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Fursuant to West Virginia Code § 5F-Z2-2(a), the undersigned

hereby consents to the final f£filing of the foregoling rule.

Signed this 20th day of December, 1990,
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FISCAL NOTE FOR FPRCPOSED RULES

Rule Title: VALUATION OF TIMBERLAND AND MANAGED TiMBERUANDUEC 20 M

Type of Rule: __ X Legislative . Interpretive

Agency: State Tax Division Address: 3tate Capitol; Charleston, WV
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Current! Next | Thereafter
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FPerscnal Services ! -0- I -0~ Poo=0- - -0- ! =0-
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Current ExXpense | -0- b ~0- I =0- ! -0- 1 -0-
1 I I ! i
| I I | i
Repairs and } ) ! o E ! _ i _
Alterations I -0- I -0- Po=0- | -0- 1 -0-
| [ f 1 1
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Equipment | -0- P =0~ [ ~0- ! -0- 17 =0-
1 I 1 I H
1 | | I i
Other T N e I =-0- I =-0- ! -0- 1 -0-
| | ] - :
Z. Explanation of above estimates: .

The fisc¢al impact of the rule should not vary from that envisicned by
the Legislature whenh 1t enacted Com. Sub. for E.B. 4127. '

3. Cbhjectives of these rules:

The legislative rule .establishes the procedure for the classification
and valution of timberland and managed timberland. .

4. Expanation of Overall Economic Impact of Proposad Rule.
A, Economic Impact on State Government.
There sheould be no econcomic impact on State government.

B. Economic Impact on Pelitical Subdivisionsg; Specific Industries;

Specific groups of <¢itizens.

The econemic impact at the local govermnment -level cannct be determined
at this time. - :




C. Econcemic Impact on Citizens/Fuklic at Large.

The economi® impact at the local governmenit level cannot be determined
at this time. ' i o '

Date: December 20, . 139%0 . R I o

Signature of Agency Head or Authorized Representative
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State of West Virginia o5 pep 20 M3
Department of Tax and Revenue

GASTON CAPERTON ) - Charleston 25302:‘ s LT UPDT IININIA

TO: -

FROM:

i1t FREDER&BI’( WILLIAMS, JR.
ORI ‘LSbcreua:y

Governor

December 20, 1990

- LEGISLATIVE RULE-MAKING REVIEW COMMITTEE

STATE TAX DIVISION

LEGISLATIVE RULE TITLE: VALUATION OF TIMBERLAND AND MANAGED TIMBERIAND

Authorizing statute(s) citafion: W. Va. Code § 11-1C-5(a)(2)(B)

a. Date filed im State Register with Notice of Public Comment Qctober 1, 1990

b. What other notice, including advertising, did vou give of the
hearing? Nome

c. Date of public comment periocd: October 1, 1930 thrcugh October 31, 1930

d. Attach list of persons whe appeared at hearing, comments received, amendments,
reasons for amendments.

Attached _ X = _ . . No comments received

a. Date you filed in State Register the agency approved proposed Legislative Rule
folliowing public hearing: (be exact) December 20, 1990

f. Name and phone number of agency person to contact for additional informatien:
Jerry ¥night - 348-3%940 = -

If the statute under which vou promulgated the submitted rules reguires certain
findings and determination to be made as a condition precedent to their promulgation:

a. Give the date upon which you filed in the State Register a notice of the time
and place of a hearing for the taking of evidence and a general description of
the issues to be decided. N/A

b. Date of hearing: N/A

¢. . Do what date did vou file in the State Register the findings and determinations
required together with the reasons therefor? N/A

d. Attach findings and determinations and reasons:

Attached: _ N/A . .
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VALUATION OF TIMBERLAND AND MANAGED TIMBERLAND
Filed: Becember 20, 1890

§ 110-1H-1. General.

1.1 These r*‘-’gu?atjons are TegwsTat1ve regu1at1ons as ‘defined in W. Va.
Code § 29A-3-1 eif s=24. e T i

1.2 Scope. - These 1eg1s?at1ve regulations establish the procedure for the

classification and valuation of timberland and managed timberland.

1.3 Authority. - W. Va. fode § 11-1C-5(a){2)(B).

1.4 Filing Date. - December 20, 1890

1.5 Effective Date. Thess 1eg1sIat1ve regulations are effective upon
being authorized by the Leg?s1ature

1.6 Citation. - These Teg1s1at1ve rggy]at1ons may be C1u€d as 110 C.S.R.
1H, § (1890).

§ 119-1H-2. - Introduction.

2.1 The appraised value of managed timberland shall be determined on the
basis of -the _potential of the timberland to produce . future net income.
Potential future net income {is capitalized in order tc determine a present
value, which is the appraised value, The abiiity of a stand of timber to
produce wood products .for sale or use depends primarily on the quality of the
soil and certain topographic and climatic features, and is expressed as site
index. "Site ‘index s therefore the principal criterion, influencing the
appraised value of manaded timberland. These factors will be reviewed annually
by the Tax Commissioner for necessary updating of the method described in order
to properly reflect future changes in the market values. of_managed timberland.

2.2 The appraiszed vaiue of timberiand shall be determined on the basis of
market comparables derived through aralysis of sales prices of comparable
timberTand properties, but in nc instance shall be less than the appraised value
of similar properties being utiltized as managed timberland in the region. N

§ 110-1H-3. Definitions. As used in this regulation and unless the context

clearly requires a different meaning, the Tollowing ierms shall have the
meanings ascribed harein, and shall apply in the singular or in the plural.
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3.1 "Average Annual Gross Income" means .the gross income per acre
calculated by dividing the end-of-rotation income by eighty (80) years.

3.2 "Average Annual Net Income" means _the average annual gross income péer
acre minus the annual management cost per acre. '

3.3 "Capitalization raie" means the rate used to convert an estimate of
income into an estimate of value. Details of the procedure for determining the
capitaifzation rate are found in Section 110-1H-8 of these regulations. .

3.4 "Epnd-of-rotation income potentfal" means the amount of income per acre
calculated by multiplying the end-of-rotation volume by the present stumpage
price. : el e S S A

3.5 "Greoss income™ means the end-of-rotation (eighty (80 years)) gross
income potential determined for_each productivity class using the following
formula: Yield (MBF and/or Cords Fer Acre) x Present Stumpage Price =-Gross
Income. ,

3.6 "Management cost" . means the cost determined annually by the Tax =
Commissioner to be the average annual cost of maintaining and protecting a
producing forest. Maintenance costs may include costs of inventery, boundary
survey, sacurity, maps, and any other items as can be shown to have been
necessary costs. Proteciicn_ gosts_ may include gosts of protection against
forest fires; harmful insect and tree diseases; costs of repair and repiacement
due to vandalism as _reported to appropriate pelice agencies, including
all-terrain vehicles (ATV's) and other vehicular damages and costs of replacing
and replanting forest reproduction and plantations destroyed or injured by deer
or other wild animals whose populations exceed. the maximum carrying capacity of
the site. Management costs will be determined as an .average for the entire
State or by regions, or by Managed Timberlands Productivity Grades and will be
deducted from gross annual fincome per acre teo obtain net annual fincome per

acre. - - oo

3.7 "Managed Timberland" means surface vreal property, except farm
wocdlots, of not less than ten cofitiguous. acres which is devoted primarily to
forest use and which has existent on it and well distributed, commercially
valuable tree species of any size sufficient to comprise at Teast Fforty percent
(40%) normal stocking of forest trees as shown by the following Table One and
that is managed pursuant to a plan provided for in Section 1i0-1H-9, Valuation
Apptication, of the Regulations. Land devoted to forest use that has been
recently harvested of merchantable timber and thus is being regenerated into a
new forest shall be eligible.. To be gqualified, the land must be growing a
commercial forest crop that is physically accessible for harvesting when mature.

Table 1
Minimum Number of Tréés Required Per Acre to Determine
30 Square. Feet of Tree Basal Area of 40%
Stocking for Classification as Forest Land

D.B.H. O.B.H. in 2" Basal Ares Per Pep Per
Classes. ... .. . Per Iree _ _ Acre 1/5 Acre 1/10 Acre

2 .
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up to 2.8". . ... Seedlings i ) 400 80 . 40 .
30-4.6% ... .. 4 _ 0.0873  ° 400 77 80 40
B G-6.9". oo I 6. 0,196 153 7031 . 15
7.0-8.9"% 0., 0 e DT gmael . s T 9
9 0-10.8". . ... ...... 10 - T 0.5454 7 35, .. 11 6
11.0-12.9"..... ¥ N T /-t S - D - 4 -
13.0-14.9"...... e e 14 .. 1.0690 28 .6 K
15.0" + ..., el 16 4. .. 22103983 7L 21 4 2
NOTE:  (a) Area 1/5 acre, circle, diameter 105'4"; square 93.4" per side

(b} Area 1/10 acre; circle, diametar 74'6"; square 66! _

{c) Number of seedlings present may qualify on a percentage bas{s;
Exampla, 100 seddlings would be eguivalent nof 7.5 squave feat of
basal area (25% x 30 - 7.5) . . ,

(d) Seadiings per acre are based on total pine and hardwood stams.
Where intensive pine management is practiced 2 minimum of 250
wall distributed loblally or white pine seedlings will qualify.

3.8 "Owner of Timber" means_any person who owns an intarest in timberland,
including a sublessor and an owper of a coniract right to cut timber.  Such
owners of timber must have a right_to cut timber for sale on his own account for

use in his, hers, or its trade or business in_order_to have property rights that

are subject to ad valorem property taxes.

3.9 "Site Index! means a method of measuring the productivity of a site to
grow trees. It s the height that averzge dominant and codominant trees will

attain at a given age. For ad valorem property tax purposes, it shall be the
height of upland caks at fifty (50} years of age. '

3.10 "Stumpage Price" means the market value of stapding trees {on the
stump) prior to felling ‘and removal, and is expressed in dollars per unit of
yolume (MBF or cords). For “appraisal purposes, real stumpage price will be

assumed ta be stable over time, and shall be calculated by the Tax Commissioner,

from reports based upon 16 inch Togs as prepared by the Division of Forestry,
Department of Commerce, .Labor, and Environmental Resources and other available
sources. - A five-year moving average shall be computed in_order to minimize the
effects of short-term fluctuations. Stumpage prices shall be computed for each
stumpage price “region in order to veflect regional differences in markets,
topography, and accessibility. .. _. .-
3.11 "Stumpage Price Region" means a geographical region of the State,
usually consisting of several counties, 1in which conditions of the timber,
timber markets, topography, and accessibility are sufficiently similar %o result
in similar stumpage prices at any one point in time. The counties fnvolved in
sach stumpage price region have been identified by the Division of Forestry,
Department of Commerce, Labor, and Envircnmental Resources as follows:

Region 1 ' . Regien 2  .Region 3 Region 4 X Region 5
Brooke -~ Braxton. . .. ._ Barbour , Berkeley Boone
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Cabell L Calheun ~ Greepbrier  Grant Fayette
Hancock Clay Monroe Hampshire Kanawha
Jackson Doddridge , Nicholias ~ Hardy . Lincoln
Marshall Gilmer. - Pendleton Jefferson Logan
Mason . . Harrisgn ~_ Pocahontas Mineral McDowe 11
Ohic _ o Lewis | ; . Preston . .. Morgan Mercer
Pleasants Marian e Randelph Mingo
Putnam Monongaiia Tucker , Raleigh
Tyler . Ritchie, _ Upshur Summers
Wetzel _ Eoane . Webster = o ' Wayne
Wood Taylor ' T ’ Wyoming

Wirt

3.12 "Timber" means and includas trees of any marketable species, whether
planted or of natural growth, standing or down, Tocated on pubifc or privately
owned land, which are suitable for commercial or industirial use. _

3.13 "Timberland"_means any_surface_real property, except farm woodlots of
not less than ten contiguous acres, which is primarily in forest and which has
axistent on it and well distributed commercialiy vaiuahle tree species of any
size sufficient to comprise at least foriy percent (40%) normal stocking of
forest trees, as shown by Table One. Land that has been recently harvested of
merchantable timber and is growing into or being planted as a new forest shall
be eligible. ] . . L o

3.14 "Managed Timberland Productivity. Grades" means timberiand classified
as Grade 1 (excellent to very good) Grade 2 (good £o fawr) or Grads 3 (poor),
according to Site Index. _

Table of R
Timberiand Productivity Grades. ___
Timberiand Productivity -  Yield Per Acre cver 80 Years
Grade ——_ Site Index . .MBF Cords .

Grade 1 (Excellent to ) - o o T

very good) &0 (75 or more) 4.5 10.5
Grade 2 (Good to Fair) 70 (65 -~ 74) ) S 9.7 14.9
Grade 3 (Poor) 50 (Tess than 65) 4.5 18.5..

* Scribner rule. Source: Schnur, G. Luther. USDA Tech. Bul. No. 560.
1837, The Tax Commissioner mqy annually adopt a different timber
scale and to reviss yield annually as standards of timber utilization
change or as new information becomes_available on timber yields of
forest stands. '

3.15 "Managed Timberland Productivity. Maps" means those maps prepared
showing the productivity class of all timberland in thfs State. The primary
source of information for preparation of these maps shall be the Soil Survey,
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published by United Stated Department of Agr1cu1ture_(USDA) Seil Conservation
Service. o - TR IR

3.15.1 In those counties whare soil surveys are not yet prepared,
the best available information shall be used.

3.15.2 Far Webster and Pocahontas Counties: - G.R. Trimkle, Jr., "An
Equation for Predicting QOak Site Index W1unout Measuring Soil Depth" Journal of
Forestry, 62:328-327 shall De used.

3.15.3 For Wetzel, Doddridge, Braxton, Clay, and Gilmer Counties:
L. R. Auchmoody and H. Clay Sm1uh Qak Seil-Site Re atienships in Northern West
Virginia. (USDA For. Serv. Res. Paper NE 434, 1979} shall be used.

3.15.4 For Wayne, Lincoln, Boone, Logan, Mingo, and McDowell
Counties: Unpublished results of research at West Virginia University (1983)
shall be used. — e e,

§ 110-1H-4. Managed Timber Productivity Maps. - _Ilmber productivity maps
indicating the Managed Timberland Productivity Grade of soils as Excellent to
Very Good, Goeod %o, Fair, and Poor will be available for review at each county
gssessorn's office and can be purchased from the Deparumont of Tax aﬂd Revenue,

These maps will be reviewed and updated perzod1ca11y

§ 110-iH-5. Managed Timber Productivity Grades. - Managed Timber productivity
grades shall be based on site index and the ability “of the site to yield timber,
measured in thousands of board feet (MBF) per acre {Scribner rule) or cords per
acre at the end of z rotation of eighty (80) years.

§ 110~-1H-6. Appraised Value of Managed Timberiand. - The appraised value per
acre of ridnaged timberiand shall be calculated by dividing average. annual net
income by the capitalization rate. However, the appraised value for any grade
of managed timberland will not he Jess. than £25 per acre.

§ 110-1H-7. Procedure for Determining Value of Managed Timberland. - The
following is a _step-by-step procedure for determining the appraised value of
managed timberland.

7.1 AT1 managed timberland Ts mapped according to productivity grade (See
(e)(15)0 on USCS 7.5 minutes quadrangle sheets (1" = 200C0'). The West Virginia
surface maps are then reduced from a scale of 1" = 400' to 1" .= 20007 .1n order
to conform to the scale of the timberland productivity maps.

7.2 Average stumpage price (5 year moving average) fis determined by
stumpage price reports from the Divisfon of Forestry, Department of Commerce,
Labor, and Environmerital Resources, and other available sources::

7.3 End-of-rotation (80 years) gross income potential per acre fs

determined for each productivity grade using the following formuia: Average
yield (MBF and/or cords per acre) ¥ present average stumpage price = gross -
incomea. 7 ,




$tate Tax Division , ' ) - o
Title 110 o
Series I1H

7.4 Annual gross fincome  potential per acre is determined using the
following formula: Gross Jincome potential per acre - 80 years = annual gross
income potentfal per acre. o - ' '

7.5 Annual net fincome potential per acre is determined by deducting the
annual management cost per acre from annual gross income potential per acre.

7.6 Value per acre s determined by capitalizing the net annual income per
acre. - R oo e : o :

7.7 A table is prepared showing vaiue of timberTand by productivity grads.

7.8 Mylar maps, or an index, are prepared showing tax parcels and
timberland productivity grade. }

7.9 The appraised value of the property s calculated using the maps and
table of managed timberland values.

7.9.1 If_ a” parcel contains acreage -in more than one managed
timberland grade and/or in other property descriptions, total parcel value will
be determined on the basis of the acreages classifications. For example, a 100
acre parcel has the following characteristics:

1 Acre in Homesite o s . : _
¢ Acres inm Pasture . B ,
5 Acres in Timberland (not accessible)
30 Acres in Managed Timberland Grade 1

40 Acres in Managed Timberland Grade 2

15 Acres in Managed Timberland Grade 3

106 Acres . e L ﬁﬁ,T;T; 7‘,ﬁ,,:

Appraisal of Land =

1 Acre Homesite . X _Homesite Value
+ 9 Acres Pasture X Pasture Value
+ 5 Acres Timkerland X Woodland Value {Assessor Assigned Rates)
+ 30 Acres Managed Timberliand X Grade 1 Value
+ 40 Acres Managed Timberiand X Grade 2 Value
+ 15 Acres. Managed Timbaeriand X Grade 3 Value
§ 110-1H-8 Capitalization Rate. - A single statewide capitalization rate for

timberland will be determined annually by the Tax Commissinner through the use
of generally accepted methods of determining such rates. The rate will be based
on the assumption of a lével, nori-inflating perpetual income series. The
capitalization vrate wused fto value managed timberland will be developed
considering (1) a discount rate detsrmined by the summation technique, and (2) a
nroperiy tax component.

8.1 QDiscount Component. -~ The summation  technique will be wused 1n
developing a discount component of the capitalization rate. The five
subcomponents of the discount rate are: '
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8.1.1 .. Safe Rate. - The safe rate Wﬁ]j,,ﬁﬁ;PCt a_rate of return
that an investor could expect on an investment of mi al risk. t will be

develcoped through review of interest rates offered on th1rty~year United States
Treasury Bills for a period of five years pricr to the appraisal date.

8.1.2 . .Illiquidity Rate. - The i1liquidity rate will be developed
through an annual survey to determine a reasonable. estimate of time that
timberland when put up for sale, remains on the market before being sold. The
time thus determined will be used to identify United States Treasury Bills with
similar time differentials in excess of thirtesn-week Treasury Biils., =~ The
interest differential between these securities will be used to represent the
11?1quwd1ty rate. For example, if it is determined that a tract of timberiand
remains on the market for an average-of six monihs (26 weeks) before being sold,
the 117fquidity rate will be derived by taking the rate on 26-week Treasury
Biils minus the rate on 13-week Treasury Bills. T

timberland is difficult to determwne from published interest rates. Since farm
investments closely approximate timberland investments in. terms of risk, the
risk rate for t1mber1and w11T be developed from an annual _survey af inberest

g8.1.3 Risk Rate. - -The rglative degree risk of an investment in

with farmland. The survey will cover a five: -year per1od prior to the appraisal
date. Results of the survey will be compared teo interest rates offered on
thirty-year United States Treasury Bills for the same five-year period. The
difference “between the iwo combined with bands of investment analysis will be
used as a basis to estimate the risk rate. _

8.1.4 Management Rate. = The management rate represents the cost
of managing the investment, not the cost of managing the timberland. The
management rate will be deve1oped through & survey of fnvesiment firms to
identify annual charges for the management of investment portfoliocs.

g.1. 5,7 Inf?at1on Rate (negative). - Nominal interest rates,
including the "safe rate” mentioned above, are higher than real rates by an
amount represent1ng expectation_of future inflation. However, net annual income
from timberland i3 to be estimated assuming leyel future prwce-,(no inflation).
Therefore, the Capitalizatien rate must be a rea? rate, net of expectation of
inflation, - - T T

8.1.6 ~ In—determining the discount component of the capitalization
rate, the Tax Commissioner will take the sum of the safe rate, the illiquidity
rate, the risk rate, and the management rate, and will deduct from this sum the
inflation rate. I . : : :

8.2 Property Tax Component. - The properiy tax component will be derivad
by multiplying the assessment rate by the_ statewide average of fax rates on
Class III property.  The properiy tax cemponent wiil be added to the discount
rage component to determine the caputa1wzatwon rate for the managed timberiand
valuation,

§ 110-1H-9 Valuation Application. - In order to qualify under the prov1swons
of this rule for managed. timberland valuation purposes, the cwrner(s) of the
timberiand must on or before the first day of July enter into a contract with
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the Division of _Forestry, West Virginia Department of Commerce, Labor, and
Environméntal Resources and will state that the real estate is being used in a
pianned program of timber management and erosion. cantrol practices intended to
enhance_the growth of commercially desirable species through generally accepted
silvicultural practices and the use of Best Managemant Practices, as specified
in the West Virginia Forest Practice Standards and the West Virginia Nonpcint
Source Management Program. This contraci shall be assignsed with the sale of the
land when the Tand s soild to._be. used for managed timberiand. On or before
September 1, the owner(s) will certify, by notarized document, (&) a commitment
to maintain and protect .timberland certified as managed timberland, by
documenting Jand-use objectives to_.inciude resource management and soil and
water protection; or (b) by submitting a 'pian preparved by a professional
forester and attesting to follow t. In either event, the {ollowing information
shall be provided: . L .

9.1 County, district, map, parcel number, and deed book acrzage and actuai
surveyed acreage, 1f avajlable, for each parcel that is to be valued as managed
timberland.

.2 .The amount of acreage in each parcel that should be classified as
managed timberland. For those_preperties where managed timberland acreage is
different than deed acreage, a map 1dent1fy1ng jocation of timberland acreage is
raquired. L - N e

.3 Signature from timber management forester acknowledging that the
property is being managed in accordance with the Best Management Practices for
forestry as cutlined in the West Virginia Forest Practice Standards and the Best
Management Practices for wdter quality as cutlined in the West Virginia Nonpoint
Source Management Program.

9.4 The Division of Farestry, Department of Commerce, Labor and
Envivonmental Resources shall on or before October 1 of each year, provide the
State Tax Department a copy of such certifications and reports and provide a
Tist of those properties certified as. managed timberland and these denied
certification. . ' e o

§ 110-1H-10 Surmary of Method of Determining Appraised Value. - The formula’
to be used in determining the appra1sed va1ue of property categorwzed as managed
timberiand is as=follows:

Apprafsed Value _ Total Y1e1d per_acre x stumpade price _ Management
Per Acre _ N § 80 Years Cost Per Acre
Czpitalization Rate

§ 110-1H-11 Appraised Vailue of Timberland. - ~The appraised value per acre
of timberiand shall be determined based upon marPet coemparahle.

§ 110-1H-12 Vajuation of less Than 10 Acres. - A parcel, or contiguous
parcels, of timbarland totalling Tess than ten (10) acres shall. not be
considered to be managed timberland and shall be valuad as timberland based upon
market comparabies, without considering the productivity capacity of the site

for timber yieid. . Lo
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§ 110-1H-13 Valuation of Farm Wood lots. - Farm wood Tots angd the parts of a
farm which are in timber._shall be inciuded in the valuation of farm property
under W. Va. Code 8 11-1A-10, except when the timberland is a separate parcel or
tract entered in the Tahd hooks, and except when the primary use of the farmland
is in commercial forestry or the growing of timber for commercial purposes. See
W. Va. Code § 11-1A-3(f).

§ 110-1H-14  Timberland Improvements. - Improvements such as roads and service

buildings that are a required (usual) part of timber management operations shall

not be subject tc an additional market value appraisal over and above the.

appraisal of the managed timberland. Improvements that are not & necessary part
of the timber management operations, such as dwellings, cottages, hunting camps,
and other recreational fTacilities, and associated real estate shall be subject
to additional market value appraisals.
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I. Mr. Ren Phillips, Assessor of Wyoming County.
A, Comment

"I am concerned that the managed timber-
land appraisals will alsc be much lower
in comparison to the timberland in resi-
dential appraisals."

REesponse

West Virginia Code § 11-1C-5(b) permits
the affording of special valuaticn to
"managed timberland" as authorized by
Section 53 of Article 6 of the Constitu-
tion of West Virginia. However, the
value standard for timberiand and for
residential property is market value.
Thus special treatment for "managed tim-
berland" has a constitutional and statu-
tory basis that allows it to be lower
than market value,

E. Comment .
"I feel that application for managed
timberland is made toc easy."

Res ponse

The rules and regulations require that
the property owner enter inte a contract
with the Division of Forestry indicating
that the property is being managed pursu-
ant to management practices contained in
the West Virginia Forest Practices Stan-
dards and the Wwest Virginia Nonpoint
Source Management Program. The Division
of Forestry is reguired to annually
certify to the Department of Tax and
Revenue a list of those properties that
gualify as "managed timberland." These
application requirements are consistent
with these contained in West Virginia
Code § 11-1C-1 et sec. _




Comment

I thinkX the assessors should be given an
cpportunity to review the contracts and
given a right to express any cpinions or
comments before final determination of
managed timberland is made.

Res ponse

The criterion contained in West Virginia
Code § 11-1C-1 et sec. for the applica-
tion of the managed timberland valuation
is very technical and administration of
these reguirements necessitate a consid-
erable knowledge of forestry and forest
management practices. This expertise is
housed with the Division of Forestry of
the Department of Commerce, Labor and
Environmental Resources. Thus West Vir-
ginia Code § 11-1C-1, et sec., gives the
authority of approval of managed timber-
land contracts and applications with the
Division of Forestry, Local assessors
will be given an opportunity to request
additional inspections and to provide
comments to the Division of Forestry
should a difference of opinion arise
concerning a particular parcel. Inject-
ing this type of assessor inquiry into
the application process does therefore
not appear necessary.

Comment

I feel that the assessor in each county
should be informed of the appraisal pro-
cess cof managed timberland and should be
given the appraisals to review before
notification is given to the owner.

Response )

Once managed timberland appraisals have
been completed they are to be given to
the local assessor for their use in as-
sessing managed timberland properties.
West Virginia Code § 11-1C-1 provides
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that the county assessor may accept the
appraisal and further provides that if
the county assessor fails to accept the
appraisal provided by the Tax Commission-
er the county assessor shall show just
cause to the valuation commission for the
failure to accept such appraisal and
shall further provide for the valuation
commission a plan by which a different
appraisal will be conducied. This wvehi-
cle contained 1in statute provides an
opportunity for review o©f valuations by
the local assessor and should provide
sufficient input £from local assessors
offices regarding the valuation estimates
of the State Tax Commissicner issued
pursuant to the finalized rules and regu-
lations for managed timberland.

Division of Forestry
Department ¢f Ccmmerce, Laber
and Envircnmental Resources

A,

Comment

As a cleanup it would seem pertinent to
remove the five words "similar properties
being utilized," as which appear in Sec-
tion 2.2.

Response

Section 2.2 reads as follows: '"The ap-
praised wvalue of timberland shall be
determined on the ©basis of market
comparable derived through analysis of
sales prices o¢f comparable timberland
properties, but in no instance shall be
less than the appraised value of similar
properties being utilized as managed
timberland in the region."”

The proposed rules and regulations clas-
sify managed timberland into three soil
productivity classifications. These soil
productivity classifications will have
differing per acre values depending on
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the ability of the soil to produce a
harvestable crop cf timber over an eighty
vear rotation period. If a particular
property has a higher yield potential the
lower limit of value should be based upon
similar properties being utilized as
opposed to the lowest managed timberland
value. It is therefore felt that the
words- similar properties being utilized
as - should remain in Section 2.2 of the
proposed regulations.

Comment

In Secticn 3.4 I suggest inserting the
term "gross" before the word "income."

Response
Section 3.4 of the regulations read as
follows: "End-cf-rctation income poten-

tial" means the amount of income per acre
calculated by multiplying the end-of-
rotation volume by the present stumpage
price. This mathematical exercise dces
in fact yield a gross inccme, however
inserticn o©f gross iIncome would not
change the import of a definition con-
tained in Section 3.4 of the regulations.

Comment

There seems to be a conflict with the
formula introduced in Section 3.5 and
later used in Section 7.3. Shculd these
be identical since they both refer to
end-of-rotation gross income pctential.

Response

Although the wording in the formulas are
slightly different the result would be
the same. It is therefcre felt that to
avold the necessity of refiling the regu-
lations these formulas do not necessarily
need to be altered.




D. Comment

I don't really understand Section 3.8,
but I suppose its o.k. except that I
would feel that it should not be
restricted in Line 2 to sub-lessor,.

Response

Section 3.8 reads in part "owner of tim-
ber" means any person who owns an inter-
est in timberland including a sub-lessor
or an owner of a contract right fe¢ cut
timber. This section is written to in-
c¢lude both lease arrangements and owners
with a contract right to cut timber as
being considered owner of timber for
property valuation purposes. It is felt
that the Section is adeguate in express-
ing this lessor contract arrangement for
owners of timber.

E. Comment

It was pointed out by a representative cf
a large forestry corporation, that there
is a small conflict in Section 3.10 as
regards real stumpage price being assumed
to be stable over time and later the
paragraph, a five year moving average is
used. . - . )

Res ponse

The reference to stumpage prices being
stable over time refers to the treatment
of stumpage prices in the valuation for-
mula. The reference to the determination
cf stumpage prices as being a five year
moving average specifies the derivation
or determination of the stumpage price
figure which will then be injected into
the formula as a stable amount over a
period of time.




Comment

A staff person in this office guesiticned
the footnote in the table of timberland
productivity grades on page four. The
guestion was whether the word "annually"
is needed,

Response .

The Tax Commissioner is required to annu-
ally provide appraisals of managed tim-
berland properties to local assessors for
assessment purposes. Although an annual
review of this information may not be
conducted, the ability teo conduct an
annual review may be necessary. The word
appearing kefore annually, "may" indi-
cates that the tax ccmmissioner may annu-
ally review but is not required to annu-
ally review this information.

Comment

Should Section 7.6 begin appraised value
per acre instead of value per acre.

Resgonse

Section 7.6 reads as follews: Value per
acre is determined by capitalizing the
net annual income per acre. While inser-
tiecn of the word appraised may be more
descriptive, it would not significantly
change the import cf Section 7.6. It is
therefore felt that insertion cf the word
appraised is not necessary in that it
would require refiling cof the regula-
tions.

Comment

We discussed computing a capitalization
rate using a discount rate determined by
the summation technique verses cne deter-
mined by the bands of investment tech-
nigque. You said that you would reference
the bands of investment. I find it under
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III.

West

A,

8.1.3, the risk rate. Is this the place
for this reference?

Response

The Department plans te continue use of
the summation technique in developing a
capitalization rate for managed timber-
land properties. In develcoping the risk
component for this rate, it is necessary
not only to look toward lending institu-
tions for rates for debt financing ¢f the
operation but also to the market for the
rate assigned to equity financing for
such operations. Therefore the reference
to bands of investment analysis 1is in-
cluded here to bkring attention to the
difference between risk rates assigned to
debt and equity financing in developing a
summation approach capitalizaticen rate.

Virginia Forestry Association

Comments

Section 2.2- the words {properties being
utilized as) should be deleted and new
wording should read (appraised value of
similar managed timberlands iIn the re-
gicnj).

Regponse

Reference response t¢ comment A. West
Virginia Division of Forestry.

Comment

3.4 - the word gross should be added in
two places. "end-of-rotation" (gross)
potential means the amount of(groess)
income per acre.

Response

While these changes may add clarity to
Secticn 3.4 they would not change import
of Secticn 3.4 and therefore will not be
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injected into the rules and regulations
requiring a refiling of the rules.

Comment N
Section 3.6- the words (including other
costs of management) should be added at
the end of the second sentence.

Response

This change would in effect leave an open
end to a myriad of costs that may be
considered as management costs for pur-
poses of these regulations. The Depart-
ment feels that the definition contained
in sSection 3.6 for management costs is
sufficient and appropriately addresses
valuation c¢oncerns regarding this compo-
nent. .

Comment

Section 3.7 -~ the words (and homesites)
should be added after farm wood lcits iIn
the first sentence.

Resgonse

The first sentence in the definition of
managed timberland 1is taken from West
Virginia Code § 11-1C-2 and sufficiently
defines those properties eligikle for
managed timberland valuation treatment.

Comment

Secticn 3.8 - the first sentence should
read ‘"cwner of timberland" means any
perscn whe owns or has any interest in
timberland including any party to a lease
and any owner of a contract right to cut
timber. _

ReSEOHSE

See response to comment number 4 of the
West Virginia Division of Forestry.

8




comment

Section 3.10 - This statement is con-
flicting and the seccnd sentence should
be for appraisal purposes a five vyear
moving average stumpage price will be
calculated by the Tax Commissioner.

Response

See response in comment #5 West Virginia
Division of Forestry.

Comment

Section 3.14 - The last statement which
states that the Commissioner may adopt a
different timber scale annually is not
realistic and the word "annually" should
be dropped.

Response

See response to comment #6 West Virginia
Division of Forestry.

Comment

Section 7.6 - The language should be
"appraised value per acre".

Respornise

See response to comment #7 West Virginia
Division of Forestry.

Comment

Section 110-1H-8 - Language should be
added to the third sentence under capi-
talization rate. The capitalizatlion rate
used to value managed timberland will be
developed using a bands of investment
technique and considering...




Regponse

The Department of Tax and Revenue plans
to continue use of a summation technique
in developing a capitalization rate.
Bands of investment data, i1.e. debt and
equity financing data will be used to
quantify the risk component of the summa-
ticn approach. The Department does not
contemplate using a bands ¢f investment
technigue to separately develop a capi-
talization rate as this technigue would
not lend itself to many properties that
may be subject to managed timberland
valuation under these rules and regula-
tions.

Comment

Section 110-1H-$ - Language should be
added to simplify the annual £filing of
documents as to only require changes be
filed after the criginal filing. The
current language cculd lead to much pa-
perwork for both the Division of Forestry
and the Tax Department.

Response

The application process was designed to
solicit information that would enable the
Department of Tax and Revenue to apply
managed timberland wvaluation procedures
to properties certified as managed tim-
berland by the Division of Forestry.
Thus, the requirement of annually filing
a return with the Department of Tax and
Revenue has been eliminated. As this
prccess serves in lieu of the filing of a
tax return the Department is of the opin-
ion that the information shculd be sub-
mitted on an annual basis.

Comment
Section 8.1.5 - You need an extrinsic

independent source for your data.
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Response

The source of infermation for the infla-
tion rate is the Federal Department of
Labor, certainly an extrinsic socurce of
data. We feel that the source is nation-
ally recognized and is reliable for pro-
jecting inflation rates for the
Department’'s purposes.

Comment

Section 9.2 - The worxd "timberland"
shculd be drcopped at the end of last
sentence. Thus, reading "a map identify-
ing a location of such acreage is re-
quired."” o :

Response

The Department believes that present
wording in Section $.2 is sufficient to
identify managed timberland and timber-
land acreage where surface acreage is in
excess of managed timberland acreage.

IV. Westvaco Ccecrporation

a.

Comment

Section 2.2 - While the intent of this
section is c<¢lear and admirable effort at
making sure that the use value method is
an actual inducement ft¢ management. It
seems unlikely that demanding a property
be valued higher than markets will justi-
£y in order to ensure that market derived
values are not lower than income derived
values will withstand a court challenge.
As an example, this appears t¢ mandate
that preperty which fails to meet the
physically accessible for harvesting
criterion in definition of managed tim-
berland would have to be valued at least
as highly as similar land that is acces-
sible.
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Response

Similar properties would mean similar in
all respects including accessibility.
Limiting the wvalue of timberland to the
value of similar managed timberland prop-
erties ensures that property owners ap-
plying for managed timberland treatment
will not flip flop from timberland to
managed timberland depending on which may
be more advantages.

Cenment

Section 3.2 net income should be calcu-
lated net of casualty losses as well as
management costs.

Responsge

Casualty losses are not crdinary and cf a
recurring nature and thus shculd not be
imputed into the income stream in valuing
a typical property for managed timberland
purposes, : :

Comment

Section 3.5 potential vyielding cords
should only be part ¢f the income calcu-
laticen in theose ccocunties that have an
actual market for cord wood.

Res ponse

This comment, while appropriate for fee
appraisal work, is perhaps too detailed
for a mass appraisal environment. The
Department is of the opinion that proce-
dures outlined in the rules and regula-
tions will sufficiently accomodate devel-
opment of an income stream for managed
timberland valuation purpcses.

Comment

Section 3.6 management costs appear to
include animal deprivation only when
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animal population exceeds carrying capac-
ity. Since loss is loss regardless of
the status of an animal population defi-
nitions should include all such depriva-
tion.

Response

Certain deprivaticn losses are included
in the soil preductivity site index.
These deprivation losses consider the
carrying capacity of the forest. There-
fore, only in those instances where it
can be demonstrated that deprivation in
excess of normal carrying capacity has
occurred would the Department consider
this in management costs on a case by
case basis.

Comment

The defined phrase "owner of timber" does
not appear elsewhere in the proposed
regulations and is therefore irrelevant.

Res ponse

Owners cf timberland are referenced in
Section 9, Valuation Applicaticn, and is
therefore relevant in the definition
section of the regulations.

Comment

As In Secticn 3.2 net income potential
should be net of casualty losses.

Response
Reference response to comment #2.
Comment

1.10-1E-9(a) this language is unclear as
to what it intends to require. Suggest

c¢hanging the word documenting to indicat-
ing.
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Responsge

The word "documenting" requires proof of
a claim whereas "indicating” only re-
quires that a statement be made, The
Department of Tax and Revenue is of the
opinien that the appropriate werding is
documenting and would recommend that
decumenting continue to be use in these
rules and regulations.
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WYOMING COUNTY ASSESSCOR

November 1, 1990

Legal Division
Department of TzX &nd Revenue
P. 0. Box 1005 .. . N
Charleston, WV 25324-1005 .

A4

Dear 3ir: _
This letter is in response to the proposed "Managed Timberland"
regulations which I received in the mail October 30, 1990. I.realize
that the period for comments has expired, however, since inadequate
time was given to respond to these issues, I hope that my letter will
be given some consideration.. ' o
Since the 1983 reappraisal, I have been concerned with the appraisal
of timberland properties in my county. I felt the 1983 timberland appraisals
for Wyoming County were far to low and with the appraisal of all properties

again by July 1, 1993, 1 am concerned that the managed timberland appraisals
will also be much lower in comparison to the timberland and residential
appraisals. oo : :

Under the new guidelines, I feel that application for managed timberland
is made to easy. More than half of my county is owned by out-cf-state land
companies. These companies have perscnnel who can easily prepare contracts and
information to state that certain parcels are being used in a planned program
of timberland management. I strongly disagree with the fact that no inspection
will be made of the parcels before determination of managed timberland unless
a request i1s mads by the state, county, or other taxing authority of ' :
appropriate jurisdictiom. I feel it should be mandatory for a field inspection
be made before any defermination o6f managed timberland is approved and
that field inspections should continue from time to time to see that these
parcels remain under management. I am cencerned that certain parcels will be
classified as managed timberland on paper only.

Although I feel that there are no parcels which can be classified as
managed timberland in my county at the present time, [ am sure contracts
will be made and I think the assessor should be given an cpportunity to
review the contracts and givem & right tc express any copinions cr comments
before 2 final determinztion of managed timberland is made.

ER R Ll




Legal Division _ o . o N L : e
Page 2 N T T . . -
Kovember 1, 1990 . L

I realize that I do not pPossess the expertise to appraise managed
timberlend. However, feel that the assessor in each county should be
informed of the appraisal process of managed timberland and should be
given the appraisals to review befoTe notification is givenr to the owner.

If certain parcels do qualify under managed timberland, I think comparisons
will need to be made by my office with adjoining parcels which will be
my responsibility to see that the appraisals are fair and uniform.

In cleosing, I hope that changes can be made to the existing regulations
in order that the assessors are given more rights in the appraisal of
managed timberland properties. Although I have been relieved of the
respensibility of the appraisals of managed timberland, it is still my
primary concerfh to see that zll properties are appraised fairly and
equally wherever it is located im my county.

Very truly vyours,

GNE NI

Ren Phillips
Wyoming County Assegsor

RP/td - -
cet  ERobert A, Hoffman

Director
Property Tax Division




D[VISlON OF FORESTRY

Gaston Caperton DEPARTMENT OF COMMERCE, LABOR AND
Governor - ENVIRONMENTAL RESOURCES
State Capitol Willlam H. Glllespie
J°h§£§e?a§';'°" Charleston, Wes? Virginia 25305 Administrative Forester

Cctober 31, 1990

Mr. Jerry Knight, Chief

Special Properties Seection ) )

Property Tax Division =~ 7~ o S
Bulilding 1, Room 314
State Capltol
Charleston, WV 25305

Dear Jerry:

This is to call your attention to the last iwo or three corrections that I wanted
to insert in the proposed regulations valuing timberland and managed timberland.

As I had mentioned over the phone, 1 did call at approximately nine o'clock
a.m. on Cctober 1, 1830, to mention changes that I thought necessary...based on.
the draft which had been dehvered to me the preceding Fmday In most cases, these
are mincr, but I felt they needed to be addressed. i

On the morning of October 1, I called to relay the information to you and found
that you were on sick leave. I then gave the information to Don Hebb, who said that
he would deliver it to the Legal Division. Later, he re-called to say that the Legal
Division had already filed the regulaticns. I thought this strange, because they
normally file it at 3 p.m.; but upon guestioning Don, he said that they had
previously asked him if there were any additignal changes, and, based upon his
conversation with vou the preceding Friday, he had told them there were none. I
guess it's a comedy of timing. At the time, I suggested that I would take care of it
or attempt to during the public hearings. Now I séa that we have gone te 2 comment
period instead. And that's okay.

Don also told me that the way these things are normszlly handled is for both
sides to agree and tc then deliver a letter to the legislative committee pointing out
that these items sheould have been changed before the regs were filed. Maybe we
should talk about some of the points.

Don has perhaps mentioned my suggeonns to you. In general, they were as
follows: ,

* As a cleanup, it would seem pertinent to remove the five words "similar
properties being utilized as"” which eppears in 2.2.

A In 3.4, [ suggested inserting the term "gross" before the word "income".




Jerry Knight, Chief
Page 2 .
October 31, 1890

2 _There seems to be conflict with the formula introduced In 3.5 and later used

in 7.3. Should these be identical since they both refer to end-of-rotation gross
income potential?

# I don't really understand 3.8, but I suppose il Is ckay except that T would
feel that it should not be restricted in line two to sublessor. Using this terminoclogy,
wouldn't it be wise tc add lessor, lessee and sublessee? Of course, this could be
approached by changing the terminoclogy to include any person involved in a lease.

& It'was pointed out, by a representative of a large forestry corporation, that
there is a small conflict in 3.10 as regards real stumpage price being assumed to be
stable over time and later in the paragraph, a five~year moving average is used.

% A staff persocn in this office questioned the footnote in the Table of Timberland
Productive Grades on page four. The guestion was whether the word "annually" is
needed. Would it suffice to delete "annueally" and just say that the Tax Commissioner
may do these things?

-2, Should 7.8 begin "Appraised value per acre” instead of "Value per acre"?

£ We discussed computing a capitalization rate using a discount rate determined

by the summation technigque versus one determined by a band of investment
technigue. You said you would reference the band of investment. I find it under
§.1.3, the risk rate. Is this the place for this reference? In my opinion, this is
comparing apples and dairy cows. Wouldn't it be more proper, if.we're going tc use
2 band of investments, to include it up under the capitalization rate paragraph?

Jerry, I'm sorry that we didn't get together on these things on that Monday
as anticipated. However, only the Good Lord has charge of the time when someone
is going to be sick. In a seminar before some of the forest industry leaders, I
mentioned some of these poinis. They may come to you from any of the 25 or 30 who
happened tc be present. o - :

Sincerely,

el

William H. Gillespie
WHG:jah

ec: Legal Division _ _ }
P.S. Ihave had a computer program developed that will handle this office's part of
receiving and certifying managed timberiand. Someday in the near future we

need te discuss this.




WEST VIRGINIA FORESTRY ASSOCIATION
P.C.BOX 724
RIPLEY, W. VA, 25271
PHONE {304) 273-8164

October 31, 1990

-
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Legal Division e
Department of Tax and Revenue S 8
P.O. Box Drawer 1005 R
Charlestcon, WV 25324-1005 E%Ei- — i
TS omme Tm
; . - s S T
Dear Sirs: . S —_ e == T

On behalf of the 752 members of the West Virginia ""53‘—

T would like to submit the following
-~ Valuation of Timberland and

Forestry Asscciation,
comments pertaining to Rule 1H
Managed Timberland.

(properties being utilized as)
(appraised

)

v 110-1H-2. 2.2 - +the words
should be deleted and the new wording would. read.
value ¢f similar managed timberland in the regicn.

Some adjustment procedure should be included so
that managed timberland is always a lower wvalue than other
timberland 'if the managed timberland formula. produces wvalues

higher than actual market values.

2 110-1H-3. 3.4 - The word gross should be added in two

places. "End-of- rotatlon {gross}) potential”moans the amount

of !gross 1noome Per acre ==—-—-=-=,

3 68 = The words (lnoludlng other costs of

should be added at'fﬁé end of the second

management)
sentence. _ -

=) 3.7 - The words {(and heme sites) should he added
after farm woodlects in the first sentence.

< o . 3.8 -_The first sentence should read: "Owner of
Timber" means anv person who owns or has any interest in
timberland, including any pariv to a lease and an owner of a

contract right to cut timber.
This .section should really he drorped as the

term does nci appear in other parts of the regulations.

y 3.10 - This statement is conflicting and the second
“sentence should be -~ For appraisal purposes. a five vear
moving aversdage stumpage prlce will be calculated bv the Tax

Commissionepr —-——--—-- . - - _

“Serving the Forestry Community”




i 3.14 - The last statement which states that the
Commissioner mayv adopt a different timber scale annuallv is
not redlistic and the word annually should be dropped.

P,

110~1H-7. 7.6 - The lanzuaze should be._ApDralsed value per

acre == =—- PRt LTI LD

110-1H-8., Language should be added to the third sentence
under CAPITALIZATION RATE: The capitaligation rate used to
value managed timberland will be developed using a hand of
investment technicue and considering --=—-——-——-—- .

I
~

2 HO‘W%-Q. Language should be added to szmbllfv the annual

' filing ¢of documents as to only regquire chanses be tiled after
the eoriginal filins, The current lancsuage could lead to much
papervork for both the DlVlSlOn ot Forestrv and the Tax
Department. -

Language needs to. be added npertaining to an
appeals process for the landowner that does not agree with
the Tax Department or the Divisior of Forestry.

I

) - 8,1.5 - You need an extrinsic independent scurce
for your data. o

12 i10-15-9. 9.2 - The word timberland should be dropped at the
end of the last sentenca, thus reading: a2 map identifying
location of such acreage is required.

Slncerelv

chh Wavb;?z:j—-—_’

Executive
Director




Westvaco

October 30, 1990

Alan L. Mierke, Acting State Tax Comm1551oner

Legal Division oo
Department of Tax and Revenue
P.0. Drawer 1005

Charleston, WV 25324- 1005 ;

Dear Mr. Mierke:
Enclosed are Westvaco Corporation's comments regarding proposed Westf"“‘4?~‘—_?rf7_~'

Virginia legislative regulationg for Title 110, Series 1H, 1590.

Please consider these comments before flnal publlcatlon of the regu-

lations.
Very truly vo s
Roger L. Sherman )
Public Affairs Forester.

RLS/ jet e .

Enc:

1
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Timberlands Division
Appalachian Woodlands - . .

Box 577 - . . T T [
Ruoert. WY 25984 o T Ao/l It T I T TR T
Telechone 204 392 8373 o T




WESTVACQO CORPORATION
COMMENTS REGARDING PROPOSED
WEST VIRGINIA LEGISLATIVE REGULATICNS
STATE TAX DIVISION
TITLE 110, SERIES 1H, 1990
VALUATION OF TIMBERLAND AND MANAGED TIMBERLAND
Submitted October 30, 1990

110-1H-2, - .

} 2.2 While the intent of this section is clezr and an admirable sffort ac
meking sure that the use-value method is an actual inducement to
management, it seems unlikely that demanding a property be valued higher
than markets will justify in order to insure that market derived values
are not lower than income derived values will withstand a court
challenge. As an example, this appears %o mandate that property which
fails to meet the Yphysically accessible for harvesting® criterien in the
definition of "managed timberland® would have to be wvalued at least as
highly as similar land that is accessible.. .~ T '

110-1H-3

“ 3.2 Net income should be calculated net of casualiy losses as well as
management costs. ) ' '

"7 3.5 Potentizl yiald in cords should only be part of the. income
calculation in those counties that have an actual market for cordwood.

3.6 "Management cost appears to include animal depredation only when
animal populations exceed "carrying capacity". Since loss is . loss
regardless of the status of an animal population, the definiticn should
include all such depredations. '

& 3.8 The defined phrase "owner of timber” dces not appear elsewhere in the
. proposed regulations and is therefore irrelevant.

110-1H-7.

¥ 7.5 As in 3.2, net income potential should be net of casualty losses.

— 110-1H-9(a) This language is unclear as to what it intends to require.
Suggest changing the word "documenting” to "indicating”.




