, op. c i t . ,  Ch. 10. 
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has  doubled  and  it now  amounts  to  a  substantial  expenditure. 
In 1973 the  total  charges  were $5.6 million,  which,  for 
comparison,  was  equivalent  to  about 80 per cent  of  the 
total  royalty  revenue  in  that  year.  The  cost  was  about 
equally  divided  between  weight-scaling  and  piece-by-piece 
scaling.  Charges  for  weight-scaling  appear  as  Forest 
Service  revenues,  while  the  cost  is  met  from  appropriated 
funds.  Charges  for  piece-by-piece  scaling  are  paid  into 
the  scaling  fund  (and do not  appear as Forest  Service 
revenues)  and  the  costs  are  met  from  this  fund. 

55 

The  cruising  and  advertising  costs  associated  with 
timber  sales  are  paid  by  the  Forest  Service  and  billed  to 
the  licensee  to  reappear  as  Forest  Service  revenue.  This 
item  is  relatively  small,  currently  amounting  to  about 
$150,000 annually: and, as Table 7 shows,  it  has  been 
declining  over  the  past  decade. 

55. For a discussion of th is  problem, see Timber Appraisal, op. 
ci t . ,  pp. 114-115. ) /  
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STUMPAGE  AND  ROYALTY 

Stumpage  and  royalty  charges  are  by  far  the  largest 
sources  of  public  revenue  from  forest  resources.  The 
form of these  levies,  and  the  procedures  involved  in  their 
assessment  have  recently  been  reviewed  in  detail  elsewhere, 
and so they  require  only  brief  mention  here  in  order  to 
provide  perspective  to  this  review of other  levies. 
Stumpage  and  royalty  assessments,  unlike  most of the  other 
charges  examined  in  this  paper,  are  directly  related  to 
the  quantity  and  value of timber  harvested,  and  are  levied 
in one form  or  another on most  timber  cut  in  the  province. 

56 

Liability 

Royalty  is  payable on all  timber  cut  from  Crown-granted 
lands  granted  since  1887  and  from  old  temporary  tenures. 
The  most  significant  private  holdings  granted  prior  to  1887 
and  hence  exempted  from  royalty  are  the  lands  included  in 
the  Esquimalt  and  Nanaimo  Railway  Belt  on  Vancouver  Island. 
Timber  from  lands  Crown-granted  between  April 7, 1887  and 
March 1, 1914,  is  subject  to  royalty at a  rate of 30 cents 
per  cunit  as  specified  by  statute5'  and set out in  the  terms 
of the  original  grants.  Hitherto,  timber cut on lands 
Crown-granted  since  1914  has  borne  royalty  according  to  a 
schedule  of  statutory  rates  that  vary  according  to  region, 
species  and  grade  and  have  been  revised  from  time  to 

51 

56. Crown Charges for Early Timber Rights, op. cit.; and Timber 
Appraisal, op. c i t .  

57. For more detailed discussion of royalty provisions  applicable 
to private lands, see Forest  Tenures i n   B r i t i s h  Columbia, op. 
c i t . ,  pp. 29-32. 

58. Forest  Act, op. c i t . ,  S. 57. 
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time . 59 Timber  harvested  under  the  old  temporary  tenures 
has  also  been  subject  to  royalty  according  to  this  same 
schedule.  Following  recommendations  by  the  Task  Force on 
Crown  Timber  Disposal,  however,  the  legislature  in  1974 
passed  amendments  to  the Forest Act that  could  have  the 
royalties  applied  to  old  temporary  tenures  determined  by 
appraisal  of  the  individual  tracts - just  as  stumpage  rates 
are  determined  for  other  Crown  timber. At the  time of 
writing  this,  those  amendments  were not yet  proclaimed, 
and so the  statutory  schedule  of  rates  still  applies  to 
all of these  tenures. 

60 

With  minor  exceptions,  all  other  Crown  timber  is 
subject  to  stumpage  charges  which  are  fixed  at or above 
minimum  rates  per  cunit  of  each  species  by  appraisal of 
individual  tracts,  and  in  some  cases  may  be  bid  higher at 
competitive  auctions. 61 

Revenues 

Table  6  shows  that  stumpage  is  easily  the  largest . 
source  of  Forest  Service  revenue,  amounting  to  $230.6 
million  in  1973.  However,  because  the  yield  depends  upon 
the  rate of forest  harvesting  and  the  strength of forest 
products  markets  it  fluctuates  considerably  from  year  to 
year, and  the  revenue  realized  in  1973  was  unusually  high. 
This  extreme  sensitivity  to  industrial  conditions  can  be 
seen  by  comparing  the  yield in the  1973  calendar  year  with 
that  for  the  fiscal year  1972-73  in  Table 7; the  latter 

59. See &om Charges for EarZy Timber Rights,  op. c i t . ,  pp. 17-21. 

60. Forest Amenohent Act, 1974, S.B.C. 1974, c .  36, s. 13. 

61. For details of t h i s  system, see Timber AppraisaZ, op. c i t .  
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period  is  only  nine  months  earlier  than  the  former,  yet 
collections  were  less  than  half  as  great.  These  revenues 
have  shown  wider  fluctuations  in  recent  years  and  this 
volatility  together  with  a  rising  trend  increased  the 
yield  more  than  four-fold  in  the  decade  to 19'73. As 

indicated  in  Table 1 the  collections  for  1974  were 
sharply  lower  than  for  1973.  Collections  from  this 
source  are  not  only  large  in  comparison  with  the  other 
Forest  Service  revenues,  but  have  consistently  been  more 
than  five  times  the  revenue  from  all  property  t,axes on 
forest  lands  in  the  province. In  the  fiscal  year 
1972-73  stumpage  alone  accounted  for 7.2  per cent of total 
government  revenue - well  above  the 4.0 per  cent  average 
for  the  preceding  five  years. 

62 

Royalties  yielded  slightly  less  than $ 7  million  in 
1973;  the  largest  amount on record.  While  some  was  derived 
from  timber  cut on private  land,  more  than  three-quarters 
was  paid on harvests  from  the  old  temporary  tenures. 
Royalty  revenues  fluctuate  less  than  stumpage  collections 
because  they are  less  sensitive  to  timber  values,  but  some 
year-to-year  variation  in  royalties  results  from  changes  in 
the  volume  harvested,  and  from  occasional  revisions  in  the 
statutory  rates.  The  latter  have  accounted  for  much of 
the  increase  in  revenue  during  the  last  decade,  but  royalty 
revenue  has  nevertheless  risen  considerably less rapidly 
than  stumpage  payments. 

62. Even if taxes on rural forestry-related improvements  were 
considered also, stumpage  amounts to more than  three  times 
the revenue from all property taxes. 
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PART 11. ECONOMIC  IMPLICATIONS 

With  the  foregoing  documentation  of  the  major 
public  levies on forest  resources  in  the  province, 
we  now  turn  to  examine  some  of  their  impacts on forest 
properties.  A  thorough  analysis  of  all  the  economic 
implications of these  charges - their  ultimate  incidence 
and  their  often  Subtle  effects  on  incentives - would 
call  for  a  very  lengthy  study,  well  beyond  the  limited 
scope of this  one.  This  section  examines  some of the 
economic  impacts  of  the  various  charges  which  appear 
to be most  critical  to an adequate  appreciation  of  their 
implications  for  public  policy. 
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INTERDEPENDENCIES  AMONG  TAXES  AND  CHARGES 

In  Part  I  the  individual  taxes  and  charges  were 
described  and  the  revenues  from  them  compared  as  if  each 
levy  were  independent  of  the  rest.  Certain of the  charges 
examined  above  can  indeed  be  considered  in  isolation: 
fixed  annual  rentals  and  fees,  the  forest  protection  tax 
which  is  based on either  acres of land or annual  allowable 
harvest,  and  royalties  that  are  independent of the  value 
of the  timber  are  not  affected  by  other  levies. 63 But 
some  of  the  levies  have  important  interrelationships, 
because  one  affects  the  base on which  another  is  assessed. 
Appraised  stumpage  and  property  taxes,  in  particular,  are 
affected  by  other  charges  since  the  base  for  ea.ch  depends 
in  part on other  levies.  These  interdependencies are 
examined in this  section  by  considering  the  implications 
for  one  charge of making  an  increase or decrease  in 
another,  and  thereby  noting  the  extent  to  which  the  latter 
is offset by a  smaller  levy  under  the  former. 

64 

Offsets  Through  Property  Taxes 

The  offsets  to  charges  that  occur  through  the  property 

63. 

64 .  

It can  be  argued  that  by a f f e c t i n g   t h e   l e v e l  of h a r v e s t   t h a t  is 

annual harvest. I f   t h i s  economic f e a s i b i l i t y   c r i t e r i o n  were 
economical ly   feasible  a tax  affects   any  charge  based  on  the 

based on a l lowable   harves ts  would be   a f fec ted .   This   sor t   o f  
incorpora ted   in   the   de te rmina t ion   of   a l lowable   harves ts ,   t axes  

more c i r cu i tous   t han   t he   l i nks   be ing   cons ide red   he re .  
re la t ionship  depends on behaviour   in   regponse   to  a t a x  and is 

As i n   t h e   c a s e  of  logging and income t axes ,  a dependency a l s o  
a r i s e s  when one  tax is o f f s e t   d i r e c t l y   a g a i n s t   a n o t h e r   t h r o u g h  
a t a x   c r e d i t .   T h i s   s i t u a t i o n   d o e s   n o t  arise w i t h   t h e   t a x e s  and 
cha rges   be ing   cons ide red   he re .   Fo r   p ro f i t ab le   ope ra t ions   a l l   o f  
t hese   t axes  and charges are o f f s e t  t o  the   ex ten t   o f   t he  rate of  
t a x  on corporate  incomes,  an  effect   which i s  a l so   no t   d i scussed .  
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tax  system  are  relevant  to  private  lands  and  the  single 
category of Crown  forest  subject  to  property  taxation - the 
f o res t  land of  the  old  temporary  tenures  outside  Tree-Farm 
Licences. 

Charges  of  various  kinds  are  offset  through  property 
taxes  when  they  are  recognized  in  determining  the  assessed 
value  of  the  taxed  lands.  The  property  tax  base  for timber 
land is primarily  the  value of the  timber on it,  estimated 
from  prevailing  stumpage  prices  and  reduced  by  the  amount 
of  any  royalty  payable  upon  harvesting.  In  the same way 
timber  is  evaluated  for  tax  purposes on forest   land, w i l d  
land and improved  land (if  it is evaluated  separately  from 
the  land). In  these  cases,  every  dollar  of  royalty  payable 
therefore  reduces  the  estimated  value  of  the  timber  by  one 
dollar  and  its  assessed  value  by 50C. For timber  land this 
reduces  annual  taxes by about 24C. 65 

In  a  surprisingly  short  time  such  annual  tax  offsets 
associated  with  royalty  liability  accumulate to a  value 
exceeding  the  royalty  itself - in 17 years  if  the  annual 
tax  saving  is  capitalized  at 10 per  cent or in 21 years 
at 6 per cent - a  much  shorter  period,  significantly,  than 
the  usual  planned  life of forest  crops. 

The  total  offset  of  royalties  through  property  taxes 

65. Assuming  assessed  values  equal  to 50 per  cent of actual  value 
and  a  tax  rate of 50 mills.  The  total of provincial  property 

would  average  more  than 50 mills  for timber  land. Note  that 
tax,  schools  tax,  hospitals  tax  and  Regional  Districts  taxes 

if  the  requirement of the new Asoessment  Act that  assessed  value 
be  increased  to 100 per  cent of  actual  values  were  implemented, 
the  assessed  value  would  be  reduced  by  the  full  amount  of  the 
royalty  and  the  annual  tax  reduction  doubled. 
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on forest  lands  in  the  province  depends on the  amount of 
royalty  payable  and  the  rate  of  property  tax.  With  respect 
to  the timber  land,  wild  land and improved  land noted in  Table 2, 
most  is  not  subject  to  royalty,  having  been  granted  prior 
to  1887.  But  for  that  granted  between  1887  and  1914 
royalties  effected  a  reduction  in  property  taxes on timber 
in  1974  in  the  order of 2 per cent, and on that  granted 
since  1914  about  9  per  cent. 66 In  years  with  stumpage 
values  (and  hence  assessments)  lower  than  the  high  levels 
prevailing  in  1974  these  fractions  would  be  greater.  The 
total  dollar  amount  of  this  offset  is  relatively  small,  at 
about $25,000 per  year. 

Tree-farm  land, which  comprises  Taxation  Tree-Farms, 
is  assessed  for  property  taxes as the  present  value of 
the  net  revenue  it  will  yield  if  managed  according  to an 
approved  sustained-yield  plan.  Since  royalty  payable on 
harvest  reduces  the  net  revenue,  it  reduces  assessed  values 
proportionately. For  each  dollar  of  royalty a Taxation 
Tree-Farm  can  be  expected  to  pay annually,  its  assessed 
value  is  reduced  by  $7.14;  and,  at  current  average  rates of 
tax, this  will  reduce  property  taxes  by  about 35C. Thus  for 
a  Taxation  Tree-Farm  in  continuous  production  about  one-third 
of  royalty  payable  is  offset  through  reduced  property  taxes. 
As with timber  land the  total  amount  of  the  offset, at about 
$40,000,  is  not  large  because  most tree-farm  land was  also 
granted  before  royalty  was  reserved  to  the  Crown. 67 

66.  This  latter number i s  based on the  assumption  that  the  average 
royalty  payable  on  timber from a l l  lands  granted  after 1914 i s  
the same as  the  average  paid on timber cut from these  lands  in 
1973. 

67.  This estimate is  based on the  assumption that the  rat io   of  
royalty  payable  to stumpage values on tree-farm  land i s  equal 
to  that on timber  land,  wild land and improved  land subject  to 
the same royalty.  



- 4 5  - 

, 

" 

Timber on forest  land is appraised  for  property  taxes 
in  much  the  same  way as that on timber  land, and  hence 
taxes on these  old  temporary  tenures  also  are  reduced  by 
royalty  liability.  The  percentage  reduction in  property 
taxes  payable on forest  land in  1974  would  have  been  about 
the  same  as  the 9 per  cent  for timber land subject  to  the 
same  royalty  schedule.  This  implies  that  the  offset  of 
royalties  through  reduced  property  taxes  would  amount  to 
about  $90,000  per  year.  This  is  greater  than  the  offsets 
on timber and tree-farm land (in  spite of the  lower  rate of 
property  tax on forest  land) because  the  amount  of  timber 
on taxable  old  temporary  tenures  exceeds  by a wide  margin 
the  timber  subject  to  royalty on private  lands.  If  the  new 
legislation  that  permits  royalties on these  lands  to  be 
determined  by  appraisal  is  implemented,  and  if  the  royalty 
were  set  at  the  full  appraised  value of the  timber,  the 
present  method  of  assessing  it  for  property  taxes  would 
indicate  a  zero  assessed  value and, as a  result, no  tax 
liability  whatever.  Royalties  would  be  offset  to  the  full 
extent  of  the  property  tax  through  complete  elimination  of 
the  tax  base. 

The tax  base for timber land is primarily  the  current 
market  value  of  the  timber,  and  only  something  like 
royalty  payable  upon  harvest  which  reduces  this  value 
will  affect  that  base - carrying  charges  such as forest 
protection  tax  will  not.  In  contrast,  the  tax  base  for 
t r e e - f m  land is  derived  from  the  expected  future  stream 
of net  revenues,  and  any  charge  that  reduces  net  revenues 
through  time  affects  the  property  tax  base. As with 
royalty,  each  dollar of annual  costs  reduces  annual  property 
tax  liability  by  about 35C. Thus  the  forest  protection 

68. How precisely this offset would operate  depends on the  manner 
in  which  the  allowance for these  costs is  made in  the  valuation 
process. 
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tax on t r e e - f a m  land of  roughly $75 ,000  per  year  causes 
property  taxes on these  lands  to  be  approximately $25,000 
less  than  they  otherwise  would  be.  Property  taxes  also 
reduce  net  revenues  and so liability  for  them  reduces  the 
base on which  they  themselves  are  levied.  For  this  reason 
a  change  in  property  taxes  that  is  reflected  in  the  valuation 
process  will  not  lead  to  a  proportional  change  in  tax 
revenue. For  example,  increasing  the  rate of  property  tax 
from 4 per  cent  to 5 per cent would  increase  actual  tax 
revenue  from t r e e - f m  land by only  about  17  per  cent - not 
the 25 per cent  that  would  obtain  in  the  absence  of  this 
feedback  effect. 

Offsets  Through  Stumpage 

The  Forest  Service  appraisal  system  basically 
calculates  stumpage  as  a  residual;  it  is  the  value of 
the  forest  products  remaining  after  the  estimated  costs 
of  producing  them  from  the  timber  stand  have  been  deducted. 
If  this  principle  were  followed  precisely, all  taxes  and 
charges  that  must  be  paid  by  those  who  harvest  Crown 
timber  would  be  accounted  for  and  fully  offset  in  stumpage 
assessments.  In  practice,  complete  offset  does  not  always 
occur,  primarily  for  three  reasons: 

1. Stumpage  rates  are  subject to minimum  and 
(on  the  Coast)  to  maximum  limits,  and 
wherever  the  price is so constrained  changes 
in  costs  will  not be  fully  reflected in  the 
assessed  stumpage. 

2. Allowances  in  appraisals  for  various  taxes 
and  charges  are  often  imprecise.  Being 
relatively  small,  they  are  generally  included 
as part of a  broader  categrory of costs  and 
are  not  subjected  to  rigorous  individual 
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_ .  

estimation, so that  the  allowances  for  them 
may  not  accurately  reflect  their  actual 
magnitude. 

3 .  Some  charges  are  based on large  units bf 
Crown  timber  holdings,  not  just on the 
timber  currently  harvested. AS a  result 
it  is  not  always  clear  which  charges  should 
be  recoghized  in  stumpage  charged on the 
current  harvest  and  which  should  be  regarded 
instead as a  charge  associated  with  the 
right  to  future  timber  supplies. 

If  stumpage  charges  fully  reflected  the  net  value of 
alienated timber6' these  taxes  and  other  charges  would  have 
to be  fully  allowed  for - at least on an  average  basis - 
or harvesting  would  not  be  economically  feasible.  Any 
change  in  other  charges  would  have  to be  matched  by an equal 
and  opposite  change  in  stumpage  assessments. To the  extent 
that  the  stumpage  system  responds  in  this way, the  issue 
is  therefore not the  amount  of  revenue  to  be  collected  by 
the  government  but  rather  the  division of it among  various 
revenue  devices. 

Some  Further  Implications d 

These  interdependencies  among  taxes  and  charges  suggest . 
how the  revenue  raised  by  some  would  change  in  response  to 
a  change  in  others or in the  absence of others. Thus,  while 
it  is  possible  to  present  a  straightforward  account of the 
yield of the  various  levies, as in  Table 1, it is nevarthe- 

69. The government's intention to make  stumpage  charges reflect 

of Reference given to the  Task  Force on Crown Timber Disposal. 
the  full net value of timber may  be inferred from the  Terms 

See Timber Appraisal, op. cit., Appendix A. 
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less  difficult  to  assess  unambiguously  the  contribution of 
each  to  the  public  revenue,  because  the  amount  raised by 
one  may  reduce  the  yield of another.  Similar  complications 
attend  estimates  of  the  burden  of  individual  levies on 
taxpayers. 

These  interdependencies  also  imply  that  the  consequences 
for  the  taxpayer or  for  government  revenues  of  a  change  in 
a  particular  levy  cannot  be  assessed  by  considering  that 
levy  in  isolation.  Built-in  offsetting  effects  within  the 
complex  of  taxes  and  charges  must  be  taken  account  of  if 
the  impact  of  a  change  on  total  tax  liability  or  revenue 
and its  distribution  among  taxing  authorities  is  to  be 
determined.  The  policy  issue  therefore  surrounds  not  only 
the  question  of  how  much  revenue  should  be  raised  in  total 
but  also  how  it  is to  be raised,  with  consideration of the 
effects  of  different  kinds  of  charges on those  paying  them 
and of the  revenue  implications  for  different  taxing  bodies. 



- 4 9  - 

TAX BURDENS 

The  total  yield of various  taxes  and  charges, 
presented  earlier,  tells us little  about  the  burden  they 
impose on forest  lands.  This  section  attempts  to  throw 
some  light on the  burdens  associated  with  property  taxes 
on the  main  categories  of  forest  land  and  their  implications 
for  the  economic  viability of commercial  forestry on 
private  land. 

Stumpage,  as  shown  earlier,  is  the  predominant  source 
of forest  revenue,  but  the  comparatively  small  annual 
yield of property  taxes on forest  land  gives  a  misleading 
impression  of  their  relative  burden.  Stumpage  is  paid on 
about 70 per cent of the  annual  harvest  while  the  property 
tax  revenue  is  raised on only  a  small  fraction of the  land 
and  timber  in  the  province.  Moreover,  stumpage  is  charged 
on a  forest  crop  only once, whereas  property  taxes  are 
levied  every  year. 

Stumpage  values,  properly  measured,  indicate  the 
gross  return  generated on land  used  in  commercial  forestry. 
Property  tax  liability  must  be  regarded  by  a  forest  land- 
owner  as one of the  costs  associated  with  producing  these 
values,  along  with  management  expenses  and  interest on his 
capital  tied  up  in  timber  inventories. Taxes  alone do not 
determine  the  profitability of a forest-growing  enterprise 
but  they  can  have  a  significant  effect  over  long  periods 
of time.  To  assess  the  true  burden  of  annual  taxes  it  is 
therefore  necessary  to  estimate  their  cumulative  value  and 
compare  this  with  stumpage  values  at  the  time  of  harvest. 

The  cumulative  value  of an annual  charge  depends  upon 
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the amount  of  the  charge,  the  number  of  years  over  which 
it is  cumulated  and  the  rate of interest  at  which  the 
amounts  are  compounded.  The  rate  of  interest  for  this 
purpose  should  reflect  the  cost of capital  to  the  forest 
landowner,  but  the  appropriate  rate  for  comparisons  over 
long  periods  is  not  obvious. It is  tempting  to use some 
market  rate,  but  inflation, if  it is  significant,  will 
distort  market  interest  rates  as  well  as  other  costs  and 
product  values.  An  alternative  procedure  is  to use a 
"real"  interest  rate;  that is, a  rate  that  reflects  the 
cost  of  capital  after  inflation  has  been  allowed for. 
Recent  studies  suggest  that  such  rates  for  Canada  over 
recent  decades  have  been  about 6 per cent,  after  corporate 
taxes. 70 Nominal  or  market  rates  will  have  been  higher 
by  the  amount  of  inflation. If a  real  rate of return is 
used  for  accumulating  taxes,  consistency  requires  that 
only  changes  in  taxes or product  values  which  diverge  from 
the  general  rate  of  inflation  be  taken  account  of  in  the 
analysis. 

Whatever  the  rate of interest  appropriate  for  holders 
of  forest  land,  the  burden  of  taxes  considered  in  this 
study can be  calculated  by  comparing  the  expected  stumpage 
value  of  the  crop  when it is to  be  harvested  with  the 
cumulated  value  of  the  taxes  that  must  be  paid on the  crop 

70. See, for example,  Glenn P. Jenkins, "The Measurement of Rates 
of Return and Taxation  from Private Capital in Canada" in W.A. 
Niskanen e t  aZ, Eds., Benefit-Cost and Policy AnaZysis, Aldine 
Publishing Go., Chicago, 1973; and John Helliwell e t  al, "The 
Supply Price of Capital in  Macroeconomic Models" in A.A. Powell 
and R.A. Williams, Eds., Econometric  Studies of Macro and 
Monetary ReZations, North-Holland Publishing Go., New York, 1973. 
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until  it  is  harvested. ’’ Increases  in  the  real  value of 
timber  over  time  can, of course,  have  the  effect of 
reducing  the  effective  tax  burden.  If  a  particular  rate 
of  increase  in  value  is  expected,  this  can  be  accommodated 
in  the  calculation  of  burden by reducing  the  rate of 
interest  used  to  cumulate  taxes  by  the  rate  of  expected 
annual  increase  in  the  value  of  the  crop. ” In  the  United 
States,  at  least,  stumpage  values  appear  to  have  risen  at 
an  average  annual  rate  of  more  than 3 per  cent  in  real 
(deflated)  terms  over  the  six  decades  prior  to  1960. 73 

Two related  ppints  about  the  choice  of  interest  rate 
should  be  emphasized at  the  outset:  first,  that  there  is 
some  room  for  debate  about  the  most  appropriate  rate;  and 
second,  that  the  results  of  calculations  that  encompass 
long  periods  (as  is  often  the  case  with  forestry  problems) 

71.  In  practice,  forest  enterprises  often  regard  taxes on forest 
properties as  a  current  expense  to  be  written  off  against 
current  revenues  from  other  parts  of  the  enterprise,  and 

each  stand  individually.  Nevertheless, an analysis  of  the 
thus  do  not  explicitly  consider  the  cumulating  burden on 

economic  impact  of  annual  taxes  on  the  returns  from  a  forest 
crop  call  for  a  comparison of the  kind  described  here. 

72. If the  increase is  due to timber  growth  or  to  increases in 
stumpage  values  relative  to  the  general  price  level  in  the 
economy,  the  tax  burden is genuinely  reduced.  However,  if 
increased  harvest  values  are  simply  a  reflection  of  the 
general  rate  of  inflation  in  the  economy  such  inflation 
should  be  reflected  also  in  the  interest  rate  employed,  and 
so the  calculated  burden  will  be  the  same as that  which  would 
be  obtained  using an appropriate  real  interest  rate  and 
deflated  timber  values  in  the  calculation. 

73. The Outlook f o r  Timber i n   t h e  United  States, Forest  Service, 
U.S. Department  of  Agriculture,  Forest  Resource  Report  No. 
20, October 1973, Table 2, page 332.  
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are  highly  sensitive  to  the  rate  selected.  For  example, 
one  cent  per  year  over EO years  cumulates  to  a  value of 
80 cents at an  interest  rate of zero  (obviously); $1.94 
at 2 per  cent; $17.47 at 6 per  cent;  and $204.74 at 10 per 
cent.  Each  dollar  of  an  annual  amount  increases  these 
cumulative  figures  100-fold. 

Thus  even  relatively  modest  annual  charges  accumulate 
to  enormous  amounts  at  moderate  interest  rates  over  the 
long  periods  that  are  often  involved  in  analyzing  forestry 
problems. To put  this in  perspective,  it  can be  said  that 
very  good  forest  sites can  be  expected  to  yield  a  crop  with 
a  stumpage  value  exceeding $1,000 per  acre  at  current  prices, 
and  taxes on timber  land averaged  more  than $9.00 per  acre 
in 1974. l4 The  annual  charges  considered  in  this  paper 
can  therefore  involve  a  significant  burden on the  lands on 
which  they  are  levied,  in  spite  of  their  relative  insig- 
nificance  as  sources of revenue.  Because  these  charges 
vary  among  the  forest  land  classes,  their  impacts On each 
class  must  be  examined  separately. 

Timber   l and  

The  more  than 600 thousand  acres  designated  as timber 
land currently  contain  a  volume  of  timber  only  slightly  less 
than  the  total  annual  harvest of timber  in  the  province, 
and  about  double  the  current  harvest  in  the  Vancouver  Forest 
District  where  some 90 per cent  of  this  land  is  located. 

74. The  total of real property taxes on timber  land divided by the 
total  acreage in this category yields an average tax per acre 

valuable timber, and so on that part of the  total land in  this 
of $9.44. Most of the assessed value was  on land bearing 

class the average tax was considerably higher. For  reasons 
noted earlier, assessments  in 1974 were unusually high. 
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The  financial  implications  of  taxes  for  the  practice  of 
forestry  and  for  the  holding of mature  timber on this 
land  are  therefore of some  importance. 

The  issue of tax  burden on these  lands  can  be cast 
in two  relevant  ways.  One  is  the  extent  to  which  taxes 
levied  annually on a  forest  crop  over  its  life  erode  the 
final  value  of  the  crop.  This  focuses on the  tax 
implications  for  the  profitability of timber-growing. 
The  other is.the extent  to  which  taxes  absorb  the  value 
of mature  timber  held  for  future  harvesting.  These  two 
issues  will  be  examined  in  turn. 

With  respect  to  the  first  question,  a  study  published 
nearly  two  decades  ago  revealed  that  growing  a  crop on 
land  classified  as timber land was  unlikely  to  be  profitable. 
Even on very  productive  land,  the  cumulative  weight of 
property  tax  over  commonly  accepted  forest  rotations  would 
exceed  the  stumpage  value.  Since  then,  the  effective  rates 
of tax  have  risen  by  about  one-third on immature  timber  and 
by  nearly  two-thirds on mature  timber, so that  today  a 
similar  calculation  would  not  indicate  improved  financial 
feasibility. 

75 

With  respect  to  the  second  question, an indication of 
the  impact of taxes on the  holding  of  timber  inventories 
can be  obtained  by  calculating  the  number of years  over 
which  cumulated  taxes  will  rise  to 100 per cent of the 
value of the  timber.  The  taxes on timber  tand containing 
merchantable  timber,  assessed  at  the  current  rate of 

. .  
7 5 .  A .  Milton Moore, Forestry  Tenures and Taxation i n  Canada, 

Canadian Tax Foundation,  Toronto, 1957.  Chapter 1 7 .  
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2-3/4 per  cent of its value  annually,  will  cumulate at 
6 per cent  interest  to  the  full  value of the  crop  in  only 
2 0  years. 76 The  resulting  incentive  to  harvest  quickly 
is  thus  apparent. 

Before  leaving  these  illustrative  calculations,  a 
number of important'qualifications of them  should  be  made. 
First,  it has  been  implicitly  assumed  that  the  land  finds 
its  highest  use  in  timber  production.  If  it  does  not,  a 
tax  that  is  capable of erasing  the  returns  to  the  land- 
owner  who  uses it for  forestry  purposes  may  simply  hasten 
its  transfer  to  a  higher  use. 77 Second,  such  calculations 
of financial  feasibility  are  applicable  only  where  the 
enterprise  is  restricted  to  timber  production.  Where 
timber  is  held  to  support  a  manufacturing  facility,  for 
example,  taxes  and  other  carrying  costs  should be seen  in 
the  broader  context of capital  costs  associated  with  the 
whole  enterprise,  and  in  that  case  taxes on timber  would 
be  less  critical in  governing  incentives  to  harvest  the 
crop  (although  the  tax  burden on the  forest  land  alone 
would  be  no  different). 

Third, if  a  higher  than  normal  interest  rate  is  called 
for - on grounds, say, of  high  risks  in  holding  timber - 
the  impact  of  taxes  will  be  greater  than  implied  above. 

76. The period over which annual taxes of 2-3/4% will accumulate 
to 100% is equivalent to the period required for 1% annually 
to grow to 36-1/3% (i.e. 100% + 2-3/4%) or for 16'per year to 
accumulate to  36-1/36. 

77. Timber Zand must, by statute, be deemed to be held  "for the 
purposes of forestry" but, unlike tree-farm land, this need 
not be  the land's  "best economic use". Tamtion Act, op. cit.,  

expected to be put  to other use eventually, whatever its tax 
8 .  2. If other uses yield higher values, the land can be 

treatment while it remains in forestry. 
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At 10 per cent,  for  example,  annual  taxes of 2-3/4 per 
cent on merchantable  timber  would  cumulate to the  full 
value  of  the  crop  in  about 16 years.  Fourth,  crops  may 
be  grown  on wild land which  is  reclassified  to timber 
land as  the  crop  matures  to  the  tax  advantage  of  the  land- 
owner.  But  the  above  calculations  suggest  that  even  this 
may  not  be  a  commercially  viable  regime  because  the  tax 
burden on timber land for  the  last  two  decades of the 
growing  period  is  sufficient  alone  to  approach  the  ultimate 
stumpage  value. Fifth,  while  steady  increases  in  timber 
values  would  reduce  the  tax  burden,  only  increases  that 
significantly  exceed  the  rise  in  the  general  price  level 
would  yield  burdens  much  below  that  illustrated  above. 

Finally,  these  calculations  abstract  from  any 
speculative  gains  from  timber  holding.  Fortuitous  events 
such  as  a  sharp  increase  in  stumpage  values  at  the  time 
of  harvest  could  yield  returns on timber  that  are  ignored 
here;  but  holding  timber  in  anticipation of such  events 
relates  more  to  speculative  investment  than  to  the  business 
of  forest  production. 

Tree-farm l a n d  

The  tax  treatment  of tree-farm land is  designed  to 
lighten  the  burden on forest  landowners  who  undertake  to 
manage  their  land  according  to  approved  forest  practices. 
The  land is evaluated  for  tax  purposes  by  calculating  the 
present  (discounted)  value,  net  of  management  costs  and 
royalty,  of  the  crops  to be  harvested in  future  periods 
according  to  the  approved  plan.  This  is  in  sharp  contrast 
to  the  treatment  of timber land, where  harvestable  timber 
is  valued  at  the  price it would  bring  if  harvested 
immediately.  The  discounting  of  future  value?  can  reduce 
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assessed  values  substantially. Two other  contrasting 
features  of  the  tax  treatment  of  this  land  class  should 
be  recalled  from  the  description  in Part I: the  value 
the  land  may  have  in  non-forestry  uses  is  always  ignored; 
and  its  assessed  value  is  the  full  estimated  value 
rather  than  half  this  amount  as  has  hitherto  been  the 
case  for  other  forest  lands.  Present  and  future  harvest 
values  are  estimated  from  current  appraised  stumpage  values 
on comparable  Crown  timber,  and  future  yields  are  reduced 
to  their  present  value  using  a  discount  rate  of  14  per  cent. 
The  average  rate  of  tax on these  lands  in  1974  was  4.87  per 
cent  of  their  value  calculated  in  this  way. 

Taxes  are  thus  based on the  present  value of future 
harvests, and  the  weight  of  taxes  can  best  be  seen  in 
relation  to  the  value  of  those  harvests. The  time-pattern 
of planned  harvests  is  thus  critical.  Since  all  the 
Taxation  Tree-Farms  containing  these  lands  differ  in 
their  present  stand  composition  and  hence  also  in  their 
planned  harvesting  regime  it  is  difficult  (and  of  limited 
usefulness)  to  try  to  portray  the  tax  burden on an  average 
or representative  unit.  Accordingly,  two  polar  cases  will 
be  considered  here:  the  first  is  a  management  unit 
containing  a  "normal forest", characterized by an even 
graduation  of  age  classes  and  yielding  a  constant  annual 
harvest;  the  second  is  one  containing  a  single  age  class 
of  trees  to  be  harvested  entirely in  a  future  year.  Most 
Taxation  Tree-Farms  lie  between  these  two  extrembs. 

1. The  "Normal  Forest"  Case.  The  case of a  "normal 
forest"  is  easiest  to  analyze,  because  the  tax  burden  can 
be  examined  with  reference  to  the  taxes  and  the  revenues 
in  a  single  year  (a  comparison  of  the  present  values  of 
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all  future  revenues  would  yield  the  same  result). 7a The 
current  tax  rate of 4.87 per  cent  and  the 14 per  cent 
discount  rate  for  determining  assessed  values  produce  a 
tax  burden of approximately 35 per  cent - i.e. each 
year's  taxes  absorb  approximately 35 per  cent  of  the  net 
value  of  each  year's  harvest. 

79 

Several  important  qualifications  and  obsiervations 
on this  result  should  be  made.  Tax  rates  vary  over  the 
province,  depending  upon  the  total of rates  set by  different 
School  Districts,  Regional  Districts,  Hospital  Districts 
and  Improvement  Districts.  Where  the  rate  differs  from  the 
1974 province-wide  average of 4.87 per  cent  the  resulting 
burden on tree-farm  land with  a  balanced  age  distribution 
varies  in  direct  proportion  from  the 35 per  cent  indicated 
above. 

The  discount  rate  used  in  assessing tree-farm  land 
must  allow  not  only  for  a  return on the  capital  involved 
in  a  timber-growing  enterprise  but  also  for  property  taxes 
payable on this  capital.  Given  the  average  tax  rate of 
4.87 per cent, the 14 per  cent  discount  rate  implies  a 

78. The  tax  burden on timber  land was analyzed  by  accumulating 
taxes  at  interest  to  the  point  of  harvest.  Precisely  the same 

of  taxes  and  stumpage  returns.  For  a  Taxation  Tree-Farm  with 
result  would  have  been  obtained  by  comparing  the  present  values 

a  perpetual  stream of harvests  there is no  natural  point in the 
future  at  which  to  compare  accumulated  taxes  and  stumpage 
returns, so present  values  are  used  instead. 

79. With  a  tax  rate t and  a  discount  rate  for  assessments of d, 
the  tax  burden  becomes  t/d. 
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return on capital  of  roughly 9 per  cent. 8o If  the  return 
on capital  is  maintained  at  the  same  level  when  the 
average  tax  rate  changes,  the  discount  rate  used  in 
assessing t r e e - f a m  land must  change  with  the  tax  rate. 
Changes  in  tax  rates  accompanied by discount  rate  changes 
of this  sort  would  produce  less  than  proportional  changes 
in  the  tax  burden. 

To the  extent  that  annual  harvests on balanced-age 
tree-farming  enterprises  are  permitted  to  fluctuate, so 

that  more  is  harvested  when  stumpage  values are high  and 
less  when  they  are  low,  the  tax  burden  would  be  reduced. 
This  is  because  the  landowner's  average  revenue over  time 
would  exceed  the  average  stumpage  value  used in  assessments. 
In  practice  this  effect  may  not  be  large,  however,  because 
such  responses  to  market  conditions  are  constrained  not 
only  by  officially  approved  working  plans  but  also  by  the 
foresight of landowners. 

The 35 per  cent  tax  burden on tree-fann land is 
considerably  less  than  the  burdens  noted  above  for timber 
land, but  simple  comparison of these  figures is misleading. 
The  difference  arises  not  just  because  of  different  tax 
rates  and  assessment  procedures,  but  also  because  different 
viewpoints  are  taken  in  the  two  calculations.  For timber 
land, a  single  crop  is  considered  in  isolation;  for tree-farm 
land, crops  of  varying  ages  are  combined.  Each of these 
procedures  is  valid  but for  a  different  purpose:  the 

80. More precisely, if the return on capital is r, and the tax 

With d at 14% and t at  4.87%, the implied return on 
rate t, the discount rate is: d = (1 + r) x (1 + t) - 1. 
capital is 8.71% after property taxes but before taxes on 
personal or corporate income. 
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former  for  evaluating  the  tax  burden on a  single  crop 
over  its  life;  the  latter  for  evaluating  the  burden on a 
continuous  tree-farming  operation  where  stands  of  differing 
age  classes  are  to  be  considered  as  a  single  management 
unit. 

Combining  age  classes  within  a  single  management  unit 
in  this  way  ignores  the  time  lag  between  the  payment of 
property  taxes on a  particular  crop  and  the  realization of 
its  stumpage  revenue.  The  measure of burden  used  above 
for tree-farm land is  equivalent  to  the  simple  sum (at zero 
interest) of the  taxes  payable on a single  age  cohort  over 
its  life  expressed as a  percentage  of  that  crop's  stumpage 
value  upon  harvest,  where  the  taxes  are  based  each  year on 
the  crop's  discounted  harvest  value.  The  difference  between 
the  burdens on timber land and tree-farm l a d  does  not  arise 
entirely  from  combining  crops  of  different  ages,  however. 
The  same  normal  forest  taxes  under  the wild land and timber 
land classifications  would  bear  a  significantly  greater 
tax  burden,  indicating  that  the tree-farm land assessment 
procedure  yields  lower  taxes. 81 

81. This  statement  is  based on a  small  number  of  quite  crude  examples 

Estimating  the  burden  for timber  land in  this  manner  is  difficult 
such as those  given in A. Milton  Moore, op. ci t . ,  pp.  180-182. 

since  it  is  necessary to follow  the  land  and  timber  crop  through 
the  progression  from wild  land to timber land as  the  crop 
matures.  The  results  depend  critically on  such  matters  as  the 
bare  land  assessments on wild and timber land (which  may  reflect 
its  value  in  other  uses);  the  assessed  value  of  immature  timber 
(if  any);  the  quality of  the  site  and  the  length of time  the 

other  parameters. In  contrast,  basing  the  property tax on the 
crop  takes  to  reach maturity;  the  volume  per  acre  at harvest  and 

present  value of stumpage,  as  is  done  for tree-farm  land yields 
a  result  that  depends  only  on  the  tax  and  discount  rates,  and is 
quite  independent of all  these  other  complications. 
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2 .  The  Single  Stand  Case.  The  extreme  opposite  to 
a  balanced  age  distribution  with  a  steady  annual  harvest 
is  a  management  unit  containing  a  single  age  class  or 
cohort of trees,  all  of  which  will  be  harvested  in  the 
same  year  with  succeeding  crops  at  regular  intervals  there- 
after.  This  case  is  also  hypothetical,  and  such  a 
harvesting  regime  would  probably  not  be  approved;  but 
since  any  management  unit  (including  one  with  perfectly 
distributed  age  classes)  can  be  regarded  as  a  composite  of 
such  even-aged  stands,  analysis  of  this  case i.s neverthe- 
less  useful. 82 

The  tax  burden  on  land  containing  such  an  even-aged 
forest  can  be  measured  as  the  present  value  of  all  taxes 
to  be  paid  on  the  existing  and  future  crops  expressed as 
a  percentage  of  the  present  value of all  expected  harvests. 
This  gives  a  measure  equivalent  to  those  used  above  and, 
as  in  the  case of timber Land, the  interest  rate  that  should 
be  used  in  discounting is  the  rate  of  return t.hat a  private 
owner  would  require  on  a  long-term  investment of this  kind. 
This  need  not, of course,  be  the 14 per  cent  used  ih  the 
assessment  procedure,  nor  its  implied  return  on  capital  of 
(roughly) 9 per  cent. 

83 

Table 8 shows  the  tax  burden,  calculated  in  this  way, 

82. When  each  stand  is  analyzed  separately,  its  value  derives 
entirely  from  its own ultimate  stumpage  value.  Under  sustained- 
yield  regulatory  procedures,  immature  stands  take on added 
value  to  the  landowner  by  justifying  a  larger  current  cut  from 
mature  stands. This "allowable  cut  effect"  does  not  emerge  in 
this  analysis. 

83. No such  discount  rate  was  required  to  calculate  the  tax  burden 
in  the  on-going  steady  state  case  because  She  result  is 
independent  of  any  rate  that  might  be  chosen. 
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TABLE 8 

TAX  BURDEN  ON TREE-EARM LAND BEARING A SINGLE-AGED CROPa 

years to '- investor's  rate of return - 
initial 
harvest .- 4%  8% 8.71%b - 10% - 12%  14% 6% - - 

- tax  burden  in  per  cent - a 

1 8 8  8 8  8 8 9 

2 12 12  12 12  12 13  13 

3 16 16 16 16  16 17  17 

.> 21 22 23 23  23 25 26 
, 

l a  3 1  34 36 37 40 43  47 

15 38 42 47 49  53 60 68 

23 42 48 5 5  58 64 76 ' 90 

!} (1 6 8 58 1 2  79  94 126 175 

60 49 60 78 87 108 161 261 

BC 4 9  61 80  90 115 185 346 

100 49  61 81  91 118 203 43 1 

T,irnitC 49  61  81  92  122  244 no 
1 imi t 

. 

2. Tax  burden  is  measured  as  the  present  value of taxes  expressed 
as a  percentage of the  present  value of net  stumpage  revenues, 
with  the  return on capital  used  to  calculate  the  present 
value  in  each  case. 

b. This  is  the  rate of return  on  capital  implicit in the 14% 
discount  rate  used  for  assessments with  a 4.81% 'tax  rate. 

c. This  is  the  theoretical  limit  which  the  burdgn  approaches 
asymptotically  as  the  period  to  harvest  is  extended. 
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for  single-age  cohorts  to  be  harvested  initially  in  a 
varying  number  of  years  from  the  present,  and  using  a 
variety  of  investor's  rates  of  return  in  the  discounting 
of  taxes  and  stumpage  values. In all  calculations  the 
tax  rate  is  assumed  to  be 4 . 8 7  per  cent  and  the  discount 
rate  used  in  the  assessment  procedure is 14 per  cent. 
The  rotation  age  for  subsequent  harvests  is assulned  to  be 
100 years,  but  this  arbitrary  choice  has  only  a  small  effect 
at  the  lowest  discount  rat.es  and  none at  the  higher  rates. 

The  tax  burden is shown  to  be  conspicuously  higher on 
crops  that  will  be  held  for  longer  periods  before  initial 
harvesting,  because  the  longer  the  first  revenues  are 
postponed  the  more  taxes  the  crop  will  bear  and  the  more 
t.he  value of  the  crop  is  discounted. It is  also  apparent 
that  the  higher  the  rate  of  return  an  owner  expects  on  his 
forest  investment  the  higher  will  be  his  perceived  tax 
burden. 84 Tax  rates  other  than 4 . 8 7  per  cent  would  yield 
proportionate  changes  in  the  indicated  burdens,  as  long 
as  the  discount  rate  used  in  the  tax  assessment  remains 
unchanged. 

The  tax  burden  on  a  "normal  forest",  calculated 
earlier,  can  also  be  calculated  from  a  table  such as 
Table 8 as  the  weighted  average  of  the  burdens  on  each 
age  class,  where  the  weights  are  the  present  values  of 

84.  The  effect of expected increases in stumpage values can be 
approximately assessed by identifying the burden under the 
column headed by an interest rate which is equal to the owner's 
required rate of return less the anticipated annual  rate of 
increase in  stumpage prices. Thus if the owner's rate of return 
is 10% and stumpage values  are expected to rise by 2% annually, 
the burden is roughly indicated under the 8% column - roughly, 
because 7.8% is the correct rate in this example. 
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the  future  stumpage  returns  from  each  class.  The 35 per 
cent  burden  given  earlier  arises  (in  spite  of  a  predominance 
of  larger  figures  in  the  table)  because  of  the  heavier 
weights  that  discounting  gives  to  the  age  classes  nearer 
to  harvesting  age.  The  tax  burden  for  a  management  unit 
with  any  other  age  distribution  can  be  determined  as  a 
similar  weighted  average.  Units  with  harvests  earlier, 
on  balance,  than  the  "normal  forest"  bear  a  lighter  burden: 
those  with  later  harvests  bear  a  heavier  burden. 

The  results  in  Table 8 correspond  more  closely  to 
the  indicated  tax  burdens  on timber land. Each  looks  at a 
stand  in  isolation,  and  comparing  the  present  value  of  tax 
payments  to  the  present  value  of  stumpage  returns  (as is 
done  here)  is  equivalent  to  comparing  the  cumulative  value 
of  those  same  payments  to  the  point  of  harvest  with  the 
stumpage  value  at  that  time  (as  was  done  for  the timber land 
calculations). 86 Yet  except  for  crops  only  a  few  years 
from  harvest,  when  prospective  burdens  are  light  for  both 
classes  of  land,  the  burdens  indicated  in  Table 8 are  much 
lower  than  those  for timber land - a  result  that  is  the  more 
surprising  in  view  of  the  fact  that  the  tax  rate  is  a  much 
higher  percentage  of  the  estimated  value  of tree-farm land 
than  of timber land. 

The  explanation  lies  in  the  different  methods  of 

85. The "normal forest" calculation is unaffected by the investor's 
discount rate, because the rising burden  associated with 
higher discount rates is offset by the  decline  in the younger 
cohorts' weights  in  the average. 

86. The calculated burden for timber land takes account only of 
the taxes payable up  to the first harvest, while the  burden 
calculated here  for t r ee - fam land reflects also the  taxes 
payable beyond the initial harvest. This has an insignificant 
effect on the results, however. 
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evaluating  timber.  On timbep land, merchantable  timber is 
valued,  each  year,  at  the  revenue  it  would  bring if 
harvested  immediately: on tree-farm land it  is  valued  as 
the  present  worth  of  the  stumpage  value  to  be  realized 
in  the  planned  harvest  period.  The  estimated  value  of 
mature  crops on tree-farm land is  therefore  lower  unless, 
during  their  last  decade or two,  crops  add  value  through 
volume or stumpage  price  increases at an annual  rate 
greater  than  the  14  per  cent  discount  rate  used  in  tax 
valuation - a  phenomenon  that  must  be  considered  unlikely 
in view  of  the  long  rotation  periods  typically  adopted  in 
British  Columbia.  For  immature  crops  the tree-farm land 
valuation  using  a  14  per  cent  discount  rate is also  much 
less  than  even  the  bare  land  assessments of timber or w i l d  
land. Discounting  future  crops  at  a  14  per  cent  rate  yields 
assessed  values  that  are  sufficiently  lower  to  more  than 
offset  the  effect  of  the  higher  tax  rate  applied  to tree- 
farm land. 

Crown  forest  land 

For  Crown  forest  land  the  question of tax  burdens is 
much  less  critical.  Apart  from  the  old  temporary  tenures, 
these  lands  bear  such  minor  annual  charges  and  tenure 
periods  are so short  that  the  cumulative  burden is seldom 
significant.  In  any  event,  most  such  charges  are  offset 
by  reductions  in  stumpage  payments. Thus the  issue of 
the  burden  of  charges on these  lands  must  focus  almost 
entirely on the  precision  of  the  stumpage  appraisal  system, 
which,  for  reasons  explained  earlier,  is  beyond  the  scope 
of this  paper. 

The  old  temporary  tenures  comprise  the  only  category 
of Crown  forest  land  which  bears  significant  annual 
charges, and the  most  important  of  these  is  the forest land 
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tax  which  has  been  levied  since  1954  and  has  recently 
ranged  between  $.50  and $1.00 per  acre.  Since  this  tax 
has  been  levied  for  only  two  decades,  payments  will  not 
have  accumulated  to  a  large  fraction  of  the  value of the 
timber. In  the  future,  timber  harvested on these  tenures 
is  expected  to  be  made  subject  to  appraised  stumpage 
charges, and  if  the charges  are  based on the  full  value 
the  base  for  the f o r e s t  land tax  will  be  eliminated. 

These  same  tenures  are  also  subject  to  annual  rentals 
or  renewal  fees. It has  been  argued  that  these  may  be 
considered  as  the  cost  to  the  holder  of  retaining  an 
option  to  harvest  Crown  timber - a  payment  for  which  he 
receives  current  value, or as  interest  on  the  Crown's 
capital  (in  the  form  of  timber)  reserved  for  the  licensee. 
Similarly,  the  forest  protection  tax  can  be  seen  as  a 
contribution  to  the  Crown's  effort  to  protect  the  timber 
held.  Calculations  of  the  cumulative  burdens of  such 
charges  therefore  appear  less  appropriate, 

a7 

a8 

Cumulated  Burdens  and  the  Return  on  Forest  Investments 

In  concluding  this  discussion of the  burdens of 
annual  charges,  it  should  be  emphasized  that  the  dollar 
amounts of burden  estimated, and  the share of net  values 
of  forest  production  that  the  charges  are  shown  to  absorb, 
cannot  be  interpreted  as  measures  of  the  extent  to  which 
these  charges  encroach  on  the  value of private  owners' 
investments. In  normal  market  circumstances,  the  value 
of a  parcel  of  forest  land  to  a  prospective  purchaser  or 

87. See Crow? Charges for EarZy Timber Rights,  op. c i t . ,  pp.  24-29. 

88. See F i n a l  Report of the  Royal Commission of Inquiry on Timber 
and Forestry, King's Printer,   Victoria,  1910, p .  D-46 .  
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seller  is  the  present  worth of expected  production  from 
the  land  net of all  expected  costs  including  taxes,  where 
all  future  revenues  and  costs  are  discounted at the  rates 
of return  required by  investors.  Taxed  land is  worth  less 
than  untaxed  land,  and  expected  taxes  thus  reduce  the 
price  and  asset  value  of  forest  lands.  Unless  a  purchaser's 
expectations  about  taxes  are  not  borne  out, t.he taxes  will 
not  interfere  with  the  returns  he  expects  and  realizes  on 
his  forest  assets. 

Thus,  while  we  have  referred  to  the  "burden" of 
taxes  and  charges on timber  and  forest land, it is  only 
unexpected  increases  in  such  levies  that  can  be  regarded 
as  a  "burden"  borne by the  present  private  owner. 
Correspondingly,  levies  which  fall  short of expected 
levels  will  result  in  a  gain  to  present  owners.  In  short, 
while  a  heavy  tax  burden  (such  as  some of those  calculated 
above)  indicates  that  the  taxes  absorb  a  large  fraction 
of  the  total  value  generated by the  forest  resource,  it 
does  not  necessarily  imply  that  the  ownership  of  forest 
land  is  a  poor  investment. 
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DISTORTIONS  AND  INCENTIVE  EFFECTS 

The  preceding  sections  suggest  that  various  taxes  and 
other  charges  may  be  sufficiently  important  to  influence 
the  behavior of those  who  are  obliged  to  pay  them.  The 
incentives  may  encourage  "good" or "bad"  behavior  from 
the  point  of  view of the  public  interest,  and  it  is  almost 
tautological  that  the  system  of  public  charges  should 
encourage  the  former.  This  last  section of the  paper 
examines  briefly  some  of  the  likely  effects of various 
levies  on  the  actions  of  owners  and  occupiers of forest 
land. 

It is  often  possible  to  deduce  the  direction  in  which 
behavior  will  be  influenced  by  such  incentives,  but  it  is 
usually  not  possible  to  verify  or  to  measure  the  degree  to 
which  behavior  is  altered.  The  wide  variety  of  influences 
at  work  and  the  often  conflicting  effects of the  various 
levies  make  it  impossible  to  do  more  than  identify  the 
likely  form  and  direction  of  changed  behavior. 

The  range  of  possible  effects  is  much  wider  where 
the  forest  land  can  be  used for non-forestry  uses;  but 
here,  as  in  preceding  sections,  attention  will  be  limited 
to  impacts on activities  relating  only  to  forestry.  The 
discussion  proceeds  by  examining  in  turn  several  important 
issues  that  are  subject  to  private  decisions  which  may  be 
influenced  by  taxes  and  charges;  namely  the  holding  of 
forest  land,  the  timing  of  harvests,  the  closeness of 
timber  utilization  and  investments in forestry.  Obviously, 
these  are  just  a  few of a  wide  variety  of  issues  that  might 
well  be  considered  in  this  context. 
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Holding  Forest  Land 

Any  charge on private  forest  land  will  reduce its 
net  return  to  the  owner,  but  unless  such  charges  pre- 
empt  more  than  the  total  value  that  the  land  generates 
it  will  be  advantageous  to  hold  it  and  pay  the  levies 
on it.  But  real  property  taxes - by  far  the  most 
important  levies on private  forest  lands  in  the  province - 
have  been  shown  above  to  be  easily  capable of absorbing 
all  the  value of timber land which  will  not  yield  a  harvest 
in  the  near  term.  If  the  financial  return  from  forest 
crops on each  acre of land  were  the  only  motivation,  owners 
of such  land  might  well  find  it  advantageous to relinquish 
title  to  it  if  the  only  alternative  were  to  hold  it in that 
tax  class.  Even  owners  of tree-farm land, if  they  demand  a 
high  rate of return on their  investments,  may  find  it 
difficult  to  justify  holding  lands  that  will  not  yield 
crops  for  several  decades  (unless  such  lands  have  additional 
value  by  contributing  to  the  current  allowed  cut  of  mature 
timber on other  parcels,  under  sustained  yield  criteria). 

Royalties  raised  from  private  lands  are  much  less 
than  property  tax  yields,  but  the  comparison  is  misleading 
because one is an annual  charge  while  the  other  is  payable 
only  upon  harvesting,  and  while  all  lands  bear  property 
taxes  most  are  not  subject  to  royalty.  Even  owners of 
subject  lands  are  not  likely  to  be  much  influenced by 
present  royalty  charges,  however. A s  explained  earlier, 

89.  The level   of  such  charges  might  sharpen an owner's incentives 
to   f ind  other,  more productive,  uses  for  the  land, but  such 
incentives would be present  even  in  the  absence of public 
lev ies .   In  any event,   altering  the  use  of  the land is  unlikely 
to  reduce s igni f icant ly  any of  the  taxes  or  charges made  on 
private  forest land in Brit ish Columbia. 
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liability  to  royalty  reduces  the  annual  property  tax 
thereby  reducing  the  carrying  cost  of  the  land  and  timber. 
Indeed,  this  reduction  may  more  than  offset  the  cost  of 
the  royalty  where  mature  timber  is  held on timber land for 
many years,  with  the  somewhat  anomalous  result  that 
incentives  to  hold  lands  which  will  not  be  cut in  the 
near  future  may be  stronger  when  they  are  liable  to 
royalty  than  when  they  are  not. On tree-farm land with 
its  different  assessment  procedure,  royalties  reduce  net 
returns by a  larger  fraction  of  the  royalty  payable,  but 
even  in  this  case  the  offset  through  property  taxes  is 
significant. 90 

. .  

The  forest  protection  tax  is  likely  to  have  even 
less  influence  on  willingness  to  hold  forest  land. 
Yielding  less  than $150,000 per  year  in  total,  its 
quantitative  impact  is  small.  Furthermore,  being  levied 
on  a  per-acre  or  allowable  cut  bake,  this  could  affect 
only  the  decision  about  whether  to  hold  or  relinquish  the 
land:  it  will  not  influence  any of the  managerial  decisions 
such  as  the  timing  of  harvests or utilization  standards 
considered  below. 

For  Crown  land  the  question  of  holding  land  becomes  a 
question  of  whether  to  secure  and  retain  harvesting  rights. 
Wherever  stumpage  is  payable,  this is essentially  a  matter 
of  whether  the  forest  operators  can  bear  the  stumpage 

90. The net  cost of royalty i s  about 2 / 3  of the  total  payable  for 

yielding  steady harvests ,   a l l   considered  as  a s ingle   uni t .  
tree-farm Zands containing  balanced  age  distributions and 

For a single  age  cohort  considered  in  isolation,  the  net  cost 
could  well  be l e s s  or  (at  high  interest  rates)  even  negative 
as  with timber Zand, though a longer  period  until  harvest is 
required  for  this  latter  result than i s  t h e  case  with timber 
Zand. 
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price  and  still  anticipate  an  acceptable ( financial 
return: an  issue  that  will  not  be  pursued  here.  Only 
on the  old  temporary  tenures  are  charges  other  than 
stumpage  likely  to  have  much  effect on decisions  about 
retaining  harvesting  rights.  These  tenures  are  subject 
to  provincial  property  tax  (if  outside  Tree-Farm  Licences), 
statutory  royalty,  annual  rentals,  and  forest  protection 
tax. It  is  difficult  to  estimate  the  combined  burden  of 
these  charges  relative  to  the  benefits a holder  receives 
from  retaining  such  rights.  If  statutory  royalty  is 
replaced  by  appraised  royalty  at  full  rates,  however,  the 
incentive  to  retain  these  tenures  within  Tree-Farm  Licences 
will  be  reduced,  while  the  incentive to retain  them  out- 
side  Tree-Farm  Licences  may  well  be  increased, 

Timing  Forest  Harvests 

Earlier  calculations  reveal  that  a  private  owner, 
interested  only  in  the  financial  return  from  growing 
timber on  each  acre,  would  rarely  see  an  advantage  in 
holding  land as timber Zand beyond  the  harvest of  the 
present  crop;  and so it is  influences on the  t.iming  of 
the  initial  harvest  that  are of greatest  importance  here. 
Since  property  taxes  constitute  a  cost  in  hold.ing  a  crop 
of trees,  which  falls  sharply  when  the  crop is removed, 
taxes  provide  an  incentive  to  hasten  the  harvest.  Royalties, 
on  the  other  hand,  provide  an  incentive  to  delay  harvesting, 
both by offsetting  part  of  the  carrying  costs  that  property 
taxes  impose  and,  in  the  case  of  timber  that  is  growing  in 
unit  value,  because  the  proportion  of  the  stumpage  value 
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exacted  in  this  way  falls  as  stumpage  values  increase. 
Since  relatively  little timber Zand is  subject  to  royalty, 
however,  its  effects  are of secondary  importance. 

91 

.. . 

In  spite  of  the  fact  that  property  taxes on tree-farm 
land are  levied  on  a  different  base,  their  effect on the 
timing  of  harvests is the  same  as  for timber  land. Property 
taxes  provide  owners  with  an  incentive  to  hasten  harvests 
and  shorten  rotations.  This  effect  would  probably  matter 
little  in  practice,  however,  because  such  decisions  are 
fixed,  within  prescribed  limits,  by  a  management  plan  which 
must  be  approved  by  the B.C. Forest  Service.  Even  when 
harvests  are  advanced  ahead  of  the  normal  rate  specified 
in  the  plan,  no  immediate  tax  reduction  is ;secured  in 
light  of  the  smaller  volumes  of  standing  timber  and  reduced 
future  harvests  since  assessments  continue  to  be  based  on 
the  management  plan  until it is revised. To the  extent 
that  owners  of t r e e - f a m  Zand have  freedom  to  adjust  within 
the  constraints  of  approved  plans,  the  effect  of  royalties 
should  be  similar  to  their  effect on  harvests  from t i n r h r  
land. 

Possibly  the  greatest  effect  of  property  taxes on 
timing  of  harvests on private  forest  lands is through 
the  incentive  they  provide  to  have  land  classed  as tree-farm 

91. This is the case for royalties, such as those applied in 
British  Columbia, that do not vary in direct proportion to 
the  value of the harvest. Royalties expected to exact a 
fixed proportion of stumpage  values would have no effect  on 
a profit-maximizing owner's decisions about the timing of 
harvests. See, for example, P. Thompson and H.N. Goldstein, 
"Time and  Taxes", Western Economic Journal, 9:1,  1971. 
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land .  The  management  plans  required  in  order  to  qualify 
for  preferential  tax  treatment  may  well  result  in  harvest 
patterns  that  are  quite  different  than  those  which  would 
apply  in  the  complete  absence of property  taxes. 

On  Crown  land  other  than  the  old  temporary  tenures 
major  decisions on such  matters  as  the  timing  of  harvests 
are  made  by  public  authorities.  Contractual  arrangements 
governing  harvesting  rights  on  such  lands  permit  only 
limited  short-term  variations  in  the  harvest  rate  in 
response  to  market  and  other  factors,  thus  restricting 
the  licensee  from  responding  to  market  conditions  as  an 
unconstrained  owner  would  be  expected  to  do.  But  quite 
independently of these  restrictions  the  stumpage  system 
blunts  incentives  for  such  responses  because  the  stumpage 
price  adjusts  up and down  with  the  market.  Indeed,  if 
stumpage  charges  consistently  permitted  a  constant  rate 
of  return,  operators  would  be  totally  indifferent  to  the 
time  of  harvesting;  but  there  are  many  features of the 
appraisal  procedure  that  preclude  such  consistency. 92 

The  timing of harvesting  on old temporary  tenures 
included  in  Tree-Farm  Licences is  also  subject to  some 
public  control,  but  at  least  two  of  the  charges  considered 
here  are  likely  to  provide  incentives  to  hasten  the 
harvesting  on  these  tenures.  One  is  the  annual  rental, 
which  ceases  when  the  timber  is  harvested  and  the  status 
of the  tenure  changed.  Much  more  important,  however,  is 
the  statutory  royalty  system  and  its  relation  to  stumpage 
prices.  Since  the  royalty  applicable  to  these  lands  has 

92. Such as, the fact  that stumpage  is only partially adjusted to 

prices; lags in the market price data used, and other features. 
reflect changes in product values;  minimum and maximum stumpage 
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tended  to  be  sighificantly  lower  than  appraised  stumpage 
values  (in  recent  years,  at  least)  Tree-Farm  licensees 
have  had  a  strong  ihcentive  to  harvest  these  lands  in 
preference  to  other  Crown  timber,  particularly  in  periods 
of  high  timber  prices. 

On old  temporary  tenures  outside  Tree-Farm  Licences 
all  of  the  annual  charges - property taxes,  forest 
protection  tax,  rentals  and  fees - add  to  the  holders' 
carrying  costs  and  thereby  provide  some  incentive  to 
harvest  more  quickly  than  would  be  decided  in  their 
absence.  The  incentive  they  provide  is  minor,  however, 
since  they  are  small  in  relation  to  the  major  cost  of 
delaying  harvesting - the  interest  return  thereby  foregone. 
With  respect  to  royalty  liability on these  tenures,  it is 
not so much  the  level  of  royalties  that  would  affect  the 
rate  of  harvest  but  the  rate  at  which  the  holder  expects 
their  level  to  change  over  time.  Royalty  would  accelerate 
or  retard  harvests  depending  on  whether  the  holder  expects 
it to  increase  or  decrease  over  time as a  fraction  of  the 
stumpage  value  of  the  crop. 93 

Standards  of  Recovery 

A private  logging  operator  will  find  it  in  his 
financial  interest  to  remove  from  a  forest  a:ny  log or 
piece  which  will  yield  a  value  to  him,  upon  recovery,  at 

93.  General  statements  about  the  effect  of  royalty  or  annual  charges 
on  the  timing  of  harvests  from  old  temporary  tenures  managed  as 

make  because  of  the  large  number  of  possible  factors  involved. 
part  of  a  larger  timber  supply  by  their  holder  are  difficult  to 

The  comments  in  this  paragraph  are  directed  primarily  to  the 
situation  where  a  person  is  planning  the  harvest of one of these 
tenures,  in  isolation  from  the  harvests  from  any  other  tenures 
he might  hold. 
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least  equal  to  its  incremental  cost  to  him.  Any  public 
charge  levied on the wood removed  increases  its  incremental 
cost  to  the  logger  and  therefore  lowers  the  standard  of 
recovery  that  is  consistent  with  profit-maximization. 
Such is the  case  with  stumpage  and  royalty  charges on 
timber  logged  and  scaled. 

On  Crown  lands,  particularly  those  other  than  the  old 
temporary  tenures,  timber  harvesting  is  subject  to  guide- 
lines  and  utilization  standards  that  restrict  operators 
from  adhering  to  their  own,  most  profitable,  margins  of 
recovery.  In  certain cases,  these  controls  may  just  offset 
the  disincentives to close  utilization  created  by  stumpage 
and  royalty  charges;  but  in  view of the  uniformity of the 
public  standards  applied  and  the  diversity  of  timber  and 
logging  conditions,  the  result  will  usually  be  a  standard 
of  recovery  that  is  either  too  crude  (in  which  case  timber 
is  wasted)  or  too  close  (in  which  case  labour  and  capital 
are  wasted). 94 

On  private  land  where  these  utilization  controls do 
not  apply,  the  incentive of royalty  charges  to  reduce 
standards  of  recovery  is  unimpeded.  The  magnitude of this 
influence  is  not  likely  to  be  great,  however,  since  much 
private  forest  land  is  not  subject  to  royalty  and  most of 
the  rest  bears  royalty  only  at  very  low  rates. 

94. This economic fact was succinctly stated by H.R. McMillap in 
his testimony to the 1956 Sloan Commission: "You get your 
logging people together and you give them  a talk about wasting 
something and they must do better, and you go  out and find out 

Report of  the  Comissioner  ReZating to the  Forest  Resources of 
that  they have stopped wasting wood and started wasting money." 

Br i t i sh  Columbia, 1956, Queen's Printer, Victoria, 1957, p. 377. 
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Investments  in  Forest  Production 

Whenever  investments  in  enhanced  forest  growth  result 
in  higher  public  taxes  or  charges,  the  private  incentives 
to  make  such  investments  are  obviously  reduced.  Royalties 
on private  timber  inevitably  tend  to  reduce  incentives  in 
this  way.  When,  as  noted  above,  property  taxes on timber 
land are  likely  to  exact  more  than  the  value  of  the  crop 
on which  they  are  based,  the  owner  has  little  incentive  to 
invest  in  higher  yields.  The  method of assessment of tree-  
farm  land reduces  this  disincentive by recognizing  management 
costs  in  determining  net  stumpage  revenues on which  the 
assessed  values  are  based.  Whether  the  method of making 
this  allowance  and  the  precision  with  which it is applied 
result  in  a  return  to  the  owner  from  the  investment  that  is 
the  same  as  it  would  be  in  the  absence  of  property  taxes is 
unclear. Thus,  some of the  disincentive  may  remain  though 
it  will  be  less  severe  than  with timber land. 

On  Crown  lands  such  as  those  in  Tree-Farm  Licences, 
incentives  to  invest  in  enhanced  forest  yields  that  will 
not  be  realized  for  many  years  may  be  diminished  by 
uncertainties  surrounding  the  tenure  and  eliminated  by  the 
prospect of full  stumpage  levies on the  increased  harvest. 
Allowances  for  recovery  of  forestry  costs  through  the 
stumpage  system  can  reduce  or  eliminate  the  costs  incurred 
by  investors  for  such  measures,  but  they  cannot  fully  restore 
the  positive  incentives  to  undertake  them.  Even  if  the 
licensees' costs  are  substantially  reduced,  the  uncertainty 
of future  returns  from  the  current  expenditures  makes it 
unlikely  that  an  optimal  level of investment  will  result. 95 

95. Again, incentives and distortions  arising  through the "allowable 
cut effect" on sustained yield units are ignored here. 
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On  other  Crown  lands,  where  the  government  retains 
full  responsibility  for  forest  management  the  disincentives 
to  investments  in  forest  enhancement  created  by  stumpage 
charges  are  less  relevant.  Licensees'  forestry  respon- 
sibilities  are  specified  under  their  contracts  and  costs 
are  generally  recoverable  through  the  stumpage  system. 
Whether  the  result  approaches  an  optimal  level  and  pattern 
of  investment in forestry is a  separate  question:  the 
point  here  is  that  stumpage  and  other  charges  are  not 
likely  to  exert  a  significant  influence on the  outcome. 


	Table of Contents
	Preface
	Introduction
	Part 1. Taxes and Other Charges on Forest Resources
	Property Taxes
	Provincial Property Taxes
	Schools Tax
	Other Property Taxes
	Summary of Property Taxes

	Forest Protection Tax
	Rentals and Renewal Fees
	Charges for Services
	Stumpage and Royalty

	Part 2. Economic Implications
	Interdependencies Among Taxes and Charges
	Tax Burdens
	Distortions and Incentive Effects

	Tables
	Table 1. Revenue From Forest Resources in 1974
	Table 2. Area of Major Forest Land Classes Containing Taxable Forests, 1973
	Table 3. Summary of Taxable Values and Tax Rates for Provincial Property Tax
	Table 4. Property Taxes on Lands and Improvements Valued Mainly for Forestry Purposes, 1974
	Table 5. Rentals and Renewal Fees by Tenure
	Table 6. Major Sources of Forest Service Revenues in 1973 by Tenure
	Table 7. Major Revenues of the Forest Service Over  the Last Decade
	Table 8. Tax Burden on Tree-Farm Land Bearing a Single-Aged Crop


