


COMMISSION MEMBERS 
Private Citizens 

Abraham D. Beame, Chairman. New York, New York 
Robert E. Merriam, Chicago, Illinois 

Richard W. Riley, Columbia, South Carolina 

Members of the United States Senate 
Lawton Chiles, Florida 

William Hathaway, Maine 
William V. Roth, Jr., Delaware 

Members of the U.S. House of Representatives 
Clarence J. Brown, Jr., Ohio 

L. H. Fountain, North Carolina 
Charles B. Rangel, New York 

Officers of the Executive Branch, Federal Government 
W. Michael Blumenthal, Secretary of the Treasury 

Juanita M. Kreps, Secretary of Commerce 
James T. McIntyre, Director, Office of Management and Budget 

Governors 
Reubin O'D. Askew, Florida 

Otis R. Bowen, Indiana 
Richard F. Kneip, South Dakota 

Richard A. Snelling, Vermont 

Mayors 
Thomas Bradley, Los Angeles. California 

Richard E. Carver, Peoria, Illinois 
Tom Moody, Columbus, Ohio 

John P. Rousakis, Savannah, Georgia 

State Legislative Leaders 
Fred E. Anderson, Colorado State Senate 

John H. Briscoe, Speaker, Maryland House of Delegates 
Martin 0 .  Sabo. Speaker, Minnesota House of Representatives 

Elected County Officials 
William 0. Beach, Judge, Montgomery County, Tennessee 

Lynn G. Cutler, Chairperson, Board of Supervisors, Black Hawk County, Iowa 
Doris W. Dealaman, Freeholder Director, Somerset County, New Jersey 



A COMMISSION REPORT 

The Adequacy of 
Federal Compensation 
to Local Governments 
for Tax Exempt 
Federal Lands 

Advisory 
Commission on 

Intergovernmental 
Relations 

Washington, D.C. 20575 
July 1978 

-- 

For We by the Superintandent of Docamentr. U.8. Ciorunment Prlntlag OiBw, Washington. D.C. 206132 





Preface 

1 his study deals with a persistent problem 
of intergovernmental fiscal relations-the 
"fairness" of compensation paid by the fed- 
eral government to local governments to off- 
set any adverse economic effects of the pres- 
ence of tax-exempt federal land. 

Over the years dating from 1906, many 
bills have been introduced in Congress to 
provide various methods of compensation. 
Four major studies of the topic in the last 30 
years have done little to resolve the issue to 
the satisfaction of local governments. This 
history suggests the difficulty of the Com- 
mission's assignment. 

In 1975 the Commission undertook this 
study a t  the request of the Forest Service and 
originally contracted to evaluate only the Na- 
tional Forest receipts sharing program. In 
the meantime Congress passed the Payments 
in Lieu of Taxes Act of 1976, P.L. 94-565, 
which incorporated a minimum federal pay- 
ment to counties of 75@ per acre for national 
forests, national parks, and nearly all other 

open federal public land holdings. Congress 
also amended the definition of forest receipts 
to be shared thereby raising the payments to 
the counties. With the concurrence and, in- 
deed, encouragement of the Forest Service, 
the Commission study was extended and en- 
larged to take into account the effect of the 
new laws. 

Legislation to broaden P.L. 94-565 will 
undoubtedly be forthcoming as consideration 
is given to compensating local governments 
for the presence of other types of federal 
property. Thus, in presenting this report, the 
Commission is fulfilling one of the responsi- 
bilities spelled out for it by Congress, name- 
ly, to make available technical assistance to 
the Executive and Legislative Branches of the 
federal government in the review of proposed 
legislation to determine its overall effect on 
the federal system. 

Robert E. Merriam 
Chairman 
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Chapter I 

Issues, Findings 
and Recommendations 

he federal government has been a major T 
landowner almost from the birth of the na- 
tion. Until the end of the 19th century, fed- 
eral policy was to transfer federally owned 
land to private ownership. That  policy gradu- 
ally ended in favor of permanent ownership 
of vast acreages (public domain) by the fed- 
eral government. 

As the policy changed, local governments 
claimed they deserved compensation from the 
federal government for the adverse effects of 
federal land ownership within their boundar- 
ies. The  local spokesmen assert that fiscal 
problems can result from additional local ex- 
penditures imposed by the federal presence, 
from the denial of the tax revenue that would 
be paid if the land were privately owned by a 
taxable owner, and from precluding a host 
of secondary benefits that would result from 
private ownership of the land. 

Local claims frequently have been coun- 
tered by maintaining that while federal 
ownership may create adverse fiscal effects, 
it also provides direct and indirect local bene- 
fits. Receipts sharing has never proved en- 
tirely satisfactory to local officials. They 
have complained that they would obtain far 
more revenue for local use if the federal gov- 
ernment had to pay taxes equivalent to what 
a private owner would have to pay on such 
land. 

They have also complained that the fed- 
eral presence imposes additional costs on 
their government, particularly road and pub- 
lic safety costs arising out of the need to cope 
with tourists and others using the forests. 
These contentions have led to proposals that  
would go beyond federal receipts sharing to 
the payment of a tax equivalency on federal 
land or to federal reimbursement of costs im- 
posed on local government by virtue of the 
presence of the National Forest or other fed- 
eral land. 

Since 1908 the federal government has 
accepted the obligation to share with local 
governments a percentage of the revenues it 
derives from the sale of timber and from 
other uses made of National Forest land. 

ORIGIN AND SCOPE OF STUDY 

In the fall of 1975, the Advisory Commis- 
sion on Intergovernmental Relations entered 
into a contract with the Forest Service, U.S. 
Department of Agriculture, to examine the 
fairness of its receipt sharing program. In Oc- 
tober 1976 Congress enacted P.L. 94-565, a 
general law which provides compensation to 
states and localities not only for the National 
Forest land but also for most other types of 
federal land. In 1976 Congress also enacted 
P.L. 94-588 to expand, from "net" to 



' 6  gross," the income from National Forests 
subject to the 25% sharing. With the concur- 
rence of the Forest Service, the ACIR study 
was expanded to include a study of the fair- 
ness of payments to counties for almost all 
federal open land. Despite the breadth of 
coverage-nearly 90% of federal public lands 
-this study does not cover the federal min- 
eral receipts sharing program nor proposals 
for compensating local governments for fed- 
eral office buildings or other improvements 
on federal land. 

The Payments in Lieu o f  Taxes Act o f  
1976, P .L.  94-565, covers federal land in 
more than 1,500 counties and supplements 
nine different receipt sharing laws which 
provide compensation to these counties. The 
supplement to existing laws equals the 
amount necessary to guarantee that total 
federal payments to a county meet certain per 
acre minima. 

The basic guaranteed payment is 75& per 
acre of federal land, subject to per capita lim- 
itations which vary in relation to population 
size classes of counties. The supplement to 
counties whose payments exceed the guar- 
antee is 104 per acre, subject to the same per 
capita limitations by county population size 
class. Thus, the supplement assures each 
county a somewhat larger payment than it 
received in 1976 even if its payment other- 
wise exceeded the 75& minimum. 

The compensation program for National 
Forest counties was supplemented under the 
provisions of P.L. 94-565. The  receipts shar- 
ing program for National Forest counties 
pays 25% of the revenue earned from the for- 
ests to the counties where the forests are 
located. 

This study sets out to th  to evaluate the 
claim that there are adverse local fiscal ef- 
fects associated with federal land and to de- 
velop federal policies which would compen- 
sate for any such adverse fiscal effects. 

Federal receipts sharing payments give 
rise to several additional intergovernmental 
issues:: 

1. To which government should the payment 
go, state or county? 

2. Should the payment be restricted to use 
for roads and schools? 

3. Can the payments be stabilized for each 
jurisdiction? 

4. Should the federal government provide 
transition payments in the case where it 
acquires land for forest or other open 
space use? 

Background research for this study in- 
cluded a review of previous studies con- 
cerned with the local fiscal effects of public 
lands. This literature search and analysis 
leads the Commission to believe that: 

The results of previous studies are in- 
conclusive as to whether public land 
creates an  overall adverse fiscal effect on 
local governments. Some studies esti- 
mated that federal land ownership results 
in a net fiscal loss while others deter- 
mined that federal land ownership creates 
greater benefits than burdens. The stud- 
ies attempted to identify and measure 
specific effects of federal land; for ex- 
ample, the amount of taxes foregone and 
in-kind benefits. Such a method confronts 
serious problems in estimating the value 
of benefits and costs and in apportion- 
ing the benefits and costs to the proper 
level of government. 

FINDINGS AND CONCLUSIONS 
To assess the fairness of federal receipts 

sharing programs, fiscal data by county were 
analyzed to determine whether three alleged 
patterns exist: 

1) a clustering or grouping of the revenue 
and expenditure data as predicted by the 
claim that the presence of public land re- 
sults in denied tax base or imposed ex- 
penditure effects. 

2 )  an association of the alleged adverse fis- 
cal effects with counties with the most 
extensive federal land, especially Na- 
tional Forest land, and 

3) a systematic dissimilarity between fiscal 
characteristics of counties with federal 
land, including those with National Forest 
land and fiscal characteristics of a group 
of otherwise similar counties with little 
or no federal or National Forest land. 



Alaskan local governments were ex- 
cluded from the analysis because of the 
unique structure of such governments, the 
existence of vast unorganized territory, and 
the noncomparability of local public service 
requirements between Alaska and other 
states. 

The study encompassed the land super- 
vised by the Bureau of Land Management, 
the U.S. Forest Service, the Army Corps of 
Engineers, the Bureau of Reclamation, and 
the National Park Service. National Forest 
land as a separate category and federal land 
including National Forests were subjected to 
separate, similar tests. The procedure and 
the results are presented in detail in Chapters 
V and VI  and summarized here. 

Deprived Tax Base 

It has been claimed that federal land 
ownership denies county governments of tax 
base with the result that they are unable to 
raise revenue to the extent desired or can 
only do so with extra tax effort. To test this 
charge this study asked, "Does the exten- 
siveness of federal land within a county in- 
fluence the tax burden of people who reside 
there?" 

The answer is no. 
Public land counties including National 

Forest counties, and other counties are vir- 
tually indistinguishable with respect to prop- 
erty taxes per capita, own source revenues 
per capita, or tax effort. There is no system- 
atic grouping of public land counties that 
would substantiate a claim of denied tax base. 
Some public land counties exhibit the char- 
acteristics that would be associated with a 
denied tax base effect but so do nonpublic 
land counties and in about the same propor- 
tion. 

This  study found that the  percentage o f  
counties with characteristics that would be 
associated with a denied tax base effect  does 
not vary systematically with the  extensive- 
ness o f  public land. 

A n  analysis o f  counties with 15% or 
more federal land showed the predicted ad- 
verse fiscal characteristics in a slightly 
greater proportion of cases than might be 
expected. But the small number of counties 

involved suggests special problems i n  certain 
counties rather than a general problem o f  
denied tax base associated with extensive 
federal land holdings. At most, this finding 
may indicate that receipts sharing programs 
give inadequate reimbursement to only those 
counties with the most extensive public land. 

T h e  evidence from this analysis leads to 
the conclusion that factors other than federal 
land ownership explain the low per capita 
revenue or high tax ef fort  characteristics in  
all but a few public land counties. 

Imposed Costs 

It has been claimed that federal land 
ownership adds to general operating expendi- 
tures of local governments because of the 
need to make new or additional expenditures 
in excess of what local residents themselves 
would require. To test this assertion, this 
study asked, "Does the extensiveness of fed- 
eral land within a county influence the level 
of local expenditures in the county?" 

Again, the answer is no. 
Public land counties, including National 

Forest counties, and other counties are vir- 
tually indistinguishable with respect to per 
capita general expenditures, per capita fire 
and police expenditures, and per capita high- 
way expenditures. There is no systematic 
grouping of public land counties that would 
substantiate a claim of imposed expenditures. 
Some public land counties exhibit the char- 
acteristics that would be associated with im- 
posed expenditure effects but so do nonpublic 
land counties and in about the same propor- 
tion. 

This  study found that the percentage o f  
counties with characteristics that would in- 
dicate imposed expenditures does not vary 
systematically with the extensiveness o f  pub- 
lic land. 

An analysis of counties with 15% or 
more federal land showed the predicted ad- 
verse fiscal characteristics in a slightly 
greater proportion of cases than might be 
expected. But, the small number of counties 
involved suggests special problems in  cer- 
tain counties rather than a general problem 
o f  imposed expenditures associated with ex- 
tensive federal land holdings. At most, this 



finding may indicate that receipts sharing 
programs give inadequate reimbursement to 
only those counties with the most extensive 
public land. 

T h e  evidence from this analysis leads 
to the conclusion that factors other than fed- 
eral land ownership explain high per capita 
expenditures in  all but a few public land 
counties. 

Federal and State Financial Aid Programs 

Federal and state aid programs have been 
developed to provide local governments with 
general and special financial support. Such 
aid programs already may offset the alleged 
adverse fiscal effects associated with federal 
land ownership. T o  test how federal and state 
aid affects public land counties, this study 
asked, "Do the federal and state intergovern- 
mental transfers to local governments pro- 
vide sufficient compensatory aid to public 
land counties to offset either alleged denied 
tax base or imposed expenditure effects, or 
both, in such counties?" 

The answer to this question is yes. 
Federal and state aid is greater on aver- 

age in public land counties than in  other 
counties. Because these aids are greater for 
public land counties where no particular fis- 
cal problem is discernible, the logical con- 
clusion is that no unreimbursed fiscal prob- 
lem existed i n  public land counties prior to 
1976. 

An analysis of counties, with 15% or more 
federal land, which exhibited the denied tax 
base and imposed characteristics showed that 
federal and state aid per capita is relatively 
higher than in other counties. Thus ,  aid pro- 
grams, including receipts sharing as it existed 
prior to 1976, apparently responds to the 
problem in  these counties and such aid is suf -  
ficient to alleviate entirely the additional tax 
ef fort  such counties make. 

counting approach to measuring the overall 
impact of public land on local government 
finances as used in previous studies and as 
advocated frequently by local officials falls 
too far short of accuracy. Indeed, the ap- 
proach used in this study also has its limita- 
tions; it is capable only of measuring the 
overall impact on the federal land counties as 
a group. Thus as a practical matter, policy- 
makers have limited options in choosing com- 
pensation methods. They can either deter- 
mine payments without measuring the prob- 
lem for which the compensation exists, or 
measure selected aspects of the overall im- 
pact. Current federal compensation policy 
through receipts sharing exemplifies the 
former approach while such alternative ap- 
proaches as "tax equivalency" and "imposed 
expenditures" typify the latter. The "tax 
equivalency" approach would make pay- 
ments for the predominant foregone benefit- 
for the taxes that would be forthcoming from 
the land if it were in private ownership. The  
"imposed expenditure" approach would make 
payments for the most readily measurable 
spillover costs. 

In contrast, the present system does not 
attempt to base the payments directly on a 
measure of the effects. I t  proceeds from the 
notion of a governmental partnership in 
which a substantial percentage of receipts 
derived from the National Forests are ear- 
marked for sharing with local government. 
This partnership philosophy was expanded 
by Congress in  1976 to assure that  each local 
government obtain a minimum payment to 
compensate for any adverse effect of a Na- 
tional Forest although receipts obtained by 
the federal government from the use of its 
land may be minimal or nonexistent. 

A DIFFERENT METHODOLOGY 

NOTICE TO READER 

Compensation Method 

In the course of its study of federal com- 
pensation policy the Commission found that 
it would not be feasible to base a compensa- 
tion program on the net fiscal impact o f  fed- 
eral land ownership in  each county. The ac- 

Commission members Cutler, Deala- 
man and Dunn have raised major con- 
cerns about the study methodology and 
findings. Their criticisms, together with 
the s ta f f  response, are set forth beginning 
on page 11. 



Because past research efforts to determine 
the fiscal impact of public land ownership by 
measuring the specific elements of the overall 
effect failed to yield reliable results, an  alter- 
native method-the comparative county ap- 
proach-was developed for this study. 

The  underlying premise of the new ap- 
proach is that the current fiscal situation in 
the counties with federal land encompasses 
all the effects of federal land ownership. The  
new approach then asserts that the costs and 
benefits of federal land ownership-whether 
they are current spillovers or foregone effects, 
direct or indirect-must manifest themselves 
somewhere in the local governments' current 
expenditures and revenues. Thus, if the fiscal 
characteristics of counties with federal land 
differ according to the extent of federal land 
or in comparison to similar counties, the dif- 
ference is considered to be the net impact of 
federal land ownership. 

The  comparative county approach has a t  
least two distinct advantages over the ac- 
counting approach used in previous studies. 
It is more comprehensive and less speculative. 
The  accounting approach necessarily avoids 
quantifying some of the less direct impacts 
of the federal land. The  comparative ap- 
proach captures all the effects, no matter how 
indirect they may be because eventually a 
fiscal effect must influence local revenues or 
expenditures. 

Instead of speculating on the value of 
each benefit and cost that would be asso- 
ciated with the federal land under private 
ownership, this approach makes a single as- 
sumption in order to quantify the net effect of 
federal land ownership: that the counties con- 
taining federal land would not be a n  advan- 
taged or a disadvantaged group of counties 
in comparison to other counties if the federal- 
ly owned land were privately owned. With 
this assumption, the degree to which the fed- 
eral land counties generally are different from 
the comparison group indicates the influence 
of federal land ownership. 

RECOMMENDATIONS 
At the outset of this study to determine 

the fairness and adequacy of the compensa- 
tion program for tax exempt federal land, it 

was anticipated that there would be a sys- 
tematic relationship between the extensive- 
ness of public land in a county and its rev- 
enue and expenditure characteristics. When 
analysis revealed that  such a relationship did 
not exist and that federal and state aid pro- 
grams, prior to 1976, compensated public land 
counties for any adverse fiscal effects asso- 
ciated with federal land, the Commission had 
to consider whether to recommend that Con- 
gress repeal recent legislation which increased 
the amount of National Forest receipts that  
are shared and provided a minimum per acre 
payment to many counties heretofore not 
eligible for compensation. 

THE METHOD AND ADEQUACY OF 
FEDERAL COMPENSATION 

The Commission concludes that  the 
pre-1976 level of compensation, based on 
receipt sharing, was  generally adequate 
to offset any adverse effect of federal land 
ownership-the counties covered by P.L. 
94-565 were neither fiscally "disadvan- 
taged" nor fiscally "advantaged" in com- 
parison to similar counties which have lit- 
tle or no federal land. The Commission, 
however, also concludes that  the increase 
in compensation voted by the Congress in 
1976, when spread across approximately 
1,500 counties, w a s  not of sufficient mag- 
nitude to elevate federal land counties 
into a fiscally "advantaged" class. The 
Commission therefore recommends that  
the current federal compensation program 
be retained. 

The Commission fur ther  concludes that  
the compensation method, a s  amended in 
1976, may not completely protect against 
unusual cases of fiscal distress caused by 
federal land ownership. The Commission 
therefore, recommends that Congress 
amend the P.L. 94-565 to authorize the ap- 
propriate federal official to gran t  addi- 
tional compensation to those P.L. 94-565 
counties that meet the following hardship 
criteria: 

1) a t  least 25% of the county acreage is 
P.L. 94-565 federal land, and 



2) the county can demonstrate that to fi- 
nance a n  average level of expenditure 
it would have to exert  a tax effort in 
the upper third for counties that a r e  
comparable in all major respects ex- 
cept for the size of federal land hold- 
ings. 

By retaining the present payment sys- 
tem, including the 1976 increases, the Con- 
gress enhanced the federal-local government 
partnership. The  minimum payment pro- 
vision, for example, may improve the method 
of distribution in two ways. Approximately 
80% of federal land counties will be aided 
under the 75s per acre provision. This sta- 
bilizes payments to these counties-the size 
of the payment they receive no longer is sub- 
ject to the fluctuations in income from the 
federal land. 

Second, federal-local relations were con- 
tinuously irritated by the inequity in pay- 
ment methods existing prior to 1976. Receipt 
sharing produced some big "winners" and 
many "losersw-that is some counties with 
federal land received little or no federal com- 
pensation while others received large pay- 
ments. For example, there were no payments 
for the National Parks. Now about 80% of 
federal land counties will have their total 
compensation determined according to the 
same formula. 

While the empirical analysis of the pay- 
ment program did not find that expenditures 
were imposed on localities by the federal 
presence, the method of research could have 
failed to measure relatively slight effects. 

The  special provision for hardship cases 
recommended by ACIR would compensate for 
a fiscal problem as it normally is defined, a n  
excessively high tax burden without a cor- 
respondingly high level of public services. It  
would allow the federal government to re- 
spond directly to the exceptional cases of fi- 
nancial distress, without rewarding counties 
that show no such distress. 

Hardship would be defined as a tax bur- 
den well in excess of the average with only 
average or below average public services. The  
cause of hardship would be attributed to fed- 
eral land ownership when the tax burden in 
federal land counties exceeded significantly 

the average tax burden in counties that are 
comparable except that they have little or no 
federal landholdings. T o  provide additional 
assurance that aid is not paid when the prob- 
lem is unrelated to public land, compensation 
would be limited to counties having a mini- 
mum of a t  least 25% of the land area under 
federal ownership. 

An ACIR simulation of this test indicates 
that few if any counties experience the hard- 
ship condition. But with the capacity to re- 
spond to hardship situations would come two 
improvements in federal compensation policy. 
Even though the current program generally 
compensates for the fiscal effects of federal 
land, no compensation program covering 
1,500 diverse counties can uniformly provide 
adequate compensation. This recommenda- 
tion would install a "safety valve" to assure 
that a generally adequate program does not 
allow severe problems, even if they are ex- 
ceptional, to go without remedy. The  safety 
valve provision, secondly, can avert the need 
to provide a general increase in program fund- 
ing covering all counties if, in the future, spe- 
cial cases of fiscal distress are found. 

The  case for a shift away from the present 
compensation system to one based either on 
tax equivalency or imposed expenditure can- 
not be sustained either philosophically or ad- 
ministratively. Although a tax equivalency 
principle often is proclaimed, it appears that  
the advocates recognize that the federal obli- 
gation actually should not extend beyond the 
imposed costs-many so-called tax equiva- 
lency proposals or programs include steps de- 
signed to identify the expenditures imposed. 
Nevertheless, a tax equivalency still could be 
justified if it was a good approximation of the 
imposed costs of federal land. The  property 
tax, however, is not designed to recover the 
costs imposed by the property. Open space 
land is especially likely to pay more in taxes 
than the land requires in local public ser- 
vices. In the case of the National Forest, 
where the Forest Service provides many of 
the required services for the property it man- 
ages, a tax equivalency would doubly sub- 
sidize local services. 

The  advocates of tax equivalency con- 
tend that a basic right to a normal tax base 
is a t  stake. This contention, however, now 



flies in the face of evidence that counties with 
federal land already have a normal tax base. 
Research for this study shows that several 
tax effort and expenditure problems that  
would be related to an  abnormally low tax 
base were unsubstantiated. 

STATE TAXATION OF THE PRIVATE 
INTEREST IN PUBLIC LAND 

From a legal viewpoint, there is no con- 
stitutional impediment to stop states from 
taxing private interests in public lands.' In 
the case of forest land, these taxable private 
interests include: the value of timber cutting 
contracts of private firms which may be sub- 
jected to an  ad valorem tax, referred to as the 
?, possessory interest tax," or the value of the 
timber harvest which may be taxed by a 
"yield tax. "2 

The  possibility that states can enact such 
taxes raises two interrelated policy questions: 
should the states either be encouraged to tax 
the  private interest  or discouraged from 
adopting such taxes, and should the federal 
payment program take account of the pos- 
sibility that  states could tax the private in- 
terest? 

Use of either tax by more states may be 
supported by the "equal tax treatment" 
principle; that is, taxpayers in similar eco- 
nomic circumstances should be treated equal- 
ly in the interest of fairness. To  fulfill the 
principle in the case of forests means that if 
there is a tax on timber harvested from pri- 
vate forests there should be a tax on timber 
harvested from public forests by private tim- 
ber purchasers (i.e., possessory interest tax or 
yield tax). This helps to assure that  the pri- 
vate interests in public lands do not have a n  
unfair tax advantage over similar economic 
interests in private lands. 

The  argument against the spread of the 
possessory interest or the yield tax to private 
interests in public forest land rests on the 
estimate of who ultimately would bear the 
burden of the tax. An economic analysis pre- 
pared for this report indicates that  most of 
the burden of a tax on the private interest in 
public forest land would fall ultimately on the 
federal government-indirectly a new federal 
compensation program would be created each 

time another state enacted the tax. A tax on 
the private interest in public land would have 
the effect of raising the direct and indirect 
payments above the intended and heretofore 
justified level. 

The Commission refrains from making 
any recommendation on either state timber 
tax policy or on the relationship between 
state timber tax policy and the federal com- 
pensation program. It does so while recogniz- 
ing that the federal compensation program 
will produce unequal effects in states depend- 
ing upon whether or not the private interest 
in timber in National Forests is subject to 
state taxation. The  Commission is persuaded 
that a host of considerations such as revenue 
needs, timber management philosophy, and 
others beyond the scope of this study would 
have to be weighed before a sound policy rec- 
ommendation could deal with this issue. 

THE UNIT OF GOVERNMENT WHICH 
SHOULD RECEIVE THE FEDERAL 

PAYMENT 

Throughout the history of the federal 
payment program, the problem of federal land 
ownership usually has been pinpointed as 
being the adverse fiscal effect on local gov- 
ernment. Even if the federal compensation is 
primarily intended to offset local fiscal prob- 
lems, a case can be made for making such 
payments to the state without specifying that  
the money be passed through to counties. The  
states virtually determine the fiscal re- 
sources of each county by altering local gov- 
ernment structure, delegating tax authority, 
assigning responsibility for functions, and 
providing financial assistance. If federal land 
adversely affects local governments' tax base 
or imposes expenditures, the burden may be 
borne statewide through aids which take 
into account the size of the local tax base or 
the level of local expenditures. When states 
equalize fiscal resources or provide aid to 
offset the type of problems caused by the fed- 
eral land, the state may be the logical recip- 
ient. 

The  differences in state-local fiscal prac- 
tices raise the issue: Should the federal pay- 
ments be designated exclusively for states 
or counties? 



The Commission concludes that  the fis- 
cal disruption that  would be caused by 
making the s ta te  the recipient of federal 
compensation under those programs 
where the counties now receive the pay- 
ments, (i.e., National Forest land pay- 
ments) outweighs the potential benefit of 
a uniform state  recipient policy. The Com- 
mission, therefore, recommends that  the 
currently designated recipients not be 
changed. 

Many of the payment programs have 
existed for years and, over time, they have 
become part of the interrelated web of state- 
local financial relationships. If the payments 
which now go to the counties were shifted to 
the states, some fiscal disruption would 
occur-unless the states simply turned the 
funds back to the same counties. 

FEDERAL LAND ACQUISITION AND 
LAND MANAGEMENT PRACTICES 

The Commission's research showed that 
by and large no actual fiscal burden rests on 
counties as a result of having foregone taxes 
on federal land the county never had on its 
tax roll. In two situations, however, the pres- 
ence of federal land may cause an  actual 
revenue loss in the current budget: when the 
federal government acquires land that pre- 
viously was taxable and when changes in fed- 
eral land management policies sharply reduce 
receipt sharing payments. 

The Commission concludes that local 
governments can experience severe fiscal 
disruptions due to substantial federal ac- 
quisitions of taxable land and to sharp  re- 
ductions in receipt sharing payments 
caused by changes in federal management 
policies. The Commission, therefore, rec- 
ommends that the Congress authorize the 
appropriate federal agencies to make ad- 
justment payments in federal compensa- 
tion programs for several years  to permit 
the affected s tate  and local governments 
to adjust to the revenue loss resulting 
either from substantial federal land ac- 
quisitions or from sharp  reductions in re- 
ceipt sharing payments. 

Local governments in particular have dif- 
ficulty adjusting to fluctuations in revenue. 
The federal government should do what it can 
in its federal-local fiscal relations to help 
local governments avoid sharp increases in 
local taxes or sudden reductions in local 
spending. Such problems for local govern- 
ment can arise when the federal government 
acquires land that has been taxable or when 
its land management decisions sharply cur- 
tail r ece i~ t  sharing payments; for example, 
when part of a productive forest is converted 
to a wilderness area. To  avoid numerous 
adjustment payments, however, Congress 
should set a threshold of significance by 
which federal payments are reduced due to 
federal land management decisions, say 50%, 
before a county could qualify for reimburse- 
ment. The 756 per acre minimum payment 
under P.L. 94-565 already operates to min- 
imize the number of cases where management 
decisions can cause a precipitous drop (ex.,  
50%) in federal compensation. 

EARMARKING THE FEDERAL 
PAYMENT 

Current law governing the National For- 
est receipt sharing program restricts the use 
of the shared receipts to roads and schools. 
State law m a y  specify the allocation between 
the uses. The  results of a survey of state 
practices are shown in Table I. 

The Commission concludes that the road 
and school restrictions on the use of the Na- 
tional Forest receipt sharing compensation 
serve no useful purpose and, therefore, rec- 
ommends that the Congress remove all re- 
strictions on the local use of the federal com- 
pensation payment. 

When this federal payment program was 
first established in 1906, roads and schools 
were the principal local government func- 
tions. Restricting the use of the 25';; receipt 
sharing payments to those functions was, in 
effect, no restriction a t  all. Now, however, 
the scope of legitimate local functions in- 
cludes a vast array of services. The Commis- 
sion's analysis failed to reveal an association 
between federal land holdings and per capita 



Table 1 

NATIONAL FOREST RECEIPTS ACT USE OF FUNDS 

State 

Total 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Florida 
Georgia 
Idaho 
Illinois 

Indiana 
Kentucky 
Louisiana 
Maine 
Maryland 

Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 

Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 

North Carolina 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
Virginia 
Washington 
West Virginia 
Wyoming 

Allocation of Funds Specified 
by State Law 

Yes 
Percent Percent 

No Roads Schools 

24 

50 

75 
50 

50 
50 
30 
50 

50 
50 
40 

75 

50 
75 

33.3 

80 
50 

50 

25 
25 

50 
50 
50 

100 

803 

Method of Distribution 
to Localities 

All Some 
Directly Indirectly 

'Requ~res a mlnlmum amount for both roads and schools but allows local d~scret~on regardmg the al- 
locatlon as long as the mmmum IS satlsfled 

lThe lunds due to areas that contaln ~ncorporated towns are dlstrlbuted to the towns whtch may 
dlvlde the money between roads and schools as they choose The remamder. 27% In 1976 IS 

d~vlded between the state Education and tinghway Departments as the admlntstrat~on chooses 
typically 50150 

3Most funds are dwded according to these percentages however payments to localit~es wlthln 
the Knob-Seneca Rocks Nalional Recreal~on Area are divided 63% for education and 37% for roads 

*The State operates schools In the unorgan~zed parts of the state and the Educat~on Department 
recelves the school share for operation of the schools In those areas 



local highway expenditures. School finance 
in most states, is a shared responsibility with 
the state government providing a greater 
share of per pupil expenditures to school 
districts that are relatively poor in local tax 
capacity. Thus, the connection between fed- 
eral land and roads and schools is tenuous, 
a t  best. 

If the current designation results in the 
locality spending more for roads and schools 
than it desires, an  inefficiency is created- 
people get less of what they want in other 
public facilities or services. Conversely, if 
the local government applied the federal rev- 
enue to roads and schools without distorting 
the pattern of expenditures, the designation 
is, in effect, meaningless. 

Thus, the elimination of earmarking of 
receipts sharing funds would seem to serve 
more useful purposes than its continuation. 

STABILITY OF FEDERAL PAYMENTS 

Local governments are affected not only 
by the amount of federal aid, but also by the 
stability of payments from one year to the 
next. The local budgeting process benefits 
when year-to-year fluctuations are mini- 
mized. The  1976 statutory change which es- 
tablishes a 75& per acre minimum payment 
(modified by certain per capita limitations) 
also adds stability in the payments for about 
80% of the counties. When the payments un- 
der other programs fall below the minimum 
amounts, the new program supplements the 
payment up to the minimum. Accordingly, 
the variation in sharable receipts no longer 
affects these counties. A several-year moving 
average would further stabilize the payment 
to the other 20% of counties. 

The Commission concludes that  signif- 
icant fluctuations from year-to-year in the 
amount of receipt sharing compensation 
paid to a county inhibits orderly budget 
planning. The Commission, therefore, rec- 
ommends that  the Congress direct that  
payments be determined by using a sev- 
eral-year  moving average of the factors 
in the National Forest receipt sharing 
formula. 

STATE REVIEW OF COMPENSATION 
NEEDS AND PRACTICES 

T o  provide the background for the study 
of the local fiscal effects of federal land, cur- 
rent federal and state compensation practices 
in both the U.S. and Canada were inven- 
toried. This listing revealed that: 

Current state and federal prngrams to 
compensate local governments for public 
land are roughly divided between receipt 
sharing and tax equivalency, although 
most tax equivalency programs do not 
reimburse the full amount of potential 
taxes. Canadian compensation programs 
tend to place more emphasis on tax equiv- 
alency. 

Thirty-three states compensate localities 
for the presence of certain state property. 
In most cases only a small, specific cat- 
egory of property gives rise to a payment. 
The  evidence indicates that states, on 
the whole, make smaller payments to 
compensate local governments than does 
the federal government. 

The Commission finds that  most s ta tes  
compensate local governments for only a 
small portion of state-owned property. The 
Commission, therefore, recommends that  
each s tate  examine the impact of state- 
owned land on local government finances 
and compensate its local governments for 
any adverse effects of state-owned prop- 
erty. 

In broad terms, state land ownership has 
the same type of local fiscal effects as that of 
federal ownership. States generally do not 
compensate their local governments directly 
for the effect of state land. Although 33 states 
have a t  least one compensation program, 
most programs include only small, specific 
categories of state land. Potentially, com- 
munities with extensive state-owned land are 
adversely affected if they receive no pay- 
ments. Another possibility, however, is that 
some existing state aid programs indirectly 
offset the effects of state land. A study in 



each state would show whether a problem 
exists and would lay the groundwork for cor- 
rective state action. 

and the control group included counties 
predominantly from the south and north- 
east. 

CONTRASTING VIEWPOINTS 
ON METHODOLOGY 

Minority Report of Members 
Representing County Governments 

This minority report is being filed in the 
performance of our duties as Commissioners 
to help clarify the report on payments-in-lieu 
of taxes by the Advisory Commission on In- 
tergovernmental Relations (ACIR). 

We are concerned that due to errors in 
study methodology some of the study findings 
and assumptions are incorrect and misleading. 

We have five major concerns about the 
study methodology: 

1. T h e  composition o f  the test and control 
groups did not separate "public land 
counties" from "private land counties" 
as claimed. Approximately 400 counties 
receiving payments-in-lieu of taxes were 
included in the "private land counties" 
group while approximately 800 counties 
with little federal land were included in 
the "public land counties" group. 

2. T h e  study did not include most types o f  
federal lands and 90% o f  all federal land 
holdings as claimed. The study only in- 
cluded about 60% of federal land hold- 
ings. I t  did not include military lands, 
Indian lands, Alaskan lands, fish and 
wildlife refuges, post offices, and federal 
office buildings. 

3. T h e  study did not isolate all fiscal effects 
o f  federal land holdings as claimed. There 
was no effort made to either evaluate the 
level or quality of service provided by pub- 
lic land counties or to consider the effect 
of state-imposed tax and expenditure 
ceilings. 

4. T h e  control groups did not compare sim- 
ilar counties as claimed. The test group 
included counties primarily from the west 

5. T h e  70 counties found to have a demon- 
strable tax burden should not have been 
dismissed as a "slight deviation. " These 
70 counties, out of about 300 counties 
with large public land holdings, support 
county government claims that  large 
holdings of tax exempt federal lands 
create a local fiscal burden. 

We are not taking issue with any recom- 
mendations of the Commission, rather we are 
concerned with possible interpretations of 
some of the findings and the possible effect 
on the federal payments-in-lieu of taxes pro- 
gram (P.L. 94-565). All "quotes" in this mi- 
nority report are taken directly from the 
ACIR study report. 

Specifically, we challenge the study find- 
ing that: 

the pre-I976 level o f  compensation, 
based on receipt sharing, was general- 
l y  adequate to offset a n y  adverse e f -  
fect o f  federal land ownership-the 
counties covered by  P.L. 94-565 were 
neither fiscally "disadvantaged" nor 
fiscally "advantaged" in comparison 
to similar counties which have little 
or no federal land. 

We contend that  in fact, no such com- 
parison was made in  this study. The  counties 
"covered by P.L. 94-565" were not compared 
to "similar counties which have little or no 
federal land." 

A serious error was made in the study a t -  
tempt to establish a "public land counties" 
test group and a "comparable private land 
counties" control group. First, the "public 
land counties" test group of 1,198 counties 
does not include all counties receiving pay- 
ments under P.L. 94-565, as claimed. Ap- 
proximately 400 counties and townships re- 
ceiving these payments were not included and 
instead were included in the so called "pri- 
vate land counties" control group. The  "pri- 
vate land counties" control group also in- 
cluded all other counties containing types of 



federal lands not covered by P.L. 94-565. On 
the other hand, more than 800 of the counties 
in the "public land counties" group contain 
less than 25% of their land in federal owner- 
ship. We believe these counties should not 
have been classified as "public land counties" 
for an  empirical comparative study. For this 
type of study to have any validity it must be 
absolutely clear that the test and control 
groups have isolated probable causitive ef- 
fects. Neither control group accomplished this 
isolation. 

We believe it was misleading, and incor- 
rect, in the study introduction to claim that 
the test group was expanded from National 
Forest lands to include "most other types of 
federal lands." We believe the study was 
expanded to include only parks, wilderness, 
and lands administered by the Bureau of 
Land Management, in addition to the Na- 
tional Forest. It is not clear if Bureau of Rec- 
lamation lands or Army Corps of Engineers 
lands are included. The study group definite- 
ly does not include military lands, Indian 
lands, fish and wildlife refuges, Alaskan 
lands, post offices, and the many federal of- 
fice buildings and land throughout the coun- 
try. 

The  study group did not include "nearly 
90% of federal public land area" as claimed. 
The  actual public land area for the included 
lands is less than 60% of all federal holdings. 

The  use of the "90%" figure and the 
phrase "most types of federal land" is mis- 
leading and incorrect. 

At best, even if all P.L. 94-565 counties 
had been isolated in one control group, the 
ACIR study would have demonstrated that 
counties with certain types of federal land 
had no "disadvantage" or "advantage" when 
compared to counties with other types of fed- 
eral land. But even this is not true. 

In the first place, Congress was limited 
during the enactment of P.L. 94-565 by Com- 
mittee jurisdiction to certain types of federal 
lands. The ACIR study should not have been 
so limited. There has been no claim by county 
governments that the tax immunity of one 
type of federal lands produces a "disadvan- 
tage" greater than the tax immunity of other 
types of federal lands. 

Further, county governments have not 

claimed that every federal land holding no 
matter how small would produce a fiscal "dis- 
advantage" that could be measured by a n  
empirical per capita tax or expenditure com- 
parison. We do not believe this can be done 
with all of the functions performed by county 
governments that are totally unrelated to 
federal lands. This is especially true for 
counties like Los Angeles County, CA, and 
Salt Lake County, U T ,  that were included 
along with many other metropolitan counties, 
in the "public lands counties" test group. 

In addition, we just cannot accept the 
ACIR study claim that "the comparative ap- 
proach captures all the effects, no matter how 
indirect they may be because eventually a 
fiscal effect must influence local revenues or 
expenditure." This assumption completely 
rejects the possibility that the level or quality 
of service provided by public land counties 
may be reduced due to a restricted tax base. 
The  ACIR claim also ignores the fact that 
many counties have state-imposed tax and ex- 
penditure ceilings. If the ACIR assumption 
were true on the other hand, for this to be a 
valid study of the fiscal impact of all tax ex- 
empt lands, no matter how small, the study 
would have to include state-owned lands as 
well as federal lands. No such effort was made 
in this study. 

The  claim that the counties in the two 
study groups were "similar" except for public 
land holdings, may be the most serious study 
error of all. The test group contained counties 
primarily in the west, where most of the pub- 
lic lands are located, and the control group 
contained counties predominately from the 
south and northeast. We believe the function- 
al and attitudinal differences that vary be- 
tween counties of these regions make it vir- 
tually impossible to use a per capita tax ef- 
fort comparison as a valid measure of "fiscal- 
ly disadvantaged" counties. For validity the 
two groups should have been balanced on a 
state-by-state or regional basis-and we be- 
lieve they could have been balanced if the 
test group had been limited to only counties 
with large holdings of federal lands and the 
control group limited to nonmetropolitan 
counties with little or no federal lands. 

Finally, this minority, the elected county 
officials represented on the Commission, be- 



lieve that the 70 counties found in the study 
to have either a significantly higher than 
average tax burden or higher than average 
expenditure pattern actually support the 
county government contention that large 
holdings of federal land create a local fiscal 
burden. These 70 counties should not have 
been dismissed in the study as "one slight 
deviation from the general conclusion." This 
"slight deviation" we believe is representa- 
tive of 70 counties out of about 300 counties 
with large holdings of federal lands-not 70 
out of 1,198 counties in the ACIR test group. 

We believe the demonstrated tax burden 
found in these 70 counties reinforces the 
findings of the Public Land Law Review Com- 
mission, who in 1970, using a case study 
method rather than an empirical comparative 
approach, found that a demonstrable tax 
burden exists for state and local governments 
with large federal land holdings. 

We believe the tax burden in these 70 
public land counties also reinforces Congres- 
sional findings in 1976 when Congress en- 
acted a policy for a payments-in-lieu of taxes 
program in the Federal Land Policy and Man- 
agement Ac t ,  increased the Mineral Leasing 
Act payments to state and local governments, 
increased Forest Reserve payments to coun- 
ties and finally authorized payments-in-lieu 
of taxes in P.L. 94-565. 

William Dunn, Commissioner 
Salt  Lake County, UT 

Doris W. Dealaman, Freeholder-Director 
Somerset County, N J  

Lynn G. Cutler, Supervisor 
Black Hawk County, IA 

The  minority report on ACIR's study of 
the federal forest receipts sharing study 
identifies five concerns about the study meth- 
odology. Following are the ACIR staff's re- 
sponses to these concerns. 

Concern 1. T h e  composition o f  the test 
and control groups did not separate rrpublic 
land counties" from "private land counties" 
as claimed. 

A.Approximate1y 400 counties receiving 
payments-in-lieu o f  taxes were included 
in the "private land counties" group. 

This allegation stems from an evaluation 
of the ACIR preliminary report prepared for 
the July 7, 1976, critics' session. In confor- 
mance with established Commission pro- 
cedures, the preliminary report presented a t  
the critics session was revised for both the 
Commission meeting and for final publication. 
These revisions took account of the com- 
ments of critics, the availability of new or 
corrected data and related analyses, and in 
the case of this publication, Commission 
action. 

Shortly after the critics' meeting ACIR 
staff obtained, for the first time, the Depart- 
ment of Interior preliminary data on esti- 
mated payments and number of eligible coun- 
ties under P.L. 94-565. Cross checks of 
eligible counties identified in ACIR tabula- 
tions based on data provided by the U.S. De- 
partment of Agriculture revealed that  331 
counties or county-type governments had 
gone uncounted in the ACIR tables contained 
in the report for the critics' session. Instead 
of 1,198 public land counties eligible for P.L.' 
94-565 payments as shown in ACIR tables in 
the preliminary draft of Chapter 6, there are 
1,529 such jurisdictions-not counting 
Alaskan boroughs. Before the Department of 
the Interior data became available there was 
no way to check the completeness of the 
USDA data. The search for the uncounted 
jurisdictions was begun immediately. The  
staff discovered tha t  the missing jurisdictions 
represented public land county, or county- 
type, governments located in 11 states, three 
of which Idaho, New Mexico, and Nevada, 
had counties with extensive federal acreage. 

On reanalyzing the data, the staff discov- 
ered that 224 of the 331 counties do not con- 
tain extensive federal acreage. The  staff 
determined, moreover, that  the preliminary 
cross tabulations of counties by per capita 
revenue and expenditure classes and exten- 
siveness of federal land, although understat- 
ing the number of eligible P.L. 94-565 coun- 
ties, had not biased the findings. In other 
words, ACIR staff on reanalyzing the data 
found that  the 331 counties would be dis- 



tributed across the rows and columns in all 
the cross tabulations when they were pre- 
pared for final publication of the report. The  
staff decided therefore to perform other anal- 
yses needed in preparation for Commission 
consideration of the report a t  its September 
1976 meeting, and to rerun the data com- 
pletely to test further its conclusions as time 
permitted. 

When the data on all 1,529 counties or 
county-type governments was reanalyzed, 
trivial changes appeared in the proportion of 
counties a t  various revenue or expenditure 
levels, as shown in tables such as Tables 60, 
62  and 65.  In the case of Tables 60 and 65 
the similarity in the distribution of public 
land counties and comparable private land 
counties with respect to tax and spending 
levels was further reinforced. The  final 
tabulations thus did not alter the conclusions 
stated in the preliminary report for which the 
critics' session was convened. 

B.Approximately 800 counties with little 
federal land were included in  the "public 
land counties" group. 

To reduce the possibility of unwarranted 
inferences from data that include many coun- 
ties with little federal land, the report tested 
whether local fiscal magnitudes are system- 
atically related to the extensiveness of fed- 
eral land in public land counties. This test 
confirmed and strengthened the finding of the 
comparative county approach, namely that 
counties covered by P.L. 94-565 were neither 
fiscally "disadvantaged" nor fiscally "advan- 
taged" in comparison to similar counties 
which have little or no federal land. It showed 
that the extensiveness of federal land is not 
systematically related to high local property 
taxes or low per capita expenditures. The  re- 
port included yet another test expressly de- 
signed to avoid an erroneous conclusion 
based on data for counties with little federal 
land. The third test applied only to counties 
with the most extensive federal land to iden- 
tify those with a combination of three "above 
normal" local indicators of revenue burden 
and effort and yet only an average local ex- 
penditure level. This test for adverse fiscal 

effect revealed no federal land counties that 
meet a fairly stringent specification of fiscal 
hardship. As the specification of what con- 
stitutes fiscal hardship is relaxed to identify 
only county areas and county governments 
with above average property taxes per capita 
(an average based on counties of comparable 
population size to exclude those with large 
c i t iesk the  least stringent test imaginable- 
a mere 95 out of a total of 458 counties with 
extensive federal land show an  adverse fiscal 
effect. No one could conscientiously propose 
that a federal payment be based on a mere 
showing of above average property taxes per 
capita. 

Concern 2. The  study did not include 
most types o f  federal lands and 90% o f  all 
federal holdings as claimed. 

The claim that the coverage of this report 
encompasses nearly 90% of the federal pub- 
lic land area is accurate. The  chief sponsor of 
the P.L. 94-565 was quoted in County News 
as recently as October 10, 1977, as follows: 
"The federal government owns more than 
one-third of the nation's land and this pro- 
gram provides for compensation for about 
90 percent of the acreage i n ~ o l v e d . " ~  

The issue of the extent of federal land 
coverage, however, is irrelevant to the eval- 
uation of the fairness of the programs to 
county governments, the focus of this report. 
Presumably the rationale for the federal com- 
pensation programs is that the federal pres- 
ence has an adverse fiscal impact on such 
governments. Analyses of the revenue and 
expenditure characteristics of county gov- 
ernments and governments in county areas 
failed to reveal any systematic relationship 
between fiscal characteristics and extensive- 
ness of federal land, or any pattern of fiscal 
characteristics that distinguish counties with 
public land from comparable counties with- 
out public land. Admittedly, the analysis cov- 
ered 652 National Forest counties and 1,529 
public land counties in states other than . 
Alaska. The addition of 11 Alaskan local gov- 
ernments to the analysis in either Chapter V 
or Chapt6.r VI,  would not change the basic 
findings as they are so few in number and so 
varied in fiscal characteristics. 



Concern 3. The  study did not isolate all 
fiscal effects o f  federal land holdings as 
claimed. There was no effort made to either 
evaluate the level or quality o f  service pro- 
vided by public land counties or to consider 
the effect o f  state imposed tax and expendi- 
ture ceilings. 

The  text of the preliminary study as well 
as  the final report concedes the impossibility 
of showing adverse fiscal effects that  take the 
form of a lower quality of services. Thus, it 
is our conclusion that neither the report nor 
those who criticize its methodology can 
prove that  public land counties render lower 
or higher quality services or have lower or 
higher quality services because of the pres- 
ence of federal land. The  report notes the 
lack of any method to measure the quality of 
public services other than dollars spent on 
them. I t  goes further to note that there is no 
reason to believe that the relationship of dol- 
lars spent to quality of public services is any 
different for public land counties than for all 
counties. Thus, the report asserts with sub- 
stantial justification that  there is little likeli- 
hood of any bias being introduced into the 
study from this quarter. 

An analogous argument can be made with 
respect to the effect of state-imposed tax and 
expenditure ceilings. We know of no evidence 
to support the possibility that state-imposed 
fiscal constraints have an  impact clearly dif- 
ferent in public land counties than in other 
counties. Since counties in the control group, 
as well as in the public land group both face 
these types of state-imposed constraints, the 
existence of state fiscal controls would seem 
to have little relevance to the report's conclu- 
sions. 

Concern 4. The  control groups did not 
compare similar counties as claimed. 

The  report concedes that  the control 
group and test group differ in composition to 
some extent but that comparisons drawn 
state-by-state would entail an  even greater 
risk of error, namely, that  public land coun- 
ties would be compared to atypical private 
land counties. 

The  geographic distribution of the com- 

parison group, admittedly, is not perfectly 
matched with the distribution of the federal 
land counties. The  counties in the over-repre- 
sented area (southeast and northeast) are 
roughly divided, however, between those that 
spend and tax higher than counties in the 
west and those that spend and tax lower than 
counties in the west. There is a possibility 
therefore, (albeit slight) that the comparison 
method is biased because of factors which 
vary by state. 

Irrespective of any shortcomings that 
may exist in the representativeness of the 
control group, however, ACIR staff's analysis 
failed to detect a fiscal problem associated 
with the extensiveness of public land in a 
county. 

Concern 5. The  70 counties found to have 
a demonstrable tax burden should not have 
been dismissed as a "slight deviation." 

Counties with demonstrably higher tax 
burdens and lower expenditures are the focus 
of a n  entire phase of analysis. 

The  report points out that  throughout the 
analysis of both the 562 National Forest 
counties and the 1,529 public land counties 
there were counties with relatively high ex- 
tensiveness of federal land that had the fiscal 
features of counties with the denied tax base 
and imposed expenditure effects. In  order to 
determine more confidently whether federal 
lands created a fiscal hardship a special anal- 
ysis was prepared for these counties. The  
counties were examined with respect to rev- 
enue and expenditure characteristics that  
would indicate adverse fiscal effects. In this 
analysis, however, the revenue and expendi- 
ture characteristics were combined to por- 
tray what may be termed a cumulative scale 
of fiscal adversity. Specifically, the analysis 
defined fiscal hardship under several revenue 
and expenditure assumptions. At one ex- 
treme, a county was to be considered a fiscal 
hardship case if it exerted a relatively high 
tax effort and burden yet had a n  average or 
below average per capita expenditure level. 
Specifically this situation occurs when a 
county is characterized by three above 
normal revenue features (high per capita 
property tax level, plus high per capita own 



source revenue, plus high tax effort) and yet 
has only an  average or below average per 
capita expenditure level. When this test is 
applied to counties with the most extensive 
federal acreage, not one hardship case 
emerges from an  analysis of 335 National 
Forest counties and 458 public land counties 
containing the most extensive federal acre- 
age. If counties with less extensive federal 
acreage are examined a few cases of possible 
fiscal hardship begin to emerge. 

I t  may be argued that the fiscal hardship 
test is too stringent. At the other extreme, 
when the criteria are eased to one revenue 
feature-namely above average per capita 
property taxes-and no expenditure criteria 
are applied, only 95 of 458 public land coun- 
ties with 15% or more of their area being 
public land and 73 of 335 National Forest 
counties with 15% or more of their area being 
National Forest qualify as hardship cases. 

No one can conscientiously support spec- 
ial compensation to counties because they 
experience above average per capita property 
taxes. Moreover, the fact that only 20% of 
the counties with extensive public land, in- 
cluding National Forest land, experience this 
above average per capita property tax burden 
provides inadequate justification for a com- 
pensation program that benefits all 1,529 
counties with public land that now qualify for 
payment under P.L. 94-565. Hence, the Com- 

mission recommends the grant of additional 
compensation to only those counties that can 
prove hardship by meeting certain specified 
tests. 

After  a review o f  the five concerns raised 
in the minority report, the conclusions o f  the 
study remain unchanged. 

This report was drafted in accordance 
with the Commission's long standing pro- 
cedures that seek critical and disinterested 
reviews of the methodology and conclusions 
of its studies. Ample time and opportunity 
was given to those interested in the topic to 
evaluate the report. While some did not agree 
with the report the general consensus of the 
critics was very favorably disposed toward 
the report's method. Every attempt was made 
to incorporate constructive comments of- 
fered a t  the critics' session and received subse- 
quently. 

Together, the text and appendices pre- 
sent much of the data and all of the methods 
used in analyzing the data upon which the 
study conclusions are based. With this publi- 
cation, the Commission and its staff hope to 
encourage others to review the work of the 
Commission staff which led to the conclu- 
sions and recommendations contained in this 
report and to replicate and improve upon it. 

FOOTNOTES 

'A substantial judicial history supports taxing the pri- 
vate interest on public land. Most recently, in  January, 
1977, the U.S. Supreme Court upheld California's right 
to tax employees of the Forest Service on their pos- 
sessory interest in housing that  is owned by the federal 
government ( U S .  us. County o f  Fresno, No. 751262). 
Previously, while considering legislation to tax the yield 
from public forests, the legislative counsel in California 
reaffirmed the legality of taxation of the private inter- 
ests on public land citing the following cases: Forster 
Shipbuilding Company, Inc. us. County o f  Los Angeles 
(1960). 54 Cal. 2nd 450, 455. and San Pedro, Los An- 
geles and Salt Lake Railroad Company us. C i t y  o f  Los 
Angeles (1919), 180 Cal. k8, 22, 23 were cited in legisla- 
tive counsel of California memorandum #21078, October 
30, 1975. Detailed history can be found in Karl E. Wolf, 
State Taxation o f  Government Contractors, Chicago, 
IL, Commerce Clearing House Inc., 1964, pp. 213-220. 

T h e  right to tax the private interest apparently is not 
necessarily negated by compensation for the public 

property. For example, National Forest receipts are 
shared with the counties and courts have held that  
compensation is not directly in-lieu of taxes. See Georgia 
Pacific Corporation us. County o f  Mendocino, 357 Fed. 
Supp. 380 Caff'd. 515 Fed. 2nd 285, pp. 387-390; Board 
o f  Supervisors o f  County o f  Modoc us. Archer. 18 Cal. 
App. 3d 717, 725, 96 Cal. Reptr. 379, 385 (3d Dist. 1971); 
Tree Farmers, Inc. us. Goeckner, supra, 385 P .  2d a t  
651; Trinity Independent School District us. Walker 
County, 287 S.W. 2d 717, 719-723 (Tex. Civ. App. 1956). 
See also, School District No. 245 us. McCarthy, 244 Or. 
379, 418, P. 2d 817 (1966) (dissenting opinion). . . . 

T o r  a description of how California values various types 
of possessory interests including the method formerly 
employed to value the right to harvest timber see, Cali- 
fornia State Board of Equalization, Property Tax De- 
partment, Assessment Standards Division, Assessors 
Handbook: The  Appraisal o f  Possessory Interests, Sac- 
ramento, CA, Board of Equalization, 1974. 
Wational Association of Counties, County News. Wash- 
ington, DC, National Association of Counties, Vol. 9, 
No. 40. October 10. 1977. p. 1 



Chapter I 1  

The Intergovernmental 
Aspects of Federal 
Land Policy 

HISTORY OF INTERGOVERN- 
MENTAL POLICY FOR 

FEDERAL LANDS 

A t the end of the American Revolution, 
the lands extending west of the original 13 
states to the Mississippi River were claimed 
by seven of them under their colonial charters. 
From that time until 1802, these seven states 
ceded the land outside their current boundar- 
ies to the federal government. Purchases, an- 
nexations and foreign cessions from 1803 
until 1867 filled out the greatest part of the 
land now owned by the federal government.' 

During the 19th century, public policy 
was clearly directed toward transferring the 
federal land to private owners and to states. 
T h a t  view of the federal role in land owner- 
ship was consistent with the prevailing out- 
look, that  the federal government should play 
a small role in economic matters. Also its 
need for money added impetus to the policy 
of selling the federally owned land.2 

Later when Ohio (1803). Louisiana 
(1812), and Indiana (1816) were admitted to 
the Union, they received 5% (3% in the case 
of Ohio) of the funds raised from the sale of 
public domain land within their borders. This 
practice was the result of state agreements to 
accept certain conditions upon entering the 

Union and is not clearly related to the receipt 
sharing programs that  developed later. 

The  policy of transferring federal land to 
private ownership ended gradually. In 1891 
Congress enacted a system for reserving land 
from the public domain for permanent federal 
ownership. Next, the Pickett Act o f  1910 en- 
abled the President to withdraw public lands 
from those available for settlement or sale. 
The  Weeks Act o f  1911 symbolized the re- 
versal of the former policy of disposing of 
federal land. It  provided for the acquisition 
of land by the federal government. 

Another major piece of legislation, the 
Taylor Grazing Act o f  1934, defined a new 
federal land ownership policy. It  authorized 
the Secretary of the Interior to create grazing 
districts on federal land that was not already 
committed to another public use. The  prac- 
tical effects of these changes in federal law 
were clear; the federal government would re- 
main the permanent owner of a vast amount 
of the land area of the United States. 

During the same time that federal owner- 
ship became permanent, changes in forest 
land management also occurred. Alarmed by 
the decreasing forest cover, conservationists 
urged the federal government to protect this 
resource. At first private groups and local 
governments made some conservation efforts. 
Then in 1872 Congress responded with the 
creation of Yellowstone Park. 



Professional forestry practices were in- 
troduced into the federal government's land 
management a t  the same time. Late in the 
19th century the government hired an advisor 
to investigate consumption, imports and ex- 
ports of timber; to estimate future supply and 
demand; and to review means of conservation 
and reforestation. The  office of this first pro- 
fessional advisor subsequently grew into the 
U.S. Forest Service. The  combination of the 
conservation motive and the withdrawal of 
lands from settlement and sale started the de- 
bate which still continues over the proper 
ways to conserve and use the National For- 
ests and the natural resources they represent. 

The  changed posture of the federal gov- 
ernment regarding land ownership and land 
management spurred another debate as well. 
At issue was the financial consequences on 
state and local governments of permanent 
federal ownership of land. 

In 1896 a National Forest Commission, 
appointed by the Secretary of the Interior, 
recommended the creation of extensive forest 
reserves. President Cleveland acted on the 
recommendations by incorporating 21 mil- 
lion acres in 13 new reserves. A public up- 
roar followed which indicated that,  especially 
in the west, many had come to believe that 
permanent federal ownership had detrimental 
fiscal consequences on local governments. 
Some have argued that these adverse fiscal 
consequences are due to the tax immunity of 
federal land. 

Doctrine of Tax Immunity 

The U S .  Constitution does not explicitly 
mandate intergovernmental tax immunity. 
Rather, judicial precedent established the the- 
ory of dual sovereignty under which the fed- 
eral and state governments enjoy immunity 
from the taxes levied by the other.3 

The  prohibition on taxation of federal in- 
strumentalities by states originates with 
McCulloch vs. Maryland in 1819. Specifi- 
cally, the issue in this case was whether 
Maryland had the constitutional authority to 
impose a tax on a bank chartered by Con- 
gress. The Supreme Court declared the tax 
unconstitutional. Chief Justice John Marshall 
wrote that "the power to tax involves the 

pciwer to destroy. . . . If the states may tax 
one instrument, employed by the federal gov- 
ernment in the execution of its powers, they 
may tax all the means employed by the gov- 
ernment, to an excess which would defeat all 
the ends of government. This was not in- 
tended by the American people. They did not 
desire to make their government dependent 
on the states."4 

Marshall's position was that  the power to 
tax could infringe upon the authority of the 
federal government to act; thereby, making 
the government dependent upon the states. 
Such a situation would be contrary to the de- 
velopment of a federal system. Thus, he de- 
cided that  states may not impose special and 
discriminatory taxes on federal instrumen- 
talities; but may impose general and non- 
discriminatory taxes5 

Subsequent opinions of the courts ex- 
tended this tax prohibition to include all tax- 
ation by states of federal instrumentalities 
and all taxation by the federal government of 
state instrumentalities.6 While recent court 
decisions have placed qualifications on the 
immunity doctrine, states have no authority 
to tax federal instrumentalities that  Congress 
chooses to e ~ e m p t . ~  In summary, the court's 
concern is over the power to tax the federal 
government without congressional consent. 

The Call for Payments 

Local officials persistently have sought 
legislation to ameliorate the alleged adverse 
consequences of federal land ownership. The  
legislation has been of two types: first, tax 
equivalency payments to be made by the fed- 
eral government in the amount that would be 
forthcoming if the lands were subject to prop- 
erty taxes levied by the local taxing author- 
ities; and second, receipt sharing among 
recipient governments of a percentage of 
revenues derived from resource sale on or 
use of public lands. Between 1908 and 1934 
four major revenue sharing arrangements af- 
fecting federal land became law: (1) National 
Forest Revenue Act (NFRA),-this 1908 law 
is the legal foundation for the program cov- 
ered by this report, (2) Mineral Leasing Act 
(1920). (3) Taylor Grazing Act (1934), and 



(4) Reuested Oregon and California Railroad 
Grants Lands (1916) and Reconveyed Coos 
Bay  Wagon Road Grant Lands (1919).8 

In 1976 two major changes were made 
in the programs for federal land. One amend- 
ed the NFRA and the other embodied a new 
concept applicable to most federal land. The  
older as well as newer provisions are de- 
scribed below. 

National Forest Revenue Act, 1908 

In May 1908 Congress adopted the NFRA. 
I t  provides that 25% of the National Forest 
receipts will be shared with the counties con- 
taining the forest land (the actual payment is 
made to the state, which must distribute the 
payment to the localities in which the forests 
are located). The  funds are to be used by the 
recipient county for its roads and schools.9 
Some states determine the allocation between 
roads and schools, while others leave the al- 
location decision to the counties. Prior to 
1976, two additional provisions of the law 
important to the federal receipts sharing 
program were: 10% of the receipts to be used 
by the Forest Service for roads and trails 
in the National Forests while the remaining 
65% went into the U.S. Treasury; and, the 
Forest Service can require the purchaser of 
timber to dispose of slash and brush (or pay 
the Forest Service to do the job) and to de- 
posit funds with the Forest Service so that 
it can remove trees and growth from the cut- 
over area and then reforest it. The  latter 
are called K-V (Knutson-Vandenberg Act) 
funds.1° (Because this law was a major in- 
fluence on National Forests receipts it is ex- 
plained in more detail after a review of the 
other legislation.) 

Mineral Leasing Act, 1920 (MLA) 

The Mineral Leasing Act, though similar 
to NFRA, returns a larger share of receipts 
than NFRA to the states where the revenue 
originated. Also, in a departure from pre- 
vious legislation, MLA funds are used by the 
federal government to assist states with de- 
velopment of irrigation projects. MLA pro- 
vides that: (1)  50% of the mineral leasing 

receipts be returned to the states of origin for 
use in road construction and school opera- 
tions (this was raised from 37.5% in 1976); 
and (2) 10% be placed in the U S .  Treasury to 
cover administrative overhead. T h e  remaining 
amount (40% ) is directed to the Reclamation 
Fund for federal irrigation development proj- 
ects. 

Taylor Grazing Act, 1934 (TGA) 

The  Taylor Grazing Act offered a third 
approach to receipt sharing. The  provisions 
are: (1) 50% of all grazing receipts go to the 
appropriate counties without restrictions as 
to use (counties usually spend the money for 
range improvement); (2) 25% is earmarked 
by the federal government for range improve- 
ments; and (3) 25% goes into the U.S. Trea- 
sury. When Congress amended TGA in 1947, 
the percentage distribution was varied by 
type of grazing land (e.g., grazing district, 
an isolated tract, and ceded Indian land). Re- 
gardless of the exact percentages, range im- 
provement, roads, and schools are the bene- 
ficiaries of the TGA receipts. 

Revested Oregon and California 
Lands, 1916 (O&C) and Coos Bay 

Wagon Road Grant Lands, 1916 
(CB WR) 

Two laws cover land that  the federal gov- 
ernment repossessed after transferring it 
to private ownership. Since the land once was 
privately owned, local jurisdictions had 
levied taxes on it. When the federal govern- 
ment regained ownership, it agreed to make 
payments in lieu of taxes only from revenues 
generated from the land. 

T h e  provisions for the O&C lands are: (1) 
50% of the revenues are returned to the 
county without restrictions on use; (2) 25% 
of the revenues are set aside for road con- 
struction, tree planting, and the like; and (3) 
25% of revenues go to the U.S. Treasury. 

T h e  two counties with CBWR land receive 
federal funds through a payment in lieu of 
taxes program, but i t  differs from the O&C 
program. Counties collect amounts equivalent 
to, and in lieu of, property taxes, up to a max- 
imum of 75% of the revenue generated by the 



Figure 1 

CLASSIFICATION OF FEDERAL RECEIPT SHARING PROGRAMS BY PERCENT OF 
RECEIPTS PAID TO STATE OR LOCAL GOVERNMENTS AND USE OF PAYMENT 
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Publ~c Land Law Rev~ew Cornm~ss~on July 1968 



property. The CBWR lands are assessed at 
least every ten years by a three-person group 
composed of a county assessor, a Department 
of Interior assessor, and an unaffiliated third 
person. 

A m e n d m e n t  t o  t h e  N F R A ,  1976 

In October 1976 a simple but significant 
amendment to the NFRA became law. Pur- 
chasers of timber had been required to make 
the initial outlays for the costs of many of the 
access roads required to harvest the timber. 

Procedurally, was that the sale price of 
the timber was set on the assumption that 
there already was access. Before the pur- 
chasers actually paid for their purchases, 
however, they were given credit for the esti- 
mated costs of building the roads. As a result, 

the cash receipts to the federal government 
were less than they would have been by the 
amount of the costs of building access roads. 
Since the counties shared in cash receipts, 
this procedure deprived them of 25% of the 
costs of building access roads. The new law, 
P.L. 94-588, simply requires that 25% of the 
gross sale price will be shared with the coun- 
ties. At this writing it is estimated that this 
provision will increase payments to counties 
by $60 million and reduce federal receipts by 
a like amount. 

The G u a r a n t e e d  Minimum 
P a y m e n t  L a w - P a y m e n t s  in Lieu 

o f  T a x e s  A c t  o f  1976 

Also in October 1976, Congress enacted 
a new payment law covering not only the Na- 

Figure 2 

CLASSIFICATION OF FEDERAL PAYMENT IN LIEU OF TAXES PROGRAMS 
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SOURCE: EBS Management Consultants, Inc.. Revenue Sharing and Payments in Lieu of Taxes on the Public Lands. Washington. DC. 
Public Land Law Review Commission, July 1968; and U.S. House of Representatives. Committee on Interior and Insular Affairs. 
Payment in Lieu of Taxes Act. Report to Accompany H.R. 9719. 94th Cong., 26 sess., Washington. DC, U.S. Government 
Printing Office. May 7. 1976. 



tional Forest land but other open space fed- 
eral land as well. 

P.L. 94-565 provides that each county 
will receive an additional 10t per federally 
owned acre over the combined payment under 
all payment programs (including the National 
Forest Revenue Act program), or 756 per fed- 
erally owned acre, whichever is greater. The 
756 and 106 per acre standards are modified 
for counties with small populations by setting 
a maximum per capita payment. Forty-five 
population categories are established. For 
counties with populations under 5,000 the 
limit is $50 per capita. At the other extreme, 
the limit is $20 per capita for counties with 
populations over 50,000. No payment under 
P.L. 94-565 may exceed $1 million. 

Other Payment Programs 

Looking a t  the broad scope of federal 
land-related payment programs, there are 
currently 25 federal reimbursement pro- 
grams that distribute money to state and local 
units which contain federal property. Of 
these, 21 are designed to compensate for the 
loss in potential tax revenue associated with 
tax exempt federal property and to provide 
additional revenues to state and local gov- 
ernments. '1 

The 25 programs are listed in Figures I 
and 2.12 Figure 1 sorts the revenue sharing 
programs by percent of revenue shared and 
by use of payment; Figure 2 sorts the tax 
equivalency programs by determination of 
tax payment and by use of payment. In this 
table, programs are defined as "tax equiva- 
lency" if tax rate and valuation factors are 
part of the payment formula; virtually no pro- 
gram seeks to pay an amount exactly equiv- 
alent to a tax. 

Three general conclusions can be drawn 
from these tables. 

First, Congress is more willing to share 
receipts from federal land than to adopt a 
tax-like obligation. Fourteen of the 25 
programs are receipt sharing rather than 
payment in lieu (this includes four of the 
five major programs). 

Second, Congress is more inclined to 
favor payment for specific uses than for 

general uses. Ten of the programs direct 
the federal funds to roads and schools, 
while 15 send the money to states and 
counties without specifying the use of 
the funds, but in dollar terms, the specif- 
ic use funds bulk far larger in amount 
than general use funds. 

Third, receipt sharing reflects the part- 
nership approach because the federal and 
local governments divide the revenues 
earned; the federal government most of- 
ten shares receipts in the 25% to 50% 
range, although some shares are as little 
as 5% and some as much as 90%. 

The Federal payment system is a patch- 
work of uncoordinated programs. Trees cut 
in three different counties could generate 
revenue under three different sharing formu- 
las one or more of which may serve neither 
taxpayer equity nor the financial needs of the 
recipient jurisdictions. 

State Compensation for 
State-Owned Property 

The states themselves frequently hold 
extensive acreage including state forests. It 
is useful therefore to analyze what provisions 
states make for compensating a local gov- 
ernment for substantial state-owned acreage. 

ACIR surveyed the 50 states to determine 
their practices with respect to compensating 
local governments for the existence of state- 
owned property (Table 2). Financial pay- 
ments are made to local governments based 
on one or more categories of state-owned 
land in 33 states. Local taxation of some 
state-owned property is allowed in 16 states. 
Fourteen states neither provide financial 
compensation nor allow local taxation. 

When states adopt payment programs or 
allow local taxation, they seldom provide for 
full coverage of all state property. In most 
cases only a small, select category of prop- 
erty gives rise to a payment. 

Payment Programs 

State programs may be classified under 
four categories: 



Table 2 

STATE PAYMENTS FOR AND LOCAL TAXATION OF STATE PROPERTY, 1976 

State 

U.S. Total 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 

Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 

Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

a~~ = No Answer. 

State Payment 
Program 

3 3 

Local Taxation 
Permitted a State 

State Payment Local Taxation 
Program Permitted a 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Source ACl R survey of the states. 1976 

Tax Equivalency-21 States. The  broad- 
est aid program of this type would set the 
payments to offset exactly the taxes that  
would be received from the property if it 
were in private ownership. Few if any 
state programs completely match this 
description; that is they do not attempt to 
pay a full tax equivalency. For purposes 
of this presentation, however, programs 
which use valuation and tax rate factors 
in determining the payment were placed 
in this category. 

Receipt Sharing-18 States. Programs 

which return a portion of the receipts the 
state earns from its property. 

Flat Per  Acre Payment-Seven States. 
Programs which pay a fixed amount per 
acre of state land. 

Other. Any other payment program. 

A variety of property classifications are 
used to distinguish which properties entitle 
localities to payments. Distinguishing factors 
include the use of the property, the agency 
responsible for it, and the relative extent of 



State None 

U.S. ~ o t a l ~  1 7  

Alabama X 

Alaska X 

Arizona X 

Arkansas 
California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

l llinois 

Table 3 

State Programs To Compensate Local Governments for State Property, 1976 

Tax Receipt Flat Per FY 1975 
Equivalency Sharing Acre Amount Other Expenditure 

(TE) (RS) ( 0 )  ( d o ~ l a r s ) ~  Description of Eligible State Property 

-0- Forests (0)  
N A Lands acqu~red for forest purposes 

(TE) 
N A Lands acqu~red for highway purposes 

(RS) 
N A Lands acquired prlor to 1949 for 

wildlife manaqement purposes wh~ch 

produce Income and after 1949 
whether or not they produce income 

(TE) 
N A Tidal and submerged land or lands on 

wh~ch mineral rights were reserved 

(RS) 

2.100 Forests (RS) 

N A All property except highways and 
br~dges (TE) 

N A Some prlson farm land tn Bradford 
County (TE) 

60.000 All land in counties if in excess of 

20.000 acres i f  that county receives 
no revenue d~rectly from the land 

(TE) 

N A Land acqu~red for parks and forests 

(RS) 
76.500 Univers~ty of Illmocs property used 

for Income producing purposes or 
leased to staff members (TE) 



lndianad 
Iowa X 
Kansas 

Kentucky X 

~ouisiana~ 

Maine X 

Maryland 

Massachusetts 
Michigan 

Minnesota 

~ i s s i s s i ~ ~ i  
~ i s s o u r i ~  
Montana 

Nebraska X 
Nevada X 

All lands of Education Department 

(TE) 

Forests (RS) 

Any type agreed to by a state agency 

(TE) 

Lands contalntng mmeral leases (RS) 

Land acqu~red for Green Acres 

and waterway programs (TE) 

State bulldlngs In Trenton New 

Brunswlck and Ewlng Townshlp ( 0 )  

Forests, parks, scenlc preserves. 

parkways, and recreat~on areas (RS) 

All property (TE) 

Lands controlled by the State MIII- 

tary Board (FIA)  
Department of Natural Resource land 

when sold (RS) 

State tax homestead, swamp lands. 

and lands under Department of 
Natural Resources control (FIA)  

Lands deeded to Unlted States for 

Sleepmg Bear Dunes Natlonal 

Lakeshore (TE) 
Lands dedlcated as wilderness wild 

or natural areas under control of 
Department of Natural Resources 

(TE) 

Game and flsh lands (RS) 

Forest lands (RS) 

Conservation area lands (RS) 
All land admlnlstered by the Natural 

Resource Department (FIA)  
Lands held In trust due to tax for- 

fltures (RS) 

Parks and forests (RS) 

Forest cropland (FIA)  

Acqulred forest land (RS) 
Grazlnq land ~f more than 6% of 

County area (FIA)  



Table 3 (cont.) 

State Programs To Compensate Local Governments for State Property, 1976 

Tax 
Equivalency 

State None (TE) 

Receipt Flat Per FY 1975 
Sharing Acre Amount Other Expenditure 

(RS) ( F I N  ( 0 )  (do~lars)~ Description of Eligible State Property 

New Hampshire 

New Jersey 

New Mexico 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 
Oregon 

Pennsylvania 

Acquired land for parks and 

recreation (TE) 

Forest land (RS) 
Forest land (TE) 

Land acquired by Port of New York 

Authority (TE) 

Some land acquired by Board of 
Conservation and Development (FIA) 

Some land owned by Palisades. In- 

terstate Park Commission (TE) 
Some land acquired for Round Valley 

Reservation and Spruce Run Res- 
ervation (TE) 

Land in cities of 75.000 or more i f  

value is over 25% of clty total (TE) 

Lands donated for forests or 

parks (RS) 
Timberland (RS) 

Acquired forest lands (RS) 

Land under the control of Commls- 
sioner of Fish and Game (TE) 

Land adjacent to certain lakes (RS) 
Land held by the Divls~on of Wildlife 

(TE) 
Forests (RS) 

Forest land (RS) 
Lands under the control of the Game 

Comm~ss~oner (TE) 

Acquired lands for flood control (TE) 

Acquired lands for recreation. con- 
servation and h~storlcal purposes (TE) 

Forests (FIA) 



Rhode Island 

South Carolina 

South Dakota 

Tennessee X 
Texas X 
Utah 

Vermont 
Virginia X 
Washington 

West Virginia X 

Wisconsin 

Wyoming X 

76,100 Reservoir land acquired by State 
Water Resources Board when in ex- 

cess of 25% of value of all real prop- 
erty (Big River and Wood River Res- 

ervoir land) ( T E ) '  

N A Forest lands and park lands (RS) 
N A Public Service Authority lands ac- 

quired befare 1950 ( T E )  

N A Forestry Commission lands (RS) 
N A Lands lying outside of incorporations 

under Board of Charities and Cor- 
rections and Board of Regents (TE)  

N A School land ( T E )  

300 Land managed by Wildlife Division 

(TE) 

N A Forests and parks (RS) 

6.11 3.000 Forests (RS) 

261.500 Harbor areas and tidelands within an 

established port district (RS) 

1 19.500 Game lands over 100 acres ( T E )  

N A Forests and parks (RS) 

N A Agency or institution land ( o ) ~  

273,100 Forest. huntmg and fishing grounds 

(F/A) 

3,749,950 State buildings ~f a significant portion 

of total values (TE) 

a NA ' No Answer 

b The number of programs rather than the number of  states wlth programs are totaled The text sumrnarlzes the number of  states whlch have the varlous types of  programs 

c Program author~zat~on exists but no payments have ever been made 

d These states d ~ d  not complete the AClR survey lnformat~on for this report IS taken from a 1967 survey conducted lor the Publ~c Land Law Revtew Cornmlss~on 

e Voluntary agreements rather than formula bases for calculating payments 
f Declmng payments over 25 years beglnnlng In 1963 

g Payments made to flre d~strtcts only 
SOURCE AClR survey of  the states 1976 and EBS Management Consultants Inc Revenue Sharrng dnd Payrnenls rn Lieu of Taxea on the Publrc Lands Wash~ngton DC Publtc 

Land Law Rev~ew Cornm~ss~on Julv 1968 



the property in a locality. Table 3 shows the 
programs by state and indicates the types of 
property included in each program. Property 
types include state parks and forests, wilder- 
ness areas, highway access, and recreation 
sites. 

Local Taxation 

The same kind of distinguishing features 
used in payment programs are employed to 
determine which state property may be taxed. 
Sixteen states permit some local taxation of 
state property. Five states subject state for- 
ests (as a separate category) to local taxa- 
tion, four of the five also single out state 
parks. Table 4 describes the categories of 
state property that local governments may 
tax, and shows additional information about 
local taxation of state property. 

In general all county, school district, and 
municipal governments may tax when local 
taxation is allowed. In Arkansas and Minne- 
sota, however, only the county may tax; Ne- 
vada excludes special districts from taxing 
authority; New Hampshire, Vermont and Vir- 
ginia allow only school districts to tax two of 
the three types of taxable state property. 

When states allow localities to tax state 
property they usually have permitted the 
local authorities to assess the property. Only 
Michigan and New York place assessing re- 
sponsibility for state property a t  the state 
level. 

In subjecting state property to local as- 
sessment, the state usually requires that its 
property be assessed a t  the same level as 
comparable private property. Arkansas, Ver- 
mont and Virginia, however, put some restric- 
tions on the assessment level that  may be 
used. 

FEDERAL GOVERNMENT 
PROGRAMS IN CANADA 

Both the federal and provincial govern- 
ments have programs to compensate local gov- 
ernments for services to public property.13 
Since 1950, the federal government has made 
grant payments to local governments on na- 
tionally owned real property. The  British 
North America Act, Canada's counterpart to 

the U.S. Constitution, provides for intergov- 
ernmental tax immunity. In 1950 the Cana- 
dian federal government began making pay- 
ments to local governments in lieu of property 
taxes under an  Order in Council which was 
the forerunner to the current law, the Munic- 
ipal Grants Act. At first, local governments 
were eligible only if the value of the federal 
property equaled a t  least 4% of the total value 
of the federal and locally taxable property. In 
1955 this threshold was lowered to 2% and in 
1957 it was removed. T h e  basic concept that  
lay behind the grant system was that  the tax 
exempt status of the federal property caused 
a financial burden to the locality since local 
government services were required by the fed- 
eral property. 

The Program 

The  grant in lieu program applies to a very 
wide variety of government real property 
holdings including office buildings, post of- 
fices, research laboratories, defense establish- 
ments, harbour properties, airports, exper- 
imental farms, penitentiaries, fish hatcheries, 
police detachments, military hospitals and va- 
cant land. T h e  payments are limited to real 
property, but this restriction is not important 
since personal property taxes are virtually 
nonexistent in Canada. In the 1977-78 fiscal 
year, it is estimated that total payments under 
the Municipal Grants Program will be $111.5 
million. Total revenues of local governments 
in Canada from property taxes are approxi- 
mately $6 billion. 

The  program may be outlined as follows: 

Grants Rather Than Taxes. The  Mu- 
nicipal Grants Act does not admit a tax pay- 
ing responsibility of the federal government; 
the law is careful to define the payments as 
discretionary grants rather than as taxes. In 
accordance with this legal concept, munic- 
ipalities must submit annual applications 
for the grants. 

Tax  Equivalency With Exclusions and 
Limitations. The  spirit of the law is to make 
payments in lieu of taxes. The  payments, 
however, do not necessarily represent full tax 
equivalency. Certain types of government- 



owned property are excluded from coverage 
under the act. Most properties are eligible for 
grants but even in these cases the payments 
may be less than a full tax equivalency. 

Excluded properties. The  categories of 
excluded properties are: 

1. Exempt are undertakings for the conser- 
vation, irrigation, reclamation, rehabili- 
tation. or reforestation of land. 

2. Parks, monuments, museums, Indian land 
reserves are also excluded. 

3. Improvements not designed to shelter 
people, plant, or moveable property are 
not included. Examples include wharves, 
retaining walls, and aircraft runways. 

4. Buildings, other than family housing a t  
defense establishments, but only if the 
establishment is largely self-sufficient 
regarding public services. Grants are 
paid on all land a t  such bases. 

5. The  value of the private interests on the 
federal property that  a municipality could 
tax are excluded regardless of whether 
the municipality actually taxes the private 
interests. For example, the value of prop- 
erty leased to tenants who are taxable in 
respect to their occupancy is deducted 
from the value of the federal property in 
computing the grant. Canadian provinces 
empower their municipalities to tax 
private occupants of government proper- 
ties, that  is, occupants with leasehold 
interest, and such properties are there- 
fore excluded from grants. 

6. Buildings and lands associated with the 
Houses of Parliament are excluded from 
the regular grant program. Instead spe- 
cial annual grants are made to Ottawa as 
reasonable compensation for services 
provided by the host city. 

7. Government enterprises, known as 
"Crown Corporations", numbering about 
55 and including the National Railways 
and Air Canada, are excluded from the 

Municipal Grants Act. They, however, 
pay grants (or actual taxes in a few cases 
where intergovernmental immunity does 
not apply) to local governments under 
separate legislation. 

Adjustments to Full Tax Equivalency 
for Included Properties. For those cat- 
egories of federal property subject to 
grant, the grant may be based upon a 
tax rate which is less than the full tax 
rate if the federal government provides 
local services a t  its own expense. Reduced 
rates apply mainly to defense properties. 

Eligibility. The  program covers inde- 
pendent taxing jurisdictions providing local 
government services. Thus, more than one 
taxing authority may receive grants for the 
same federal property. This occurs most often 
in Quebec where school commissions are em- 
powered to levy and collect school taxes. In 
all, approximately 2,500 taxing authorities 
are beneficiaries of the grant program. This 
includes almost one-half of the total number 
of municipalities in Canada. 

There are some situations in which the 
provinces levy property taxes to finance the 
cost of services usually provided by munic- 
ipalities and in these cases the provinces be- 
come eligible to receive federal payments. 
Typically this occurs in the areas with no real 
local government, or where provinces have 
taken over complete responsibility for school 
financing (New Brunswick a n d  Prince 
Edward Island). In 1975-76, $2.7 million of 
the $79.4 million total was distributed to 
three provinces and to the Yukon and North- 
west Territories. 

Administration 

T h e  Municipal Grants Division of the 
Canadian Department of Finance adminis- 
ters the program with a professional staff of 
18. The  administrative task is set in motion 
by the annual application process. In apply- 
ing for a grant, each municipality submits 
the assessed value of each federal property 
and provides information concerning total 
taxable property assessments, the municipal 
budget, and tax rate. If there is any reason 



State 

U.S. Total 

Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

low. 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

a~~ = No Answer 

Table 4 

LOCAL TAXATION OF STATE-OWNED PROPERTY, 1976 

Local Taxation Jurisdictions Which May Tax State Property State or Local Assessed At The Type 01 State Property 
Permilled In Assessment Same Level as Subject to Local Taxation 

Some casesa Other Properly 
County Munici- School Special State Local Yes No Forests Parks Other 

pality District 

X X X X  
x X 

Land leased for agn 

cultural production 

X X X X  X  

X  

Game farm 

Acqulred game lands 

X X X  a Flsh and game 

property tf subject to 

taxatton when 

acqu~red 

''state o ~ t ~ c ~ a ~ r  belleve but do no, know mat state land Is assessed at the same level as privately owned land 

 h he assessed value at ttme ol acqulrmon 85 taxable 

*only rome parkr may be tared 

e ~ n l y  m extremely unusual circumstances 

'School Ol l l r lc t l  may tax properly type Ill but not type 12) 

5 gCertaln S ~ I W C B  charges only Few localltler "re this p rov~von  

h ~ n l y  school d~str8ctr may tax property types ( I )  and (3) all pr lod~ct lonr  may tax type 121 

Source ACtR Survey of the stater 1976 

b The portlon o f  the 

value 01 property In 

excess 01 17% of 

other property (only 

Carson C!ly qual i f~es) 



Table 4 (cont.) 

LOCAL TAXATION OF STATE-0 WNED PROPERTY, 1976 

Local TaxaUOn Jurisdictions Which May Tax State Property State or Local Assessed A1 The Type 01 State Property 
Permitted In Assesment Same Level as Subjecl to Local Taxation 

Same casesa Other Property 
County Munici- School Special Slate Local Yes No Forests Parks Olher 

P.W Mstrict 

New Hampsh~re 

New Jersey X 

New Mexico 

New York x 

North Carolma X 

North Oakola 

Ohio 

Oklahoma 

Oregon 

Pennsylvanoa 

Rhode Island 

South Carolina 

Soulh Oakola x 

Tennessee 

Texas X 

Ulah 

Vermonl 

Virginla 

Washington 

West Virginia 

Wisconsin 

Wyoming 

Those lands exceed 

mg 9% of the aggre 

gate In a munic8pnlilv 

Propert~es devoled 

to other than pre- 

dom~nant public 

purpose 

H~ghways 

Property leased or 

held by a person 

whose real property 

11  any 1s sublect to 

ad valorem laxal~rm 

and to mun~cp,li 

charges 

1 Farms uslnq con 

vlct labor 

2 Unwersly 0 1  

Texas endowment 

land not used by Ihe 

unlverslty 

All 

X x Game lands 

1 Res~dent~al prop- 

erly held by educa- 

tallona ~ns t~ lu t~ons  

2 Property held by 

the lnvestmenl board 

3 Agr~cuilural land 

Game and lrsh 



for federal officials to believe that the assessed 
values might be out of line with those for tax- 
able properties, a field visit is made to the 
municipality by one of the federal appraisers. 
T h e  principal purpose of such a visit is to ob- 
tain information (which is kept in strict con- 
fidence) about the values of taxable buildings 
in the municipality. Where it is felt that fed- 
eral properties are valued in excess of the val- 
ues of other comparable properties every ef- 
fort is made to reach agreement with the local 
assessor. The final decision for determination 
of values upon which the grants are paid, 
however, rests with the federal government. 

No hearing or appeal procedure is pro- 
vided. This is consistent with the concept of 
the law that no right of taxation is conferred 
to the local jurisdictions by the act and that 
the payments are grants. The  Municipal 
Grants Division considers it very important, 
however, to maintain close working relation- 
ships with municipal and provincial officials. 
With such relationships the central staff can 
be kept small. If the program provided for 
formal adversary proceedings, federal officials 
believe that its administration would become 
much more complex and that the cost of pro- 
cessing payments would increase greatly. 

Much of the time of the small staff is de- 
voted to on-site inspections with particular 
attention to valuing new federal construction 
and property acquisitions, and to reassessing 
existing facilities to new base levels estab- 
lished by municipalities. Federal property in 
approximately 350 municipalities is inspected 
each year. 

PROVINCIAL GOVERNMENT 
PROGRAMS IN CANADA 

The provinces have addressed the prob- 
lems caused by their owning tax exempt land 
by adopting payment programs and in some 
cases by permitting local governments to tax 
provincial property. The  categories that 
usually remain exempt include legislative 
buildings, parks, vacant land, conservation 
and reforestation areas, and highway lands. 
Most of the extensive provincially owned tim- 
ber land is not eligible for payments since the 
provinces provide the local services to most 
areas outside of incorporation. 

The  provincial governments pay grants 
to compensate for their tax exempt property. 
In 1976, the grants amounted to $23.9 mil- 
lion on $1.5 billion of assessed value. (Com- 
plete information on assessed values or grants 
in lieu was not available for Alberta, North- 
west Territory, Ontario, Nova Scotia, Prince 
Edward Island, or Newfoundland.) 

Each of Canada's ten provinces and two 
territories has a compensation program for 
public lands. Nine reimburse municipal gov- 
ernments for provincial lands through a tax 
equivalency formula, while three make pay- 
ments that  are not based on the assessed or 
market value of the public land. Table 5 
shows the current payment in lieu programs 
and the municipal taxation practices of the 
Canadian provincial and territorial govern- 
ments with respect to their property. Four 
of the ten provinces permit municipal taxa- 
tion of some of their property. 

A REVIEW OF STUDIES ON 
COMPENSATION FOR 

FEDERAL LAND 

Because the question of compensating for 
the fiscal consequences of permanent federal 
ownership of vast amounts of land has been 
alive in Congress for so long, there have been 
several formal studies of the issues involved 
and of alternative compensation policies. 
Each dealt with the broad question of federal 
tax immunity concerning nearly all forms of 
federal property ownership. 

The  intergovernmental effects of federal 
property ownership have been a major sub- 
ject of five studies. The  conclusions and rec- 
ommendations of each are recounted in this 
section to enable the reader to review them in 
detail. 

Federal Real Estate Board14 

This group was created to analyze the 
fiscal problems associated with federal acqui- 
sitions of land. According to the Executive 
Order creating the board, "The Federal Real 
Estate Board shall study, and make appro- 
priate recommendations regarding, the situa- 
tion in different communities adversely af- 
fected by the loss of tax revenue on land pur- 



Table 5 

CANADIAN PROVINCIAL GOVERNMENT TAX AND GRANT PRACTICES ON 
PUBLIC LANDS, 1976 

Taxation of 
Provincial Property In Lieu of Tax Payment 

Province Permitted Tax Equivalency Other 

Alberta X X 
British Columbia X 

Manitoba X 

New Brunswick X X 
Newfoundland X 

Northwest Territory X 

Nova Scotia X 

Ontario X X 

Prince Edward Island X X 
Quebec X 

Saskatchewan X 

Yukon Territory X 

Total 4 9 3 
SOURCE: Provincial Directors of Assessment. A Report Prepared for the 1976 Conference of Ministers ol Mun~cipal Affairs. New Bruns- 

wick, Canada. Provincial Directors of Assessment, 1976. 

chased or acquired by the federal govern- 
ment" (E.O. 8034 January 14, 1939). 

T h e  board also considered the effects of 
the federal ownership of public domain land, 
land that  never has been privately owned. 
Representatives of nine federal agencies 
formed the board membership. 

T h e  report published in 1943 sets out 
some general principles that  should guide the 
federal government's responsibility concern- 
ing all categories of land ownership and then 
separately examines the categories, one of 
which includes the National Forest land. The  
problem caused by federal ownership is re- 
lated to the tax exempt status of the federal 
property according to the report. The  study 
first considers whether the proper federal 
role should be to make tax equivalency pay- 
ments for its property. In  rejecting this ap- 
proach, the report makes several points. One 
is that special services are given locally by 
the federal government, such as fire protec- 
tion, watershed protection, and road con- 
struction. T h e  report also observes that  some 
federal land requires less than the normal 
level of public services. Finally, with respect 
to administration, the report foresaw diffi- 

culties with valuing land and accounting for 
varying tax practices among the states. 

T h e  study adopted four general princi- 
ples by which the payment programs may be 
formulated. 

1. Each class of real estate, according 
to the general character of its use, 
should be considered separately. In 
view of the variety of conditions un- 
der which federal real estate is held 
and operated, no blanket formula 
could possibly bring about the de- 
sired balance between the local and 
federal interest. 

2. The  amount of the federal contribu- 
tion should take into consideration 
the extent of actual tax loss, the ben- 
efits to the local community from fed- 
eral ownership, and the effect of fed- 
eral ownership on requirements for 
services of state and local govern- 
ments. A related factor in special 
cases may be the revenue producing 
character of the property. 



3. Where the determination of the ac- 
tual tax loss and other factors with 
respect to each taxing district con- 
cerned is difficult or impossible, and 
where the real estate in question is 
revenue producing, contribution on a 
receipts sharing basis is a practic- 
able alternative. The portion of re- 
ceipts to be contributed in support of 
s&& m d  local government in such 
cases should be so determined as to 
achieve on the average an approxi- 
mate balance between tax losses on 
account of federal exemption on the 
one hand and cash contributions and 
other benefits connected with fed- 
eral ownership of the particular class 
of real estate on the other, taking into 
account also any changes in require- 
ments for local governmental serv- 
ices. 

4. Federal contributions ought not be 
made to specific local jurisdictions in 
such a way as to impede reforms in 
the organization and functioning of 
local government. Accordingly, such 
contributions should be payable to 
the successors of existing units re- 
sulting from consolidations or reor- 
ganizations, or to equivalent admin- 
istrative subdivisions under direct 
state operation like the "unorganized 
territory" of northern Maine. 

In the section concerning forest land, the 
study considered six criticisms of the pay- 
ment system: 

1) the wide fluctuation from year to year in 
the amounts paid to individual counties; 

2) the distribution of the receipts earned in 
each forest among the counties on an  
acreage basis; 

3) the difference between payments and 
taxes lost; 

4) the fact that when the forest acquires 
land by trading rather than purchasing, 
the revenues from the acquired land are 
not subject to the 25% sharing provision; 

5) the restriction on the use of the money 
-roads and schools may not be the best 
use of the funds in all counties; and 

6) the lack of consistency between the pay- 
ment dates in several related programs. 

To achieve stability in the level of pay- 
ments the board recommended the use of a 
moving five-year average; that is paying 
counties 25% of the average receipts over the 
past five years. Regarding the second objec- 
tion, the board concluded that it was inequit- 
able to allow the counties with less productive 
land within a National Forest to share in re- 
ceipts earned from more productive land 
elsewhere in the forest. The inequity cited 
was that if the land were privately owned the 
counties with less productive land would re- 
ceive less tax income. To correct the inequity, 
it was recommended that the sharable re- 
ceipts be apportioned among counties within 
a forest based on the relative value of stand- 
ing timber each county contains. 

On the question of the adequacy of pay- 
ments, the study made a distinction between 
public domain land and acquired land. The re- 
port observes that public domain land has 
never been taxed, and that "the whole struc- 
ture of local government has been built 
around these lands without the benefit of 
such taxes." The report implies that the taxes 
that could be earned from this land should not 
be considered as actual lost taxes. The study 
concluded that there is no reason to increase 
the level of payment with respect to lands 
from the public domain. 

Federal acquisition of privately owned 
land, however, causes a subtraction from the 
tax base and deserves different treatment, 
according to the study. Since much of the for- 
est land the government was acquiring at  the 
time was recently cutover, there was often 
little revenue to be shared under the 25% 
provision. Accordingly, for this problem the 
board recommended that a partial tax equiv- 
alency payment be made for a limited number 
of years. The recommended procedure would 
calculate the payment by multiplying two- 
thirds of the average rural tax rate by the 
value of the acquired land. Two-thirds rather 
than a full tax equivalency was justified by 



the fact that  federal ownership brought im- 
mediate benefits to the community, especial- 
ly liquidation of tax delinquency. The  rec- 
ommended temporary nature of the tax equiv- 
alency was related to the fact that under fed- 
eral management, the acquired cutover for- 
ests would become productive and there would 
be receipts to share. When the forests become 
fully productive a tax equivalency payment 
is no longer justified, according to the study. 
This  same procedure should be employed to 
respond to the fourth objection described 
above; that land acquired through trading did 
not pay 25% of the revenues it earned. 

Regarding the restriction of the use of 
the funds to roads and schools, the report 
concluded that the procedure is inequitable. 
In some cases, better use of the funds could 
be made if they were devoted to other public 
purposes. 

The  last objection to which the board re- 
sponded was the lack of consistency in pay- 
ment dates. The  board simply recommended 
that the dates be made consistent. 

Hoover Commission-Council of State 
Governments15 

T h e  Commission on Organization of the 
Executive Branch of Government (Hoover 
Commission) reviewed federal-state relations 
but did not address the federal land question. 
However, the commission contracted with the 
Council of State Governments (CSG) for a 
study which included a section on tax immun- 
ity. T h e  review was forwarded directly to 
Congress in March 1949. 

The  CSG report noted that the debate on 
the effects of tax immunity was difficult to 
settle for several reasons. 

1. While federal ownership restricts the tax 
base, the argument is also made that if a 
substantial portion of federal land were 
available to the private market there 
would be a substantial decrease in the 
value of similar land already in private 
ownership. Divestiture of federal land 
might result in only a slight net gain in 
values. 

2. T h e  net gain in local revenues might be 

offset by the costs to local governments 
of extending public services to land com- 
ing into private ownership. 

3. Because most federal public domain 
never has been available for local taxa- 
tion there is a question whether its pres- 
sent status has had any adverse local tax 
impact. 

4. Some of the federally owned land would 
be exempt in any case, because it would 
be owned by states and localities for use 
as parks, watershed and the like. 

CSG concluded that further action deal- 
ing with the effects of tax immunity could be 
expedited only if officials of the states and 
the national government would agree on 
basic principles. CSG noted that many major 
philosophical issues remained unresolved. 

Bureau of the Budget 
 recommendation^^^ 

In April 1949, officials of federal, state 
and local governments met for a conference 
on intergovernmental fiscal relations. At the 
conference the Bureau of the Budget was 
asked to develop comprehensive recommen- 
dations on the subject of payments to state 
and local governments which have had prop- 
erty removed from the tax base because of 
acquisitions by the federal government. T h e  
bureau made its recommendations in August 
1951, in the form of a bill and an  accompany- 
ing report explaining its recommendations, 
Executive Communication No. 722. Several 
kinds of federal property were excluded from 
consideration. Property that would not qual- 
ify for payments under the bill included all 
public domain land and any other real prop- 
erty that was acquired before 1946 or some 
other specified date. Accordingly, the recom- 
mendations would have affected only a small 
fraction of National Forest land. 

For the property included, the bill estab- 
lishes a series of classifications which divide 
the property according to its use. Adminis- 
tratively determined payments would be made 
for three groups of property: (1)  properties 
serving broad national or regional purposes; 



(2) resettlement and certain defense housing 
projects; and (3) other property upon which 
payments being made according to other pro- 
grams were phased out. The  payments would 
be based on a tax equivalency adjusted for the 
services provided to or furnished by the fed- 
eral government. Special payments for cases 
in which the federal ownership caused a hard- 
ship were also provided for in this bill. 

Two groups of properties were exempted 
from payments: (1) properties used for pur- 
poses that would make them exempt from 
taxes in private ownership; and (2) proper- 
ties used primarily for services to the local 
public. Finally, there were three groups of 
properties for which consent to local taxation 
was given: (1) properties held pending the 
disposition of certain business transactions; 
(2) properties leased or sold to private per- 
sons under conditional sale contracts; and 
(3) properties already subject to taxation 
which the owning agency decided should con- 
tinue to be subject to taxation. 

Commission on 
Intergovernmental Relations 
(Kestnbaum Commission)l7 

The Kestnbaum Commission was estab- 
lished in 1953 and reported in 1955. Its re- 
port concludes that the tax immunity of 
federally owned property has reduced the tax 
base of many communities with a particularly 
severe impact in communities where the fed- 
eral property is a large portion of total prop- 
erty. The  commission's recommendations 
did not directly address the matter of Na- 
tional Forests. T h e  commission referred to 
the report of its Study Committee on Pay- 
ments in Lieu of Taxes and Shared Revenues 
and stated that this report provides a sound 
basis for Congress to develop a program. 
Accordingly, the committee's report is re- 
viewed here. 

The  committee's report considers two 
broad categories of federal properties; those 
for which shared revenue payments are made 
and those for which there are no such pay- 
ments. Since the eight detailed recommenda- 
tions made concerning the latter category do 
not affect the National Forests, they are not 
summarized here except to say that the 

framework for establishing the recommenda- 
tions was the property tax system but that  a 
simple tax equivalency approach was rejected 
due to (a) the diverse nature of the property, 
(b) the fact that  the federal government "self- 
serviced" some of its property, and (c) the 
varying impacts of tax equivalency payments 
upon the local tax base. 

Turning to the matter of the National For- 
ests the committee concluded. "the present 
revenue sharing arrangements on national 
forests are operating to general satisfaction." 
T h e  present arrangements were found to be 
particularly satisfactory with respect to the 
vast area of lands from the public domain. 

The  four recommendations made by the 
committee respond to the problem areas the 
committee's study uncovered: 

1.The proposal to calculate the payments 
based on a five-year moving average was 
designed to provide greater stability in 
the payments and would facilitate budget- 
ing by the counties. 

2. The  recommendation to include the value 
of the timber traded away in calculating 
payments was intended to achieve greater 
equity. If the federal government trades 
timber for land, the land is received in- 
stead of cash. On the other hand when the 
timber is sold for cash, the receipts are 
sharable. Fair treatment required that the 
value of the traded timber should be shar- 
able. 

3.The committee recommended eliminating 
the restrictions that the funds be used 
only for roads and schools which would 
allow communities to meet locally deter- 
mined needs and enhance the powers of 
self-government. 

4.Acquired lands should receive in lieu of 
tax payments for a period of time (ten 
years) because the acquisitions result in 
an actual decrease in taxes to the juris- 
dictions which contain the land. The  
amount of the payment in the first two 
years should be based on the average tax 
rate in effect in the community in the two 
preceding years. Thereafter the pay- 



ments should decline by increments of 
two-fifths of the original amount every 
two years. 

Public Land Law Review 
Commission (PLLRC) ls 

In its 1970 report, One Third o f  the Na-  
tion's Land,  the Public Land Law Review 
Commission included recommendations for 
federal compensation for the tax immunity of 
federal land. The  19-member bipartisan com- 
mission studied a wide range of issues con- 
cerning all kinds of federal ownership, ex- 
cluding only Indian Reservations. Their re- 
port did not contain a separate section for 
National Forest land. The  PLLRC's major 
recommendations are summarized in the fol- 
lowing ten points. 

1. The  federal government should make pay- 
ments to compensate state and local gov- 
ernments for the tax immunity of federal 
lands. This position was related to a 
larger goal that the burden of federal 
ownership should be spread among all the 
people of the United States rather than 
borne by those states and local govern- 
ments in whose area the lands are located. 

2. Payments should not attempt, however, 
to provide full equivalency with ad valo- 
rem tax revenues that would be received if 
the property were in private ownership. A 
discount of 10% to 40% should be ap- 
plied to a full tax equivalency to recog- 
nize that  federal ownership also pro- 
vides benefits. A general discount rather 
than an exact calculation was recom- 
mended because the Commission con- 
cluded that  those benefits cannot be 
measured with precision. Discounted 
equivalency payments are preferable to 
receipts sharing, since receipts bear no 
relationship to the fiscal burdens associ- 
ated with federal ownership. 

3. A discount also should be made in pay- 
ments to communities whose tax effort is 
below the national average. This would 
avoid shifting the cost of local govern- 
ment to the federal government. 

4. T h e  payments should be made to states 
and the states should distribute the pay- 
ments to local units of government ac- 
cording to criteria and formulae they es- 
tablish. The  proper role for the federal 
government is to deal directly and solely 
with the states and the federal govern- 
ment should not take a position on how 
the states distribute the funds. 

5. The  compensation formula should not 
distinguish between public domain lands 
and acquired lands. Although most of the 
previous reports thought that this dis- 
tinction was important, the PLLRC did 
not explain why they rejected it. 

6. The  federal payments should not be ear- 
marked for roads and schools. 

The  General Services Administration 
should be given responsibility for the val- 
uations which should be made every 5-10 
years, but with annual adjustments based 
on estimates. The  value of improvements 
should be excluded in calculating a tax 
equivalency. The  report did not deal with 
the conceptual and technical problems of 
valuation that  concerned some of the 
other studies. 

8. The  tax equivalency payments adjusted 
by 10-40% would not be appropriate for 
all situations. Accordingly, a method for 
further adjustments for cases of extra- 
ordinary burdens or benefits should be 
adopted. 

9. State and local governments were encour- 
aged to tax private possessory interests 
on federal land. The  report observed that 
taxing the private interest on public land 
would afford state and local governments 
a significant opportunity to supplement 
conventional property tax income. 

10. Finally, the report recommended that 
changes from the current level of pay- 
ments to a new level be phased in over a 
period of years. 



SUMMARY 

As the permanence and magnitude of fed- 
eral land ownership became clear, claims that 
local jurisdictions were adversely affected 
multiplied. T h e  dominant theme advanced to 
support the claims has been the argument 
that  the tax immunity which accompanies fed- 
eral land ownership causes a loss of taxes. 
Other adverse financial impacts have been 
cited as well. 

The  legislative response to the complaint 
of lost taxes by and large has been to enact 
receipt sharing measures. Only in the case of 
the program for the Coos Bay Wagon Road 
Grant Lands have payments been based on a 
calculation of a tax equivalency. The  1976 
law, The Payment in Lieu o f  Taxes Act, intro- 
duced a new concept, that of a guaranteed 
minimum payment. Since the Congress was 
presented with a variety of claims of adverse 
effects and neither the legislation nor the 
committee report specify the purpose, it can- 
not be concluded whether the basis for the 
minimum is lost taxes or any other particular 
claim of adverse impact. 

The  five major studies which directly or 
indirectly are related to the National Forest 
land questions offer valuable insights into 
how the issue has been evaluated in the past. 
Two considerations appear in all the reports: 
the tax equivalency philosophy and the matter 
of direct costs and benefits of federal owner- 
ship. All of the reports adopted "lost taxes" 
as a t  least part of the definition of the prob- 
lem. None of the reports, however, recom- 
mended that the federal responsibility should 

be simply to pay for lost taxes. Rather, a var- 
iety of direct costs and benefits of federal 
ownership should play a strong role in de- 
termining payments. 

Except for the PLLRC all of the studies 
concluded that  the duration of federal owner- 
ship, especially the distinction between pub- 
lic domain land and acquired land, should 
weigh heavily in the determination of the size 
of the federal payments. By and large the dis- 
tinction was based on the argument that over 
time, economic and fiscal conditions adjust to 
the presence of federal land. Consequently 
the definition of lost taxes in the first four 
studies was the actual loss of tax revenues 
the local governments had had. The  PLLRC 
shifted the definition to the foregoing of 
potential taxes that might be derived from the 
federal land. Unfortunately, the PLLRC re- 
port offers no explanation for its rejection of 
the concept that the federal ownership of the 
public domain land might be seen as having 
an impact different from the ownership of 
recently acquired land. 

The  CSG report contained no recommen- 
dations concerning payments on account of 
federal properties. But the other groups all 
recommended that there be some program of 
payments based on federal ownership and 
use of real properties within their boundar- 
ies. Each report called for some flexibility 
for hardship cases and, except for the PLLRC 
report, suggested exemptions and exclusions 
from payments based on a classification of 
the property according to use. None of the re- 
ports proposed to subject federal land to 
ordinary ad valorem taxation. 
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CHAPTER 111 

Publicly Owned Property 
and Federal 
Intergovernmental 
Responsibility 
0 ne-third of the land area of the 50 states 
or 762 million acres is federally owned. The  
Bureau of Land Management, Department of 
the Interior, has exclusive responsibility for 
60% of the federal lands or 448 million acres. 
The  National Forest lands under the supervi- 
sion of the Forest Service, Department of Ag- 
riculture, constitute another 24% of federal 
lands, or 187 million acres. Five western 
states-Alaska, California, Idaho, Montana 
and Oregon contain approximately 50% of the 
National Forest acreage although 45 states, 
Puerto Rico, and the Virgin Islands contain 
National Forest land.' 

This chapter covers two intergovernmen- 
ta l  aspects of public lands: first, the fiscal im- 
pact of federal property ownership on govern- 
ments; and second, competing rationales 
which support differing programs to compen- 
sate for federal land ownership. 

FISCAL IMPACT OF 
FEDERAL OWNERSHIP 

The history of federal land ownership is 
one of competing claims regarding the actual 
intergovernmental impact of federal owner- 
ship. While the issue of federal responsibility 
to the states is considered a t  various points in 
this report, its focus is mainly on the federal 

responsibility to local governments. Local 
government fiscal problems can result from 
additional expenditures imposed by the fed- 
eral land, from the denial of the tax revenues 
that  would be paid if the land were privately 
owned, and from precluding a host of second- 
ary effects that  would result from private 
ownership of the land. Each is a part of the 
overall impact of federal ownership. 

Measurement problems aside, the overall 
fiscal impact of public land ownership could 
be determined by a comparison of two situa- 
tions encompassing four types of effects: the 
benefits and costs of federal land ("spillover 
effects") on the one hand and the benefits 
and costs that  would have been associated 
with the same land under private ownership 
("foregone effects") on the other. Under fed- 
eral ownership, there are positive and nega- 
tive effects on local revenues and on local 
public service that could be determined. A 
positive effect on local public services occurs 
when local residents benefit from public ser- 
vices provided by the federal land; a negative 
effect occurs when local taxpayers must pro- 
vide public services, directly or indirectly, be- 
cause of the federal land. If all these effects 
could be measured, a net effect can be de- 
termined. 

The  other consequence of federal owner- 



ship is to preclude private ownership of the 
land-the community must forego the net 
effect that would be associated with the land 
under private ownership. Under private own- 
ership the same land would generate negative 
and positive effects on the local revenues and 
on local public services. One of the positive 
effects that is foregone is the tax that  would 
have been collected. Once again, a net effect 
of the foregone private ownership option could 
be calculated. The  difference between the two 
net effects measures the extent to which the 
community is better or worse off with federal 
ownership of the land as compared to private 
ownership. 

Claims of fiscal harm by the affected com- 
munities and the research on the fiscal im- 
pact related to the federal land usually iden- 
tify several specific aspects of the overall im- 
pact. Testimony to this Commission provides 
examples (Appendix A ) .  To  describe these 
effects more graphically, the positive and 
negative features of National Forest land are 
reviewed below under the headings "Forest- 
Community Spillovers," and "Federal Gov- 
ernment Displacing the Private Landowner" 
which correspond to the two types of effects: 
the effect of federal land on current public 
services and of the local opportunity foregone 
because of the absence of private develop- 
ment. 

Forest-Community Spillovers 

Federal land and the activity associated 
with it may require local budget expenditures 
or, conversely, it may yield local services. 
While the National Forest property is public- 
ly owned and maintained, the forest and the 
locality are interdependent. 

Spillovers, it is contended, arise because 
intensive use of the National Forest for busi- 
ness and recreational purposes increases the 
demand for local roads, law enforcement, 
health care, social services, environmental 
quality, and pollution control.2 Moreover, 
local taxpayers do not use the additional pub- 
lic services, yet they must  pay for them 
through local taxes, higher than otherwise 
would prevail. Neither the service increases 
nor the tax increases would have occurred if 
the local government had to satisfy only local 
demands. . 

Conversely, National Forests may also 
provide current local benefits of the type local 
governments provide. But if additional local 
expenditures outweigh the benefits, the local 
taxpayer is forced to support the nontaxpay- 
ing beneficiaries of the local budget. 

Two local budget components frequently 
are cited as reflecting the extra cost of Na- 
tional Forests; they are road maintenance 
due to the logging and recreational use of the 
forests, and police protection due to addi- 
tional tourists in the community. In addition, 
the counties claim that the recreation use of 
the forests and the commercial activity that  
arises to serve the tourists have a direct and 
indirect pervasive fiscal effect-adding ex- 
penses in all budget categories. 

The  benefits of the forest may also be 
direct and indirect. For example, the National 
Forest may give rise to employment opportu- 
nity currently and the sustained yield policy 
guiding the Forest Service's timber manage- 
ment may create a more stable long-term 
employment base for the community than 
would otherwise be the case. 

Federal Government Displacing 
the Private Landowner 

The study of local budget opportunities 
foregone shifts the focus from the flow of cur- 
rent costs and benefits of federally owned 
land to the fiscal effect of precluding private 
ownership of the land. The  major foregone 
benefit is the tax (usually the ad valorem and 
the forest yield tax) that  would be collected 
from most private owners of the land. Local 
government claims of adverse effects from 
National Forests usually focus on this impact. 
Federal ownership also may result in some 
cost saving by reducing the need to provide 
public services to the land that  otherwise 
would be in private ownership-the extent of 
this benefit depends on the use the land would 
have under private ownership. 

Under private ownership of the land. 
other less direct but potentially significant 
effects would occu r .Vhe  process of economic 
development in a region involves entrepre- 
neurs organizing, utilizing and allocating eco- 
nomic resources for the purpose of producing 
goods and services for sale. Since the use of 



the National Forest is not based on the same 
market forces which determine the use of pri- 
vate land, this influences the process of devel- 
opment. For example, National Forest timber 
resources in wilderness areas cannot be pur- 
chased and used in commercial timber activi- 
ties, and there are many restrictions on the 
ability of business firms to purchase or use 
lands in National Forests for recreational 
facilities. Regions with National Forests, as 
well as other public lands, might become criti- 
cally dependent upon federal land use policy 
rather than the usual market forces. This de- 
pendency influences the rate and direction of 
the regional economic development. Again, 
the less direct effects of displacing private 
ownership could be positive or negative. 

If the foregone benefits exceed the fore- 
gone costs (including direct and indirect costs 
and benefits), a desirable opportunity is lost. 
The  extent to which the community would 
be better off under private ownership of the 
land also is a local subsidy to the National 
Forests. 

These two broad categories-"Forest- 
Community Spillover" and the "Federal Gov- 
ernment Displacing the Private Landowner" 
-together constitute the fiscal impact of fed- 
eral land ownership. The  full accounting of 
the impact of federal ownership would net the 
positive and negative effects in each cate- 
gory-the measure of the fiscal impact of 
federal ownership is the difference between 
these two net effects. An example demon- 
strates how an  overall effect would be com- 
puted. For the sake of simplicity, suppose the 
only effects are the four listed in Figure 3 
opposite and the per capita dollar value of 
each effect is the amount in parentheses. 

T h e  first step is to calculate the net effect 
of the land under federal ownership. Current 
costs would be subtracted from current spill- 
over benefits to determine whether the effect 
of the land is negative or positive; in the ex- 
ample the current impact is -$500 ($2,500- 
$3,000). The  same procedure determines the 
effect the land would have in private owner- 
ship; in the example this effect was positive, 
$3,000 ($10,000-$7.000). Since federal owner- 
ship causes the community to forego this ef- 
fect the foregone net effect is subtracted from 
the current spillover net effect to calculate 

the overall impact; in the example this is 
(-$500)-(+$3,000) = 43,500. T h e  community 
is $3,500 worse off with federal ownership 
than if the land were privately owned. 

A selective analysis which concentrated 
only on one or a few of these elements could 
create an  entirely misleading picture. For 
example, federal land which provides a net 
benefit to the community may displace yet 
a greater private ownership benefit. Then, 
the impact of federal ownership is adverse. 

Figure 3 

IMPACT OF FEDERAL 
LAND OWNERSHIP 

Current Spillover Effects of 
the Land in Federal Ownership 

Benetit. Cost 

Use of National Additional Road 
Forest Roads Maintenance on 
for Local Traffic Local Roads Leading 

to the Federal Land 

($2.500) ($3,000) 

Foregone Effects of the 
Land in Private Ownership 

Benefit Cost 

Property Construction and 
Taxes Maintenance of 

Roads to Additional 
Private Residences 

($1 0.000) ($7.000) 

On the other hand, federal land may impose 
a net deficit on a community, but save the 
community from a still greater deficit-name- 
ly, where a use of private land results in a 
heavy public service requirement and a net 
tax cost to the community. In this case the 
impact of federal ownership is beneficial. Of 
course, if only the positive or only the nega- 
tive features were selected for study, the con- 
clusions about the effect of federal owner- 
ship would be distorted arbitrarily. 

b 
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FEDERAL RESPONSI BlLlTY TO 
COMPENSATE LOCAL 
GOVERNMENTS FOR 

FEDERAL LAND 

The federal government long has accepted 
an obligation to provide compensation to 
local governments because of the fiscal ef- 
fects of federal land ownership. Six alterna- 
tive approaches to a compensatory policy are 
developed and analyzed in this study. The 
first three are based on determining and re- 
imbursing one or more of the specific effects 
of federal land ownership, as described above: 

1) "Fiscal Impact of Federal Ownership" 
which would pay the difference between 
the net impact of public land ownership 
and private land ownership; 

2 )  "Imposed Expenditure" which selects the 
current effect on local expenditures as 
the basis for payment; and 

3) "Tax Equivalency" which selects the ef- 
fect on the locality's foregone revenues 
as the basis for payment. 

The next two alternatives make a pay- 
ment because there are adverse fiscal effects 
but no attempt is made to measure the effects 
in these two approaches: 

4 )  "Partnership" which adopts the sharing 
of receipts based on the existence of an  
adverse impact of federal ownership, but 
without actually attempting to measure 
an impact; and 

5)"Flat Per Acre Payment" which also 
avoids measuring the fiscal impact in 
favor of an  administratively simple per 
acre payment formula. 
In combination, these two approaches 

constitute a sixth approach and reflect the 
existing reimbursement program for federal 
land. 

The  sixth approach would reimburse an  
estimate of the overall fiscal impact of fed- 
eral land without attempting to measure spe- 
cific tax or expenditure effects. This alterna- 
tive termed "Comparable Tax Burden" for 
this purpose, would assure that  the federal 
ownership does not create an  extraordinary 
tax burden. 

Fiscal Impact of Federal Ownership 

T h e  most comprehensive of the ap-  
proaches requires a reimbursement for the 
total fiscal impact based on an accounting of 
each of the fiscal effects caused by federal 
land ownership. The underlying rationale is 
that such a payment would offset the entire 
effect of federal ownership so that the com- 
munity would enjoy the fiscal condition that 
would have prevailed had the land been 
turned to private ownership. The  basis for 
compensation would be the method depicted 
in Figure 3. TO implement the approach, es- 
timates of each spillover effect of the federal 
land on local revenues and services would 
have to be developed in order to determine a 
net spillover effect by subtracting the nega- 
tive from the positive effects. Then a similar- 
ly calculated net foregone effect would be 
subtracted from the above net effect to de- 
termine an overall impact. 

Because the net effect is difficult if not 
impossible to derive, both of the next two ap- 
proaches depart from an attempt to reim- 
burse for the net effect of federal land owner- 
ship. Each selects a particular component of 
the overall impact, necessarily to the neglect 
of the others, as the basis for measuring the 
federal responsibility. The Imposed Expendi- 
ture approach looks at  the adverse fiscal re- 
sult currently associated with the federal 
land and Tax Equivalency is concerned with 
one fiscal result-the foregone option of pri- 
vate ownership. 

Imposed Expenditures 

This approach is derived from the Forest- 
Community Spillover aspect of total fiscal 
impact. The federal land and the activity on 
it demand additional public service expendi- 
tures from the local government. The  ratio- 
nale for adopting this approach is that  it re- 
flects a current actual effect. 

A reimbursement plan based on this ap- 
proach could use estimated imposed expendi- 
tures as determined by a formula of general 
applicability or as detailed in an application 
prepared by each county containing a Na- 
tional Forest. Specific expenditure categories 
which are most heavily affected by the fed- 



era1 land could be identified. Alternatively, 
the impact on the local budget could be es- 
timated since some claim that  all the normal 
services are affected. 

Tax Equivalency 

The  tax equivalency approach is derived 
from the Federal Government Displacing the 
Private Landowner (the foregone effects) as- 
pect of total fiscal impact. When the search 
for the adverse effect of the federal land shifts 
from the effect on the current budget to fore- 
gone effects, the analysis also shifts from the 
expenditure to the revenue side of the local 
budget. Studies of the effect of public prop- 
erty on local budgets frequently only measure 
the foregone taxes and judge the fairness of 
any reimbursement scheme by whether it ap- 
proximates tax equivalency. Local officials 
often contend that paying a tax equivalency 
should be made a principle in intergovern- 
mental finance and that the other negative 
and positive effects of federal land ownership 
should be disregarded. They argue that the 
fact that private land is subject to a tax is 
reason enough to subject public land to the 
same tax. 

Note on 
Benefit Adjustments 

Both the Imposed Expenditure and Tax 
Equivalency approaches select a measure 
that accounts only for the negative aspect of 
federal ownership. Either can be adjusted for 
the benefits associated with the federal land. 
Such an adjustment would be a step toward 
a more accurate approximation of the actual 
impact of federal ownership. 

A deduction of benefits from imposed ex- 
penditures omits the impact of the foregone 
option-the net tax gain or loss that would 
be associated with private ownership of Na- 
tional Forests. This omission may be desir- 
able, since it can be argued that the federal 
government should have no obligation to pay 
for a foregone opportunity. If the presence of 
federal land once was a problem. private in- 
dividuals and businesses have long since taken 
the presence of federal land into account in 
their decisions of where to locate. Accordinc- 
ly, the expectation should be that the taxable 

in public land counties is relied on no more 
severely than is the base in other counties. 

Alternatively, the benefits of the federal 
land could be deducted from the tax equiv- 
alency. When benefits are subtracted from 
a tax equivalency, the payment may exceed 
the imposed expenditures. The  payment 
would then subsidize local services unrelated 
to the activity associated with the National 
Forest. The  strongest tax equivalency advo- 
cates would resist accounting for the benefits 
of federal land even when they exist. When 
benefits are not accounted for in a tax equiv- 
alency, the approach stays closer to the pri- 
vate taxation analogy on which it is based. 

The  next two approaches recognize the 
significant problem of measuring the impact 
of federal ownership. Instead of basing the 
payment on a measure of the impact, they 
adopt an administratively simple method for 
making the payment. Nevertheless, the jus- 
tification for them rests on the assumption 
that an adverse impact exists. 

Partnership 

This approach designates a share of the 
revenue earned from the National Forest for 
the counties. Especially because the real costs 
and benefits cannot be known, a relationship 
analagous to business partners is formed. 
Both the federal and local governments must 
incur costs to make the federal land produc- 
tive; both deserve a share of the rewards- 
the receipts obtained from the use of the land. 

Flat Per Acre 
Payment 

Like the partnership alternative, the per 
acre payment approach makes no claim that 
the payment approximates the actual fiscal 
impact on local governments of federal land 
ownership. Also, as in the case of the partner- 
ship alternative, this approach adopts an  ad- 
ministratively simple device-a set payment 
per acre. 

In 1976, Congress enacted legislation 
based on this approach. The new law, P.L. 
94-565, guarantees counties 754 per acre of 
public land (modified by certain per capita 
limitations) covering nearly all types of fed- 
eral land. 



Comparable Tax Burden 

This approach does not seek to compen- 
sate for the actual effects of federal owner- 
ship, but rather to assure that the effects do 
not place counties in a position of fiscal dis- 
tress. The rationale for the approach is that 
if federal land counties are financially worse 
off than counties that are similar, except for 
the presence of the federal land, there is pre- 
sumptive evidence that the fiscal problem is 
caused by federal ownership. 

Data collected by the Bureau of the Cen- 
sus for the Federal General Revenue Sharing 
program and for its governmental finances 
publications permit the development of this 
approach. "Extraordinary" per capita tax 

effort required to provide "normal" per capita 
local expenditures can be used as the basis 
for payment. Alternatively, the particular 
fiscal problem of each county could be dealt 
with by using a case by case method. 

FOOTNOTES 
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DC, U.S. Government Printing Office, 1974. pp. 1, 11-30. 

Wharles Roe, "An Analysis of the Economic External- 
ities of Federal Landholdings on Local Governments in 
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Hill. NC. University of North Carolina, November 1975. 
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3For a further discussion of the indirect effects see Donald 
Seastone, "The Regional Dependency Effect of Fed- 
eral Land Ownership." Land Economics. Vol. 46, No. 
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Chapter IV  

Tax Equivalency:, 
The Question 
of Implementation 
1 ax equivalency often is used as the stand- 
ard for judging the fairness of reimburse- 
ment. The  report by the Public Land Law Re- 
view commission, for example, asserted that  
the loss of potential tax income was the only 
fair standard for compensation.' 

This chapter explores the elements of 
local taxation tha t  may be associated with the 
computation of a tax equivalency based com- 
pensation program; considers the aspects of 
local taxation for which a tax equivalency 
program must account; and evaluates the 
feasibility of implementing this approach. 

The  tax equivalency concept, theoreti- 
cally could encompass every state and local 
tax that  is foregone due to federal land 
ownership. If the land were privately owned, 
states and localities would collect additional 
sales, income, excise, license, and other taxes. 
I t  would be quite impractical, however, to es- 
timate any taxes other than those related 
directly to the land-the property tax and the 
tax on the yield from the forests. In this chap- 
ter "taxes" will refer only to the local prop- 
erty tax and the yield tax, unless otherwise 
specified. 

Under the tax equivalency approach, the 
federal payment would equal the local taxes 
that  would be paid on federal land if it were in 
private ownership. Tax procedures for forest 
land often differ from the tax method applied 
to other private land. Thus, this chapter .ex- 

plores the special accounting that would have 
to be made of the taxes on forest land. 

STATE TAX LAWS APPLICABLE 
TO PRIVATE FOREST LAND 

Tax laws applicable to forest land vary 
from state to state (Table 6). I n  some states 
no distinction is drawn between timberland 
and oSher land. In several states the law pro- 
vides special treatment specifically for tim- 
berland or for a broader land classification 
that  includes timberland. 

An increasing number of states have 
authorized use value assessment rather than 
full market valuation for agricultural or open 
space land. Where statutory provision is 
made for use value assessment, a n  appraisal 
usually is made on the basis of the income 
projected to be available from the property in 
its current use. This use value is then ad- 
justed to conform to the statutory assessment 
standard or actual assessing practice. 

An analysis of tax laws reveals the fol- 
lowing: 

1. State valuation standards (ratio of as- 
sessed to full market value) vary from 
15% to 100% of fair market value. (Still 
greater variations are created in the im- 
plementation of the laws.) In addition, 
five states vary the standard between 



Table 6 

STATE STATUTORY TAX TREATMENT OF COMMERCIAL TIMBERLAND AND FORESTS 

States 

Alabama 
Alaska 
Arizona 
Arkansas 
CaUfomia 

Colorado 
Connecticut 
Delaware 
Florida 

Georgia 
Hawaii 
Idaho 

lllinds 
Indiana 

Iowa 
Kansas 
Kentucky 
Louirlana 
Maine 

Maryland 
Massachus8ltq 

Montana 
Nebraska 
Nevada 
New Hampshire 

New k m y  
New Mexico 

State 
Valuation 
Standard 

lor Ad Valorem 
Taxation 

of Forests 

1 5a 
100 
1 8 ~  

25 

30 
70 
100 
100 

40 
70 
20 

50 
33.3 

100 
30 
100 
10 
100 

100 
100 

50 
201 

33.3 

variousa 
35 
35 
100 

100 
33.3 

Exemption Exemption 
of of 

Timberland Forest 
from from 

Property Tax Property Tax 

Under conditions 

30 years 

If placed under government control 
See remarks X 

Provldon 
for uw Value 
Assessment 

Of 

Tlmberland 
or other 

Modlflcations 
In the 

Property Tax 

Provlslon 
for Use Value 
Assessment 

01 
Forest 

or other 
Modlncations 

In the 
Property Tax 

Nonproperty Taxation 
Yield Severance 
Tax Tax 

By Application X 

By application 
By contract 

X X 
By applicatbon' 

X X 

See remarks 

$14.82 per acre 

Remarks 

Reforestation land valued 
at fixed $1 per acre 

Classified forest land val- 
ued at fixed $1 per acre 

See remarks 

X 

See remarks 

Assessment freeze by applications 
X X 

By appl~cation 
By application 

By application 
By applicat~on 

X 
By Contract 

X 
X 

Classified forest land val- 
ued at fixed $10 per acre 

Classified forest cropland 
valued at fixed $3 per acre 



X X 
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classifications of property. ( In  a sixth 
state, West Virginia, there is a uniform 
valuation standard, but tax rates differ by 
property classifications.) 

2.The value of forest land or of the forests 
is wholly or partially exempt from prop- 
erty taxation in 16 states. Frequently, 
the exemption is available only by con- 
tract or upon application to the state. 

3.Use value assessment or other restric- 
tions to full market assessments apply in 
27 states to either or both the assess- 
ment of forest land or of the standing tim- 
ber; in 13 of the states the differential 
assessment is provided only upon the ap- 
proval of an application. 

4.A yield tax is applied to the value of the 
timber harvest in 15 states. 

5.A severance tax is applied to timber in 
four states. This tax is levied on the value 
of the harvest and is like a yield tax in 
that respect. As opposed to the yield tax, 
however, the severance tax does not re- 
place the property tax, and is imposed on 
the timber operator rather than on the 
timber. 

In Alabama, Arkansas, California, Louisi- 
ana and New Hampshire the yield or sever- 
ance tax is applied to timber taken from 
federal land. 

These significant variations from state to 
state in the treatment of timberland and com- 
mercial forests would have to be incor- 
porated into the implementation of an  ac- 
curate tax equivalency approach. Three con- 
clusions can be drawn from this information 
regarding how a tax equivalency reimburse- 
ment program would be implemented. 

1.Tax equivalency depends on different le- 
gal tax provisions among the states; there 
is no standard or uniform method of 
either valuation or taxation of forest land 
applying among the states. 

2.Differences among states in the applica- 
tion of tax laws to forest land hinge in 

some instances not on the characteristics 
of the land, but rather on whether the 
owner agrees to engage in certain forest 
management or land use activities. Land 
management practices on federal land 
might meet the qualifications some states 
set for full or partial exemption from a 
tax. A controversy could arise, therefore, 
over the proper basis for a tax equival- 
ency. 

3. Apparently the value of the yield from the 
National Forests or the property value of 
the possessory interests in harvesting 
rights in a National Forest can be taxed 
by states and localities. This possibility is 
analyzed in Chapter I. 

National Forests contain some land that 
is not commercial forest land, and therefore a 
table displaying the legal basis for taxing 
commercial timberland among the states does 
not cover the state tax provisions that apply 
to all National Forest land. 

ADMINISTRATION OF STATE 
TAX LAWS 

The statutory assessment standard is 
known to be honored more in the breach than 
in the observance in most states. Consequent- 
ly, the development of a federal program to 
reflect tax equivalency accurately must ac- 
count for the variations in the administration 
of tax laws among the states. Under local ad- 
ministration, alternatively, federal review of 
whether the local determinations were ac- 
curate might be considered acceptable. Such 
annual or periodic federal review would con- 
front the same variety of assessment prac- 
tices. 

Tax equivalency based on the local prop- 
erty tax is fraught with problems. Uniform 
local property tax administration is hampered 
by the existence of 13,500 separate primary 
assessing jurisdictions. To  determine accu- 
rately a tax equivalency payment, the market 
value of forest land should be adjusted down 
to the actual ratio of valuation to sales price 
that prevails in the assessing jurisdiction. 
While progress toward uniformity of assess- 
ments has been steady over the years, two 



measures of the degree of uniformity of as- 
sessment indicate that  much remains to be 
done and that  in most states the average as- 
sessment level remains far below the statu- 
tory standard. Table 7 shows that  the ratio 
of assessed valuation to sales price for resi- 
dential property differs from the legal assess- 
ment ratio. The  ratio of assessed value to 
sales price is as low as 4% of the statutory 
ratio in South Carolina; and it is less than 
50% of the legal standard in 18 of the 43 states 
for which the ratios were computed. Since 
residential property is easier to assess than 
other types of property, it is reasonable to 
conclude that  assessments of forest land are 
far from uniform. 

Assessments of residential property both 
within and among jurisdictions vary widely 
around the average (Table 8). The  wide vari- 
ation in residential ratios suggests that the 
ratio of assessed valuation to sales price for 
forest land also is widely dispersed around 
the average. Assuming that the average ratio 
for either forest land or residential property 
were chosen as the basis for computing a tax 
equivalency payment, it is clear that the pay- 
ment could not be characterized as accurately 
determined. When the special problems of 
estimating the value of public land are added 
(discussed in the last section of this chapter), 
the prospects are not bright for perfecting 
the payment to achieve even rough justice. 

INFORMATION FOR DETERMINING 
A TAX EQUIVALENCY 

The  problem of varying state laws, made 
more complex by administrative practice 
which departs from the legal standard, is 
compounded by the lack of reliable data con- 
cerning local tax practices. One vital data set 
for the equivalency approach is the ratio of 
assessed valuation to sales price. Table 8 
presents information on these ratios for 
residential property only. Seldom is such in- 
formation available for the timberland class- 
ification separately. Counting the states 
which officially report information and those 
which release unofficial calculations, Table 
9 suggests the limits of information. A tax 
equivalency program would have no assess- 
ment ratio evidence available for calculating 

or reviewing a tax equivalency payment for 
forest property in 15 states, indirect evi- 
dence in 27 states, and direct evidence in 
only eight states. 

Because of this information constraint, 
the calculation of a tax equivalency payment 
could rely on assessment ratio information 
specifically for forest land for 31.4% of the 
National Forest land area. For 46% of the Na- 
tional Forest land area, the calculations could 
use the ratio for property classifications that 
either include forests with other classifica- 
tions or approximate the ratio-specifically, 
28.2% of the area is in states providing in- 
formation on agricultural land which pre- 
sumably is assessed somewhat like timber 
land and 17.8% is in states giving the ratio 
information for all property classifications 
combined. 

States containing 22.6% of the National 
Forest land area provide neither official in- 
formation nor unofficial calculations con- 
cerning the actual assessment ratios for any 
property classification. T h e  only insight into 
the ratios applicable to forest land in these 
states would be the ratio for nonfarm resi- 
dential property made quinquennially by the 
Bureau of the Census. In these states, federal 
administrators would confront the choice of 
relying on the ratio information that  was de- 
veloped strictly from residential property or 
of developing a federal program to conduct 
ratio studies. 

Tax Collections From Private 
Forest Land 

The tax paid on private forest land pro- 
vides one perspective on a tax equivalency 
program. The  perspective has a major limi- 
tation, however; namely, that National Forest 
land is not directly comparable to private for- 
est land. Much of the National Forest land 
was assembled from the less productive land 
that remained in the public domain after 
years of selling and homesteading. 

While the per acre tax paid on private 
forest land does not directly suggest the tax 
equivalency amount for public land, the infor- 
mation makes two points. It demonstrates 
the variation in the per acre property tax 
among and within states which means that a 



State 

Oregon 
Kentucky 
Alaska 
New Hampshire 
Florida 
Maine 

Massachusetts 
Maryland 

District of Columbia 
Wisconsin 
Delaware 
West Virginia 
Virginia 
New Mexico 
Pennsylvania 

New York 
Missouri 
Texas 
Mississippi 
South Carolina 

Tennessee 
Georgia 
Iowa 
Michigan 
California 
Nebraska 

Nevada 
Hawaii 
Illinois 
Ohio 

Washington 

Ratio of 
Assessed Value 
to Sales Price2 

(Percent) 

Legal Assessment Standard1 

Level 
(Percent) Valuation Concept 

(Full Value Standard States) 

True cash value 
Fair cash value 

Full and true value in money 

Full and true value in money 

Full cash value 

At just value in compliance with 
the laws of the state 

Fair cash valuation 
Full cash value less an allowance 

for inflation 

Full and true value in lawful money 
Full value at private sale 
True value in money 

True and actual value 
Fair market value 

Assessed in proportion to its value 
Actual value (the price for which the 

property would sell) 
Full value 

True value in money 
Full and true value in money 

Assessed in proportion to its value 
True value in money 

(Fractional Value Standard States) 

Actual cash value 
Fair market value 
Actual value 

Full cash value 
Full cash value 
Required to be valued at its actual value 

and assessed at 35% 
Full cash value 
Fair market value or a percentage thereof 
Fair cash value 
True value 

True and fair value 

Table 7 

LOCAL RESIDENTIAL PROPERTY ASSESSMENT LEVELS AND 
STATE LEGAL STANDARDS, 1971 

Ratio of 
Actual Level 

to Legal 
Standard 
(Percent) 

87.1 % 
83.8 
75.1 
65.1 
63.2 

52.9 
49.3 

47.8 
47.5 
46.7 
36.5 
36.2 
34.8 
27.5 

26.6 
25.8 
23.1 
18.0 
14.7 

4.0 

93.1 
89.2 
86.3 
83.0 
80.0 

78.6 
80.0 
77.1 
75.6 
73.8 

72.2 



Table 7 (cont.) 

State 

Kansas 
Indiana 
Colorado 
Alabama 
Arkansas 
South Dakota 
Arizona 
Idaho 
Oklahoma 
Utah 
North Dakota 
Minnesota 
Montana 

Connecticut 

Louisiana 

New Jersey 
North Carolina 
Rhode Island 
Vermont 

Wyoming 

Ratio of Legal Assessment Standard1 
Assessed Value 
to Sales Price2 Level 

(Percent) (Percent) Valuation Concept 

(Full Value Standard States) 

Fair market value 
True cash value 
Actual value 
Fair and reasonable market value 
True market value in money 
True and full value in money 
Full cash value 
Market value 
Fair cash value 
Reasonable fair cash value 
Full and true value in money 
Market value 
True and full value 

(Varying Valuation-Determined Locally) 

Up to 
100 

Not be- 
low 25 

20-1 009 
10 

10  

Up to 
1 0oq0 

Uniform percent of market value within 
local district 

Actual cash value (land at not less 
than $1 per acre) 

Uniform percentage at true value 
True value in money 
Full and fair cash value 
Fair market value 

(Value Determined By State Tax Commission) 

16.6 11 Fair value 

Ratio of 
Actual Level 

to Legal 
Standard 
(Percent) 

Note-Latest comparable data available for all states until 1978 (1977 Census of Governments). Later information is available for some 
states directly from their revenue departments. 

n.c.-Not computed. 
'The "legal standard" rates shown are applicable generally. There are numerous exceptions In several states 
2Aggregate assessment-sales price ratlo. Residential stngle-family property. 
31n fourth to eighth class counties, real property must be assessed at a predetermined ratio not to exceed 75%. 
'"Fair cash value" is deftned as 50% of the actual value of real and personal property, except in counties of more than 200.000 where 
real property is classified for tax purposes. 

5 t a t e  Board of Tax Appeals authorized to set a fraction for statewide application. In 1972, this fraction was set at 35% 
6Legal standard varies from 18% to 60% depending on class of property. 
'Estimated. Legal standard varies by class of property. Residential homesteads are assessed at 25% on first $12,000 of market value. 
40% on excess. 

BLegal standard varies from 1%-100% depending on class of property. 
'Vn a multiple of ten established by each county board of taxation. If a county fails to establ~sh a uniform percent. 50% level is employed 
until action is taken. 

l0Uniform percentage, determined locally. 
"At a fair value in conformity with values and procedures prescribed by the State Tax Commission 
SOURCE: AClR staff compilation based on data from Commerce Clearing House. Inc.. State Tax Reporter. Chicago, IL (loose leaf service). 



Table 8 

SELECTED INDICATORS OF PROPERTY TAX ASSESSMENT QUALITY, 1971 

Assessment Levels 

Percentage of Assessed Value to Sales Price of Sold 
Properties (Aggregate Assessment-Sales Price Ratio) 

Single-Family Nonfarm 

All Types of Property 

State 

Kentucky 
Oregon 
Alaska 
New Hampshire 
New Jersey 
Florida 
Hawaii 
Rhode Island 

Distrct of Columbia 
Maine 
Massachusetts 
Maryland 
Connecticut 
Wisconsin 
North Carolina 
Michigan 
Illinois 

South Dakota 
Ohio 

Washington 
West Virginia 

Delaware 
Georgia 
Virginia 

New York 

Ratio 

30.5 
32.7 

83.9 
82.8 
73.2 
61.9 
58.0 
57.7 
51.5 
50.6 
48.3 
48.1 
47.0 

46.9 
46.4 

45.2 
42.6 
41.7 

37.6 
36.3 

35.6 
35.2 
34.9 
34.8 
34.2 

33.8 
30.8 

Houses 

State 

Oregon 
Kentucky 
Alaska 
New Hampshire 
Florida 
New Jersey 
Hawaii 
Maine 
Rhode Island 
Massachusetts 
Connecticut 
Maryland 

District of Columbia 
Wisconsin 
North Carolina 
Michigan 
Illinois 

Ohio 

Delaware 
South Dakota 
West Virginia 
Washington 
Georgia 
Virginia 
Vermont 

Ratio 

32.6 
34.0 

87.1 
83.8 
75.1 
65.1 

63.2 
58.3 
54.0 
52.9 
50.5 
49.3 
47.8 

47.8 
47.5 
46.7 
44.6 
41.5 

37.8 
36.9 
36.5 

36.5 
36.2 
36.1 
35.7 
34.8 

33.3 

Assessment Uniformity-Single-Family Nonfarm Houses 

Composite Coefficient of 
Intra-Area Dispersion 

(percent) 

State Percent 

Ave.-Median 22.5 
-Mean not computed 

Kentucky 12.5 
Nevada 13.4 
Michigan 14.6 
New Hampshire 15.0 
California 15.7 
North Dakota 15.7 
Connecticut 16.0 

Oregon 16.5 
Colorado 16.9 
New Jersey 16.9 
Virginia 17.0 

Hawaii 17.2 
Florida 18.1 

Massachusetts 18.2 
Maine 18.5 
Nebraska 18.9 
Ohio 19.5 
Maryland 19.6 
Vermont 21.2 
Tennessee 21.4 

Alaska 21.5 
Minnesota 22.2 

South Dakota 22.3 
Kansas 22.5 
North Carolina 22.5 

Coefficient of lnterarea 
Dispersion (percent) 

State Percent 

Ave. -Median 1 4  

-Mean not computed 

Utah 4 
Iowa 5 
Maryland 5 
Nevada 5 

Oregon 5 
Montana 6 
California 8 

Nebraska 8 
Ohio 8 
Arizona 9 

Indiana 9 

Kentucky 9 
Colorado 10 
Illinois 10 

South Dakota 10 
Florida 11 
Hawaii 11 
Michigan 11 
New Mexico 11 

Idaho 12 
Alaska 13 

Kansas 13 
West Virginia 13 

Delaware 14 

Minnesota 14 



Tennessee 
Vermont 
Nebraska 
Pennsylvania 

Nevada 
New Mexico 
lndiana 

lowa 
Missouri 
Kansas 
California 

Alabama 

Colorado 
Texas 
Wyoming 

Oklahoma 
North Dakota 

Utah 
Mississippi 

Louisiana 
Arizona 
Arkansas 

ldaho 
Minnesota 
Montana 
South Carolina 

Tennessee 
Nebraska 
New Mexico 

Nevada 
Pennsylvania 
New York 
lndiana 

lowa 
Missouri 

Kansas 
Colorado 
California 

Alabama 
Oklahoma 
Texas 
Wyoming 
North Dakota 

Utah 
Mississippi 
Louisiana 
Arkansas 
Arizona 
ldaho 
Minnesota 

Montana 
South Carolina 

New Mexico 

lowa 
Illinois 
lndiana 

Montana 

Georgia 
Washington 

Rhode Island 
Utah 
Arizona 

Louisiana 
Mississippi 
Texas 
West Virginia 
Wyoming 
Oklahoma 
Missouri 

New York 
South Carolina 

Alabama 
Delaware 
Pennsylvania 
Arkansas 

ldaho 
Wisconsin 

District of 
Columbia not applicable 

Oklahoma 

Tennessee 
Wyoming 

Connecticut 
Missouri 

New Hampshire 
Arkansas 
Rhode Island 
Texas 

New Jersey 
Vermont 
Washington 
North Carolina 
North Dakota 
Maine 
Wisconsin 

South Carolina 
Alabama 
Pennsylvania 
Georgia 
New York 
Mississippi 
Virginia 

Massachusetts 
Louisiana 
District of 

Columbia not applicable 

Note-Latest comparable data available for all states untll 1978 (1977 Census of Governments) Later mformat~on for selected Items IS ava~lable lor some states dlrectly from thew 
revenue departments 

-Not computed Med~an coelf~clent of ~ntra-area d~sperslon 1s 14 5 
SOURCE AClR staff comp~lat~on based on U S Bureau of the Census Governments D~v~s lon  Taxable Property Va11.e~ auii Assessrner~t-Sales Prce  Ralroc Vol 2 1972 Census ot  

Governments Washlngton DC U S Government Prlntlng Ofllce 1973 



program using state or regional average in- 
formation would lead to quite inaccurate pay- 
ments in many places. The  information also 
,,rovides preliminary information regarding 
the proportion of "tax loss" that might be 
taxable because of the private interest in pub- 
lic land. Most states with extensive National 
Forest land do not systematically collect in- 
formation on the amount of taxes from pri- 
vate forest land. With the assistance of state 
officials it has been possible, however, to de- 
velop estimates for six states (Tables 10-16). 

Property Tax 
States 

In three of the six states only the prop- 
erty tax is levied on land which may compare 
somewhat with National Forest land. In Cali- 
fornia, a legislative committee studying for- 
est taxation estimated the property taxes on 
private forest land in a sample of counties 
(Table 10). On a per acre basis, taxes on land 
vary in the ratio of 1-to-50 between the low 
and high county; taxes on timber vary in the 
ratio of 1-to-100. The tax on the land value is 
16% of the total tax. The data reflect the 
method of taxing forests that California used 
until 1976 when the state switched from ad 
valorem taxation of forest land to a yield tax 
on the value of the timber harvest (as with 
other states' yield tax laws, the bare land 
value of forest land remains subject to ad va- 
lorem taxes). 

For Idaho, the variation in property taxes 
per acre is in the ratio of 1-to-14 as between 
the counties with the lowest and highest pay- 
ment. It  is not possible to separate the tax 
between the tax on land and the tax on timber 
in Idaho (Table 11). 

Only half of the National Forest land is 
commercial forest land. Nonproductive for- 
ests, grazing land, mountains, and deserts 
make up the other half. Therefore, it is useful 
to consider taxation in a state where none of 
the privately owned land is classified as for- 
est land, but where there is extensive acreage 
of less productive land which may approxi- 
mate the less productive parts of National 
Forest land. Nevada experience permits such 
a comparison. In Nevada, property taxes on 
agricultural land that is not cultivated are 11 

TABLE 9 

ASSESSMENT RATIO INFORMATION 
PROVl DED BY STATES ACCORDING TO 

A PROPERTY CLASS1 FlCATlON AP- 
PROXIMATING OR INCLUDING 

TIMBERLAND 

Percent of 
Land Number of National 
Classification States Forest Land 

Timber 8 31.4 

Agriculture 18 28.2 
All Categories 

Combined 9 17.8 

Not Available 15 22.6 

TOTAL 50 100.0 

SOURCE AClR staff comp~latlon based on U S Bureau of 
the Census Governments D w s ~ o n  State and Lo- 
cal Rat10 Stud~es and Property Assessment Spec- 
~ a l  Stud~es No 72 Washmgton DC U S Govern- 
ment P r~n t~ng  O f f ~ c e  1975 p 22 U S 
Department of Agriculture Forest Servtce 
Nat~onal Forest System F ~ l e  1380 (5400) 1974 

(~nternal document) 

Table 10 

LAND, TIMBER, AND TOTAL TAXES 
PER ACRE ON FOREST LAND IN  

CALIFORNIA, 1974-75 

County Tax on Total 
Revenue Land Timber Taxes 

High $22.36 $26.00 $37.56 

Low .57 .25 1.16 
Median 1 .05 5.10 6.62 

Average 1 .OO 5.40 6.39 

Table 1 1 

PROPERTY TAX PER ACRE ON 
FOREST LAND IN  IDAHO, 1975 

County Revenue Tax 

High $2.86 
Low .20 
Median .53 
Average ,551 



times higher in the high tax county than in 
the low tax county (Table 12). 

The  data from California, Idaho and Ne- 
vada indicate that the amount of property 
taxes collected from land that somewhat ap- 
proximates National Forest land varies tre- 
mendously from state to state and within 
states. Statewide averages vary from $6.39 
per acre in California to $15 per acre on 
noncultivated land in Nevada. The  ratio of the 
low county to the high county is 1:32 in Cali- 
fornia, 1:14 in Idaho, and 1:11 in Nevada. 
Information from California indicates that the 
tax on land alone provides less revenue than 
the tax on timber value alone; only 16% of 
the tax is from the land in California. 

A Yield Tax State 

The  value of the standing timber is ex- 
empt from property taxation in Washington, 
but a percentage of the value of the timber 
harvest is collected as a "yield tax." The  bare 
land value of forest land remains subject to 
the property tax. 

The  yield tax in Washington is of special 
interest because it can be used to estimate 
roughly the amount of tax states forego by 
not taxing the private interest in National 
Forest land. Washington's total taxes from 
timber and timberland are $5.93 per acre, as 
shown in Table 13. Of the total $5.28, or 
8996, is from the yield tax on timber. To  the 
extent that National Forest land, nationwide, 
is similar to private forest land in Washing- 
ton, 89% of the taxes foregone from the Na- 
tional Forests are lost due to the failure of 
states to tax the private interests in timber on 
National Forest land. Only 11% of the fore- 
gone tax is due to potential tax from the fed- 
eral land itself. 

The  data from Washington indicate a 
large intrastate variation; taxes in the county 
with the highest per acre revenue are 69 
times higher than they are in the county with 
the lowest per acre revenue. 

Mixed Tax System States 

Oregon taxes the forest land and the har- 
vest, and the methods vary between western 
and eastern Oregon. In 19 western counties, 

Table 12 

PROPERTY TAX PER ACRE ON 
AGRICULTURAL LAND IN NEVADA, 

1975-76 

All Agricul- 
tural Land 

County All Agricul- Excluding Cul- 
Revenue tural Land tivated Land 

High $1.36 $.55 

Low .08 .05 

Median .38 .24 
Average .25 .15 

the property tax is applied to both the value 
of the land and the standing timber. Another 
property tax, called the "additional tax," is 
applied in the year of harvest. (This system 
is being replaced by a yield tax, similar to 
Washington's, effective in 1978.) 

In western Oregon, only 18% of the taxes 
are attributed to the value of the land. The  
taxes in the county with the highest revenue 
per acre are nine times higher than they are 
in the county with the lowest revenue per 
acre. (See Table 1 4 . )  

In 15 counties in eastern Oregon, the tax 
system provides for a property tax on the val- 
ue of the land only and for a severance tax a t  
the time of harvest based on the volume of 
wood harvested and an estimate of its value. 
In eastern Oregon, the property taxes on the 

Table 13 

PROPERTY AND YIELD TAXES PER 
ACRE ON FOREST LAND IN 

WASHINGTON, 1976 
Property Yield Tax 

County Tax on Value on Total 
Revenue Land Only of Harvest Taxes 

High $1.18 $1 7.05 $18.04 
Low .07 .17 .24 
Median .57 2.97 3.53 
Average .65 5.28 5.93 



Table 14 

TAXES PER ACRE ON FOREST LAND 
IN  19 COUNTIES IN  

WESTERN OREGON, 1976 

County Property Taxes Total 
Revenue Land Timber Additional Taxes 

High $1.77 $8.52 $2.21 $12.06 
Low .53 .49 .06 1.35 
Median 1 .29 2.55 .57 4.63 

Average 1.08 3.94 .97 5.99 

land are 38% of the total taxes. (See Table 
15.) This percentage is higher than in the 
other states because the forest land in eastern 
Oregon is less productive for commercial for- 
estry purposes and because the forest land 
also gains value from other compatible uses. 

Three systems for taxing timber land 
exist in Wisconsin. Normal ad valorem taxes 
apply to the value of land and standing timber 
on 85% of the state's timberland acres. A 
forest crop law and a woodland tax law ex- 
empt the other timberland from property tax- 
ation when the owner agrees to certain con- 
ditions regarding forest management prac- 
tices and land use. In place of property taxes, 
owners of this land pay 106 or 206 per acre. 
Based on a sample of one-half of the counties, 
a great variation among counties in the per 
acre taxes characterizes Wisconsin experi- 
ence, as it does other states. Per acre taxes in 
the county with the highest revenue per acre 
are 33 times higher than in the county with 
the lowest taxes per acre. (See Table 16. )  

Table 15 

PROPERTY AND SEVERANCE TAXES 
PER ACRE ON FOREST LAND IN  15 

EASTERN OREGON COUNTIES, 1975 

County Property Tax Severance Total 
Revenue on Land Only Tax Taxes 

High $ .63 $1.49 $1.85 
Low .14 0 .14 

Median .42 .27 .72 
Average .43 .69 1.12 

The other 15% of Wisconsin's forest 
land is taxed a t  10t  or 208 per acre. Consid- 
ering both the land subject to regular prop- 
erty taxation and that which is taxed by one 
of the two special procedures, the average 
tax on private forest land is $1.75 per acre. 

IMPLEMENTATION OF A 
TAX EQUIVALENCY PROGRAM 

The implementation of a tax equivalency 
program would confront the problems inher- 
ent in property taxation discussed in this 
chapter plus additional difficulties peculiar 
to valuing public land. With federal admin- 
istration, each issue in valuing public land 
would bear on the administrative cost and on 
the exactness of the tax equivalency calcula- 
tion. With local administration, any federal 
review of the accuracy of the locally deter- 
mined tax equivalency would raise issues in- 
volving valuation concepts. This section de- 
velops a model for the federal determination 
of a tax equivalency. Tax equivalency pro- 
grams for the foregone yield and severance 
tax and for the ad valorem tax are considered 
separately. The  two elements are then melded 
to provide an  intergovernmental program for 
carrying out a tax equivalency payment sys- 
tem. 

Yield and Severance Tax 

Table 6 in this chapter, which summa- 
rized the tax laws by state, shows that a yield 
tax replaces the property tax on timber in 14 
states (15 by 1978). In all these states the 
bare land value of forest land remains sub- 
ject to the property tax. Six states employ a 

Table 16 

PROPERTY TAXES PER ACRE ON THE 
FOREST LAND SUBJECT TO REGULAR 

PROPERTY TAXATION IN  
WISCONSIN, 1975 

County Revenue Tax Per Acre 

High $12.72 
Low .38 
Average 2.03 
Median 2.1 7 



severance tax. Because the law and tax rate 
usually do not vary within states, administer- 
ing this part of a tax equivalency would have 
to account for the yield tax laws of only 15 
states and the severance tax laws of six states. 

Nearly every state's yield and severance 
tax law has provisions that add some admin- 
istrative complexity to the determination of 
an equivalency. Some states' yield tax pro- 
visions are optional; the owner must apply 
to the state for approval. Conditions for ap- 
proval include that the land could not be used 
for a more valuable purpose (Hawaii), public 
access is guaranteed (most states), the per 
acre value does not exceed a set figure (Lou- 
isiana, Massachusetts and Missouri), and an 
acceptable timber management plan is sub- 
mitted. In addition, in Alabama, Arkansas, 
Connecticut and Missouri there is a complex 
schedule which varies the tax rate according 
to the type of timber harvested. A fairly exact 
tax equivalency program would determine 
whether the federal property met the various 
conditions applicable in each state and apply 
the appropriate tax rate. 

A yield tax law typically calls for an es- 
timate of the immediate harvest value of the 
timber harvested. States do not use the actual 
selling price because many firms that own 
timber stands process their own timber into 
lumber and other wood products. The esti- 
mating process is not a problem in the case of 
National Forest timber; but the fact that 
timber sales by the Forest Service usually pro- 
vide for harvesting over several years is. The 
sale information does not indicate how the 
sales price should be divided among the years. 
The harvest in the second and ensuing years 
after the sale may have a greater or lesser 
value than the selling price would indicate. 
Consequently, the value should be estimated 
by applying the average market price for each 
type of tree to the volume harvested during 
the year. The state's yield tax rate would be 
applied to the estimated value. 

The Ad Valorem Tax Equivalency con- 
cept is to reimburse localities for one of the 
effects of federal ownership-the foregone op- 
portunity to tax the land. For most states the 
starting point for an ad valorem tax equiv- 
alency is the determination of market value. 
Nearly all the states assess the value of at 

least the land on which the forests stand a t  
full market value or a prescribed percentage 
of market value (Table 7). The determination 
of the value of the National Forests is spared 
none of the problems nor the expense local 
governments face in valuing private property. 
In addition, special problems are created in 
the attempt to estimate accurately the mar- 
ket value of the National Forests. 

Both the major value estimating methods 
-sales comparison and income capitaliza- 
tion-rely on assumptions for which there is 
no firm basis. Accordingly, any method for 
implementing a tax equivalency program is 
open to substantial honest disagreement be- 
tween the federal and the local governments 
over the value estimated. 

To implement the sales comparison ap-  
proach, there must be comparable property. 
Much of the National Forest land was as- 
sembled from the less desirable parts of the 
public domain-the portion that remained 
unsold after years of sale or settlement of 
public land. In addition the federal land gen- 
erally is not comparable to private land, and 
is an overwhelming presence (including Na- 
tional Forests, National Parks, and other 
types of federal land) in many areas. On an 
area basis, the federal government owns 97% 
of Alaska and 87% of Nevada. In ten other 
states the federal land constitutes 29% or 
more of the total acreage in the state: Ari- 
zona 44%, California 45%, Colorado 36%, 
Idaho 64%. Montana 30%, New Mexico 33%, 
Oregon 52%, Utah 66%, Washington 29%, and 
Wyoming 48%.3 Of course, federally owned 
land is a higher percentage in many counties 
in these states. Consequently, the opportu- 
nity to find comparable privately owned par- 
cels is significantly diminished. 

In the case of National Forest land which 
is commercial forest (49% of the totald), sales 
of truly comparable privately owned commer- 
cial forest land may indicate value. For in this 
situation the land in federal ownership serves 
the same economic function as the land would 
have in private ownership. True comparabil- 
ity, however, would be most elusive. Value 
depends not only on the physical character- 
istic of the land, but also on accessibility and 
the market for timber. There must be exten- 
sive acreage of privately owned land in each 



economic region so that  enough sales occur 
to make the sales reliable indicators of value 
in each category of federal land. This imper- 
ative cannot be met for much of the federal 
acreage. For example, there is virtually no 
private forest land in Colorado-but the Na- 
tional Forest encompass 14.4 million acres. 

It is still more difficult to arrive at  ac- 
curate estimates where National Forest land 
-commercial timberland or other-could 
have a significantly different use in private 
ownership and where federal land imparts to 
private land benefits which are capitalized 
into private land values. Under these circum- 
stances, selecting comparable land sales is 
fraught with problems. When the federally 
owned land would have a different use in pri- 
vate ownership the consequence is that fed- 
eral ownership restricts the supply, and there- 
fore enhances the value of the private land 
that is in the other use. For example, when 
most of the lake shore property in an area is 
not available for development, the portion 
that is available takes on greater value. I t  
would be inappropriate to base the value of 
federal land on sale prices of apparently pri- 
vate comparable land when those prices are 
predicated on the fact that  federal land is not 
available. 

Several examples suggest that  federal 
ownership enhances the value of private land 
in other uses by making it scarce. For exam- 
ple, a 10,500 acre tract of land on Lake Tahoe 
was owned by an estate which kept the land 
off the market for many years. The  price for 
land in the area ranged from a low of $4,000 
a n  acre for a large t ract  (645 acres) to  
$150,000 an acre for smaller parcels. The  For- 
est Service, nonetheless, purchased the 10,500 
acres (including six miles of Lake Tahoe lake 
frontage) for only $1,022 per acre because the 
availability of this large tract depressed the 
fair market value of land in that area. In 
Jackson Hole, WY, extensive federal land 
ownership has left only 3% of the area in pri- 
vate ownership. Sale prices range from $4,000 
to $8,000 per acre. Across the mountain range 
in Fremont County, ID, land which is phys- 
ically equivalent, adjacent to Yellowstone 
National Park and developed for recreational 
use, sells for $1,500 to $2,500 per acre. In both 
examples, the Forest Service's office for prop- 

erty appraisal attributes much of the price 
difference to the impact of extensive acreage 
being kept off the market.5 

The  value of land also incorporates the 
benefits of adjoining the surrounding land. 
Some benefits capitalized into private land 
value are intrinsic to federal ownership itself. 
Advertisements for second homes adjacent 
to National Forest attest to this role. Federal 
ownership of the forests guarantees the home- 
owner access to open space land that will not 
be developed. The portion of the value of pri- 
vate land that comes from the intrinsic bene- 
fit of federal ownership cannot be used to in- 
dicate the value federal land would have if it 
were for sale. 

While adjustments should be made for 
these factors, there is no sound, objective ba- 
sis for making them. Accordingly, a tax equiv- 
alency would incorporate to a significant ex- 
tent the judgments of those responsible for 
the estimates, or it would use existing sales 
information to estimate value even when such 
information may not be a reliable indicator. 

The  income capitalization technique does 
not avoid the obstacles mentioned above but 
it would be preferable for estimating value 
where the federal land is commercially pro- 
ductive forest. This method estimates values 
by capitalizing a projected income flow (i.e., 
by determining the present value of future 
income). In a study done for ACIR, Dr. W. 
David Klemperer described how this method 
would work.h By projecting an income flow 
based on the Forest Service's forest manage- 
ment plan, this method would make no esti- 
mate of the additional value the land may 
have due to the potential to manage the 
forests in an economically more productive 
manner or to the possibility of using the land 
for an entirely different purpose. However, a 
strong argument can be made for omitting the 
additional value the land would have if its use 
were changed. Federal ownership prevents the 
change in use from actually occurring. and 
thus saves the county the additional expense 
of serving more intensively used land. These 
two factors (which constitute the "foregone 
effects" described in Chapter I I I )  do not nec- 
essarily balance, but, since measuring each is 
speculative, they can well be omitted. 

Forest Service management of the forests 



could significantly affect the value estimated 
by this method. One of the complaints county 
officials register about the current payment 
plan is that Forest Service decisions to re- 
strict timber production reduce their pay- 
ments; for example, when a forest is reserved 
as a wilderness area. Adjustments can be 
made by hypothesizing the income flow the 
forests could yield if it were managed for tim- 
ber production. If a substantially increased 
production were hypothesized, however, the 
reduction in prices that would result from in- 
creased production also should be estimated. 

The  income capitalization method is not 
applicable where the projected income flow 
does not indicate the value the land would 
have under private ownership-the half of 
the National Forests which are not commer- 
cially productive forest land. In states which 
subject the land, but not the timber to a 
property tax the income approach can be used 
in modified form. The states which employ a 
yield tax fall in this category (Table 6). Dr. 
Klemperer concluded that although the the- 
ory exists for estimating bare land value by 
this technique, the method is so sensitive to 
input assumptions that as  a practical matter 
it is impossible to use in states where a sep- 
arate estimate of the bare land value is re- 
quired. The modified income approach would 
determine a value of timber and land com- 
bined, but then the portion that is bare land 
value would be determined based on the re- 
lationship between the value of land and tim- 
ber as ascertained by the sales comparison 
approach. 

Aside from the problem of alternative land 
use and the problem of separating land from 
timber values, estimates made by this method 
are quite sensitive to assumptions adopted 
concerning the capitalization rate, future 
prices, and technology for utilizing wood 
products. Dr. Klemperer concluded: "Even 
if all variables were kept within 'reasonable' 
ranges, the possible present values of future 
income could vary significantly."' 

If a tax equivalency approach is adopted 
and if it would reimburse for all the potential 
tax on the federal land, the income capitaliza- 
tion technique is superior-but it is applica- 
ble only for commercial forest land. Its supe- 
riority is not because it yields more reliable 

estimates, but because of its administration. 
The  estimates resulting from the income cap- 
italization or the sale comparison methods 
rely on assumptions about which there can 
be significant disagreement. However, the 
assumptions required for the income capital- 
ization method can be made subject to a de- 
liberate, reviewable decision process which 
would allow affected counties to be fully 
aware of the method by which the land is 
valued and would provide consistent applica- 
tion of the methodology in all counties. 

The  income capitalization method also 
can be administered more economically. 
Based on the tax equivalency payments pro- 
gram for part of the Superior National Forest 
in Minnesota, the cost of assessing the entire 
National Forest area would be $15.2 million. 
If an  assessment every ten years would suffice 
as in the program in Minnesota, the annual 
cost would be $1.5 million. The  income meth- 
od can be employed a t  a fraction of this cost. 

After the market value of the National 
Forest property is estimated, three additional 
steps are required to calculate a tax equiv- 
alency. The first is to apply the appropriate 
assessment ratio to the value of federal land 
to derive a value consistent with the taxable 
value of private land. Next, the special tax 
provisions applicable to forest land must be 
determined. A variety of adjustments and 
exemptions are applied to forest land values 
or to the value of the timber states with sig- 
nificant areas of forest (See pp. 47 and Table 
6 in this chapter.) A tax equivalency can now 
be calculated by applying an appropriate tax 
rate. 

The  tax rate existing a t  the time a tax 
equivalency program is instituted would be 
inappropriate. That  tax rate was determined 
without the public land in the base. For ex- 
ample, if the estimated value of the National 
Forest in Douglas County, OR, were added 
to the tax base and if the compensation were 
added to the levy the tax rate would be cut 
by about 40%.8 

The federal and local levels are each 
suited to carry out the work required by par- 
ticular parts of the program. In this model 
the federal government would directly under- 
take the estimate of the foregone yield and 
severance tax. The information concerning 



the volume of timber harvested is collected 
by the Forest Service in the normal course of 
its affairs. Judgment would have to be made 
regarding the applicable tax in states which 
provide for special tax measures upon applica- 
tion. 

The  federal government would estimate 
the value of the National Forests in the ad 
valorem tax equivalency. If counties esti- 
mated value according to local methods, they 
would confront the problems discussed above, 
magnified many times over. In many counties 
there would be no private land comparable 
to the public land and there would be insuf- 
ficient basis for interpreting the sale price of 
private land as  a n  indicator of the value pub- 
lic land would have on the market. Estimates 
by the federal government might a t  least as- 
sure a consistent approach. The  estimate of 
value made by the federal government would 
be certified to the local government which 
would estimate the tax equivalency. 

An appropriate administrative procedure 
for estimating a tax equivalency after the 
value has been estimated is suggested by Can- 
ada's method for administering the Municipal 
Grants Act, described in Chapter II.  The  
counties would submit a proposed tax equiv- 
alency payment to the federal government, 
along with information supporting the ac- 

curacy of the estimate. The  estimate of a tax 
equivalency would follow the steps outlined 
above: (1)  the county would convert the full 
market value to an  assessed value, (2)  calcu- 
late the preferential provisions applicable to 
forest land, (3)  add the value to the local tax 
base, (4)  calculate an  adjusted tax rate and  
(5) determine the tax equivalency by applying 
the rate to the assessed value of the National 
Forest. The  federal government would retain 
the authority to adjust the counties' estimate 
of the land value where a review indicates the 
estimate is incorrect. 

The  alternative-direct federal estimat- 
ing-would be virtually impossible to carry 
out. An enormous data gathering task is re- 
quired. Information on assessment ratios, 
special tax provisions applicable to forest 
land, and elements of the tax rate calculation 
would have to be assembled from 600 coun- 
ties. 

Still, information vital for assuring con- 
sistent tax equivalency payments would be 
lacking. For example, as  Table 10 in this 
chapter shows, 22.6% of the National Forest 
land lies in states which provide neither of- 
ficial reports of assessment ratios nor unoffi- 
cial calculations. Only 31.4% of the National 
Forest land is in states which report a n  as- 
sessment ratio specifically for timberland. 
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make up for the federal payment. When the federal 
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Chapter V 

The Fiscal Impact of The 
National Forest on 
Local Government Finances 

A his chapter seeks to discover how federal 
ownership of the National Forest and the 
compensation under the National Forest Re-  
ceipt Sharing Act (1908-76) and the Taylor 
Grazing Act (1934) influence local govern- 
ments' finances. T o  analyze this question 
this chapter presents background informa- 
tion on the National Forest system; critically 
reviews the previous empirical literature on 
this question; develops a research method- 
otogy; applies this methodology to evaluate 
the fiscal impact of National Forest land on 
h a 1  governments; and analyzes the distribu- 
tional impact of federal compensation under 
P.L. 94-588, The  National Forest Manage- 
ment Act o f  1976. 

BACKGROUND INFORMATION ON 
THE NATIONAL FOREST SYSTEM 

T h e  National Forest System consists of 
187 million acres (or 8% of the United States 
area) distributed throughout 652 counties in 
43 states.' I ts  value has been estimated a t  
$42 b i l l i ~ n . ~  Table 17 shows the location of 
National Forest land by administrative re- 
&m and by state. Seven states-Delaware, 
Hawaii, Iowa, Maryland, Massachusetts, 
New Jersey and Rhode Island-contain no 
National Forest land. Idaho has 39% of its 

acres in National Forests while three states- 
Connecticut, Maine, and New York-have 
less than 1% of their acres set aside in Na- 
tional Forest. Region 4 (Idaho, Nevada and  
Utah) contains 18% of the National Forest 
acres while Region 9 (the northeastern states) 
represents 6%. The  western states of Alaska, 
California, Idaho, Montana and Oregon hold 
more than 50% of the National Forest land.3 

The  Forest Service manages the 187 mil- 
lion acres under a multiple use policy. T h e  
National Forests are intended to provide eco- 
nomic, recreation, and conservation benefits. 
Table 18 depicts the range of activities related 
to the National Forest land. 

Table 19 shows the trends in supplies of 
forest products. From 1962 to the present, 
National Forests have supplied approximately 
16% of the forest products in the United 
States. This  is expected to continue until 
1990. Thereafter, a slight relative decline is 
anticipated: 15.5% in 2000; 15.4% in 2020. 
Farms and miscellaneous private land will 
continue to supply the greatest share of forest 
products.-' 

Table 20 accounts for the income from 
the National Forest System for 1975. T h e  
data reflect the National Forest role as a tim- 
ber producer. Over 54% of the system's rev- 
enues are earned through timber sales. Leases 



State 

REGION 1 
Montana 
North Dakota 
REGION 2 
Colorado 
Kansas 
Nebraska 
South Dakota 
Wyoming 
REGION 3 
Arizona 
New Mexico 
REGION 4 

Idaho 
Nevada 
Utah 
REGION 5 
California 
REGION 6 
Oregon 
Washington 
REGION 8 
Alabama 
Arkansas 
Florida 
Georgia 

Kentucky 
Louisiana 
Mississippi 

Table 17 

NATIONAL FOREST ACRES BY STATE, 1974 

National Percent 
Forest Acres of National 

(in thousands) Forest Acres 

Percent 
of State 
Acres 

18.0% 
3.0 

22.0 

0 a 
1 .o 
4.0 
4.0 

16.0 
12.0 

39.0 
7.0 

15.0 

20.0 

25.0 
6.0 

2.0 
7.0 

3.0 
2.0 

3.0 
2.0 
4.0 

North Carolina 
Oklahoma 
South Carolina 
Tennessee 
Texas 
Virginia 
REGION 9 
Connecticut 
Delaware 
Illinois 
Indiana 
Iowa 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Missouri 
New Hampshire 
New Jersey 
New York 
Ohio 
Pennsylvania 
Rhode Island 

Vermont 
West Virginia 
Wisconsin 
REGION 10 
Alaska 

National 
Forest Acres 

(in thousands) 

1,143 
291 
607 

61 8 
779 

1,593 

,001 
0 

253 

178 
0 

5 0 
0 
0 

2,697 
2,800 
1,448 

683 

0 
13 

162 
502 

0 

251 

958 
1,491 

20,716 

Percent 
of National 

Forest Acres 

.6 

.2 

.3 

.3 

.4 

.9 

0 a 
0 

.1 

.1 
oa 
oa 
0 
0 

1.4 

1.5 
.8 
.4 

0 
0 a 

1 
.3 
0 

.1 

.5 

.8 

11 .o 

Percent 
of State 
Acres 

4.0 
1 .o 
3.0 
2.0 
1 .o 
6.0 

0 a 
0 

1 .o 
1 .o 

oa 
0 a 

0 
0 

7.0 
6.0 
3.0 

12.0 

0 
oa 

1 .o 
2.0 

0 

15.0 

6.0 
4.0 

6.0 

a ~ h e s e  jurisdictions contain some National Forest land, but their percentage rounds to zero. 
SOURCE: Forest Service, USDA, "Nat~onal Forest System, File 1380 (5400)," 1974. 



Table 18 

PROJECTED DEMAND FOR NATIONAL FOREST AND 
RANGE PRODUCTS 

(Medium Level-Base Year Equals 100) 

YEARS 
Uses Base Year 1980 2000 2020 

Remote Camping 1975 106 133 180 

(visitor days) 
Birdwatching 1975 107 138 168 

(visitor days) 
Small Game Hunting 1975 106 121 135 

(visitor days) 
Fresh Water Fishing 1975 11 1 156 204 

(visitor days) 
Forest-Range Grazing 1970 117 150 164 

(millions of acres) 
Timber 1970 131 173 219 

(billions board feet) 
Water 1975 103 123 139 

(consumptive use) (acre feet) 
SOURCE: A Summary of the Program and Assessment for the Nation's Renewable Resource, Forest 

Service. U.S. Department of Agriculture, Washington. DC, U.S. Government Printing 
Office. 1975, p. 8. 

Table 19 

TRENDS IN SUPPLIES OF FOREST PRODUCTS~ 
(Million Cubic Feet) 

Years 
1952 1962 1970 1980 1990 2000 2020 

National Forests 898 1,684 2,016 2,519 2,714 2,917 2,929 
Other Public 528 672 834 1,130 1,376 1,637 1,689 
Forest l ndustry 3,186 2,834 3,430 3,378 3,360 3,641 3,895 
Farms and Miscellaneous 

Private 6,133 4,989 5,874 8,291 9,558 10,654 10,528 
TOTAL 10,745 10,179 12,154 15,318 17,009 18,849 19,040 

a ~ s t i m a t e s  by the U.S. Forest Service assume 1970 level of forest management. 
SOURCE: U.S. Forest Service, The Timber Outlook in the United States, 1974. 



Table 20 

INCOME EARNED BY NATIONAL 

FOREST SYSTEM, 1975 
(Millions of Dollars) 

Source of Income 

Cash Receipts from Sale and 
Use of Timber Resources 

Timber 
Grazing 
Land Uses 
Recreation 
Power 
Mineral Leases and Permits 
Admission and User Fees 

Subtotal 

Cash Receipts from Deposits 
of Contractors to Be 
Expended on National Forests 

Amount 

$341.3 
7.7 
1.4 

5.5 

.5 
12.4 

4.3 

(373.1) 

79.2 

Miscellaneous Sales and Rentals 3.0 

Other Income 

Collection of Federal Power 
Commission for Power Licenses 
on Public Domain National Forest 2.0 

Collection in Conjunction with 
Department of Interior for 
Leases, Licenses, and Permits 75.0 

Value of Roads Built by 
Timber Purchasers Through 
Allowance in Selling Price 
of Timber 97.6 

TOTAL $628.1 

SOURCE Forest Serv~ce cornp~latlon 

Percent 
of Total 

54.3% 

1.2 

.2 

.9 

1 

2.0 
1.7 

(59.4) 

12.6 

.5 

0 

11.9 

15.6 

100.0% 

(11.95%) and the value of roads built by timber 
purchasers (15.6%) are the other two major 
sources of revenue. 

THE ECONOMICS OF THE 
NATIONAL FOREST RECEIPT 

SHARING PROGRAM 
A portion of the income shown in Table 

20 is shared with state and local governments 
as a payment in lieu of taxes. In fiscal year 
1975, $91.1 million was distributed to states 
and counties with National Forest land. Prior 

to 1976, this receipt sharing worked through 
the following formula. 

Receipts are earned from timber sales 
(RT) ;  from leases (RL); and from permits 
(RP) .  From these receipts the Forest Service 
subtracts money for "timber sale better- 
ment" (KV) and for brush disposal and res- 
toration of improvements (DR)5. Thus, the 
National Forest receipt sharing funds (F)  are 
defined as: 

F = R T + R L + R P - K V - D R  (5-1) 

the ith county share (CS) is 

CS = a/A x .25F (5-2) 
where: "a" is the county's acreage of a Na- 
tional Forest, and "A" is the total acreage of 
a National Forest. 

Since for any one county (a/A) varies little, 
if a t  all, from year to year we can group 

k = (a/A X .25) (5-3) 
Thus, the county share can be rewritten as 

CS = kF (5-4) 

The obvious conclusion is that  the county 
share (CS) is a function of the receipt fund 
(F)  and varies as the receipts vary. The  re- 
ceipt sharing funds (F)  increase when RT, 
RL, or R P  increases faster than KV or DR. 
This partially explains fluctuations (in- 
creases and decreases) in the amount dis- 
tributed from year to year. 

There are four implications of the struc- 
ture of the receipt sharing formula: 

1. Productivity-The more productive a 
National Forest is (the greater the sum of 
RT,  RL, and R P  minus KV and DR), the 
greater will be the county share (CS). 

2. Stability of Payments-The stability of 
the level of payment is related over time 
to the net productivity of the forest and 
the market for timber. As they vary, so 
will the payment. 

3. Env i ronmen ta l  Considerat ions-The 
shared receipts fund is sensitive to land 
management practices which influence 
the revenue productivity of the National 
Forests; for example, clear cutting vs. 
selective cutting decisions. The  shared 
revenue impact of such management de- 



cisions on each county will depend large- 
ly upon the elasticity of the demand for 
timber.6 

4. Investment in the National Forests-The 
greater the amount currently being in- 
vested in a National Forest (the greater 
the KV and DR), the lower will be the 
amount currently available for sharing 
with counties (CS). 

These two interests-the county share 
and forest investment-are set in conflict 
with one another in the short run. 

The  four points summarize the highlights 
of the National Forest Receipt Sharing Pro- 
gram.7 Each shows that variations in revenue 
may cause changes in payments to counties.8 
After 1976 the amount shared included KV 
and DR. A later section of this chapter de- 
scribes this in more detail. 

Table 21 presents the distribution of 
counties by per acre payment for 1975 and 
by the extensiveness of National Forest land 
within a county. It shows that 81% (529/652) 
of the counties receive 754 per acre or less. 
Only 2% (14/652) receive over $5 per acre. 
This table does not measure how much or how 
little the payments are concentrated. With- 
out implying that unequal per acre payments 
are undesirable, it is useful to determine the 

degree of inequality. 
How can the degree of inequality of the 

distribution of shared receipts be measured? 
One method is to measure the percent of all 
shared receipts that go to the counties rep- 
resenting the 10% of National Forest land 
that yields the lowest per acre payment. Then 
measure the amount to the counties repre- 
senting the 20% of the National Forest and 
the next lowest per acre payments, and so 
forth. 

If the distribution of the per acre shared 
receipts were uniform, the counties with 20% 
of the National Forest land would receive 
20% of the shared receipts; and counties rep- 
resenting 60% would receive 60% of the shared 
receipts. This  is shown in Chart 1 as the 
"Line of Lorenz Equality." T h e  entire dia- 
gram is called a Lorenz Curve. I t  plots the 
cumulative percentage of National Forest 
land, in counties against the percent of shared 
receipts the counties r e ~ e i v e . ~  For example, 
in 1975, counties with 10% of the land that 
yields the lowest per acre payment received 
1% of the shared revenues; counties with 45% 
received 7%; counties with 67% received 19%; 
and counties with 76% of the land received 
29% of the shared revenues. 

The  inequality depicted in Chart 1 is 
measured by a Gini coefficient. Table 22 pre- 
sents the Gini coefficients for the 1965. 

Table 21 

DISTRIBUTION OF COUNTIES BY PER ACRE NATIONAL 
FOREST RECEIPTS SHARING PAYMENTS AND BY 

EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN 
A COUNTY, 1975 

Per Acre 
Payment 
Level 

Extensiveness of National Forest Land 
(percent of county area) 

15% and 
0-5% 5%-10% 10%-15% Above Total 

$.75 or Less 1 1 7  82 5 3 277 529 
5.76-$5 27 1 1  20 51 109 
$5 or More 5 1 1 7 14 

Total 149 94 74 335 652 

SOURCE. AClR staff calculation based on data f rom Forest Service. U.S.D.A 



Chart 1 

LOREN2 CURVE OF RECEIPTS 
AND NATIONAL FOREST ACRES, 1975-6 

4 0 60 8 0 

Percent of National Forest Acres 

Percent of 
Shared Receipts 

------------- 
Actual, 1975 

Actual, 1976 

...*.a. 0.. 0.0. 

Simulated, 1976 



Table 22 

Year 

GIN1 COEFFICIENT FOR LORENZ CURVE ON NATIONAL 
FOREST PAYMENTS AND NATIONAL FOREST ACRES 

Payment 

Gini 
Coefficient 

1965 National Forest Receipt Sharing (NFRS) ,251 
1970 NFRS ,285 

1975 N FRS ,310 

1976 N FRS ,299 

1976 Estimated Gross National Forest Payment 

(P.L. 94-588, National Forest Management 
Ac t  of 1976) ,281 

SOURCE. AClR staff calculations based on data from Forest Serv~ce. U.S.D.A 

1970, 1975 and  1976 National Forest Re- 
ceipt Sharing payments and the simulated 
payment that  would have occurred in 1976 if 
the current law (P.L. 94-588) had been in 
effect. T h e  closer the Gini coefficient is to 
1.0, the more evenly distributed is the Na- 
tional Forest payment. Conversely, the closer 
the coefficient is to 0.0, the more unevenly 
distributed (more concentrated in a few 
counties) is the payment. As Chart 1 and 
Table 22 show, the distribution became less 
even from 1975 to 1976 (.310 vs. .299). Fur- 
ther, the legislative change which increased 
the sharable income has made the payment 
distribution more unequal (.299 vs. .281). 
This  Lorenz inequality results from the un- 
equal productivity of National Forest land. 
Productive land earns more revenue and, 
therefore, provides a larger share for local 
governments. 

Review of the Literature 

T h e  costs and benefits to local govern- 
ments of federal land have been estimated on 
three occasions; twice by Ellis T .  Williams of 
the U.S. Forest Service in publications dated 
1955 and 1965, and once by the EBS Man- 
agement Consultants, Inc., in 1968 under 
contract to the Public Land Law Review Com- 
mission. 

Williams compared the estimated tax 
foregone due to federal ownership with the 

local benefit of the receipt sharing payment 
and certain types of federal expenditures for 
a sample of 40% of the National Forest 
acres.1° Forest Service researchers inter- 
viewed local assessing officers to estimate 
the market value of the National Forest in 
each sample county selected. National Forest 
acres in the sample counties were classified 
according to the local assessment practice. 
T h e  acreage in each class was then multiplied 
by the average value per acre for that  class. 
T h e  sum across all classes was the total as- 
sessed value of the National Forest land. T h e  
property tax revenue foregone was estimated 
by multiplying the assessed value of the Na- 
tional Forest by the prevailing tax rate per 
$100 of assessed value. T h e  prevailing rate 
included state, county, school and  other local 
taxing districts. The  results for the sample 
counties were generalized to apply to the en- 
tire National Forest system. 

Benefits generated by the National Forest 
land were divided into two categories: contri- 
butions-in-kind and indirect. Contributions- 
in-kind were calculated as the expenditure 
for local public services that  would have been 
made if the land were not federally owned." 
Three types of contributions-in-kind which 
save local expenditures were identified: (1) 
construction and maintenance of roads, trails 
and structures; (2) fire control; and (3 )  forest 
highways. 

The  benefit derived from the construction 



and maintenance of roads, trails, and struc- 
tures was estimated by averaging Forest Ser- 
vice expenditures for these purposes over a 
three-year period. Only expenditures on roads 
which served as a mail or school bus routes 
were included since roads serving these func- 
tions could "reasonably" be expected to be 
built and maintained by state or local au- 
thorities. 

Fire control service benefits were esti- 
mated by computing the average annual ex- 
penditures per acre being made by the 
respective states on private lands during the 
same three-year period. These expenditures 
were used because they were judged to be a 
better indicator, in most cases, of saved ex- 
penditures than actual expenditures by the 
Forest Service. 

The Federal H ighway  A c t  o f  1921 pro- 
vides federal funds for the construction and 
maintenance of highways of "primary" im- 
portance to the states, counties or communi- 
ties within, adjoining or adjacent to the Na- 
tional Forest. These funds are independent of 
the federal aid highway program and accrue 
to the states only because of the existence of 
the National Forest. As a result, both studies 
considered such highway expenditures as a 
contribution-in-kind to the state and local 
governments. 

Williams did not attempt to estimate in- 
direct benefits, but he did present a criterion 
for identifying them. The  criterion was 
"those benefits over and above those that 

would normally stem from forest land in pri- 
vate ownership."'Z Several examples of in- 
direct benefits resulting from the federal 
ownership and management of forest land 
are: (1) timber and other resource manage- 
ment provides stability for forest industries 
and local economies; (2) livestock industries 
and recreation-based industries benefit from 
the assurance of a permanent grazing and 
recreation resource in numerous local areas; 
and (3) benefits are derived from watershed 
management and from the recreational op- 
portunities provided. 

A net benefit (foregone costs minus fore- 
gone tax revenue) was compared to the cash 
reimbursement made by the federal govern- 
ment. This payment included the 25% shared 
receipts from the National  Forest Receipts 
Sharing A c t  o f  1908, and payments from the 
Arizona and N e w  Mexico Enabling Ac t  o f  
1910, the boundary Waters Canoe Ac t  o f  
1966, and the Oregon and California R e -  
vested Railroad Grant Land o f  1916 (only in 
the 1962 study). The framework developed in 
Chapter III  can be applied to the methodology 
of Williams' studies. The  property tax rev- 
enue and the contributions-in-kind would be 
a foregone benefit and a foregone cost, re- 
spectively. The  federal compensation pay- 
ment is a current benefit. Table  23 shows the 
significant role played by the estimate of 
benefits in the determination of the impact 
of National Forest lands. 

In both the 1955 and 1965 studies, the 

Table 23 

SUMMARY OF WILLIAMS' 1955 AND 1965 STUDIES OF 
FOREGONE TAXES, FUND PAYMENTS, AND 

CONTRIBUTIONS-IN-KIND 
(Cents Per Acre) 

Percent 
1955 1965 Increase Increase 

Estimated Foregone Tax 
(calendar year) 196 43a: 24a: 126% 

25% Fund Payments (fiscal year) 11 19 8 73 

Contributions-In-Kind 
(fiscal year) 24 44 20 8 3 



25% payment is less than the estimated fore- 
gone tax revenue (1955-58% and 1965- 
44%). Only after Williams included the con- 
tributions-in-kind did the National Forest 
more than compensate on average for the es- 
timated foregone tax revenue (1955-166 per 
acre, and 1965-206 per acre).13 

After Williams' two studies, the Public 
Land Law Review Commission (PLLRC) di- 
rected EBS Management Consultants, Inc., 
to study the impact of federal land on local 
jurisdictions.14 EBS conducted 55 case 
studies (five states and 50 counties) to as- 
sess the impact of federal land. The  EBS staff 
selected the 55 cases so that their results 
would include intensive federal land holdings 
that  were distributed nationwide. 

Data from the Bureau of the Census and 
from over 600 personal interviews were col- 
lected to estimate the net benefits of federal 
land to the case study areas. The calculation 
of the net effects included the estimation of 
foregone property tax revenues, and the val- 
uation of in-kind benefits and costs. 

EBS used a methodology similar to Wil- 
liams' to derive the property tax revenue that  
federal lands would pay if they were privately 
owned. With the assistance of tax assessors, 
EBS grouped the federal land into local land 
classes used for comparable private land. 
Since the categories were very broad, they 
included lands that were not comparable to 
the federal land. Average assessed values per 
acre were determined for each class. Then 
the 1966 rural tax rate which was found by 
subtracting the municipal levies from the 
weighted average county tax rate was applied 
to the assessed value of the federal land to 
obtain the estimated foregone property tax 
revenue. l5 

EBS also credited the federal govern- 
ment with providing in-kind benefits to the 
local governments. Federal officials esti- 
mated the value of the goods and services 
given to the local and state governments. In 
some cases the value of the benefit to the 
local jurisdiction was made equal to the cost 
of providing goods or services. The  annual 
value of capital goods, such as roads, bridges 
and other federal installations, was computed 
based on the capital cost divi$ed by the life of 
the asset. Evidently, EBS also measured some 

benefits as saved costs; for example, rights 
of way on the federal land. 

The  report also estimated the in-kind 
costs to state and local governments. Detailed 
financial accounts were not available, so the 
state and local officials estimated the cost im- 
posed upon the government. T h e  specific 
items were law enforcement, fire protection, 
and road maintenance. 

When the EBS study is placed within the 
framework described in Chapter III, its prop- 
erty tax revenue estimate is a foregone bene- 
fit. In addition to foregone costs (saved ex- 
penditures), EBS used current benefits-the 
actual use of the federal property or services. 

A Critique of the Studies 

The two studies by Williams accounted 
for nearly all the factors required to estimate 
a tax equivalency as described in Chapter IV. 
Apparently, considerable effort was devoted 
to refining the estimates by accounting for 
local taxation methods. The  methods, how- 
ever, fell short of the model presented in 
Chapter IV on two counts. Williams reports 
that a tax equivalency was computed by mul- 
tiplying the estimated value by the prevailing 
tax rate rather than by a recomputed tax rate. 
Based on the consultant's estimate of the 
value of the Umpqua National Forest (Appen-  
dix B ) ,  the addition of the portion of the 
Umpqua's value to the Douglas County tax 
base would double the tax base and reduce 
the effective tax rate by approximately 40% 
(from $15.79 to $9.80 per $1,000 assessed 
valuation). Thus, a tax equivalency computed 
by using existing tax rates can overestimate 
the amount of the payment to Douglas County 
by as much as 100%. 

The  Williams' study apparently made no 
attempt to account for the effect that federal 
land ownership has on the value of private 
land. It increases the value of private land by 
restricting the supply and by the special ben- 
efits it creates to adjacent land. The  discus- 
sion in Chapter IV concluded that the compar- 
able sales method would not accurately indi- 
cate the value the federal land would have. 
This criticism probably would apply to any 
attempt to estimate the value of federal land 



since it is difficult to determine the influ- 
ence of federal land on private land values. 

T h e  major problem with evaluating the 
EBS estimate of value is that  the study gives 
only a sketchy description of the method- 
ology. According to the report: "In discus- 
sions with county assessors and/or other 
officials, an assessed value for each class of 
land was derived; in most cases the compar- 
able lands were used for the fairly broad 
categories."Ih Because the report makes no 
reference to attempts to solve the special 
problems of valuing public land, presumably 
no effort was made to address them. Kenneth 
Tollenaar reviewed the EBS methodology and 
noted: "The report's efforts to estimate local 
property tax 'losses' are very unsophisti- 
cated and must be regarded as subject to 
great skepticism."17 

The  estimation of benefits generated by 
federal lands raises another set of method- 
ological problems. An estimation of benefits 
involves ( I )  identifying the benefits, (2) 
valuing them, and (3)  apportioning them 
among levels of government. 

In the Williams' studies, estimates of the 
expenditures that  "reasonably" would have 
been made if the federal land were privately 
owned served to identify the benefits-thus 
foregone costs. In the EBS study, most bene- 
fits are normally identified as the use of fed- 
eral property by local governments-thus 
EBS measured current benefits (although, in 
other cases, EBS also identified benefits as 
foregone costs). 

After the benefits are identified, their 
dollar value must be ascertained. Williams 
apparently based the value of the benefit 
upon an  estimate of the local expenditures 
saved. He included federal expenditures when 
they were equal to the amount the locality 
would have been willing to spend. This  
method leaves considerable scope for judg- 
ment by the researcher. Since the expendi- 
ture levels among non-National Forestcoun- 
ties vary greatly, it is difficult to determine 
whether under private ownership of the 
forest land each National Forest county 
would have chosen a high, low or average 
expenditure level. The  EBS study apparently 
accepted, in most cases, the amount of fed- 

eral expenditures as the value of the benefit 
(or con tribution-in-kind) to the local govern- 
ment. Their estimates did not include the 
free public services which the local citizen 
gained from the federal land. 

All three studies do not clearly apportion 
costs and benefits among levels of govern- 
ment. In some instances, the principal unit 
is the county; in other cases, the town; and  
finally, the state and local governments com- 
bined. The  Williams and the EBS reports were 
aware of this problem. For example, the EBS 
staff asked federal officials to distribute ben- 
efits across the state and local governments. 
While such a method does apportion the bene- 
fits, it is of doubtful validity because bene- 
fits vary depending upon one's viewpoint. 
T h e  degree of variance inherent in this 
method adds to the problem. 

T h e  shortcomings of these studies do not 
stem from low quality research. On the con- 
trary, they were comprehensive efforts which 
diligently sought to quantify the costs and 
benefits associated with federal ownership. 
Any attempt to identify, value, and apportion 
the individual effects related to 187 million 
acres must fail because of the size of the 
task. The  studies affirm the difficulty of esti- 
mating the net benefits of federal land. T h e  
analysis developed under the "Fiscal Impact 
of Federal Ownership" approach in Chapter  
111 demonstrated that  any attempt to measure 
the fiscal impact of the federal land on state 
and local governments will have limited 
success. 

A completely different methodology is 
needed. One alternative is to start  with an  
understanding that  the current fiscal situa- 
tion in National Forest counties includes the 
net effect of the National Forests and of the 
payment system as they were prior to 1976. 
If the fiscal decisions by the National Forest 
counties regarding tax or expenditure levels 
differ according to the extensiveness of 
National Forest land or in comparison to sim- 
ilar counties, the difference is considered to 
be the unreimbursed effect of federal land 
ownership. Thus,  while the costs and benefits 
cannot successfully be separately measured. 
the net result can be estimated. This  alterna- 
tive was adopted for this study. 



THE NEW METHOD FOR EVALUATING 
THE IMPACT OF FEDERAL OWNERSHIP 

ON LOCAL GOVERNMENTS 

Federal ownership of the National Forest 
land under this alternative. is postulated to 
have little or no effect on the current fiscal 
situation of local governments. Most of the 
National Forest land was federally owned 
long before the  present day communities 
were organized. Whatever potential disad- 
vantage is associated with extensive National 
Forest land should be offset by market forces 
and  intergovernmental arrangements. 

From the  time of the  first settlers to the 
present, each group of residents has had to 
account for the  federal land ownership in lo- 
cation and  economic development decisions. 
Federal ownership may once have affected 
the  size a n d  composition of the economic 
base of the community-the foregone benefits 
a n d  costs discussed in Chapter 111. Mean- 
while, however, the community would reach 
a size such tha t  the costs of public services 
could be delivered a t  a "reasonable" tax 
rate. T h e  restriction o n  the tax  base would 
be balanced by smaller populations than  
otherwise would be the case. T h e  movement 
by many states to preserve open space rather 
t h a n  encourage development lends support to 
this  point. Often it is advantageous to prevent 
development-a purpose well served by the  
National Forest lands. 

Under the  new methodology it is also 
possible to consider whether federal and  
state aid correct for a n y  unreimbursed effect 
of federal land ownership. T h e  federal and  
state intergovernmental transfers redistrib- 
u te  money to local government in  part  so t h a t  
they can provide certain public services with- 
out  unduly burdensome local taxes. If federal 
ownership generated a n y  adverse fiscal ef- 
fects, existing intergovernmental transfers 
may already offset them. 

The Unit of Observation and the Data 

T h e  analysis tha t  follows focuses on the 
relationship between local government fi- 
nances a n d  the  National Forest land because 
local government officials claim t h a t  local 
governments bear the alleged fiscal burdens 
generated by federal ownership of the Nation- 

al Forest within their boundaries.lH Before 
narrowing the focus to the local fiscal impact 
of National Forests, a n  analysis is made of 
the impact on the 50 state-local fiscal sys- 
tems. 'This is essential because state aid pro- 
grams equalize the revenue base across all 
local governments (e.g., school financing) or 
subsidize the expenditure levels for all local 
governments (e.g., highway expenditures) 
and these programs could offset the alleged 
adverse fiscal effects generated by the fed- 
eral ownership and borne by the local gov- 
ernments. 

County governments receive the federal 
compensation for National Forest land, the 
analysis might therefore define "local gov- 
ernment finances" as only county govern- 
ment finances. T o  contend tha t  the fiscal con- 
sequences of the National Forest affect only 
county governments would be completely 
arbitrary. T h e  empirical research avoids this 
problem by defining "local government f i -  
nances" in two ways: (1) as  the sum of all 
appropriate revenue and expenditure data  
for all local governments-county, munici- 
pality, township, school district, and special 
district-in the  county, and  ( 2 )  as  the county 
government alone. T h e  analysis of all local 
governments is presented in this chapter 
while the analysis of the  county government 
is described in the Appendix  D. Conclusions 
tha t  apply to both definitions will be men- 
tioned throughout the report. 

T o  perform the analysis, the data  from 
the  Census o f  Gocerrlment 1972, the C'it3.- 
Coun ty  Data Book 1972, a n d  the Forest Ser- 
vice payments and  ownership computer rec- 
ords (1964-1975) were assembled on mag- 
netic computer tape. Each record was 
organized by state and  county FIPS* codes. 
Figure 4 provides a listing of the  data .  

The Method of Analysis 

In  October 1976, the  federal government 
increased the  compensation to local govern- 
ments which had  National Forest within 
their boundaries. T h e  proponents of this ac- 
tion argued t h a t  a n  increase in  payments was 
necessary because of the alleged adverse ef- 

-- 

*Federal Information Processing Standards. 

7 3 



Figure 4 

DATA SOURCES FOR AClR STUDY OF 
FEDERAL RECEIPTS SHARING 

PROGRAMS 
1972 Census 
of Governments 
Own Source Revenue 

Taxes 

Property Taxes 

Charges 

State Aids 

Federal Aids 

General Expenditures 

Expenditures for: 
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Police Protection 

Education 

Fire Protection 
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Ratio to Own Source Revenue 

to General Expenditures 

1972 City-County Data Book 

For 1967. 

Own Source Revenue 

Taxes 

Property Taxes 

State Aids 

General Expenditures 

Expenditures for: 

Education 

Highways 

For 1970. 
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Low Income Families 

Net Migration 

Median Age 

Unemployment 

Land Area 

Forest Service 
Per acre recelpt 

shar~ng payment (1964-76) 

Ratio of National Forest acres 

to total county acres (1964-75) 
National Forest 

Reg~on 

fect of federal land ownership borne by local 
governments.lg If the increase over the pre- 
vious level of aid were justified on this basis, 
the "adverse fiscal effect" of the National 
Forest land would manifest itself in the rev- 
enue and  expenditure levels of the local gov- 
ernments. T h e  report tests for two manifesta- 
tions of adverse fiscal effects. First, if federal 
ownership of the National Forest land w i t h k  
a jurisdiction denies the jurisdiction a n e e d 4  
tax base, the problem would show itself iar, 
one of two ways; either the jurisdiction would 
maintain its level of services and exhibit a 
relatively high tax effort or it  would avoid 
overtaxation by reducing its level of services. 
T h e  problem should be seen as a relatively 
high per capita revenue or a relatively low 
per capita expenditure. This  is the denied tax 
base effect .  Second, National Forest spill- 
overs (e.g., increased local expenditures for 
fire and police protection, and highways) may 
impose expenditures on a jurisdiction. Thie 
would show itself either as higher per capita 
general operating expenditures or higher per 
capita expenditures in specific categories 
which are influenced by National Forest spill- 
overs. This is the imposed expenditure effect .  
If this pattern does not emerge from the ex- 
amination of revenue and expenditure var- 
iables, there is no case for an  increase in aid. 

The  tests for these "adverse fiscal con- 
sequences" include an  examination of rev- 
enue and expenditure variables stratified by 
the extensiveness of the National Forest land 
within the jurisdiction. If the denied tax base 
or the imposed expenditure effects influence 
local governments' fiscal decisions, the influ- 
ence should increase as the extensiveness of 
National Forest land increases. 

In addition, the revenue and expenditure 
decisions of local governments with National 
Forest land within their jurisdictions are com- 
pared to local governments with private, com- 
mercial forest land within their boundaries 
to investigate whether jurisdictions with pri- 
vate, commercial forest landholdings behave 
any differently from jurisdictions with Na- 
tional Forest landholdings. There are 2,631 
counties with private, commercial forests. 
T o  exclude those which also may have exten- 
sive public landholdings, the comparison in 
this study is made with private, commercid 



forest counties which have less than 10% pub- 
lic land area and less than 10% National For- 
est land area. These private, commercial 
forest counties number 1,505. 

The report tests the fiscal data for county 
areas in three ways: (1) a clustering or group- 
ing of the revenue and expenditure data as 
predicted by the denied tax base or imposed 
expenditure effects, (2) an  association of the 
alleged adverse fiscal effects with the exten- 
siveness of the National Forest land, and (3) 
a comparison of the fiscal characteristics of 
the National Forest counties with a control 
group of private, commercial forest counties. 

Comments on the 
Research Methodology 

Seven potential criticisms of this research 
methodology should be mentioned. 

First, a comparison of fiscal information 
requires that the data be converted into like 
units of measure. This study adopted the con- 
ventional technique of stating the local gov- 
ernment fiscal data in per capita terms. Since 
the research deals with land issues, there is a 
case for analyzing the data in per acre or 
square mile terms. But, because the spe- 
cific services analyzed are primarily people 
related-police and fire protection and high- 
ways-and because people vote for and pay 
for these services, the per capita unit was 
chosen. 

Second, the study assumes that the dol- 
lars spent on a public service, such as police 
protection, represent the quality of that ser- 
vice. This is done because there is no way to 
measure the quality of local public services, 
nor is there reason to believe that the "dol- 
lars-quality of service" relationship is dif- 
ferent for National Forest (and public land) 
counties than for all other counties. There- 
fore, little, if any, bias is introduced into the 
study because of this assumption. 

Third, some of the tests for the effect of 
federal land ownership compare counties in 
which federal land is a low proportion of 
the county area with those in which federal 
land is a high proportion of the county area. 
The  assumption is that whatever the effect 
of federal land, the effect should be greater 
when the federal land occupies a greater pro- 

portion of the county. I t  is conceivable that 
the fiscal effect of relatively small federal 
landholdings could in some cases be greater 
than the effect of relatively large federal land- 
holdings. Only if the activity level is always 
inversely related to extensiveness would the 
analysis be affected. There is no evidence 
which supports this inverse relationship. 

Fourth, the comparative approach uses 
a nationwide sample. Although the factors 
influencing local fiscal decisions vary by state 
or by region, the comparison group is dis- 
tributed among the states in roughly the 
same proportion as the federal land (Appen- 
dix C).  Accordingly, the factors which vary 
by state affected each group approximately 
equally. If a state-by-state analysis had been 
employed, the comparison group would have 
been very small for some states. This would 
increase the risk that federal land counties 
would be compared to atypical private land 
counties. 

The  geographic distribution of the com- 
parison group, admittedly, is not matched 
perfectly with the distribution of the federal 
land counties. There is, therefore, some pos- 
sibility that the actual effect of federal land 
is somewhat different from tha t  measured by 
the comparisons. Counties in the south and 
northeast are somewhat overrepresented in 
the comparison group. This is because federal 
land is more extensive in the west. The  coun- 
ties in the overrepresented area are roughly 
divided between those that spend and tax 
higher than counties in the west and those 
that spend and tax lower than counties in 
the west. There is a possibility therefore (al- 
beit slight) that '  the comparison method is 
biased because of factors which vary by state. 

Fifth, another potential problem is that 
the sample may serve to overstate the fiscal 
impact of National Forest and public land. 
For example, comparable private, commercial 
forest counties and comparable private land 
counties are scarce in the high tax and high 
spending states of the far west. Thus, these 
type counties are underrepresented in the 
control group. The  result could be that the 
fiscal impact of public land could be exagger- 
ated by comparison. Even with this potential 
bias, the analysis still failed to detect a fiscal 
problem in public land counties. 



Sixth, in order to base the analysis on 
comprehensive local expenditure and revenue 
data, the information was taken from the 
1972 Census of Governments. More current 
data would have been preferable. The  empir- 
ical findings, however, could be altered by 
more recent information only if the fiscal 
changes in the intervening years, (primarily 
due to the Federal General Revenue Sharing 
program and the inflation) affected counties 
with federal land significantly differently 
than other counties. Such a differential ef- 
fect would seem quite unlikely. 

Seventh, the scales on the tables may be 
too broad so that the adverse fiscal effects of 
the National Forest land would fall within a 
cell rather than move a county from one cell 
to another. T o  check this possibility an  anal- 
ysis was made to see if the results were sensi- 
tive to different scales. The general results 
were not altered. 

These seven criticisms are cited not be- 
cause they are unique to this study, but be- 
cause they are the conventional problems en- 
countered in empirical research. Since they 
are conventional, they have been identified 
so that the reader is aware that the research 
has sought to reduce their effects on the 
study's results. 

THE EVALUATION OF THE IMPACT 
OF THE NATIONAL FORESTS ON 
LOCAL GOVERNMENT FINANCES 

This section examines the need prior to 
1976 for additional federal compensation for 
National Forest land by asking three ques- 
tions. 

1. Does the extensiveness of National Forest 
land within a jurisdiction influence the 
tax burden of the people who reside with- 
in that jurisdiction? The  federal owner- 
ship may deny the locality the use of its 
potential tax base. The  result is that the 
local government is unable to raise de- 
sired revenues or can only do so with a 
substantial tax effort. 

2. Does the extensiveness of the National 
Forest land within a jurisdiction influ- 
ence the expenditures of the local gov- 
ernment? Federal ownership of the Na- 

tional Forest may add to general operat- 
ing expenditures or specific categories of 
expenditures because of spillover costs. 
Even if the total expenditure level is un- 
affected, the spillover costs of the Na- 
tional Forest could increase the relative 
budget share of particular expenditure 
items (e.g., law enforcement and high- 
ways) a t  the expense of other local ser- 
vices. 

3. Do the federal and state intergovernmen- 
tal transfers to local governments provide 
aid to National Forest counties so that 
they are able to pay any alleged imposed 
expenditures? Federal and state govern- 
ments distribute considerable assistance 
to local units which may counter any neg- 
ative fiscal consequences of federal own- 
ership. 

Federal aid to state and local govern- 
ments amounted to $49.7 billion in 1975. Only 
part of this goes to local governments. Federal 
General Revenue Sharing pays local govern- 
ments about $4 billion. In addition, according 
to an  ACIR estimate, states pass about 20% 
of the federal aid they receive through to local 
 government^.^^ Some of this aid may already 
offset part of the alleged fiscal consequences 
associated with federal ownership of the Na- 
tional Forests. State aid which amounted to 
$52 billion may have the same effect by dis- 
tributing some or all of the fiscal impact of 
the National Forest s t a t e ~ i d e . ~ '  

A Brief Analysis of State l mpact 

The alleged fiscal burden attributed to 
federal ownership of land is usually assigned 
to local governments. Before the problem is 
analyzed in its usual terms, the effect on 
states should be examined. Any burden of 
federal land could be borne statewide because 
state aids equalize fiscal resources or respond 
to the same expenditure demands that the 
National Forests may impose. If a problem 
exists and is shifted to the state, it should re- 
veal itself in a comprehensive measure of fis- 
cal stress within the state-local finance sys- 
tem. 

The  Advisory Commission on Intergov- 
ernmental Relations has developed a measure 



Table 24 

RELATIVE STATE-LOCAL FISCAL PRESSURE USING RESIDENT PERSONAL INCOME 
TO ESTIMATE FISCAL CAPACITY, 1964-75 

(Indexed on Median) 

High and Falling High and Rising 

Wisconsin 11& 8 8 b  Vermont* 1321181 

Arizona' 1141 75 Massachusetts 1251284 

New Mexico' 1101 77 California' 1251158 

Louisiana 1091 91 Hawaii 1241249 

Wyoming 1081 73 Minnesota 1211115 

Montana* 1061 27 Maine 1111144 

Oregon' 1031 90  Nevada 1101172 
Washington 1031 88  Maryland 1051245 
Mississippi 1021 67 Rhode Island 103/179 

West Virginia 102/129 
Michigan 102/115 
New Jersey 1011258 
Illinois 101 1233 
Delaware 101 I260 
Pennsylvania 100/207 

Low and Falling 

South Dakota 1 OO/-87 
Iowa 991 -2 
Colorado' 991 -9 
Utah' 971 8 
North Dakota 961-1 00 
Indiana 951 100 
Idaho' 941-26 
Kansas 931-44 
North Carolina 921 75 
Nebraska 911 74 

South Carolina 901 96 
Texas 871 44 
Oklahoma 871-1 5 
Florida 861-42 
Tennessee 861 37 
Alabama 841 46 
Arkansas 821 4 

Low and Rising 

Kentucky 95/168 
Connecticut 9311 71 
Alaska 931279 
Georgia 931121 

New Hampshireo 9211 52 
Dist. of Columbia 921213 
Virginia 911213 
Missouri 89/130 
Ohio 851104 

a ~ a x  pressure index for 1975 

blndex of change in tax pressure 1964-75. 
'More than 10% of the acres In the state are Nat~onal Forests. 
SOURCE- Advisory Comm~ss~on on Intergovernmental Relat~ons. Measurrng the Fiscal "8lood Pressure" of the States tn 1964-75 



of fiscal stress of the state and local govern- 
ments in each state, not merely a t  a single 
point in time, but over the 1964-75 period.22 
This was done by calculating for each state 
the ratio of own source state-local tax collec- 
tions to resident personal income for 1975. 
These ratios were then indexed to the ratio of 
the median state. The  report presents esti- 
mates of the average annual rate of change in 
the ratio of total state and local taxes to resi- 
dent personal income from 1964 to 1975. This 
average annual rate was also indexed to the 
rate of change of the median state. When 
combined these index numbers form a mea- 
sure of fiscal stress. The numerator indicates 
the state's relative position in 1975. The de- 
nominator indicates the state's relative 
change in pressure from 1964 to 1975. Thus, 
the median state's fiscal pressure is 100 over 
100. 

Table 24, taken from the ACIR report 
cited, divides the states into four categories: 
those with relatively high and rising pressure; 
those with relatively high and falling pres- 
sure; those with relatively low and rising pres- 
sure; and those with relatively low and falling 
pressure. For example, Wisconsin's pressure 
of 119/88 shows that Wisconsin is above the 
median (119) in relative state-local fiscal pres- 
sure in 1975 and below the median (88) in 
relative change in fiscal pressure from 1964 
to 1975. In general, states in the high and ris- 
ing category can maintain the quantity and 
quality of public services only if they con- 
tinue to bear a relatively high tax burden. 
States in the low and falling category can 
improve the quantity (and quality?) of public 
services or maintain a low tax pressure posi- 
tion. 

States with an asterisk have over 10% of 
their land in National Forest land-Arizona 
1 6  California (20%), Colorado (22%). 
Idaho (39'&), Montana (18%). New Hamp- 
shire (120; ), New Mexico (12%), Oregon (25%). 
Utah (15%). and Vermont (15%). If these 
state-local finance systems were experiencing 
the denied tax base and/or imposed expendi- 
ture effects, they should be found systemat- 
ically in the high and rising category. This 
would be so because the states with a relative- 
ly high concentration of National Forest 
lands must not only raise revenues for public 

services from an  allegedly denied tax base, 
but must also pay for the imposed spillover 
costs associated with the National Forest. 

Table 24 does not support the expecta- 
tion. Of the ten states, two-California and 
Vermont-are in the high and rising category; 
four-Arizona, Montana, New Mexico and 
Oregon-are in the high and falling cate- 
gory: three-Colorado, Idaho and Utah-are 
in the low and falling category; and one- 
New Hampshire-is in the low and rising cat- 
egory. The  evidence shows states with a rela- 
tively high concentration of National Forest 
land exhibit diverse, not uniform, fiscal stress 
measures. From the perspective of state and 
local governments, the facts dispute the claim 
that the degree of fiscal stress in a state-local 
finance system is directly associated with the 
extensiveness of National Forest land within 
that state. If there is no problem in the state 
as a whole, one interpretation of the analysis 
is that any problem that exists among local 
governments could be solved by intrastate 
transfers. 

Analysis of Local Impact 

The  alleged fiscal burdens also should be 
examined from the perspective of the local 
government, since there may be a federal ob- 
ligation even if the state as a whole is not af- 
fected by federal ownership of the National 
Forests. The  research presented here orga- 
nized government finance information a t  the 
county level summing up pertinent fiscal 
data from the county government and all 
other substate governments-municipalities, 
townships, special districts, and school dis- 
tricts. The  same analyses were conducted for 
county governments alone (Appendix D). In 
both cases, the three questions presented a t  
the beginning of this section guided the re- 
search. 

Revenues 

The first question asked whether the ex- 
tensiveness of National Forest land within 
a jurisdiction creates the denied tax base or 
imposed expenditure effects. 

The  next six tables (Tables 25-30) present 
tax information for 3,105 counties (of which 
652 have some National Forest land) as it re- 



lates to the extensiveness of National Forest 
land in each county. T h e  analysis proceeds 
by looking a t  three measures of local revenue 
raising-property taxes, own source revenue, 
and  tax effort. Each successive measure pro- 
vides a more comprehensive description of the 
local jurisdiction's fiscal position. Recall that  
the revenue raising decisions reflect the com- 
bined effect of federal land ownership and 
the 25% National Forest Receipt Sharing and 
Taylor Grazing programs as they existed until 
October 1976. 

PER CAPITA PROPERTY TAXES 

T h e  research focused first on the tax rev- 
enue related question posed a t  the outset. T h e  
analysis found tha t  the adverse fiscal con- 
sequences attributable to federal ownership 
did not exist. Table 25 distributes counties 
on the basis of per capita property taxes 
raised by all governments in a county and by 
the extensiveness of National Forest land 
within a county. T h e  rows are per capita 
property taxes, ranging from the $65 or less 
category to the $260 or more category. For 
example, there are 657 counties which raise 
$65 or less per capita property taxes for all 
levels of local government. Of these, 492 have 
no National Forest land and 165 have some: 

45 have 0-5% ; 33 have 5% -10% ; 16 have 10% - 
15';;; and 71 have 15% or more National For- 
est land. When all counties are taken, the 
average per capita property tax varies from 
$131 for counties with the lowest share of 
National Forest land to $179 for those with 
the highest share. 

The  slightly higher average per capita 
property tax in National Forest counties as 
a group ($155 vs. $153) does not support the 
claim of a fiscal problem. If the local gov- 
ernments with National Forest land ex- 
perience the alleged denied tax base effect 
even after they have received a federal receipt 
sharing payment, the distribution of counties 
in Table 25 should cluster systematically in 
the upper-right-hand cell-high concentra- 
tion of National Forest land and low per cap- 
ita property taxes-or the lower-right-hand 
cell-high concentration of National Forest 
land and high per capita property taxes. If 
they experienced the alleged imposed expen- 
diture effect, the distribution of counties 
should systematically cluster in the lower- 
right-hand cell-high concentration of Na- 
tional Forest land and high per capita prop- 
erty taxes. 

T h e  clustering of counties that  would in- 
dicate that  federal ownership of National 
Forest land causes a distinctive denied tax 

Table 25 

THE DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE 
COUNTY LEVEL BY PER CAPITA PROPERTY TAXES AND BY THE EXTENSIVENESS 

OF NATIONAL FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 Per Capita No National Extensiveness of National Forest Land, 1975 
Property Tax Level Forest Land 0 4 %  5%-10% 10%-15% 15% and Above Subtotal Total 

$65 or Less 492 4 5 3 3 16 71 165 657 
$65-$130 683 44 28 2 6 70 168 851 
$1 30-$195 51 3 29 17 12 62 120 633 
$1 95-$260 437 12 7 12 60 9 1 528 

$260 or More 328 19 9 8 72 108 436 
TOTAL 2,453 149 9 4 7 4 335 652 3,105 

Mean Per 
Capita 
Property 
Tax $1 53 $131 $1 21 $141 $1 79 $155 $154 

SOURCE: AClR staff calculation. 



Table 26 

1972 Per Capita 
Property Tax Level 

$65 or Less 
$65-$130 
$1 30-$195 
$1 95-$260 
$260 or More 

TOTAL 

SOURCE: AClR staff calculation 

National Forest 
Counties 

(N  = 652) 

Private Forest 
Counties With 

Public Land 
(N = 2,631) 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF 
NATIONAL FOREST COUNTIES AND PRIVATE FOREST 

COUNTIES BY PER CAPITA PROPERTY TAX LEVELS 

Private Forest 
Counties With 

Less Than 10% 
Public Land 
(N  = 1,505) 

23.0% 
27.0 

20.6 

18.7 
10.7 

100.0 

base problem does not occur. Of the 652 Na- 
tional Forest counties, 165 (25.3%) possess the 
concentration of National Forest land and 
the low local per capita property taxes that  
the denied tax base effect would predict; and 
108 (16.6%) show the concentration of Na- 
tional Forest land and the high local per cap- 
ita property taxes which the imposed expendi- 
ture effect or denied tax base effect would 
produce. As a result, 379 counties (58.2%) 
with National Forest land do not exhibit the 
obvious effects of the depleted tax base or im- 
posed expenditures. 

As further evidence that the alleged ad- 
verse fiscal impact does not materialize, T a -  
ble 25 shows that  a jurisdiction's level of per 
capita property taxes is not influenced by the 
extensiveness of National Forest land within 
the jurisdiction. The 652 National Forest 
counties are distributed across all per capita 
property tax levels regardless of the extensive- 
ness of National Forest land. Table 25 shows 
that  71/165 of the National Forest counties 
with a relatively low per capita property tax 
level ($65 or less) have a relatively high (15% 
or more) concentration of National Forest 
land. Many counties with even less area in 
National Forest land (94) have per capita 
property taxes in the range of $65 or less. 

The  conclusion that there is no problem 
of denied tax base is strengthened when the 
property tax position of National Forest coun- 

ties is compared to counties with private, 
commercial forest land. If the tax exempt 
status of National Forest land created the 
denied tax base and imposed expenditure ef- 
fects, the distribution of National Forest 
counties across per capita property tax levels 
should differ from the distribution of counties 
with private (i.e., tax paying) forests. Table 
26 shows the comparison. One column distrib- 
utes the 652 National Forest counties; the 
next distributes the 2,631 private forest coun- 
ties; and the third distributes the 1,505 pri- 
vate forest counties with less than 10'2 Na- 
tional Forest area and less than 10% other 
public land area. For example, 25.2% of the 
National Forest counties as compared to 
22.6% or 23.0% of the private forest counties 
raised $65 or less in per capita property taxes; 
the percentages for the $260 or more category 
are 16.6% and 12.3 '~ or 10.7% for the public 
versus private forest counties. Thus, when 
compared to counties with private forests, 38 
more National Forest counties than might be 
expected exhibit high per capita property 
taxes. 

The  case for the adverse fiscal impact of 
the National Forest land on local government 
finances (and therefore, the case for addition- 
al federal reimbursement) is usually made in 
terms of the local property tax. Given the 
present reimbursement levels. Tables 25 and 
26 do not support the predicted adverse prop- 



erty tax effects. While the analysis presented 
is based on the sum of county and  subcounty 
governments, the same conclusion holds when 
the above analysis is conducted on county 
governments alone (Appendix D). 

PER CAPITA OWN SOURCE REVENUES 

Since property taxes represent only 39% 
($42.9 million/$109.6 million) of local govern- 
ment own source revenues, the fiscal impact 
analysis also should be performed using a 
measure which equals all revenues raised by 
a jurisdiction-property taxes, other taxes, 
and user charges. Based on such a n  analysis, 
it was found that the extent of National For- 
est land did not affect the jurisdictions' rev- 
enue raising capacity. Table 27 presents the 
distribution of per capita own source revenues 
by the extensiveness of National Forest land 
within a county. The  rows are per capita own 
source revenues, ranging from the $90 or less 
category to $360 or more category. The  col- 
umns are once again the extensiveness of Na- 
tional Forest lands. 

If federal ownership of National Forests 
caused a distinctive denied tax base effect, 
jurisdictions should concentrate in the upper- 
right-hand or lower-right-hand cells. If fed- 
eral ownership of forests caused a distinctive 

imposed expenditure effect, jurisdictions 
should cluster in the lower-right-hand cell. 
Using the per capita own source revenue mea- 
sure, only 206/652 (31.6%) National Forest 
counties possess the characteristics required 
to show the existence of a denied tax base or 
imposed expenditure effect, but 446 (68.4%) 
National Forest counties do not exhibit the 
predicted fiscal characteristics. This weakens 
the case for additional federal reimbursement 
beyond the National Forest Receipt Sharing 
and Taylor Grazing Act programs, as they 
stood prior to 1976. 

Instead of the distribution that would in- 
dicate a special problem associated with the 
extent of National Forest land, the National 
Forest counties are spread throughout the 
range of per capita revenues. National Forest 
counties are distributed in all five per capita 
own source revenue categories regardless of 
the degree of National Forest land within the 
county. For example, 13.7% (89/652) raise 
$90 or less; 27.8% (181/652) raise $90-$180; 
24.2% (158/652) raise $180-$270; 16.4% (107/ 
652) raise $270-$360; and 17.9% (117/652) 
raise $360 or more. (Average per capita own 
source revenues in National Forest counties 
range from $193 to $266.) If the adverse fiscal 
effects of the National Forest lands exceeded 

Table 27 

THE DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED 
AT THE COUNTY LEVEL BY PER CAPITA OWN SOURCE REVENUES AND BY 

THE EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 Per Capita 
Own Source No National Extensiveness of National Forest Land, 1975 
Revenue Level Forest Land 0 4 %  5%-10% 10%-15% 15% and Above Subtotal Total 

$90 or Less 238 19 2 0 9 4 1 89 327 
$90-$180 644 53 32 26 70 181 825 
$1 00-$270 686 42 2 0 17 79 158 844 
$270-$360 552 16 14 7 7 0 107 659 
$360 or More 333 19 8 15 7 5 117 450 

TOTAL 2,453 149 94 74 335 652 3,105 
Mean Per 

Capita 
Own Source 
Revenue $235 $207 $1 93 $23 1 $266 $238 $235 

SOURCE; AClR staff calculation. 



Table 28 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF NATIONAL FOREST 
COUNTIES AND PRIVATE FOREST COUNTIES BY PER CAPITA OWN SOURCE 

REVENUE LEVELS 

Private Forest 
1972 Counties With 
Per Capita National Private Less Than 10% 
Own Source Forest Counties Forest Counties Public Land 
Revenue Level (N = 652) (N = 2,631) (N = 1,505) 

$90 or Less 13.5% 10.5% 9.8% 
$90-$180 27.8 28.3 29.9 

$1 80-$270 24.3 26.8 27.5 

$270-$360 16.4 22.1 22.7 

$360-or More 18.0 12.3 10.1 

TOTAL 100.0% 100.0% 100.0% 

SOURCE: AClR staff calculation 

the present receipt sharing payments, there 
would be no such dispersion of National For- 
est counties. 

Once again, this conclusion should be 
checked against the group of private, com- 
mercial forest land. If the tax exempt status 
of National Forest land generates the fiscal 
burdens usually claimed, the distribution of 
per capita own source revenues in National 
Forest counties and private forest counties 
with little or no federal land should differ. 
Table 28 presents this comparison. The three 
distributions are once again very similar al- 
though this table argues that whatever the 
fiscal consequences of tax exempt National 
Forest land, the National Forest federal re- 
imbursement existing before 1976 generally 
offset them. When compared to counties with 
private forests, 52 more National Forest coun- 
ties than might be expected exhibit high per 
capita own source revenue. 

LOCAL TAX EFFORT 
Federal land could also affect local tax ef- 

fort, which is the ratio of total own source 
revenue divided by total personal income. 
Table 29 presents the distribution of tax ef- 
fort by National Forest concentration within 
a county. The rows are local tax effort, rang- 

ing from the 0-8% category to the 17% and 
above category. The columns are once again 
the extensiveness of National Forest lands. 

Just as with Tables 25 and 27, if the Na- 
tional Forest counties experience the denied 
tax base effect to a greater extent than other 
counties, they should fall within the upper 
and lower-right-hand cells because these 
counties apply little tax effort and permit 
their public service levels to decline or ex- 
ert a high tax effort to provide adequate 
service levels. Those counties which experi- 
ence the imposed expenditure effect should 
group in the lower-right-hand cell because 
they must increase their effort to finance the 
imposed services. Generally, the National 
Forest counties are dispersed over the range 
of local tax effort values. Only 45.9% (299/ 
652) of the National Forest counties exhibit 
the characteristics that should be a pattern if 
the denied tax base and imposed expenditure 
effects occur; 54.1% do not. The average 
local tax effort ranges from 10.9% to 1.3.5% 
for counties with National Forest land. 

Table 30 compares the distribution of 
local tax effort between National Forest coun- 
ties and private forest counties. If the tax ex- 
empt status of National Forest land generates 
adverse fiscal spillovers, the distributions 
should differ. A review of the data in Table 30 



Table 29 

THE DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE 
COUNTY LEVEL BY LOCAL TAX EFFORT AND BY THE EXTENSIVENESS OF NATIONAL 

FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 
Local Tax 
Effort Level 

0-8% 
8%-11% 
11 %-14% 
14%-17% 
17% and Above 

TOTAL 
Mean Local 

Tax Effort 

No 
National 
Forest 
Land 

5 64 

558 
585 
339 
407 

2,453 

12.3% 

SOURCE: AClR staff calculations 

Extensiveness of National Forest Land, 1975 

15% and 
0 4 %  5%-10% 10°/~-150/~ Above Subtotal 

Table 30 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF NATIONAL FOREST 
COUNTIES AND PRIVATE FOREST COUNTIES BY LOCAL TAX EFFORT LEVELS 

1972 
Local Tax 
Effort Level 

0-8% 
8%-11% 
11%-14% 
14%-17% 
17% and Above 

TOTAL 

SOURCE: AClR staff calculation 

Private Forest 
Counties With 

National Private Less Than 10% 
Forest Counties Forest Counties Public Land 

(N = 652) (N = 2,631) (N = 1,505) 



shows that the distributions differ slightly. 
For example, 26.7% of the National Forest 
counties have a tax effort between 0-8% 
compared with 24.3% or 24.9% of the pri- 
vate forest counties. The difference between 
the two groups continues through the 17% 
and above category (19.2% vs. 14.6% vs. 
11.8%). When compared to counties with 
private forests, 48 more National Forest 
counties than might be expected exhibit high 
tax effort. 

The slight variation between the distri- 
butions which appears in this comparison 
raises the question whether there is a signif- 
icant need for federal reimbursement above 
the sharing provided until 1976. The study 
will examine whether this minority of coun- 
ties suffer from federal ownership of the 
National Forest by relating the tax effort to 
per capita general expenditures. 

The data on local property tax, local own 
source revenues, and local tax effort reveal 
that the revenue levels in National Forest 
counties were similar to those in private for- 
est counties. The revenue information also 
showed that fiscal characteristics of National 
Forest counties were not directly related to 
the extensiveness of National Forest land 

within the county. The distribution of the 
specific revenue variables by the extensive- 
ness of National Forest land was generally 
scattered across the degree of extensiveness 
rather than grouped in the manner predicted. 
Generally, the analysis of only county gov- 
ernments supports this conclusion. 

Expenditures 

The second major analytical question 
deals with the relationship of National Forest 
land extensiveness to per capita local gov- 
ernment expenditure decisions. As with rev- 
enue levels, the denied tax base and imposed 
expenditure effects would manifest them- 
selves as extraordinarily low or high local 
per capita expenditure levels. If federal 
ownership caused the denied tax base effect, 
jurisdictions' per capita expenditures would 
be relatively low. The imposed expenditure 
effect could either force up the local per cap- 
ita expenditure levels or distort the relative 
budget share of specific expenditure items 
which are assumed to be associated with 
National Forest spillovers. If the relative 
share is distorted, the assumption would be 
that local citizens are deprived of some bene- 
fits of their local expenditures. 

Table 37 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE COUNTY 
LEVEL BY PER CAPITA EXPENDITURES AND BY THE EXTENSIVENESS OF NATIONAL 

FOREST LAND WITHIN A COUNTY 

1972 
Per Capita N o 
General National Extensiveness of National Forest Land. 1975 

Expenditure Forest 15% and 
Level Land 0 4 %  5%-10% 10%-15% Above Subtotal 

$250 or Less 563 49 30 21 70 170 

$250-$300 452 2 6 22 17 27 92 

$300-$350 456 2 5 13 6 4 3 87 

$350-$400 31 7 15 9 8 4 5 77 

$400 or More 665 34 20 2 2 150 226 
TOTAL 2.453 149 94 74 335 652 

Mean Per Capita 
Expenditures $340 $321 $325 $351 $407 $370 

Tota 

SOURCE AClR staff calculation 



PER CAPITA GENERAL EXPENDITURES 

Table 31 distributes per capita local ex- 
penditures for all local governments by the 
extensiveness of National Forest land. Total 
local government spending in 26% (1701 
652) of the counties was $250 or less per 
capita while spending in 34.7% (226/652) 
was $400 or more. There is a dispersion of 
the National Forest counties throughout the 
table rather than a systematic relationship 
between per capita expenditure levels and ex- 
tensiveness of National Forest land. Juris- 
dictions' per capita expenditure levels vary 
regardless of the extensiveness of National 
Forest land they contain. Average per capita 
expenditure varies from $321 in the counties 
with the relatively low (0-5%) concentration 
of National Forest land to $407 in the coun- 
ties with a relatively high (15% or above) 
concentration. 

Table 32 compares the distribution of 
National Forest counties and private forest 
counties to evaluate whether the per capita 
expenditure levels of National Forest coun- 
ties are unusual. T h e  $250 or less category 
contains 26.1% of the National Forest coun- 
ties; 23.9% (or 23.7%) of the private forest 
counties. In the $400 or more category, 
34.7% of the National Forest counties are 
found as  compared with 27.7% (or 24.5%) 
of the private forest counties. Thus, 67 more 

National Forest counties than might be ex- 
pected exhibit high per capita local expendi- 
tures. 

PER CAPITA EXPENDITURES 
AND TAX EFFORT 

This relatively greater concentration of 
higher spending counties in National Forest 
groups is explored further to see if a fiscal 
problem is indicated. Consider the relation- 
ship between local tax effort and per capita 
expenditures. If the extensiveness of National 
Forest land matters, the number of counties 
affected by the denied tax base or imposed ex- 
penditure effects should increase as the degree 
of National Forest land increases. 

Table 33 presents the percentage distri- 
bution of per capita local expenditures by 
local tax effort for low (0-576) and high (15%) 
and above) degree of National Forest land. 
T h e  rows are local tax effort, ranging from O- 
8% to 17% and above. The  columns are per 
capita local expenditures, ranging from $250 
or less to $400 or more. The  table supports two 
conclusions: (1) local tax effort and per cap- 
ita expenditures are directly related regard- 
less of the extensiveness of National Forest 
land; that  is, low effort means low per capita 
expenditures and high effort means high per 
capita expenditures. There is no significant 
evidence that  the federal ownership of Na- 

Table 32 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF NATIONAL FOREST 
COUNTIES AND PRIVATE FOREST COUNTIES BY PER CAPITA GENERAL EXPEN DlTURE 

1972 
Per Capita 
General 
Expenditure 
Level 

$250 or Less 
$250-$300 
$300-$350 
$350-$400 
$400 or More 

TOTAL 

SOURCE: AClR staff calculation 

Private Forest 
Counties With 

National Private Less Than 10% 
Forest Counties Forest Counties Public Land 

(N = 652) (N = 2,631) (N = 1,505) 



Table 33 

PERCENTAGE DISTRIBUTION OF COUNTIES WITH LOW AND HIGH EXTENSIVENESS OF 
NATIONAL FOREST BY PER CAPITA LOCAL EXPENDITURES AND BY LOCAL TAX 

EFFORT* 

Per Capita Local Expenditures and Extensiveness of Federal Land 
1972 
Local Tax $250 or Less $250-$300 $300-$350 $350-$400 $400 or More Total 

EffortLevel Low High Low High Low High Low High Low High Low High 

04% 19.3% 17.0% 4.0% 3.3% 1.0% 1.5% - 1.0% - 1.0% 24.3% 23.8% 

8%-11% 10.6 3.9 8.6 3.0 5.4 3.6 3.4% 2.7 2.0% 3.3 30.2 16.5 
11%-14% 2.0 - 2.0 - 6.0 5.1 2.7 5.1 5.4 7.2 18.1 17.4 
14%-17% 1.0 - 2.0 1 .O 4.0 1.8 3.4 3.3 4.7 11.6 15.1 17.7 
17% and Above - - 1.0 1.0 - 1 .O 1.0 1.5 10.6 21 .O 12.6 24.5 

TOTAL 32.9% 20.9% 17.6% 8.3% 16.4% 13.0°/o 10.5% 13.6% 22.7% 44.1% 100.0% 99.9% 

'Low Extens~veness = 0-5.0% National Forest of county area. 
High Extensiveness = 15% or more National Forest of county area. 

SOURCE: AClR staff calculation. 

tional Forest land is uniquely associated with 
a condition of high local tax effort and low 
per capita expenditures as the denied tax 
base effect would claim; but the data do sug- 
gest that (2) as the extensiveness of National 
Forest land increases, the local tax effort and 
per capita local expenditures increase in 
many counties. 

Since this second conclusion suggests 
the imposed expenditure effect, the next 
stage of the investigation will isolate expendi- 
ture items which are most sensitive to Na- 
tional Forest cost spillovers; namely, fire and 
police protection and highway expenditures. 

PER CAPITA EXPENDITURES 
FOR CERTAIN FUNCTIONS 

Table 34 shows the distribution of per 
capita fire protection expenditures by the ex- 
tensiveness of National Forest land. The  rows 
are per capita fire protection expenditures, 
ranging from $1 or less to $6 or more. The  
columns are the extensiveness of National 
Forest land, ranging from none to 15% or 
more. 

National Forest cbunties are distributed 
across all categories of per capita fire pro- 
tection expenditures regardless of the exten- 
siveness of National Forest within their 
boundaries. For example. 232 spend $1 or less 

per capita while 140 spend $6 or more. Of 
those that spend $1 or less, 55.2% (128/232) 
have 15% or more of their land areas in Na- 
tional Forests. 

Average per capita fire protection ex- 
penditures also vary regardless of the exten- 
siveness of National Forest land. Those coun- 
ties without National Forests spend on aver- 
age $3.59 per capita as compared with $3.40 
on average for National Forest counties; 
specifically $3.19 (5.0% or less National 
Forest area); $3.21 (5%-10%); $3.94 (10%- 
15%); and $3.59 (15% or more). This ar- 
gues that; (a) local governments save money 
on fire protection because of the Forest Ser- 
vice's fire fighting activities; rather than (b) 
spend more on fire protection because of the 
extensiveness of National Forest lands. 

It  is also noteworthy that the mean share 
of expenditures devoted to fire protection in 
National Forest counties is less than in 
counties without National Forest land. 

Table 35 shows the distribution of per 
capita police protection expenditures by ex- 
tensiveness of National Forest land. The  rows 
are per capita police protection expenditures, 
ranging from $5 or less to $14 or more. The  
columns are the concentration of National 
Forest land, ranging from 0-5'L to 15% or 
more. 

The  general dispersion of National For- 



Table 34 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE COUNTY 
LEVEL BY PER CAPITA FIRE PROTECTION EXPENDITURES AND BY EXTENSIVENESS 

OF NATIONAL FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 
Per Capita N o 
Fire Protection National Extensiveness of National Forest Land, 1975 
Expenditures Forest 15% and 
Level Land 0-5% 5%-10% 10%-15% Above Subtotal 

$1 or Less 
$1 4 2  
$244  
$4-$6 
$6 or More 

TOTAL 
Mean Per Capita 

Fire Protection 
Expenditure 

Mean Share of Expendi- 
tures in these 
Counties (percent) 

SOURCE: ACI R staff calculation. 

Total 

1,037 
577 
551 
302 
638 

3,105 

$3.57 

1.01% 

Table 35 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE COUNTY 
LEVEL BY PER CAPITA POLICE PROTECTION EXPENDITURES AND BY EXTENSIVENESS 

OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 Per Capita No 
Police Protection National 
Expenditure Forest 
Level Land 

$5 or Less 
$5-38 
$841  1 
$11-$14 
$1 4 or More 

TOTAL 
Mean Per Capita 

Police Protection 
Expenditure 

Mean Share of 
Expenditure in 
These Counties 
(percent) 

SOURCE: AClR staff calculation 

Extensiveness of National Forest Land. 1975 
15% and 

0-5% 5%-10% 10%-15% Above Subtotal Total 

475 
684 
718 

532 
696 

3,105 

$10.91 

3.08% 



est counties across all levels of per capita 
police protection expenditures (100 counties 
spend $5 or less, while 205 spend $14 or 
more) argues against the existence of a sys- 
tematic relationship between the presence of 
National Forest lands and imposed spillover 
costs for law enforcement. However, 31.4% 
(205/652) of the counties do fall into the 
highest spending category. 

Average per capita police protection ex- 
penditures do increase as the extensiveness 
of National Forest land increases ($9.87 to 
$13.17). This represents different shares of 
the aggregate local government budget. The  
analysis posed by the next question discusses 
the possibility that the alleged burden for law 
enforcement is offset by intergovernmental 
aid. 

Similar comments can be made about the 
relationship between per capita highway ex- 
penditures and the extensiveness of National 
Forest land. Table 36 shows this relationship. 
The  rows are per capita highway expendi- 
tures, ranging from $10 or less to $50 or 
more. As usual, the columns are the exten- 
siveness of National Forest land. 

National Forest counties are distributed 
across all levels of per capita highway expen- 

ditures. This contradicts the claimed imposed 
expenditure effect. In  fact, only 18.4% (120/ 
652) of the National Forest counties spend 
$50 or more per capita on highways. Only 
counties with 15% or more of National Forest 
land have above average per capita highway 
expenditures ($43.58) and an  above average 
share (9.63%) of their expenditures allocated 
to highways. The  analysis in the next ques- 
tion will determine whether intergovernmen- 
tal highway aids offset this higher expendi- 
ture level. 

At this point the analysis of all govern- 
ments in the county and of county govern- 
ment shows that the relationship that would 
be hypothesized if a problem existed between 
local revenues and local expenditures and the 
extensiveness of the National Forest land is 
not confirmed. National Forest counties dis- 
play varying revenue-expenditure combina- 
tions. T o  be sure, some of the 335 counties 
with the highest concentration of National 
Forest land exhibit denied tax base or imposed 
expenditure effects. Even for these counties, 
however, the empirical research does not con- 
clusively argue that the extensiveness of fed- 
eral ownership adversely influences the local 
fiscal picture. 

Table 36 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED 
AT THE COUNTY LEVEL BY PER CAPITA HIGHWAY EXPENDITURES 

AND BY EXTENSIVENESS OF NATIONAL FOREST LAND 
1972 Per Capita (N = 3,105) 

Highway Expenditure No National Extensiveness of National Forest Land. 1975 
Level Forest Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$1 0 or Less 409 
$1 0-$20 568 
$20-$35 714 
$35-$50 358 
$50 or More 404 

TOTAL 2,453 
Mean Per Capita 

Highway 
Expenditure $30.27 

Mean Share of 
Expenditure 
in These Counties 
(percent) 8.36% 

SOURCE: AClR staff calculation. 



Table 3 7 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED 
AT THE COUNTY LEVEL BY PER CAPITA FEDERAL AND STATE AIDS 

AND BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 Per Capita 
Federal 81 State No National Extensiveness of National Forest Land, 1975 
Aid Level Forest Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$90 or Less 570 19 7 9 26 61 63 1 
$90-$140 663 46 28 20 59 153 81 6 

$1 40-$190 563 4 5 32 2 0 101 198 761 

$1 90-$240 340 23 12 14 65 114 454 

$240 or More 31 7 16 15 11 84 126 443 
TOTAL 2.453 149 94 74 335 652 3,105 

Mean Per 
Capita Aids $1 50 $1 56 $1 72 $1 67 $203 $184 $157 

SOURCE- AClR staff calculation. 

l ntergovernmental Revenue 

Question three asks whether the inter- 
governmental aids that the National Forest 
counties receive offset any negative effects of 
the forests. Federal and  state aids seek to 
equalize the revenue base of local govern- 
ments, as well as to meet the need for certain 
public services. If the aid distribution accom- 
plishes this dual goal, it may offset any ad- 
verse fiscal effects of the National Forest 
land. 

Tables 37 and 38 help answer the ques- 
tion. Table 37 shows the distribution of per 
capita federal and state aids by the extensive- 
ness of National Forest land. The  rows are 
per capita federal and state aids, ranging 
from the $90 or less category to the $240 or 
more category. The  columns are the exten- 
siveness of National Forest land. Of the high 
concentration National Forest counties, 
25.1% (84/335) receive $240 or more per capita 
in federal and state aids. In general the Na- 
tional Forest counties are eligible for relative- 
ly high levels of intergovernmental aids. 

On average, National Forest counties re- 
ceive greater aids ($184 vs. $150) than non- 
National Forest counties. This is particularly 
the case for the distribution of federal and 
state highway aids. Table 38 shows the dis- 
tribution of per capita highway aids (com- 

bined federal and state) by the extensiveness 
of National Forest land. Recall that  high 
(15% or above) concentration National Forest 
counties spend relatively more per capita on 
highways (on average $16 to $18 more). This 
preliminary evidence seemingly supports the 
imposed expenditure effect. Table 38, how- 
ever, refutes such an  interpretation. 

On average, the National Forest counties 
received $7 per capita more in highway aids; 
and the counties with extensive National For- 
est land (15% or above) received $18 per capita 
more than the non-National Forest counties. 
Of the 335 high concentration National For- 
est counties, 42.7% (143/335) received $28 or 
more in highway aids. In all, 31.9% (208/652) 
of the National Forest counties fell into this 
category. 

The  empirical evidence does not support 
an  imposed highway expenditure claim. Even 
if some imposed highway expenditures existed, 
the problem is countered by relatively greater 
highway aids. The  example illustrates why 
the distribution of intergovernmental aids 
should be considered when the claim of an 
adverse fiscal impact of the National Forest 
lands is evaluated. 

The  overall effect of intergovernmental 
aids on local government finances is displayed 
in Table 39 which distributes counties by the 
ratio of own source revenues to total local ex- 



I Table 38 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED 
AT THE COUNTY LEVEL BY PER CAPITA HIGHWAY AIDS AND BY 

EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 Per Capita No National Extensiveness of National Forest Land, 1975 
Highway Aid Level Forest Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

None 162 8 3 4 26 42 204 
$8 or Less 810 4 5 26 27 68 167 977 
$8-$18 524 37 24 16 48 124 648 
$1 8-828 358 31 16 14 50 11 1 469 
$28 or More 599 28 2 5 13 143 208 807 

TOTAL 2,453 149 94 74 335 652 3,105 
Mean Per Capita 

Highway Aid $18.65 $17.94 $20.37 $16.78 $36.61 $27.75 $20.56 
SOURCE: AClR staff calculation. 

penditures and by the extensiveness of Na- 
tional Forest land. The  rows are the ratio of 
own source revenues to total local expendi- 
tures ranging from .50 or less to 30 or more. 
The  lower this ratio, the less a local govern- 
ment pays of its expenditures from own source 
revenues and the more it receives state and 
federal assistance. The  columns are the ex- 
tensiveness of National Forest land. 

The evidence shows that the National 
Forest counties receive relatively more as- 
sistance on average from the federal and 
state governments than non-National Forest 
counties; and therefore, contribute less to 
their own expenditures. Non-National Forest 
counties contribute 66% while National For- 
est counties contribute 59%. Further, the de- 
gree of assistance increases for the high con- 
centration National Forest counties. More 
than 50% of the counties (174/335) with the 
most extensive National Forest land are in 
the lowest ratio category (.50 or less) which 
means the local taxpayers pay one-half or 
less of expenditures from their own source 
revenue. Indeed, 50% of all National Forest 
counties (325/652) are in the lowest ratio cat- 
egory (.50 or less) of local expenditures paid 
from local revenue sources. This percentage 
grows to 71.2% (464/652) of the National For- 
est counties when the second lowest ratio cat- 
egory (.50-/60) is included. 

Table 40 adds another dimension to the 
information presented in Table 39. Each cat- 

egory of extensiveness of National Forest land 
and the ratio of own source revenue to total 
expenditures is further subdivided into per 
capita spending levels. The  table shows 
whether the effect of the National Forest land 
on the ratio of own source revenue to total ex- 
penditure depends on the level of spending in 
the county. The  National Forest counties are 
distributed across all per capita expenditure 
levels regardless of the extent of National For- 
est land. For example, 23.5% of the counties 
with a small proportion of their land in Na- 
tional Forests and 20.3% of the counties with 
a high proportion have low per capita expen- 
ditures and pay a small percentage of the ex- 
penditures from own source revenue. As the 
per capita expenditures rise, the local con- 
tribution remains relatively low. For the high 
spending counties, 4.5% of the low concentra- 
tion and 13.4% of the high concentration 
counties pay one-half or less towards their 
expenditures. Apparently higher intergov- 
ernmental aids go to National Forest counties 
to offset any imposed expenditure effect on 
local expenditures. 

The  examination of intergovernmental 
assistance to local governments with Nation- 
al Forest land shows that  existing programs 
respond to financial problems associated with 
federal land ownership. This conclusion helps 
explain the earlier findings that the overall 
fiscal condition of National Forest counties 
is generally not worse than other counties. 



Table 39 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED 
AT THE COUNTY LEVEL BY RATIO OF OWN SOURCE REVENUES TO TOTAL LOCAL 

EXPENDITURES AND BY EXTENSIVENESS OF NATIONAL FOREST LAND 
WITHIN A COUNTY 

(N = 3,105) 

1972 Ratio of 

Own Source 

Revenues Local No National Extensiveness of National Forest Land, 1975 
Expenditure Level Forest Land 0-5% 5%-1O0/0 10%-15% 15% and Above Subtotal 

.50 or 

Less 936 66 5 4 31 1 74 325 
.50-.60 461 3 3 16 16 74 139 

.60-.70 442 3 0 18 17 4 6 111 

.70-.80 34 1 14 5 7 2 3 49 

.80 or 

More 273 6 1 3 18 2 8 

TOTAL 2,453 149 9 4 74 335 652 

Mean Ratio .66 .64 .55 .64 .56 .59 

SOURCE. AClR staff calculation 

Total 

1,261 

600 
553 

390 

301 
3.1 05 

.64 

Table 40 

DISTRIBUTION OF PERCENT OF COUNTIES 
WITH LOW AND HIGH EXTENSIVENESS OF NATIONAL FOREST 

BY RATIO OF OWN SOURCE REVENUES TO TOTAL LOCAL EXPENDITURES 
AND BY PER CAPITA EXPENDITURES* 

1972 
Ratio of 
Own Source Per Capita Local General Expenditure Level and Extensiveness of National  ores st 
Revenues to 
Total Local $250 or Less $250-$300 $300-$350 $350-$400 $400 or More Total 
Expenditures Low High Low High Low High Low High Low High Low High 

.50 or Less 23.5 20.3 8.9 5.2 5.1 7.6 2.2 5.9 4.5 13.4 44.3 52.9 

.SO-.60 3.7 2.1 5.9 2.1 5.1 4.5 3.0 3.8 4.5 9.6 22.2 22.1 

.60-.70 3.7 1.6 3.0 .7 5.1 .7 3.7 2.8 4.5 7.9 20.0 13.7 

.70-.80 1.6 .4 1.6 .4 1.6 .7 .7 2.8 3.7 2.8 9.2 7.1 

.80 or More .7 - - .7 1.6 1.6 1.6 - - 2.8 3.9 5.2 
TOTAL 33.2 24.4 19.4 9.1 18.4 15.1 11.1 15.3 17.2 35.5 100.0 100.0 

'Low Extens~veness = 0-5.0s Natlonal Forest Area ol County Area 
High Extens~veness = 15% or More Nat~onal Forest Area of County Area 

SOURCE. AClR staff calculat~on 



THE FINDINGS SUMMARIZED 

Does the extensiveness o f  National For- 
est land within a jurisdiction influence the 
tax burden o f  the people who reside within 
that jurisdiction? 

No! The  analysis indicates that per cap- 
ita property taxes and own source revenues, 
as well as local tax effort are virtually indis- 
tinguishable in National Forest counties 
from those of private forest counties and do 
not exhibit the systematic grouping that 
would substantiate the denied tax base and 
imposed expenditure effects. While a signif- 
icant minority of National Forest counties 
exhibit the characteristics that would be as- 
sociated with a denied tax base effect, the 
analysis determined that the predicted effects 
are not confirmed. While some National For- 
est counties exhibit the predicted revenue 
characteristics, the percentage is no greater 
than the proportion of other counties exhibit- 
ing the same characteristics. Nor does the per- 
centage vary by extensiveness of National 
Forest land. Because the distribution of Na- 
tional Forest counties is not different, the 
conclusion is that factors other than the fed- 
eral ownership of land explain the low rev- 
enue in some National Forest counties. 

While no general pattern appeared which 
would substantiate the existence of a prob- 
lem, it should be noted that the counties with 
the most extensive (15% and above) National 
Forest land showed the predicted character- 
istics in slightly greater proportion than 
would be expected if there were no revenue 
problem associated with the National Forest 
land. These few counties do not substantiate 
a general problem, although this finding may 
indicate that the receipt sharing program 
gives inadequate reimbursement to some of 
the counties with the most extensive Nation- 
al Forest land. 

Does the extensiceness o f  National For- 
est land within a jurisdiction influence the 
expenditures o f  the local goLlernmer1 t ? 

No! The analysis reveals no systematic 
grouping of counties on the basis of extensive- 
ness of National Forest land with respect to 
general expenditures, fire and police protec- 

tion expenditures, and highway expenditures 
as the denied tax base and imposed expendi- 
ture effects would require. Where high con- 
centration National Forest counties did ex- 
hibit potential adverse fiscal effects of the 
National Forest, state and federal aids ap- 
peared to offset the fiscal consequences. The  
overall expenditure evidence does not support 
the contention that an imposed expenditure 
problem exists. 

While no general pattern appeared which 
would substantiate the problem, it should be 
noted that the counties with the most exten- 
sive (15% and above) National Forest land 
showed the predicted characteristics in slight- 
ly greater proportion than would be expected 
if there were no imposed expenditure prob- 
lem associated with the National Forest land. 
These few counties do not substantiate a gen- 
eral problem, although this finding may in- 
dicate that the receipt sharing program gives 
inadequate reimbursement to some of the 
counties with the most extensive National 
Forest land. 

Do the federal and state in tergocernmen- 
tal transfers to local governments protide aid 
to National Forest counties so that they are 
able to pay a n y  alleged imposed expenditures? 

Yes! The  analysis indicates that in the 
minority of National Forest counties which 
exhibit the denied tax base and imposed ex- 
penditure characteristics, federal and state 
intergovernmental aids to local governments 
are relatively higher than in other counties. 
Federal and state aids to the National Forest 
counties are greater (on a per capita basis) 
than aid to other local governments. Since 
these aids a re  high to National Forest 
counties and no fiscal problem is discernible, 
the evidence does not support the claim that 
an unreimbursed fiscal problem existed prior 
to 1976. 

There are counties with 15% or more Na- 
tional Forest land which disproportionately 
show the predicted revenue and expenditure 
characteristics. Although existing aid pro- 
grams apparently respond to the problem in 
these counties such aid may be insufficient 
to alleviate entirely the additional tax effort 
they make. 



A Note on the Analysis of the 
National Forest Counties 

Throughout the above analysis, there 
has been a set of National Forest counties 
which have a relatively high extensiveness of 
National forest land and have the fiscal fea- 
tures of counties with the denied tax base and 
imposed expenditure effects. In  order to more 
confidently determine whether National For- 
est lands create adverse fiscal effects Tables 
41 and 42 look respectively a t  those counties 
which have more than 30% and those that  
have more than 15% of their land in National 
Forest. These counties are examined with re- 
spect to the same revenue and expenditure 
characteristics specified throughout this 
chapter. In this instance, however, the rev- 
enue and expenditure characteristics are com- 
bined to portray what may be termed a cumu- 
lative scale of fiscal adversity. Specifically, 
the tables define fiscal hardship under several 
revenue and expenditure assumptions. At one 
extreme a county may be considered as ex- 
periencing fiscal hardship if it is exerting a 
relatively high tax effort yet had a n  average 
or below average per capita expenditure level. 
According to the conditions set forth in the 

tables this situation is met when a county is 
characterized by all three revenue features 
(high per capita property tax level, plus high 
per capita own source revenue, plus high tax 
effort) and has a n  average per capita expendi- 
ture level ($344). When this test is applied to 
those counties which have over 30% of their 
land in National Forest not m e  hardship case 
emerges (Table 41). If the extensiveness of 
National Forest land is reduced to 15% only 
one county emerges as a n  example of fiscal 
hardship (Table 42). 

I t  may be argued that  the fiscal hardship 
test is too stringent. Even when the condition 
is relaxed, however, to only one revenue fea- 
ture (high per capita property tax level) with 
no expenditure conditions only 73 of the 335 
counties which have 15% or more of their land 
in National Forest qualify as hardship cases. 

T h e  answers to the above three questions 
indicate that in 1976 there was no case for 
additional Federal reimbursement to counties 
which contain National Forest land. In 1976, 
the 94th Congress passed two laws which in- 
creased the compensation for federal tax ex- 
empt land. P.L. 94-588, The National Forest 
Management Act o f  1976, and P.L. 94-565, 
The Payment In Lieu of  Taxes Act o f  1976. 

Revenue 
Feature1 

Table 4 1 

ASSOCIATION OF REVENUE BURDEN AND LOW EXPENDITURE LEVEL WlTH 
EXTENSIVENESS OF NATIONAL FOREST BY COUNTY WlTH 30 PERCENT 

OR MORE NATIONAL FOREST 
(N = 202) 

Most Stringent 
Revenue Test 

Moderately Stringent 
Revenue Test 

Least Stringent 
Revenue Test 

Per Capita Expenditure Levels2 Revenue 
Average Above Average High Test Only 

'Most Stringent = Local tax effort ratio .17 or more, per capita own source revenue $360 or more, per capita property taxes $260 or 
or more. 
Moderately Stringent = Per capita own source revenue $360 or more, per capita property taxes $260 or more. 
Least Stringent = Per capita property taxes $260 or more. 

ZAverage = Per capita expenditures $344, the mean level among 1,505 comparable private, commercial forest counties adjusted for 
public land. 
Above Average = Per capita expenditure $482, one standard deviation above the mean. 
High = Per capita expenditure $620, two standard deviations above the mean. 

SOURCE: AClR staff calculation. 



The  next section evaluates the first of these 
acts since it covers only National Forest 
land. The  next chapter discusses the fiscal 
impact of all public land and evaluates The 
Payment In Lieu o f  TaxesAct o f  1976. 

P.L. 94-588-THE NATIONAL FOREST 
MANAGEMENT ACT OF 1976- 

SHARING THE GROSS RECEIPTS 
An earlier section of this chapter ex- 

plained that the National Forest Receipt 
Sharing Program (1908-76) subtracted 
funds for "timber sale betterment" (KV) and 
for brush disposal and restoration (DR) from 
the receipt sharing fund (F). (See equation 
on page 66.) In  addition, timber purchasers 
are often required to construct access roads 
as part of the purchase contract. Then the es- 
timated construction costs are credited 
against the amount owed for the timber. This 
did not affect overall income to the Forest 
Service, but it did affect the amount of shared 
receipts. P.L. 94-588 directs the Forest Ser- 
vice to share the gross income earned from the 
National Forest land in the 1977 fiscal year 
payment. 

For analysis in this study, the distribution 
of 25% of the gross income as directed in 
P.L. 94-588 has been simulated using data 
for the 1976 fiscal year. If this change had 
been in effect for the 1976 fiscal year dis- 
tribution, the National Forest Receipt Sharing 
Program would have increased by approxi- 
mately $36 million, a 35.3% increase (this 
estimate excludes the payment to Alaska). 
Tables 43 through 48 -use the simulated pay- 
ments to trace through the effect of the law 
on the distribution of National Forest re- 
ceipts sharing among counties. 

The  additional payment will go primarily 
to the counties which already receive high 
payments. Table 43 compares the distribu- 
tion of actual net payments in 1976, the sim- 
ulated 1976 payments, and the increase in 
payment, by the extensiveness of National 
Forest land. Of the additional shared receipts, 
8.6% ($3.1 million/$36.0 million) went to 
counties with 5% or less National Forest 
land. This represented a 138.3% increase in 
shared receipts which raised the per acre 
payment from $26 to $.62. Those counties 
with 15% or more National Forest land re- 
ceived an increase of 28.8% which raised per 

Revenue 
Feature1 

Table 42 

ASSOCIATION OF REVENUE BURDEN AND LOW EXPENDITURE LEVEL 
WITH EXTENSIVENESS OF NATIONAL FOREST BY 

COUNTY WlTH 15 PERCENT OR MORE NATIONAL FOREST 
(N = 335) 

Most Stringent 
Revenue Test 

Moderately Stringent 
Revenue Test 

Least Stringent 
Revenue Test 

Per Capita Expenditure Levelsz Revenue 
Average Above Average High Test Only 

'Most Stringent = Local tax effort ratio .17 or more, per capita own source revenue $360 or more, per capita property taxes $260 or 
more. 
Moderately Stringent = Per capita own source revenue $360 or more, per capita property taxes $260 or more. 
Least Stringent = Per capita property taxes $260 or more. 

2Average = Per capita expenditure $344, the mean level among 1.505 comparable private, commercial forest counties adjusted for pub- 
lic land. 
Above Average = Per capita expenditures $482, one standard deviation above the mean 
High = Per capita expenditure $620, two standard deviat~ons above the mean. 

SOURCE: AClR staff calculation 



Table 43 

DISTRIBUTION OF ACTUAL AND SIMULATED NATIONAL FOREST RECEIPT SHARING 
PAYMENTS (1976) BY EXTENSIVENESS OF NATIONAL FOREST LAND 

( In Thousands of Dollars) 

Simulated 
Actual Simulated Amount Minus 

Extensiveness National Forest National Forest Actual Pay- Percent 
of National Payment, 1976 .Payment, 1976 rnent Amount Change 
Forest Land Amount Cents Per Acre Amount Cents Per Acre (6) (7) 

(1) (2) (3) (4) (5) (4-2) (6+2) 

0-5% $ 2.240.0 266 $ 5,337.0 626 $ 3,097.0 138.3% 

5%-10% 3,630.9 44 7.267.6 88 3,636.7 100.2 

10%-15% 6,701.3 60 10,253.8 9 1 3,552.5 53.0 

15% and Above 89,227.6 66 114,896.3 85 25,668.7 28.8 

TOTALa $101.799.8 $1 37,754.7 $35,954.9 35.3% 

a ~ o t a l s  may vary slightly due to rounding 
SOURCE: AClR staff calculation. 

Table 44 

DISTRIBUTION OF ACTUAL AND SIMULATED NATIONAL FOREST RECEIPT 
SHARING PAYMENTS (1976) BY NATIONAL FOREST REGION 

(In Thousands of Dollars) 

Actual 
National National Forest 
Forest Payment, 1976 
Region Amount Cents Per Acre 

(1 (2) (3) 

1 
2 
3 
4 
5 
6 
8 
9 

TOTAL a 

Simulated 
National Forest 
Payment. 1976 

Amount 

(4) 

$5,656.7 
2,341.9 

3,664.7 

666.7 

31,998.5 

78.51 5.4 

10,326.4 
3.31 2.0 

$136.482.3 

Cents Per Acre 

(5) 

324 
9 

18 
2 

158 

305 

83 
29 

81 4 

Simulated 
Amount Minus 

Actual 
rnent Amount 

(6) 
(4-2) 

$3,014.3 

800.9 

1,039.9 

219.8 
8.567.5 

18,360.9 

2.677.0 
1.143.6 

$35.823.9 

Percent 
Change 

(7) 
(6 + 2) 

114.1% 

52.0 

39.7 
49.2 

36.6 

30.6 

35.0 
52.8 
35.6% 

a ~ o t a l s  may vary slightly due to rounding. 
SOURCE: AClR staff calculation. 



acre payments from $66 to $85. This in- 
crease, however, was 71.4% ($25.7 million/ 
$36 million) of the additional funds. 

This distribution of a significant amount 
of the additional funds among a small number 
of counties is confirmed by the Gini coeffi- 
cient which measures the degree of equality 
in any distribution. The  closer to zero the 
Gini value is, the more unequal (or the more 
concentrated) the distribution is. The  Gini 
value for the simulated distribution is .281, 
a decline from the Gini value of .299 for the 
actual distribution. 

Table 44 displays the geographical dis- 
tribution of the simulated payment and the 
increase. Although Region 1 (Montana and 
North Dakota) received the greatest percent- 
age change, 114.1% ($3 million), Regions 
6 and 5 combine for 75.2% ($26.9 million/$35.8 
million) of the additional payment. Tables 
4 3  and 44  show that the additional payment 
goes to a small number of counties in the 
northwest. 

Table 45 shows that as the level of own 
source revenue increases, the simulated pay- 
ment increases. For example, those counties 
raising between $180-$270 receive $.67 per 
acre while those raising $360 or more receive 
$1.09 per acre. 

Table 46 presents the distribution of ac- 
tual and simulated 1976 payments by local 
tax effort (1971-72). It shows that local gov- 
ernments with an effort of 17% or higher col- 
lect 49.3% ($17.7 million/$35.8 million) of the 
additional payment. This raises the per acre 
payment in these counties from $.60 to $.98. 
a 64% increase. Local governments with an  
8% or lower local tax effort received 5.3% ($1.9 
million/$35.8 million) of the increase of shared 
funds and an increase of 24% in their per acre 
payment. 

Table 47 presents the distribution of the 
simulated payments by per capita expendi- 
ture levels. National Forest counties spend- 
ing $350 or more receive 87% ($123.1/$136.5) 
of the simulated payments. Local govern- 
ments with relatively high expenditures may 
not finance them from own source revenues. 
In fact, local governments which pay the 
lowest percentage of their local expenditures 
from their own sources benefit more from the 
additional payment. As Table 48 shows, the 
local governments which raise 50% or less of 
their expenditures receive 24% of the new 
funds while the governments that raise be- 
tween 50% and 60% receive 32%. This means 
that  56% ($19.9 million/$35.8 million) of the 
new payment goes to local governments which 

Table 45 

DISTRIBUTION OF ACTUAL AND SIMULATED NATIONAL FOREST RECEIPT SHARING 
PAYMENTS (1976) BY PER CAPITA OWN SOURCE REVENUES, 1970 

(In Thousands of Dollars) 

Simulated 
1972 Actual Simulated Amount Mlnus 
Per Capita National Forest National Forest Actual Pay- Percent 
Own Source Payment, 1976 Payment, 1976 ment Amount Change 
Revenue Total Cents Per Acre Amount Cents Per Acre (6) (7) 
Level (2) (3) (4) ( 5 )  (4-2) (6+2) 

$90 or Less $2,096.8 20C $2.766.6 26C $669.8 32.0% 

$90-$180 6.658.5 32 9.089.1 44 2.430.6 36.5 

$1 80-$270 22.430.5 54 27,897.9 6 7 5,467.4 24.4 

$270-$360 32.725.4 83 39,899.3 101 7.173.9 21.9 

$360 or More 36.747.1 71 56.829.3 109 20.082.2 54.7 

TOTALa $100.658.3 $136.482.2 $35,823.9 35.6% 

a ~ o t a l  may vary shghtly due to round~ng 
SOURCE AClR stalf calculat~on 



Table 46 

DISTRIBUTION OF ACTUAL AND SIMULATED NATIONAL FOREST RECEIPT SHARING 
PAYMENTS (1 976) BY LOCAL TAX EFFORT (1972) 

(In Thousands of Dollars) 

Simulated 

Actual Simulated Amount Minus 
1972 Nalonal Forest National Forest Actual Pay- 
Local Tax Payment, 1976 Payment, 1976 ment Amount 
Effort Level Amount Cents Per Acre Amount Cents Per Acre (6) 

(1 1 (2) (3) (4) (5) (4-2) 

0-8% $7.970.4 326 $9.853.3 394 $1,882.9 

8%-11% 11.255.1 50 15,623.8 69 4,368.7 

11%-14% 27,251.5 65 33.394.9 80 6.143.4 

14%-17% 26,449.7 38 32.207.2 4 6 5.757.5 

17% and Above 27,731.7 60 45.403.0 98 17,671.3 

TOTAL a $100.658 $136.482.2 $35,823.8 

a ~ o t a l s  may vary slightly due to rounding 
SOURCE: AClR staff calculation. 

Percent 
Change 

(7) 
(6+2) 

23.7% 

38.9 

22.6 

21.8 

63.7 

Table 47 

DISTRIBUTION OF ACTUAL AND SIMULATED NATIONAL FOREST RECEIPT SHARING 
PAYMENTS (1976) BY PER CAPITA EXPENDITURES, 1972 

(In Thousands of Dollars) 

Simulated 
Actual Simulated Amount Minus 

1972 National Forest National Forest Actual Pay- Percent 
Per Capita Payment, 1976 Payment, 1976 ment Amount Change 
Expenditure Amount Cents Per Acre Amount Cents Per Acre (6) (7) 
Level (2) (3) (4) (5) (4-2) (6+2) 

$250or Less $4,486.4 474 $6,219.0 656 $1,732.6 38.6% 

$250-$300 2,591.4 32 4.333.5 53 1,742.1 67.2 
$300-9350 1,818.0 8 2,829.7 12 1,011.7 55.7 
$350-$400 17,674.5 57 22,723.6 73 5.049.1 28.6 
$400 or More 74,088.0 81 100,376.2 110 26,288.2 35.5 

TOTALa $100,658.3 $1 36.482.0 $35.823.7 35.6% 

a ~ o t a l s  may vary slightly due to rounding 
SOURCE: AClR staff calculation. 



Table 48 

DISTRIBUTION OF ACTUAL AND SIMULATED NATIONAL RECEIPT SHARING 
PAYMENTS BY THE RATIO OF LOCAL OWN SOURCE REVENUE TO 

TOTAL LOCAL EXPENDITURES, 1972 
(In Thousands of Dollars) 

Ratio of Simulated 
Own Source Actual Simulated Amount Minus 
Revenue to National Forest National Forest Actual Pay- Percent 
Total Local Payment, 1976 Payment, 1976 ment Amount Change 
Expenditures Amount Cents Per Acre Amount Cents Per Acre (6) (7) 

(1) (2) (3) (4) (5) (4-2) (6+2) 

0 4 0  $34,705.5 4 76 $43,287.0 596 $8,581.5 24.7% 

.SO-.60 22.136.0 53 33,474.6 80 11.338.6 51.2 

.60-.70 29,373.8 110 37,081 .O 139 7,707.2 26.2 

.70-.80 11,331.9 98 18,717.6 162 7.385.7 65.2 

.80 or More 2,588.1 36 3,359.5 47 771.4 29.8 

TOTALa $100.135.3 $135,919.7 $35.784.4 35.7% 

a ~ o t a l s  may vary slightly due to rounding 
SOURCE: AClR staff calculation. 

Table 49 

DISTRIBUTION OF ACTUAL AND SIMULATED 
NATIONAL FOREST RECEIPT SHARING PAYMENTS (1976) 

TO COUNTIES GROUPED BY MEDIAN FAMILY INCOME, 1970 
( In Thousands of Dollars) 

Counties Grouped Actual 
by 1970 Median National 
Family Income Number of Forest 
Levels Counties Payment, 1976 

(1) (2) (3) 

$6,000 or Less 165 $5.158.7 
$6,000-$7,000 112 3.026.4 
$7,000-$8,000 140 12.124.6 
$8,000-$9,000 153 49.994.2 
$9,000 or More 82 30.354.5 

TOTALa 652 $100.658.4 

a ~ o t a l  may vary slightly due to rounding. 
SOURCE: AClR staff calculat~on 

Simulated 
National Forest 
Payment. 1976 

(4) 

$6.665.6 
5,509.7 

21.364.1 
64.653.8 
38.289.0 

$136.482.2 

Simulated 
Minus Actual 

Payment 

(5) 
(4-3) 

$1 -506.9 
2.483.3 
9.239.5 

14.659.6 

7.934.5 
$35.823.8 

Percent 
Change 

(6) 
(5+3) 

29.2% 
82.1 
76.2 
29.3 
26.1 
35.6 

Forest Payments as 
a Percent of lncome 

Within Counties 
Grouped by Family 

lncome Levels 
Actual Simulated 

(7) 



raise 60% or less of their total local expendi- 
tures. 

Counties with high average income bene- 
fit more than those with lower income. Table 
49 shows the distribution of actual and simu- 
lated 1976 payments by the median income 
level of the jurisdiction to test whether low 
income communities benefit relatively more 
from the National Forest Receipt Sharing 
Program. 

The table groups the 652 National Forest 
counties by the median family income level of 
the county. These 652 counties account for 
16% of the total 1970 family income in the 
United States. 

Not only did the high income ($8,000 or 
more) jurisdictions receive 80% ($80.3 million/ 
$100.7 million) of the actual payment, but 
they will receive 63% ($22.6 million/$35.8 
million) of the additional funds. Column 7, 
"Forest Payments As a Percent of Income 
Within Counties Grouped by Family Income 
Levels," demonstrates that high income 
counties benefit more from the distribution. 
The new payment represents 22% of total 
family income in the low income jurisdictions 
compared with .32% of the income in $7,000- 
$8,000 group and .43% of the income in 
$8,000-$9,000 group. Only in the highest in- 
come category does the payment drop to .08% 
of the income. 

CONCLUSION 
The analysis prepared for this study in- 

dicates that the claims which led to the 36% 
increase in National Forest payments under 
P.L. 94-588 are not substantiated. Further. 
the provisions of P.L. 94-588 are subject to 
four criticisms: 

1. The alleged adverse fiscal effects gen- 
erated by National Forest land were not 
substantiated. Therefore, the case for 
this program has not been shown. 

2. Even if a general fiscal problem existed, 
the payments under P.L. 94-588 are con- 
centrated on those counties which al- 
ready receive the highest payments. 

3. A majority of the "new" compensation 
money goes to counties which already 
receive significant federal and state aids. 
For example, 56% of the new money 
goes to counties which pay for 60% or 
less of their own expenditures. 

4. The federal compensation goes to income 
"rich" counties. 

In general, the counties which receive the 
greatest share of the additional money do not 
appear to be adversely affected by the pres- 
ence of the National Forest. 
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Chapter V I  

The Fiscal Impact of 
Public Lands on 
Local Government 

l h i s  chapter extends the fiscal impact anal- 
ysis developed in Chapter V to all public lands 
which will receive payments under P.L. 94- 
565, The  Payment In Lieu of Taxes Act of 
1976.' Once again the research examines how 
federal land ownership and federal compensa- 
tion influence local government finances by 
means of an evaluation of the fiscal impact of 
public land on local governments and an 
analysis of the distribution of federal compen- 
sation money under The  Payment In Lieu of 
Taxes Act of 1976. 

BACKGROUND INFORMATION ON 
PUBLIC LANDS 

FEDERAL LAND OWNERSHIP 
The public land potentially covered by P.L. 

94-565 is shown by state and by federal agency 
in Table 50. These public acres amount to 
30.3% of the land area of the United States. 
Thirty-eight states have federal public land 
that amounts to 1% or less of their area; nine 
have between 1% and 5% of their area in 
federal land; two have between 5% and 10%; 
and one has 47%. The Pacific states contain 
58.7% of these federal public lands-Alaska 
(46.6%), California (5.9%), Oregon (4.5%), and 
Washington (1.7%). The northeastern states 

have the least federal land, approximately 
.2% of their area-New Hampshire (.I%) and 
Pennsylvania (.I%). 

From the states' vantage point, seven have 
40% or more of their acres federally owned- 
Alaska (87.1%), Nevada (77.3%), Idaho 
(61.6%). Utah (60.5%), Oregon (50.9%), Wy- 
oming (47.9%). and California (40.5%). In 
general, federal public land is concentrated in 
the western portion of the United States.* 

FEDERAL COMPENSATION FOR 
PUBLIC LANDS 

The federal government compensates 
state and local governments for federally 
owned property within their boundaries. T a -  
ble 51 presents a list of the nine federal com- 
pensation programs which make payments for 
the public lands discussed in this chapter.3 
These were reviewed at  greater length in 
Chapter IZ. Eight programs (including the 
two largest) are receipt sharing programs sim- 
ilar to the National Forest program while one 
is a form of tax equivalency program; five are 
designated for use on roads and schools; and 
six have the state government as the recipient 
of the payment. 

The distribution of per acre payments from 
the above programs are shown by region in 



States 

United States, Total 
Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut - - 

Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
llinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Michigan 
Minnesota 

Mbrh.ippi 
M W u r i  

Table 50 

DISTRIBUTION OF SELECTED PUBLIC LAND BY AGENCY AND BY STATE 
(In Thousands of Acres) 

Army Corps 
of 

Engineers 

7.641.7 
63.6 
52.9 
33.6 

492.0 
108.0 

35.7 
7.0 

12.8 
26.3 

339.4 

a 
49.5 

189.9 
111.1 
175.7 

303.8 
295.5 

75.4 
a 

7.3 

16.8 
1.8 

140.9 
296.4 
445.9 

Bureau of 
Land 

Management 

473,783.6 
.4 

299,130.0 
12.586.6 

.4 
15,584.9 

8.881.9 
- 
- 

.4 
- 

- 
12.020.3 
- 
- 
- 

.6 
- 

1.2 
- 
- 

- 
- 

43.6 
.5 

- 

Bureau 
Of 

Reclamation 

7.601.6 
- 
- 

1,060.0 
- 

1,117.1 

315.6 
- 
- 
- 
- 

- 

441.4 
- 
- 

1 

93.9 
- 
- 
- 
- 

- 
- 

a 
- 
- 

Forest 
Service 

187,224.4 
636.4 

20,717.2 
11.434.6 
2.460.0 

20,073.1 

14,361.6 
a 
- 

1,081.6 
852.9 

- 

20.347.7 
250.8 
173.2 

.4 

107.9 
626.0 
595.2 
50.1 
- 

- 
2.693.5 
2.797.0 
1.136.7 
1.444.4 

Park 
System 

24.682.4 
6.3 

7,006.0 
1.603.4 

7.7 
4.214.2 

528.9 
- 
- 

1.373.5 
15.8 

238.4 
86.4 
- 

3.0 
1.5 

.7 
62.2 

.1 
34.4 
27.2 

23.7 
564.2 

.6 
31.3 
47.5 

Total 

700,933.7 
706.7 

326,906.1 
26,718.2 

2.960.7 
41.097.3 

23.573.7 
7.0 

12.8 
2.481.8 
1,208.1 

238.4 
32.945.3 

440.7 
287.3 
177.7 

506.9 
983.7 
671.9 
84.5 
34.5 

40.5 
3.259.5 
2.982.1 
1,464.9 
1,937.8 

Percent of Percent of 
Total 

100.0 
.1 

46.6 
3.8 

.4 
5.9 

3.4 
a 
a 

.4 

.2 

a 
4.7 

.1 
a 
a 

.1 

.1 
1 

a 
a 

a 
.5 
.4 
.2 
.3 

State 

30.3 
2.1 

87.1 
36.7 

8.7 
40.5 

35.3 
.2 

1 .o 
6.6 
3.2 

5.8 
61.6 

1.2 
1.2 
'5 

1 .o 
3.8 
2.2 

.4 

.5 

.8 
8.8 
5.6 
4.8 
4.4 



Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

a~ounds to zero 

SOURCE: AClR staff calculation based on U.S. Department of Interior. Bureau of Land Management. Public Land Statistics. 1975. Washmgton. DC. U S Gov- 
ernment Printing Office, 1975. 



Table 51 

FEDERAL COMPENSATION PROGRAMS FOR SELECTED PUBLIC LANDS 

Type of Compensatlon 
Program Estimated 1878 

Program 

Arizona and 

New Mexico 
Enabling 

Act, 1910 

Bankhead-Jones 
Farm Tanant 

Ad. 1937 

Federal Power 
Ad, 1920 

Mlneral Leasing 
Act, 1920 

Mlneral Leasing 
Act, 1947 

Natlonal Forest 

Revenues Act, 
1908 

sale of 
Minerals 

from Federal 
lands. 1947 

Superior 
Natlonai 
Forest. 1948 

Taylor Grazing 
Act, 1934 

Tax Receipt 
Equivalency Sharing 

Payment 
(in thousands) Recipient Ellglble Property use 

States Lands granted for the support 

of public schools which are 
located within National 

Forest 

Public school 

operations 

Counties 

States 

States 

Receipts are 
distributed 
on same basis 

as other re- 
ceipts from 
lands affected 
by the lease 

States 

Lands acquired under the 1937 
legislation 

Occupancy and use of National 

Forests and public lands used 
by FPC licensees 

Mineral bearing public domain 
lands 

Mineral bearing public lands 

National Forests and grass 

lands 

Roads and public 
school operations 

General state 
operations 

General operations 

Same as other receipts 

Roads and public 
school ooerations 

Counties 

Minnesota 

States 

Disposal of materials on all public 
lands under the jurisdiction of the 

Departments of Agriculture and 
Interior except National Park Lands 
National Monuments, Indian Lands, and 
land held in trust by the Indians 

Lands in the Superior National General county 
Forest. MN operations 

Vacant, unappropriated and Roads and public 
unreserved domain lands school operations 

'NO payments currently bemg made 
SOURCES AClR staff usmg EBS. Revenue Sharmg and Payments In L~eu of Taxes on Publlc Lands Vol II The Budget 01 the Unrled Stales Government 

F Y  1978-Appendrx and Payment In Lleu of Taxes Act No 94-1 106 May 7 1976 



Table 52 

PUBLIC LAND COUNTIES BY PER ACRE 
FEDERAL COMPENSATION PAYMENTS BY REGION 

(N = 1,529) 

Per Acre Payment, 1976 

Region No Public Land 5.75 or Less S.75-$1 .SO $1 SO-$2.25 $2.25 or More Total 

1 
2 
3 
4 
5 
6 
8 
9 

TOTAL 

SOURCE: AClR staff calculation based on data from Forest Service, USDA and Bureau of Land Management, U.S. Department of Interior. 

Table 52. In all 86.9% (1,329/1,529) of the 
public land counties eligible for federal com- 
pensation under the pre-1976 regulations re- 
ceive less than 756 per acre. Regions 8 (Rocky 
Mountain states) and 9 (southeastern states) 
have the highest number (501) of counties 
which receive relatively low (75t or less) per 
acre payments, while Region 6 (Oregon and 
Washington) has the greatest proportion- 
44.7% (21/47)-of highly compensated coun- 
ties. 

The distribution of counties by per acre 
federal compensation payment and by ex- 
tensiveness of public lands are presented in 
Table 53. The rows are the per acre payment, 
ranging from none to the $2.25 or more cate- 
gory. The columns are extensiveness of public 
lands, ranging from none to 15.0% and above. 
Of the 3,105 counties, 50.8% (1,576/3,105) 
have no public lands within their boundaries. 
Of the remaining 1,529 counties, 50.1% (7661 
1,529) have some public lands and receive no 
payment; 40.3% (616/1,529) have some public 
land and receive a federal payment of 7 5 ~  or 
less per acre; and 9.6% (147/1,529) have some 
public land and receive more than 756 per 
acre. Of all public land counties, 90.4% (1,382/ 
1,529) receive 75t or less per acre. Regardless 
of the payment level, 53.8% (822/1,529) of the 

counties have 5% or less of the acres within 
their boundaries in federal holdings as com- 
pared with 30% (458/1,529) which have 15% 
and above federally owned acres. 

Chart 2 looks at the distribution of all fed- 
eral compensation payments. A Lorenz Curve 
for these federal payments (constructed in the 
same way as the one in Chapter V )  is pre- 
sented which measures the degree of inequal- 
ity of the distribution of federal compensation 
payments. Recall that the greater the gap be- 
tween the Lorenz Curve and the Line of Lor- 
enz Equality, the greater is the inequality in 
the distribution. Prior to the legislative 
changes in 1976 (which will be discussed later 
in this chapter), the federal payments were 
unevenly distributed. For example, counties 
containing 20% of the federal land received 
less than 2% of the federal compensation 
money; 40% received 4%; and 80% received 
25%. This inequality is not necessarily a 
problem, but rather a reflection of the struc- 
ture of federal compensation formulas. The 
formulas return relatively more revenues to 
counties with productive public acres regard- 
less of the actual fiscal impact of the public 
land. Whether the public land influences 
local government finances is the subject of 
the next section. 



Table 53 

PUBLIC LAND COUNTIES BY PER ACRE COMPENSATION PAYMENT 
IN 1976 AND THE EXTENSIVENESS OF PUBLIC LANDS 

(N = 3,105) 

Per Acre N o Extensiveness of Public Land, 1976 
Compensation Public (Percent of County Area) 
Payment Level, 1976 Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

None 1,576 643 80 23 20 766 2,342 
$ .75 and Less - 137 66 42 371 616 616 
$ .75-$1.50 - 17 7 1 1  2 7 62 62 
$1 .SO-$2.25 - 12 4 6 16 38 38 
$2.25 or More - 13 7 3 24 47 47 

TOTAL 1,576 822 164 8 5 458 1,529 3,105 

SOURCE: AClR staff calculation. 

REVIEW OF THE METHOD FOR 
EVALUATING THE IMPACT OF 

PUBLIC LANDS ON LOCAL 
GOVERNMENTS 

The impact of public lands (including Na- 
tional Forests) on local government finances 
is evaluated in this chapter by the same meth- 
od followed in the previous chapter. Once 
again, the expectation is that the alleged "ad- 
verse fiscal effects" of public lands should 
manifest themselves in the denied tax base 
effect and/or the imposed expenditure effect. 
In the analysis, "local government finances" 
are defined as the sum of all local govern- 
ments in a county area including county gov- 
ernment. 

The tests for adverse fiscal effects include 
an examination of revenue and expenditure 
variables stratified by the extensiveness of 
public land within the jurisdiction. If the de- 
nied tax base or the imposed expenditure ef- 
fects influence local governments' fiscal deci- 
sions, the influence should increase as the 
extensiveness of public land increases. 

In addition, the revenue and expenditure 
decisions of local governments with public 
land within their jurisdictions are compared 
to local governments which have less than 5% 
public land within their boundaries and less 
than 50,000 population. This amounts to 

2,008 counties. This comparison serves to in- 
vestigate whether comparable jurisdictions 
with little or no public land behave differently 
than jurisdictions with public land. 

These tests on the fiscal data search for: 
(1) a clustering or grouping of the revenue and 
expenditure data as predicted by the denied 
tax base or imposed expenditure effects, (2) 
an association of the alleged adverse fiscal ef- 
fects with the extensiveness of public land, 
and (3) a comparison of the fiscal characteris- 
tics of the public land counties with a control 
group of similar non-public land counties. 

THE EVALUATION OF THE IMPACT 
OF PUBLIC LANDS ON LOCAL 

GOVERNMENT FINANCES 

This section examines the case prior to 
1976 for additional federal compensation for 
public land by asking the same three ques- 
tions posed in Chapter V: 

1. Does the extensiveness of public land 
within a jurisdiction influence the tax burden 
of the people who reside within that jurisdic- 
tion? 

2. Does the extensiveness of public land 
within a jurisdiction influence the expendi- 
tures of the local government? Federal owner- 
ship may add to general operating expenditure 
because of spillover costs. 



Chart 2 
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........* a 

Pre-1976 
Legislative 
Change 

0 20 4 0 60 80 100 
Percent of Public Land Acres, 1976 



3. Do the federal and state intergovern- 
mental transfers to local governments provide 
aid to public land counties so that they are 
able to cover any alleged imposed expendi- 
tures? Federal and state governments dis- 
tribute considerable assistance to local units 
which may counter any negative fiscal con- 
sequences of federal ownership. 

A Brief Analysis of State Impact 

As in Chapter V, the analysis begins with 
the states. If the alleged fiscal burden attrib- 
uted to federal ownership of land exists and is 
shifted to the states, it should reveal itself in 
a comprehensive measure of fiscal stress with- 
in the state-local finance system. Table 54 
uses the ACIR measure of fiscal stress to di- 
vide the states into four categories: those with 
relatively high and rising fiscal pressure; 
those with relatively high and falling fiscal 
pressure; those with relatively low and rising 
pressure; and those with relatively low and 
falling fiscal p r e ~ s u r e . ~  Recall that states in 
the high and rising category can maintain 
the quantity and quality of public services 
only if they continue to bear a relatively high 
tax burden. States in the low and falling cat- 
egory can improve the quantity and quality 
of public services or maintain a low tax pres- 
sure position. 

States with an  asterisk have over 30% 
of their  acres federally owned-Alaska 
(87.1%), Arizona (36.7%), California (40.5761, 
Colorado (35.3%). Idaho (61.6%), Nevada 
(77.3%), Oregon (50.9%), Utah (60.5%), and 
Wyoming (47.9%). If these state-local finance 
systems were experiencing the denied tax base 
and/or imposed expenditure effect, they 
should be found systematically in the high 
and rising category. This would occur be- 
cause the states with a relatively great extent 
of public lands must not only raise revenues 
for public services from an  allegedly denied 
tax base, but must also pay for the imposed 
spillover expenditures. 

Table 54 does not support the expectation. 
Of the nine states, two-California and Ne- 
vada-are in the high and rising category; 
three-Arizona, Oregon and Wyoming-are 
in the high and falling category; three-Colo- 

rado, Idaho and Utah-are in the low and 
falling category; and one-Alaska-is in the 
low and rising category. Of the four states 
with 60% or more of their acres federally 
owned, only Nevada is in the high and rising 
category. The  evidence shows that states with 
a relatively high share of public land exhibit 
diverse, not uniform, fiscal stress measures. 
From the perspective of state and local gov- 
ernments the facts dispute the claim that the 
degree of fiscal stress in a state-local finance 
system is directly associated with the ex- 
tensiveness of public land within that state. 
The  conclusion reached in Chapter V regard- 
ing National Forest land holds for other pub- 
lic land. If there is no problem in the state as 
a whole, any problem that exists among local 
governments could be solved by intrastate 
transfers. 

Analysis of Local Impact 

The alleged fiscal burdens also should be 
examined from the perspective of the local 
government, since there may be a federal obli- 
gation even if the state as a whole is not af- 
fected by federal ownership of land. The  re- 
search presented here organized government 
finance information at the county level, sum- 
ming up pertinent fiscal data from the county 
government and all other substate govern- 
ments-municipalities, townships, special dis- 
tricts, and school districts. The  same analyses 
were conducted for county governments alone. 
The  three questions presented a t  the begin- 
ning of this section guided the research. 

QUESTION ONE-REVENUES 

T h e  first question asked whether the 
extensiveness of public land within a jurisdic- 
tion creates the denied tax base or imposed 
expenditure effects. 

Tables 55 to 60 present tax information 
for 3,105 counties (of which 1,529 have some 
public land) as it relates to the extensiveness 
of public land in each county. The  analysis 
proceeds by looking a t  three measures of local 
revenue raising-property taxes, own source 
revenue, and tax effort. Each successive mea- 
sure provides a more comprehensive descrip- 
tion of the local jurisdiction's fiscal position. 



Table 54 

RELATIVE STATE-LOCAL FISCAL PRESSURE USING RESIDENT 
PERSONAL INCOME TO ESTIMATE FISCAL CAPACITY: 1964-75 

(Indexed on Median) 

High and Falling 

Wisconsin 
Arizona' 
New Mexico 
Louisiana 
Wyoming' 
Montana 
Oregon' 
Washington 
Mississippi 

Low and Falling 

South Dakota 
Iowa 
Colorado' 
Utah' 
North Dakota 
Indiana 
Idaho* 
Kansas 
North Carolina 
Nebraska 
South Carolina 
Texas 
Oklahoma 
Florida 
Tennessee 
Alabama 
Arkansas 

High and Rising 

Vermont 
Massachusetts 
California' 
Hawaii 
Minnesota 
Maine 
Nevada' 
Maryland 
Rhode Island 
West Virginia 
Michigan 
New Jersey 
Illinois 
Delaware 
Pennsylvania 

Low and Rising 

Kentucky 
Connecticut 
Alaska ' 
Georgia 
New Hampshire 
District of Columbia 
Virginia 
Missouri 
Ohio 

a ~ a x  pressure index for 1975. 

blndex of change in tax pressure 1964-75. 
'More than 30% of the acres In the state are publ~c acres. 

SOURCE: Advisory Commission on Intergovernmental Relat~ons. Measuring the F~sca l  "Blood Pres- 
sure" of the Slates-1964-75. M-111. Washington. DC. U S Government Prlnt~ng Of f~ce .  
February 1977. 



Recall that the revenue-raising decisions re- 
flect the combined effect of federal land own- 
ership and the federal compensation programs 
listed in Table 51 as they existed until October 
1976. 

The analysis did not find the adverse 
fiscal consequences attributable to federal 
ownership. Table 55 shows the distribution of 
counties by per capita property taxes and by 
extensiveness of public lands within a county. 
The rows are per capita property taxes, rang- 
ing from the $65 or less category to the $260 
or more category. The mean per capita prop- 
erty tax increases slightly as extensiveness 
increases. In counties where public lands are 
most extensive (15% and above), the average 
is $192. The average is $149 for counties with- 
out public land. 

Although the average per capita property 
tax is higher in public land than in nonpublic 
land counties, the pattern predicted by the 
denied tax base and imposed expenditure ef- 
fects does not materialize. If local government 
in public land counties suffered from the de- 
nied tax base effect, they should cluster sys- 
tematically in the upper right hand cell-low 
per capita property taxes and the most exten- 

sive public property-or the lower right hand 
cell-high per capita property taxes and the 
most extensive public property. If local gov- 
ernments exhibit the imposed expenditure ef- 
fect, they should systematically group in the 
lower right hand cell-high per capita prop- 
erty taxes and the most extensive public land. 

The evidence in Table 55 does not support 
this prediction. Of the 1,529 public land coun- 
ties, 19.8% (303/1,529) exhibit the character- 
istics of the denied tax base effect; and 16.4% 
(251/1,529) show the characteristics of the 
denied tax base or imposed expenditure ef- 
fects. The claim of adverse fiscal consequences 
associated with public land ownership is con- 
tradicted by the 975 public land counties that 
fall outside the predicted pattern. 

In addition, the table shows that a local 
government's per capita property taxes are 
not directly associated with the extensiveness 
of public land within the jurisdiction. The 
1,529 public land counties are distributed 
throughout the table. For example, only 
28.7% (87/303) of the relatively low per capita 
property tax ($65 or less) counties have a rela- 
tively high degree of public land. The remain- 
ing 71.3% of the counties have a relatively 

- 

Table 55 

DISTRIBUTION OF SUBSTATE GOVERNMENTS AGGREGATED AT THE 
COUNTY LEVEL BY PER CAPITA PROPERTY TAXES AND BY EXTENSIVENESS 

OF PUBLIC LANDS WITHIN A COUNTY 
(N = 3,105) 

1972 Per Capita No Extensiveness of Public Lands, 1975 
Property Public (Percent of County Area) 
Tax Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$ 65 or Less 355 143 54 19 8 7 303 658 
$ 65-$130 44 2 234 55 26 93 41 3 850 
$1 30-91 95 328 174 28 1 1  92 305 633 
$195-$260 271 144 18 4 9 1 257 528 
$260 or More 180 127 9 25 95 251 436 

TOTAL 1,576 822 164 85 458 1,529 3,105 
Mean 
Per Capita 
Property 
Taxes $149 150 130 156 192 161 154 

SOURCE: AClR staff calculation. 



Table 56 

COMPARISON OF THE PERCENTAGE 
DISTRIBUTION OF PUBLIC LAND 
COUNTIES AND COMPARABLE 

PRIVATE LAND COUNTIES 
BY PER CAPITA PROPERTY TAXES 

Comparable 
1972 Per Capita Public Private 
Property Tax Land Counties Land Counties 
Level (N = 1,529) (N = 1,873) 

$ 65 and Less 19.8% 25.7% 
$ 65-$130 27.0 27.0 
$1 30-$195 19.9 18.9 
$1 95-$260 16.8 16.7 
$260 and More 16.5 11.7 

TOTAL 100.0% 100.0% 

SOURCE: ACI R staff calculation 

low per capita property tax for reasons other 
than federal land ownership. Yet another per- 
spective is gained by noting the dispersion 
across property tax levels of the 458 counties 
with 15% and above public land although the 
predicted behavior asserts that counties 
should cluster in the high and low cells, the 
counties are almost evenly distributed among 
the five cells. 

The difficulty of substantiating an ad- 
verse fiscal affect of public land is shown 
further in the comparison of public land coun- 
ties and comparable private land counties 
with a population below 50,000 (Table 56). 
For purposes of this comparison, public land 
counties of less than 5% extensiveness and 
less than 50,000 population were used to de- 
velop the percentages shown under the head- 
ing "Comparative Private Land Counties." 
The distributions for the two sets of counties 
are very similar. Public land counties appear 
to have a greater percentage (16.5% vs. 11.7%) 
of local governments which raise $260 or more 
in per capita property taxes. This amounts to 
74 additional counties. 

Rather than rely exclusively on the prop- 
erty tax to demonstrate the absence of any 
adverse fiscal effects generated by federally 

owned land the investigation was carried to 
an analysis of per capita own source revenue. 
Once again, the pattern for own source reve- 
nues predicted by the denied tax base and/or 
imposed expenditure effects fails to emerge. 

Table 57 presents the distribution of 
counties by per capita own source revenue 
and by extensiveness of public lands. The rows 
are per capita own source revenues, ranging 
from $90 and less to $360 and more. The col- 
umns are extensiveness of public land within 
a county. If federal ownership caused the 
denied tax base effect, jurisdictions should 
concentrate in the upper right-hand or lower 
right-hand cells. If federal ownership caused 
the imposed expenditure effect, jurisdictions 
should cluster in the lower right-hand cell. Of 
the 1,529 public land counties, 10.3% (158/ 
1,529) reveal one manifestation of the denied 
tax base effect-low per capita own source 
revenues; another 17.4% (267/1,529) possess 
the characteristic of the other form of the 
denied tax base effect and the imposed ex- 
penditure effect; but 72.3% (1,104/1,529) do 
not exhibit the predicted fiscal consequences. 
Still, the mean per capita own source rev- 
enue level generally increases as the degree of 
public land increases and averages about 10% 
higher in public land counties than in other 
counties. Counties with 15% or more of their 
land federally owned average $286 per capita 
in own source revenue versus $228 for coun- 
ties with no public land. 

Additional study of the table shows that 
the alleged fiscal problem associated with the 
extent of public land is not confirmed. Public 
land counties are generally dispersed across 
per capita own source revenue levels. For ex- 
ample, 10.3% (158/1,529) raise $90 or less; 
24.1% (358/1,529) raise $90-$180; 27.0% (414/ 
1,529) raise $180-$270; 21.1% (32211,529) raise 
$270-$360; and 17.4% (267/1,529) raise $360 
or more. There would be more of a concentra- 
tion in public land counties in either the 
lower or higher per capita own source revenue 
categories if adverse fiscal effects were sys- 
tematically associated with public land. 

Table 58 indicates how the distribution of 
public land counties across own source reve- 
nue levels compares with private land coun- 
ties. There is little difference. Public land 
counties raise relatively the same levels of 



Table 57 

DISTRIBUTION OF SUBSTATE GOVERNMENTS AGGREGATED AT THE 
COUNTY LEVEL BY PER CAPITA OWN SOURCE REVENUES AND BY EXTENSIVENESS 

OF PUBLIC LANDS WITHIN A COUNTY 

1972 Per Capita N o 
Own Source Public 
Revenue Level Land 

$ 90 or Less 169 

$ so-$180 457 

$1 80-$270 430 

$2704360 33 7 

$360 or More 183 
TOTAL 1,596 

Mean 
Per Capita 
Own Source 
Revenues $228 

SOURCE AClR staff calculat~on 

Extensiveness of Public Lands, 1975 
(Percent of County Area) 

0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

own source revenues as comparable private 
land counties except for the highest cell. In 
that cell, 17.4% of the public land counties 
raise $360 or more while 12.1% of the com- 
parable private counties are in the same cate- 
gory. Thus, 81 more public land counties than 
might be expected exhibit high per capita own 
source revenue. 

Public land could also affect local tax ef- 
fort-the ratio of total own source revenue to 
total personal income. 

Table 59 examines the potential effect of 
public land on this measure. The  rows are 
local tax effort, ranging from the 0-8% cate- 
gory to 17% and above. As usual, the columns 
are the extensiveness of public land within a 
county. If adverse fiscal consequences are as- 
sociated with the extensiveness of public land, 
the public land counties should group within 
the upper and lower right hand cells. The  up- 
per right hand cell indicates one form of the 
denied tax base effect-low tax effort and 
high degree of public land; the lower right 
hand cell indicates another form of the denied 
tax base effect and 'the imposed expenditure 
effect-high tax effort and high degree of pub- 

Table 58 

COMPARISON OF THE PERCENTAGE 
DISTRIBUTION OF PUBLIC 

LAND COUNTIES AND COMPARABLE 
PRIVATE LAND COUNTIES BY 

PER CAPITA OWN SOURCE REVENUES 

Comparable 
1972 Per Capita Public Private 
Own Source Land Counties Land Counties 
Revenue Level (N = 1,529) (N = 1,873) 

$ 90 or Less 10.3% 12.2% 
$ 90-$180 24.1 29.7 
$1 80-$270 27.1 26.3 
$270-5360 21.1 19.7 
$360 or More 17.4 12.1 

TOTAL 100.0% 100.0% 

SOURCE- AClR staff calculat~on 



lic land. Only 41.2% (630/1,529) exhibit the 
predicted characteristics; 58.8% (899/1,529) do 
not. T h e  mean local tax effort is, however, 
higher for counties with a high degree of pub- 
lic land: 14.4% vs. 11.9% for private land 
counties. 

Table 60 shows the comparison of local 
tax effort in public land counties with the tax 
effort in comparable private land counties. If 
the tax exempt status of federally owned land 
causes adverse fiscal effects, the distributions 
should differ. They are similar except for the 
17% and above category. At that level there 
are 19% of the public land counties and 18.5% 
of the comparable private land counties. 
Thus, eight more public land counties than 
might be expected exhibit high tax effort. The  
relationship between tax effort and per capita 
expenditures will reveal whether this differ- 
ence is a problem or merely reflects a local 
taste for relatively more public services. 

The  data on local property tax, local own 
source revenues, and local tax effort reveal 
that the revenue levels in public land coun- 
ties are similar to those in comparable private 
counties. T h e  revenue information also 
showed that fiscal characteristics of public 
land counties were not directly related to the 
extensiveness level of public land within the 
county. The  distribution of the specific reve- 

nue variables by the extensiveness of public 
land was generally scattered across the degree 
of extensiveness rather than grouped in the 
manner predicted if federal ownership caused 
a problem beyond the 1976 compensation pay- 
ment level. 

QUESTION TWO-EXPENDITURES 

The  second major analytical question 
deals with the relationship of public land ex- 
tensiveness to local government per capita ex- 
penditures. As with revenue levels, the denied 
tax base and imposed expenditure effects 
would manifest themselves as  extraordinarily 
low or high local per capita expenditure levels. 
If federal ownership caused the denied tax 
base effect, jurisdictions' per capita expendi- 
tures would be relatively low. T h e  imposed ex- 
penditure effect would force up the local per 
capita expenditure levels. 

Table 61 tabulates per capita local ex- 
penditures for all local governments by the 
extensiveness of public land. T h e  rows are 
per capita expenditures, ranging from $250 or 
less to $400 or more. The  columns are exten- 
siveness of public land. There is a general 
dispersion of the public land counties in the 
table among per capita expenditure levels 
and extensiveness of public land rather than 
the systematic relationship predicted by the 

Table 59 

THE DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE 
COUNTY LEVEL BY LOCAL TAX EFFORT AND BY THE EXTENSIVENESS 

OF PUBLIC LAND WITHIN A COUNTY 
(N = 3,105) 

1972 No Extensiveness of Public Lands, 1975 
Local Tax Public (Percent of County Area) 
Effort Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

0 -8% 408 154 45 28 113 340 748 
8%-11% 361 198 4 5 16 69 328 689 

11 %-la% 378 201 40 17 84 342 720 
14%-17% 196 121 15 7 86 229 425 
17% and Above 233 148 19 17 106 290 523 

TOTAL 1.576 822 164 85 458 1,529 3,105 
Mean Local 
Tax Effort 11.9% 12.6O/0 12.0% 12.5% 14.4% 13.0% 12.4% 

SOURCE AClR staff calculat~on 



Table 60 

PERCENTAGE OF PUBLIC 
LAND COUNTIES AND COMPARABLE 

PRIVATE LAND COUNTIES 
BY LOCAL TAX EFFORT 

1972 Public 
Local Tax Land Counties 
Effort Level (N = 1,529) 

0-8% 22.2% 
8%-11% 21.4 

11 %-14% 22.4 

14%-17% 15.0 
17% and Above 19.0 

TOTAL 100 .O% 

SOURCE: AClR staff calculation. 

Comparable 
Private 

Land Counties 
(N = 1,873) 

denied tax base and imposed expenditure ef- 
fects theories. 

Of the 1,529 public land counties, 22.8% 
(349/1,529) spend $250 or less per capita and 
34.7% (530/1,529) spend $400 or more per cap- 
ita. The  mean per capita expenditure levels 
among the public land counties across degrees 
of extensiveness varies from $347 to $300 to 
$340 to $425. The counties with the most ex- 
tensive public land also have the highest aver- 
age per capita expenditure levels. 

The  next examination of the expenditure 
data is a comparison of the percentage dis- 
tribution of public land counties and compa- 
rable private land counties by per capita ex- 
penditures. Table 62 compares the distribu- 
tion of public land counties and comparable 
private land counties. The  distribution is 
similar across per capita expenditure levels. 
However, the $400 or more category shows 
34.7% of the public land counties versus 25% 
of the comparable private counties. Thus, 
149 more public land counties than might be 
expected exhibit high per capita expenditures. 

The  next table further examines the rela- 
tionship between revenue and expenditure de- 
cisions and the extensiveness of public land 
within a jurisdiction. Table 63 presents the 

Table 6 7 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED AT THE 
COUNTY LEVEL BY PER CAPITA EXPENDITURES AND BY THE 

EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 
(N = 3,105) 

1972 No Extensiveness of Public Lands, 1975 

Per Capita Public (Percent of County Area) 

Expenditures Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$250 and Less 384 175 58 2 7 89 349 733 
$250-$300 336 107 30 18 53 208 544 

$300-$350 295 152 38 10 43 248 543 

$350-$400 200 113 13 8 60 194 394 

$400 or More 361 270 25 22 21 3 530 891 

TOTAL 1,576 822 164 8 5 458 1,529 3,105 
Mean 
Per Capita 
Expenditures $335 347 300 340 425 364 346 

SOURCE: AClR staff calculation 



Table 62 

PERCENTAGE OF PUBLIC 
LAND COUNTIES AND COMPARABLE 

PRIVATE LAND COUNTIES 
BY PER CAPITA EXPENDITURES 

1972 Comparable 
Per Capita Public Private 
Expenditures Land Counties Land Counties 

Level (N = 1,529) (N = 1,873) 

$250 or Less 22.8% 27.8% 
$250-$300 13.6 18.8 
$300-$350 16.2 16.9 
$350-$400 12.7 11.5 
$400 or More 34.7 25.0 

TOTAL 100.0% 100.0% 

SOURCE: ACI R staff calculation. 

percentage distribution of per capita local ex- 
penditures by local tax effort for low (0-5%) 
and high (15% and above) degree of public 
land. The  rows are local tax effort, ranging 
from 0-8% to 17% and above. The  columns are 
per capita local expenditures, ranging from 
$250 or less to $400 or more. A comparison of 
the distribution of low extensiveness and high 
extensiveness counties across per capita ex- 
penditure levels indicates that  local tax effort 
and per capita expenditures are directly relat- 
ed regardless of the extensiveness of public 
land. There is no evidence that  the condition 
of high local tax effort and low per capita ex- 
penditures increases as the extensiveness of 
public land increases. Also, as the extensive- 
ness of public land increases, the local tax 
effort and per capita local expenditures in- 
crease-that is, counties are distributed 
along a diagonal running from upper left to 
lower right, from low effort-low expenditure to 
high effort-high expenditure. 

T h e  analysis of all governments in the 
county and of county governments shows that 
the relationship that would be hypothesized 
if a problem existed between local revenues 
and local expenditures and the extensiveness 
of public land is not confirmed. Public land 
counties display varying revenue-expenditure 
combinations. Yet. 25% to 30% of the counties 

with the highest degree of public land exhibit 
denied tax base or imposed expenditure ef- 
fects. The  statistical relationship in these 
counties does not conclusively argue, how- 
ever, that  the extensiveness of federal owner- 
ship adversely influences the local fiscal pic- 
ture. 

QUESTION TH REE-I NTERGOVERNMENTAL 
REVENUE 

Question three asks whether the intergov- 
ernmental aids that the public land counties 
receive offset adverse effects of federal land 
ownership. Federal and state aids seek to 
equalize the revenue base of local govern- 
ments, as well as meet the need for certain 
public services. If the aid distribution ac- 
complishes this dual goal, it may offset ad- 
verse fiscal effects of public land. 

Tables 64 through 67 answer the above 
question. Table 64 presents the distribution of 
counties by per capita federal and state aids 
and by extensiveness of public lands. The  
rows are per capita federal and state aids, 
ranging from $25 or less to $100 or more. The  
columns are the extensiveness of public lands. 
Of the 1,529 public land counties, 79.4% 
(1,214/1,529) receive $100 or more per capita. 
Only 2.5% (39/1,529) receive $25 or less per 
capita. When only the most extensive (15% 
and above) public land counties are consid- 
ered, 91.3% (418/458) receive $100 or more 
per capita while 1.3% (6/458) receive $25 or 
less. In general, the public land counties are 
eligible for relatively high levels of intergov- 
ernmental aids. 

Table 65 further demonstrates the greater 
federal and state aid received by public land 
as contrasted to private land counties. This 
table compares the percentage distribution of 
public land counties with comparable private 
land counties for per capita federal and state 
aids. Percentagewise, more of the public land 
counties (79.4% vs. 74.3%) receive federal and 
state aids of $100 or more. Of the 1,529 public 
land counties, seven more than might be ex- 
pected receive greater federal and state aid per 
capita. At the same time, 26 fewer public land 
counties than might be expected receive $25 
or less. 

The  overall effect of intergovernmental 
aids on local government finances is displayed 



Table 63 

PERCENTAGE DISTRIBUTION OF COUNTIES WITH LOW AND HIGH EXTENSIVENESS 
OF PUBLIC LAND BY PER CAPITA LOCAL EXPENDITURES AND BY LOCAL TAX EFFORT' 

1972 Per Capita Local Expenditures and Extensiveness of Federal Land 
Local Tax $250 or Less $250-$300 $300-5350 $350-$400 $400 or More Total 
Effort Level Low High Low High Low High Low High Low High Low High 

0-8% 13.5% 15.1% 4.6% 3.7% .9% .9% .5% .3% - 1.7% 19.5% 21.7% 
8%-11% 7.4 2.8 7.7 2.0 6.7 1.7 1.9 3.4 1.2 2.3 24.9 12.3 
11%-14% .9 .3 3.3 .9 6.2 4.0 6.2 5.4 6.8 8.0 23.4 18.5 

14%-17% .5 - .6 .6 3.1 1.7 2.8 3.7 8.0 13.7 15.0 19.7 

17% and .5 - .3 .6 2.0 .3 2.5 .9 11.9 26.2 17.2 27.9 
Above 22.8% 18.2% 16.6% 7.7% 18.9% 8.5% 13.8% 13.7% 28.0% 51.9% 100.0% 100.0% 

TOTAL 

'Low extensiveness = 0 to 5% public land of county area. 
High extensiveness = 15% or above public land of county area. 

N.B. This table is based on two subsets of public land counties. Subsequent to its preparation additional counties were identified as being In the high and low 
extensiveness categories. 
The counties not included in this table would be distributed throughout the table, however, changing percentages shown by fractional rather than whole 
number amounts. 

SOURCE: AClR staff calculation. 

Table 64 

DISTRIBUTION OF ALL SUBSTATE GOVERNMENTS AGGREGATED 
AT THE COUNTY LEVEL BY PER CAPITA FEDERAL AND STATE AIDS 

AND BY EXTENSIVENESS OF PUBLIC LAND WITHIN A COUNTY 
(N = 3,105) 

1972 Per Capita No 
Federal and State Public Extensiveness of Public Lands, 1975 
Aid Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$25 or Less 76  25 7 1 6 3 9  115 

$25-$50 4 7 2 1 4 6 31  78 

$50-$75 112 5 0  1 1  2 1 9  8 2  1 9 4  

$ 7 5 4 1  00 242 113  3 0  1 1  9 163  405 

$100 or More 1,099 61 3 1 1 6  6 7  41  8 1,214 2,313 

TOTAL 1,576 822 1 6 4  8 5  458  1,529 3,105 

Mean Per Capita Aids $150 $156 $1 3 8  $1 5 9  $205 $169 $157 

SOURCE: AClR staff calculation 



Table 65 

PERCENTAGE OF PUBLIC LAND 
COUNTIES AND COMPARABLE 

PRIVATE LAND COUNTIES 
BY PER CAPITA FEDERAL 
AND STATE AID LEVELS 

Comparable 
1972 Per Capita Public Private 
Federal and State Land Counties Land Counties 
Aid Level (N = 1,529) (N = 1,873) 

$25 or Less 2.5% 4.2% 
$25-$50 2.0 2.1 
$50-$75 5.4 5.8 
$75-$100 10.7 13.6 
$1 00 or More 79.4 74.3 

TOTAL 100.0% 100.0% 
SOURCE: AClR staff calculation. 

in Table 66 which distributes counties by the 
ratio of own source revenues to expenditures 
and by the extensiveness of public lands. The 
rows are the ratio, ranging from .50 and less 
to .80 and more. The lower this ratio, the less 
a local government pays of its expenditures 
from own revenues and the more it receives in 
federal and state assistance. The columns are 
the extensiveness of public lands. 

The table shows that 44.8% (205/458) of 
the counties with 15% or more public land 
area pay one-half or less of their expenditures; 
only 5.5% (25/458) pay 80% or more of their 
expenditures. On average, the counties with 
10% or more public land contribute 49% to 
their total expenditures as compared to 55% 
for private land counties. 

In Table 67, the counties in the low and 
high categories of extensiveness of public land 
by the ratio of own source revenue to total 
expenditures are further subdivided to show 
whether the effect of the public land on the 
ratio of own source revenue to total expendi- 
ture depends on the level of spending in the 
county. Thus, the level of per capita spending 
is added as a further dimension of analysis. 

The public land counties are distributed 
across all per capita expenditure levels re- 
gardless of whether they contain minimal or 
extensive federal acreage. For example, 14.1% 
of the counties with a small proportion of 

public land and 16% of the counties with a 
high proportion have low per capita expendi- 
tures and pay a small percentage of the ex- 
penditures from own source revenue. As per 
capita expenditures rise, the local contribu- 
tion remains relatively low. For the high 
spending counties, 9.1% of the low public land 
counties and 17.7% of the high public land 
counties meet one-half or less of their expendi- 
tures from own sources. Table 67 shows that 
federal and state aids are not limited to low 
per capita expenditure counties. Apparently, 
higher intergovernmental aids on average go 
to public land counties than to nonpublic 
land counties. 

This finding helps explain the earlier 
findings that the overall fiscal condition of 
public land counties is generally not worse 
than that of other counties. 

THE FINDINGS SUMMARIZED 

Does the extensiveness of public land 
within a jurisdiction influence the tax bur- 
den of the people who reside within that 
jurisdiction? 

No! Per capita property taxes and own 
source revenues, as well as local tax effort, 
compare favorably with those of comparable 
private counties and do not exhibit the sys- 
tematic grouping that would substantiate the 
denied tax base and imposed expenditure ef- 
fects. While a significant minority of public 
land counties exhibit the characteristics that 
would be associated with a denied tax base ef- 
fect, the analysis determined that the pre- 
dicted effects are not confirmed. While some 
public land counties exhibit the predicted 
revenue characteristics, the percentage is no 
greater than the proportion of comparable 
private land counties exhibiting the same 
characteristics. Nor does the percentage vary 
by extensiveness of public land. Because the 
distribution of public land counties is not 
different, the conclusion is that factors other 
than the federal ownership of land explain 
the low revenue in some public land counties. 

Does the extensiveness of public land 
within a jurisdiction influence the expendi- 
tures of the local government? 



Table 66 

PUBLIC LAND COUNTIES BY RATIO OF OWN SOURCE REVENUE TO EXPENDITURES 
AND BY EXTENSIVENESS OF PUBLIC LAND WITHIN A COUNTY 

1972  Ratio of 

Own Source 
Revenue to N o Extensiveness of Public Lands 

Total Local Public (Percent of County Area) 

Expenditure Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

.SO or Less 632 308 83 32 205 628 1,260 

.50-.60 298 149 27 2 1 105 302 600 

.60-.70 283 152 23 22 73 2 70 553 

.70-.80 222 86 26 7 50 169 391 

.80 or More 141 127 5 3 25 160 301 
TOTAL 1,576 822 164 85 458 1,529 3,105 

Mean Ratio .55 .54 .52 .49 .49 .52 .54 

SOURCE: AClR staff calculation 

Table 67 

HIGH AND LOW EXTENSIVENESS PUBLIC LAND COUNTIES BY RATIO OF OWN SOURCE 
REVENUES TO TOTAL LOCAL EXPENDITURES BY PER CAPITA EXPENDITURES' 

Ratio of 
Own Source 
Revenues to Per Capita Local General Expenditures 

Total Local $250 or Less $250-5300 $300-$350 $350-$400 $400 and Above Total 
Expenditures Low High Low High Low High Low High Low High Low High 

.50orLess 14.1% 16.0% 7.3% 4.6% 6.3% 2.8% 3.3% 5.1% 9.1% 17.7% 40.1% 46.2% 

.SO-.60 2.8 1.4 4.5 1.4 4.2 3.7 2.6 3.7 9.0 13.4 23.1 23.6 

.60-.70 2.5 - 2.8 .6 2.6 1.1 4.6 2.8 5.7 12.3 18.3 16.8 

.70-.80 1.2 .3 1.4 .6 3.3 .6 1.5 2.0 3.1 5.4 10.5 8.9 

.80 or More 2.2 .6 .6 .6 2.5 .3 1.7 - 1.1 3.1 8.0 4.6 
TOTAL 22.8% 18.2% 16.6% 7.7% 18.9% 8.5% 13.8% 13.7% 28.0% 51.9% 100.0% 100.0% 

'Low extenslveness = 0 to 5% publ~c land of county area 
H~gh extenslveness = 15% or more publlc land of county area 

N B Th~s table I S  based on two subsets of publlc land countles Subsequent to 11s preparation add~t~onal countles were ~denttf~ed as belng In the hlgh and low 
extenslveness categories 
The countles not ~ncluded In th~s table would be dlstrlbuted throughout the table however changmg percentages shown by fract~onal rather than whole 
number amounts 
SOURCE AClR staff calculat~on 



No! The analysis of per capita general ex- 
penditures reveals no systematic grouping as 
the denied tax base and imposed expenditure 
effects would require. Where high concentra- 
tion public land counties did exhibit potential 
adverse fiscal effects, state and federal aids 
appeared to offset the fiscal consequences. 
The overall expenditure evidence does not sup- 
port the contention that an imposed expendi- 
ture problem exists. 

Do the federal and state intergovern- 
mental transfers to local governments pro- 
vide aid to public land counties so that they 
are  able to pay any alleged imposed ex- 
penditures? 

Yes! In the minority of public land coun- 
ties which exhibit the denied tax base and im- 
posed expenditure characteristics, federal and 
state intergovernmental aids to local govern- 
ments are relatively higher. Federal and state 
aids to the public land counties are greater 
(on a per capita basis) than aid to nonpublic 
land counties. Since these aids are higher to 
public land counties and no fiscal problem is 
discernible, the evidence does not support the 
claim that an unreimbursed fiscal problem 
existed prior to 1976. 

The answers to the above three questions 
indicate that there was no case for additional 
federal reimbursement to counties which con- 
tain public land. 

A Note on the Public Land 
Hardship Counties 

Throughout the analysis of the three 
questions, the lack of a systematic relation- 
ship between the extensiveness of public land 
and the various revenue and expenditure 
measures has been stressed. Each table re- 
vealed, nonetheless, a set of public land coun- 
ties which appeared to satisfy the imposed 
expenditure effects. 

In order to determine more confidently 
whether or not the counties with extensive 
public land are experiencing adverse fiscal ef- 
fects, a special analysis has been made for 
counties which have more than 50% public 
land and for counties that have more than 
15% public land (Table 68 and 69, respective- 
ly). These counties are examined with respect 

Table 68 , 

ASSOCIATION OF REVENUE BURDEN 
AND LOW EXPENDITURE LEVEL WITH 
EXTENSIVENESS OF FEDERAL LAND 

BY COUNTY WlTH 50% OR 
MORE FEDERAL LAND 

(N = 207) 

Per Capita Expenditure LevelZ 

Revenue 'LC+ 

Features' '8e 

Most Stringent 
Revenue Test 0 0 24 34 
Moderately Stringent 
Revenue Test 0 3 19 40 
Least Stringent 
Revenue Test 0 6 19 43 

'Most Stringent = Local tax effort-0.1 7 or more, per capita 
own source revenue- 
$360 or more, per capita property taxes-$260 or more. 
Moderately Stringent = Per capita own source revenue 
-8360 or more, per 
capita property taxes-$260 or more. 
Least Stringent = Per capita property taxes-$260 or more. 

2Average = Per capita expenditure-$338, the mean level 
among 2,008 comparable counties with public land less than 
5% of land area. 
Above Average = Per capita expenditures-$475, one stan- 
dard deviation above the mean. 
High = Per capita expenditure-$612, two standard deviations 
above the mean. 

SOURCE: AClR staff calculation. 

to the same revenue and expenditure charac- 
teristics indicative of potential fiscal hardship 
throughout this chapter. In this instance, 
however, the revenue and expenditure charac- 
teristics are combined to portray what may be 
termed a cumulative scale of fiscal adversity. 
At one extreme a county may be considered 
as suffering fiscal hardship if it is exerting a 
relatively high tax effort and burden yet had 
an average or below average per capita ex- 
penditure level. According to the conditions 
set forth in the tables this situation is met 
when a county is characterized by all three 
revenue features (high per capita property tax 
level, plus high per capita own source reve- 
nue, plus high tax effort) and has an average 
per capita expenditure level. When this test is 
applied to those counties which have over 50% 



Table 69 

ASSOCIATION OF REVENUE BURDEN 
AND LOW EXPENDITURE LEVEL WITH 
EXTENSIVENESS OF FEDERAL LAND 

BY COUNTY WlTH 15% OR 
MORE FEDERAL LAND 

(N = 458) 

Per Capita Expenditure Level2 

Revenue 
Features' 

Most Stringent 
Revenue Test 0 4 33 70 
Moderately Stringent 
Revenue Test 0 7 39 84 
Least Stringent 
Revenue Test 2 12 40 95 

'Most Stringent = Local tax effort-0.17 or more, per capita 
own source revenue-$360 or more, per capita property taxes 
-$260 or more. 
Moderately Stringent = Per capita own source revenue 
-$360 or more, per capita property taxes-$260 or more. 
Least Stringent = Per capita property taxes-$260 or more 

2Average = Per capita expenditure-$338, the mean level 

among 2.008 comparable counties w~th  public land less than 
5% of land area. 
Above Average = Per capita expenditures-$475, one standarc 
dev~at~on above the mean. 
High = Per caplta expenditure-$612. two standard dev~at~ons 
above the mean 

SOURCE: AClR staff calculation. 

of their land in federal ownership not one 
hardship case emerges as an example of fiscal 
hardship (Table 69). 

It  may be argued that  the fiscal hardship 
test is too stringent. Even when the condi- 
tion is relaxed, however, to only one revenue 
feature (high per capita property tax level) 
with no expenditure conditions only 95 of the 
counties which have 15% or more land in 
federal ownership qualify as hardship cases. 

THE PAYMENT IN LIEU OF TAXES 
ACT OF 1976- 

A DISTRIBUTIONAL ANALYSIS 

The  purpose of this section is to analyze 
the distribution of federal compensation mon- 
ey under P.L. 94-565, The Payment In Lieu 

o f  Taxes Act o f  1976. The act guarantees a 
minimum federal compensation payment of 
754 per acre to each county government 
which has certain types of federal land within 
its boundaries. If the county already receives 
at  least 654 or more per acre under other 
compensation programs, the payment is an 
additional 104 per acre. Both payments are 
subject to a limit determined by the popula- 
tion of the county. 

Table 50 listed the public land included in 
the act. I t  amounts to approximately 90% of 
all public land. Table 51 described the nine 
existing federal compensation programs in- 
cluded in the determination of the per acre 
payment. The  estimated payments under 
these nine programs will amount to $370.8 
million in FY 1978. This information has 
made it possible to simulate the distribution 
of the federal compensation funds under P.L. 
94-565 using data for the 1976 fiscal year. 
The  simulation included the legislated change 
(P.L. 94-588) in the Forest Service payment 
which was analyzed in Chapter V. I t  exclud- 
ed Mineral Leasing Act money which goes to 
the states, not the counties. If the P.L. 94- 
565 change had been in effect for the 1976 fis- 
cal year distribution, the P.L. 94-565 program 
would have cost approximately $90 million. 

Table 70 presents the significant features 
of the second year simulation of P.L. 94-565 
which covers public land counties. Alaska is 
not included in the analysis. Approximately 
1,254 counties receive payment under the 754 
provision in the program. These counties 
would receive $76.9 million for 216.5 million 
acres, or 366 per acre. Thus, these counties 
received on average 394 per acre prior to 1976. 

An estimated 275 counties receive com- 
pensation under the 104 provision. This fea- 
ture pays out $13.4 million on 157.5 million 
acres, or 96 an acre. This differs from the 
104 amount because 17 counties are subject 
to the population limits. The  estimated cost 
of P.L. 94-565 is approximately $90.3 million. 

Tables 70 through 72 analyze the distri- 
bution of P.L. 94-565 funds in detail. As might 
be expected, the bulk of the actual 1976 com- 
pensation payment (92.6%-$135.8 million/ 
$146.6 million) and the simulated compensa- 
tion (87.8%-$79.3 million/$90.3 million) goes 
to those 458 counties with 15% or more of their 



area in public lands (Table 70). Also, these 
458 counties receive 96.9% ($12.6 million/$l3 
million) of the 106 money. Counties with less 
than 15% receive the largest percentage in- 
crease in payments. For example, those coun- 
ties with 5% or less public land receive a 162% 
increase ($2.2 million vs. $5.8 million). The  
1,071 counties with less than 15% of public 
land would receive, on average, $1.23-$1.28 
per acre payment under P.L. 94-565. This 
explains the increased degree of "Lorenz 
equality" depicted in Chart 2. 

The  actual 1976 payments were concen- 
trated in Regions 5 (California) and 6 (Ore- 
gon and Washington)-75.5% ($110.7 million/ 
$146.6 million) (Table 71). These two regions 
also had the first and second ranked per acre 
payment-Region 6: $1.85 and Region 5: 
$.78 per acre. Regions 2 (Colorado, Kansas, 
Nebraska, South Dakota and Wyoming) and 
4 (Idaho, Nevada and Utah) had the low 
ranked per acre figures-$.05 and $.04, re- 
spectively. States in Region 2 receive large 
Mineral Leasing Payments which are not in- 
cluded in the simulation which focuses on 
county government payments only. 

Counties in Regions 2, 3 and 4 receive the 
bulk of the simulated P.L. 94-565 payment- 

61.6% ($55.4 million/$gO million). Most of 
that  money is paid under the 756 guarantee 
provision-90.3% ($50 million/$55.4 million). 
Region 6 which already receives substantial 
compensation payments is the only region 
which receives more under the 10s provision 
than under the 754 provision. 

Table 72 shows the distribution of federal 
compensation payments among counties clas- 
sified by the local per capita expenditures. Lo- 
cal governments which spend $400 or more per 
capita receive 70% ($102.2 million/$146.2 mil- 
lion) of the 1976 payment. Places which spend 
$300 or less received 8.8% ($12.8 million/$146.6 
million). 

P.L. 94-565 allocates most of its payment, 
54.1% ($48.7 million/$gO.l million) to high 
spending jurisdictions. Only 5.6% ($5.1 mil- 
lion/$90.1 million) went to low spending juris- 
dictions. The  $400 or more class receives 63.9% 
($150.9 million/$236,8 million) of the total 
compensation package. After P.L. 94-565, the 
per acre payment range will vary from 626 
to $1.00. 

If the imposed expenditure effect is the 
dominant fiscal effect of public land, then 
P.L. 94-565 may distribute the money in the 
appropriate manlier. But, the analysis sug- 

Table 70 

ACTUAL AND SIMULATED SECOND YEAR P.L. 94-565 FEDERAL COMPENSATION 
PAYMENTS TO COUNTIES CLASSIFIED BY EXTENSIVENESS OF PUBLIC LAND 

(Millions of Dollars) 

Actual 
Counties Receipt Sharing Simulated Second Year 
Classified by Payment, 1976 Payments In Lieu Act, 1976 Total Compensation 
Extensiveness 
of Public Cents Per 75@ 10Q Cents Per Cents Per Percent 
Land, 1976 Total Acre Total Program Program Acre Total Acre Change 

0-5% $2.2 47 $3.6 $3.5 $. 1 77 $5.8 1.23 162% 
5%-10% 4.0 60 4.3 4.2 1 64 8.3 1.24 107 
10%-15% 4.6 75 3.1 2.9 .2 5 1 7.8 1.28 7 1 
15% and Above 135.8 39 79.3 66.7 12.6 23 215.1 .62 59 

TOTALa $146.6 4 0 $90.3 $77.3 $13.0 24 $236.9 .65 63% 

a~ota ls  may vary sl~ghtly due to round~ng 
SOURCE: AClR staff calculat~on 



Table 71 

ACTUAL AND SIMULATED SECOND YEAR P.L. 94-565 
FEDERAL COMPENSATION PAYMENTS BY REGION 

(Millions of Dollars) 

Actual 
Receipt Sharing Simulated Second Year 
Payment, 1976 Payments In Lieu Act, 1976 Total Compensation 

Cents Per 756 106 Cents Per Cents Per Percent 
Regions Total Acre Total Program Program Acre Total Acre Change 

a~ota ls  may vary slightly due to rounding 
SOURCE: AClR staff calculation. 

Table 72 

ACTUAL AND SIMULATED SECOND YEAR P.L. 94-565 FEDERAL COMPENSATION 
PAYMENTS TO COUNTIES CLASSIFIED BY PER CAPITA LOCAL EXPENDITURES 

(Millions of Dollars) 

Actual 
Counties Receipt Sharing Simulated Second Year 
Classified by Payment, 1976 Payments In Lieu Act, 1976 Total Compensation 
Per Capita 
Expenditures, Cents Per 756 106 Cents Per Cents Per Percent 
1972 Total Acre Total Program Program Acre Total Acre Change 

$250 or Less $7.0 58 $5.1 $4.6 $.5 42 $12.1 100 72% 
$250-$300 5.8 28 8.9 8.7 .2 42 14.7 70 150 

$300-$350 6.3 26 13.7 12.7 1 .O 57 20.0 83 21 9 

$350-$400 24.9 4 7 13.6 11.9 1.7 2 6 38.5 73 5 5 

$400 or More 102.2 42 48.7 39.1 9.6 20 150.9 62 48 

TOTALa $146.2 42 $90.1 $77.0 $13.1 26 $236.3 68 62% 

a~ota ls  may vary slightly due to rounding. 
SOURCE: AClR staff calculation. 



gests that the case for this program has not 
been substantiated on the basis that: 

1. The alleged adverse fiscal effect generated 
by public land has not been substanti- 
ated. 

2. Under P.L. 94-565 the payments are con- 

FOOTNOTES 

'Approximately 92% of the 760 million public acres are 
included under the provisions of P.L. 94-565. For a com- 
plete listing of the eligible lands, see U.S. Congress. 
House of Representatives, Payment in Lieu of  Tares 
Act, H.R. 1106, 94th Cong., 2d sess., Washington, DC, 
US.  Government Printing Office, 1976, pp. 9-11. 

W.S. Department of the Interior, Bureau of Land Man- 

centrated among those counties which 
already receive the bulk of the federal 
compensation money. 

3. A major portion of the P.L. 94-565 com- 
pensation money goes to counties which 
already receive significant federal and 
state aids. 

agement, Public Land Statistics, 1974, Washington, DC, 
U S .  Government Printing Office, 1974, pp. 14-31. 
3Advisory Commission on Intergovernmental Relations, 
"Compensating Local Governments for Tax Exempt 
Federal and State Property." Washington, DC, ACIR, 
multilith, 1977. 

'Advisory Commission on Intergovernmental Relations, 
Measuring the Fiscal "Blood Pressure" o f  the States- 
1964-75, Report M-111, Washington, DC, US.  Govern- 
ment Printing Office, February 1977. 





Chapter V I I  

Evaluation of 
Alternative 
for Federal 
for Federal 

Schemes 
Compensation 
Property 

s ix alternative bases for federal policy to 
compensate for the fiscal effect of federal land 
ownership were suggested in Chapter III. 
They are Fiscal Impact of Ownership, Im- 
posed Expenditures, Tax Equivalency, Part- 
nership, Flat Per Acre Payments, and Com- 
parable Tax Burden. These alternatives can 
now be evaluated in the light of the empirical 
analysis of the fiscal effect of federal land 
ownership developed in Chapters V and VI .  

FISCAL IMPACT OF 
FEDERAL OWNERSHIP 

Rationale 

Federal land imposes current costs on, 
and yields current benefits to, local jurisdic- 
tions. In addition, federal ownership prevents 
local governments from incurring the costs 
and enjoying the benefits of private owner- 
ship. The entire impact of federal ownership 
of federal land on a county is the difference 
between (1) the net positive or negative fiscal 
effect associated with the land in federal own- 
ership, and (2) the net positive or negative fis- 
cal effect that would have been associated 
with private ownership of the land. A pay- 
ment could reimburse the jurisdiction for this 
difference. 

Analysis 

It is easy to describe the nature and type 
of effects of federal land ownership: spillover 

benefits and costs, and foregone benefits and 
costs. I t  is not so easy, however, to measure 
these effects. Two types of effects are especial- 
ly difficult to measure. The value of the entire 
category of foregone effects is difficult to esti- 
mate because it involves speculating on what 
would happen as a consequence of private 
ownership of the federal land. Because most 
of the federal land is in the public domain-it 
always has been in federal ownership-esti- 
mating its value in private ownership would 
entail speculation to a significant degree. 

The measurement of indirect effects rep- 
resents the second difficult problem. For ex- 
ample, determining the additional road main- 
tenance required because of the logging 
operation in a National Forest can be based 
on relatively straightforward observation and 
analysis. But there is no straightforward 
method to estimate the effect of the tourism 
associated with federal land, the tourism that 
creates commercial enterprises which in turn 
provide local benefits and costs. 

A review of the evaluations that frequent- 
ly are made of particular land use changes 
and development projects bears evidence to 
the difficulty of impact analysis. Two studies, 
one by the Real Estate Research Corporation 
(under contract to several federal agencies) 
and one by the Urban Institute, evaluated the 
existing fiscal impact literature and conclud- 
ed that the analyses of fiscal impact often 
were too narrow and neglected vital secondary 
and distributional impacts.' Consequently, 
the studies often completely misjudged the 



actual impact-even to the extent of predict- 
ing a significant net tax gain when a net tax 
loss would occur. 

Although it is impossible to implement 
a payment system based on measuring the 
fiscal impact of federal ownership, the ap- 
proach provides the most comprehensive view 
of the problem. It  provides the complete con- 
text for the reimbursement problem which 
other approaches address in piecemeal fash- 
ion. Thus, the limitations of this approach 
should be fully understood. 

An estimation of the overall local fiscal 
impact of the presence of federal land en- 
counters five problems. First, to estimate 
whether and by how much a community 
would gain through land development re- 
quires that the alternative land use be known 
precisely. It  is not enough to know that the 
land would or would not be developed; or even 
to know the general type of development that 
would occur. I t  is necessary to define the use 
a t  any given time precisely in order to esti- 
mate both the cost of public services and the 
revenue raised by the theoretical change in 
land use. For federal land this would require 
an exact specification of the use of one-third 
of the nation's land. This task is beyond the 
state of the art  and administrative feasibility. 

Second, extension of public services in 
some circumstances may make the existing in- 
frastructure more efficient and reduce per 
unit public service costs. In other cases, the 
effect may be just the opposite. Measuring the 
fiscal effect of the development of federal land 
would require a judgment on the cost savings 
or increases of extending services. 

Third,  land development generates many 
secondary effects that  have fiscal consequenc- 
es. For example, if some of the federal land 
were developed under private ownership, the 
development could stimulate other commer- 
cial and residential investment with substan- 
tial benefits and costs. Whether the com- 
munity would gain from the land develop- 
ment depends upon the rate of growth in tax 
base relative to the rate of growth in public 
services. There is no way, other than con- 
jecture, to estimate this relative growth. 

Fourth, the fiscal effect of any land use 
change on a particular local government de- 
pends, a t  least in part, on what it does to the 

localities' state and federal aid allocations. 
In some cases, a more intensive land use leads 
to additional aids. Conversely, equalizing (or 
wealth neutralizing) aid formulas reduce the 
amount of aid as additions are made to the 
tax base. The  effect on state aids of private 
ownership of federal land would have to be 
estimated. 

Fifth, the fiscal effect in one place may be 
offset by an opposite effect elsewhere. Much 
of the development process is competitive- 
gains generated from a land use change may 
occur in one part of the region but offsetting 
actual losses or loss potential gains may oc- 
cur elsewhere. In the extreme case, this raises 
the possibility that even if the federal land 
were privately owned, the level of private in- 
vestment in land, and thus its market value, 
may not increase, but only be redistributed. 

To  digress from the situation with land, 
the problems which preclude this approach 
for open land may not apply so severely to 
other public property situations. When large 
installations are constructed or substantial 
mining operations are undertaken, many of 
the problems described above disappear. Fed- 
eral construction activity in urban communi- 
ties frequently is quite analogous to private 
development in the same community. Primar- 
ily, this is because the impact occurs a t  a 
point in time. Just as "Environmental Im- 
pact Statements" are justified for substantial 
new or changed federal programs, a compre- 
hensive fiscal impact could be determined and 
reimbursed for certain changes in public prop- 
erty ownership. For example, in the State of 
Washington, public utilities constructing 
large nuclear facilities are required to reim- 
burse for the overall fiscal impact of the con- 
struction and of the new installations. 

l MPOSED EXPENDITURES 

Rationale 

The  federal responsibility could be dis- 
charged by replacing the present compensa- 
tion programs with a reimbursement for addi- 
tional expenditures imposed by the federal 
land. A reimbursement for the additional ex- 
penditures imposed by the federal land would 
at least neutralize the current adverse fiscal 



effect of the federal land on the local com- 
munity. By paying the imposed cost, the 
federal government would make the com- 
munity whole-as if the National Forest were 
no longer part of the community's fiscal pic- 
ture. The federal land would neither impose 
costs nor yield revenue. Admittedly, the fore- 
gone tax effect would not be compensated, but 
this approach argues there should be no re- 
sponsibility to reimburse for this foregone 
loss-especially since most of the land was fed- 
erally owned before the existence of the local 
communities. The loss of potential tax base 
may be offset by fewer people living in the 
area; thus the foregone effect includes both 
foregone benefits and foregone costs. One gen- 
eral inference from the analysis in Chapters 
V and VI is that the foregone effects have off- 
set each other-the fiscal characteristics of 
federal land counties as a group are closely 
matched with the rural counties which do not 
contain federal land. 

Ideally, a formula payment system would 
be devised which would use a measure of the 
additional cost actually imposed by the fed- 
eral land. The empirical analysis in Chapters 
V and VI indicates the general pattern of im- 
posed costs among federal land counties. The 
analysis, however, does not indicate the im- 
posed cost impact in each county as would be 
necessary in a payment system. If per capita 
expenditures of most counties were close to 
the average, the difference in the average 
expenditure of all counties also would be the 
amount of imposed cost in each county. This 
is not the case, however; there is a wide range 
of per capita expenditures in both National 
Forest and other counties. Two alternative 
methods for developing the requisite informa- 
tion are available. Both admittedly are short 
of the ideal. 

Plan A. A formula approximating the 
method used by several states and in Canada 
can attribute an imposed cost through indi- 
rect indicators. Several programs for publicly 
owned buildings apply a factor to the cate- 
gories of the local budget that provide services 
to buildings. The factor may be square feet of 
building space (Virginia) or value (Wisconsin 
and the federal program in Canada). Such 
methods cannot assure that the figure com- 

puted actually measures the additional ex- 
penditures attributable to the public build- 
ings but the calculation may make a fair 
approximation. A similar method could be de- 
veloped for the federal land. 

Based on the testimony of local officials 
over the years, the parts of the local budget 
most affected a t  least by the federal land are 
road maintenance and police. The impact is 
related to logging and recreational uses of the 
forests. The formula would estimate the ve- 
hicle miles driven in the county due to the 
forest as a percent of total mileage and ap- 
plied the percent to the road maintenance 
category of the budget. Next, the formula 
would estimate the percent that the average 
daily population of forest users are of the lo- 
cal population and apply the percent to the 
police and sanitation parts of the budget. A 
significant data gathering task would be re- 
quired to make the estimates. The task prob- 
ably would be as difficult, and complex, as 
the implementation of a tax equivalency pay- 
ment system. 

Plan B. Under this alternative, a detailed 
evaluation would be made in order to ascer- 
tain more accurately the additional expendi- 
tures imposed by the federal land. The locality 
asserting imposed expenditures would itemize 
the basis for a proposed payment. The justifi- 
cation would be evaluated by a federal agency 
and a payment determined. 

Argument for the Approach 

A reimbursement for imposed expendi- 
tures would offset the adverse current impact 
(spillover effects) of the federal land. The ben- 
efits and costs that are foregone-namely, 
potential taxes and public service costs that 
would occur if the land were in private own- 
ership rightfully, are omitted from this mea- 
sure of federal responsibility. The net "bur- 
den," if any, of benefits foregone should cre- 
ate no federal obligation for payment-when 
generations of people freely chose to locate in 
a "federal land" community rather than else- 
where-even though at one time there may 
have been an adverse fiscal effect connected to 
foregone taxes. It can be argued that as a 
practical matter when imposed expenditures 



are reimbursed, the county is treated as if it 
had a smaller boundary than the legal boun- 
dary; and since counties are of many sizes, the 
foregone effects should not constitute a ra- 
tionale for further reimbursement. 

Compensation on the basis of imposed ex- 
penditures breaks the link that currently ex- 
ists between the level of payments to a county 
and the use of the National Forests. The pres- 
ent system creates a financial self-interest in 
the counties to favor the uses of the forests 
that yield high income. Thus, county officials 
and their spokesmen are encouraged to take 
political action which in some cases may con- 
flict with the national interest regarding for- 
est management. 

While Plan A does not measure precisely 
the component of total expenditure that actu- 
ally is due to the federal land, rough justice is 
served. Several states and Canada have adopt- 
ed formulas which similarly estimate the cost 
of services imposed by the public property. 

Plan B contrasts with Plan A in promis- 
ing greater precision in measuring the effect 
of the federal land. Plan A probably would re- 
quire less administrative expense but might 
result in compensating more governments be- 
cause it would be based on an imprecise for- 
mula. Rather than spread the payments 
among many counties by using factors in a 
general formula, the case-by-case evaluation 
envisioned in Plan B would target the pay- 
ments to the places that actually have in- 
curred the imposed expenditures. 

Argument 
Against the Approach 

The tax base of every community con- 
tains parcels that yield more tax revenue than 
they demand in public services. A reimburse- 
ment for actual imposed expenditures denies 
the community access to a benefit it has come 
to expect: the net tax surplus from open space 
land. A reimbursement for foregone taxes 
(i.e., a tax equivalency) would provide locali- 
ties this benefit. 

From the local government point of view, 
an imposed expenditure approach based on 
Plan B would put a vast amount of power in 
the hands of a federal administrator. The 

federal administrator would have every incen- 
tive to curtail payments. The empirical inves- 
tigation found that federal land does not gen- 
erally impose significant spillover expendi- 
tures on local governments. 

From the federal point of view, Plan A 
can be seriously faulted because of its impreci- 
sion. The formula method might be justified 
if federal land generally received normal pub- 
lic services, then it might be acceptable to use 
imposed expenditures that are roughly accu- 
rate. Federal agencies, however, provide most 
of the required public services to their prop- 
erty. Under the formula method the inter- 
pretation would probably have to be liberal 
enough to aid all counties with federal land 
rather than those suffering imposed expendi- 
tures. 

The administration of Plan B, in particu- 
lar, would suffer from the fact that there is 
no clear basis for judging the impact of fed- 
eral land on local expenditures. While the 
formula method is inexact, Plan A promises 
little more in the way of precise measurement 
of impact. More importantly, federal officials 
would have to be armed with considerable dis- 
cretion in determining the additional costs 
attributable to the use of federal land. At the 
same time, lack of any criteria for evaluating 
impact would leave local officials with exces- 
sive room to bargain over claims of imposed 
costs. The result could well aggravate inter- 
governmental fiscal relations. 

The problem of determining the addition- 
al expenditures attributable to federal land 
would become more severe if expenditures in- 
directly imposed should be accounted for 
along with those directly imposed. For ex- 
ample, additional tourists in the community 
might require additional police services and 
the seasonal character of the employment 
may require somewhat higher than normal 
wages to be paid. These indirect costs would 
be exceedingly difficult to quantify. More 
likely, in the interest of practicality, an im- 
posed expenditure program would not take 
account of these indirect effects. These effects, 
however, are not insignificant just because it 
is difficult to measure them. Consequently, a 
feasible 'imposed expenditure program could 
fail to provide compensation for some signifi- 
cant imposed expenditures. 



TAX EQUIVALENCY 

Rationale 

Federal land ownership denies localities 
the opportunity to tax the land. The foregone 
taxes may be needed to pay the costs the for- 
ests impose and, more importantly, to assure 
a normal tax base for the county. Even if a 
tax equivalency does not approximate a fiscal 
burden associated with federal land owner- 
ship, it nevertheless is justified as a matter of 
principle-that the federal government as a 
landowner should subject itself to the same 
tax liability to which private citizen land- 
owners are subjected. 

A Plan 

The tax equivalency amount could be de- 
termined by the federal government or, alter- 
natively, by local officials. 

Plan A-Federal Administration. Chap- 
ter IV developed a model for implementing a 
tax equivalency approach based on federal 
responsibility for determining a tax equiva- 
lency amount. Separate determination would 
be made of the yield and the ad valorem tax 
equivalency. The yield tax equivalency for 
forest land can fairly readily be ascertained 
based on the value of the timber harvested. 
With respect to the ad valorem tax equiva- 
lency, the federal government would have the 
task of estimating the value, especially to as- 
sure consistency in assessment. The estimated 
value of federal land in each county would be 
certified to that county. 

The administrative costs of estimating 
value would be high. The Forest Service has 
the responsibility to estimate the value of the 
Boundary Water Canoe Area-part of the 
Superior National Forest in Minnesota. The 
assessment currently underway (in 1977) is 
estimated to cost 106 per acre. If this cost is 
applied to the federal land area of 407.6 mil- 
lion acres lying in the 49 states excluding 
Alaska, the cost would be $40.8 million. The 
average annual cost can be reduced by con- 
ducting a thorough valuation only every sev- 
eral years (in Minnesota the assessment is 
made decenially) and updating the assess- 
ment annually by a factor which accounts for 

the average change in the value of privately 
owned land. 

The cost can be greatly reduced by em- 
ploying the income capitalization method of 
valuation for the land for which the method is 
applicable. The method can be used, how- 
ever, only for federal land which is commer- 
cial forest land-26% of the total (excluding 
Alaska). 

Each county would adjust the certified 
value based on the local assessment ratio, and 
the preferential tax measures applicable to 
forest land. An applicable tax rate would be 
calculated; that is the tax rate that would 
have prevailed had the estimated value been 
part of the tax base and had the existing level 
of federal compensation been added to the 
levy. A tax equivalency would be estimated by 
multiplying the calculated tax rate by the ad- 
justed value of federal land. The county 
would submit the tax equivalency estimate 
as a proposed payment along with informa- 
tion supporting the estimate to the federal 
government. The federal government would 
review the proposed amount and determine 
the payment. 

Plan B-Local Administration. In the al- 
ternative, the federal government would sub- 
mit to the procedures of local taxation. As 
with other property owners, the federal gov- 
ernment would have the right to appeal local 
assessments to local and state boards of re- 
view and courts when the government con- 
cluded the local assessment was inaccurate. 

The following discussion separately con- 
siders the major arguments for and against 
adopting tax equivalency as the standard for 
federal compensation; and the alternatives, in 
the case of forest land, of basing the tax 
equivalency on the bare land value of forest 
land or on the value of the entire forest. 

Argument for the Approach 

The belief that the federal government 
should pay an amount equal to the taxes fore- 
gone due to federal land ownership has a long 
history. Many studies of the effect of federal 
land are based on the assumption that lost 
taxes are the measure of federal fiscal re- 
sponsibilities. 

Tax equivalency would extend to federal 



land the same treatment now applied in the 
taxation of private land. A fair tax distributes 
the tax liability proportionately on all taxable 
items-in this case, the same percent of mar- 
ket value or of timber harvest value. The  fed- 
eral land is like private forest land and ac- 
cordingly should be taxed similarly. In the 
taxation of private land, the tax burden which 
results when equal treatment prevails is ac- 
cepted as fair whether the liability exceeds or 
falls short of public service costs associated 
with the property. Equal treatment would not 
be extended to the federal government merely 
to implement an abstract principle, but rath- 
er to assure a fair tax burden on the local tax- 
payer. When the federal government accepts a 
tax-like obligation, the local jurisdiction is 
given a normal tax base-the jurisdiction's 
revenues are made equivalent to what they 
would be if the land were privately owned. 
With a normal tax base, it may be argued 
that the result is that the tax burden on each 
taxpayer is undisturbed by federal ownership. 
Equal treatment in taxation is of vital im- 
portance-citizens can claim equal treatment 
as a basic right. 

If, on the other hand, a federal tax equiv- 
alency responsibility is rejected or diminished 
due to the benefits of federal ownership, the 
implication would be that firms which service 
their own needs rather than draw on public 
services should be relieved of some or all of 
their tax obligation. Tha t  would shift a por- 
tion of the local tax burden from business to 
residential taxpayers. 

Local governments generally have less 
adequate fiscal resources than either the state 
or federal governments. Because of inherent 
local fiscal handicaps relative to the states 
and the federal government, the debate over 
approaches should be resolved in favor of more 
generous payments to local governments. 
Thus, the data which show that federal land 
counties do not experience greater tax bur- 
dens, should not be given undue weight in 
discussing the merits of this approach. 

Argument Against the Approach 

The idea that  tax consistency requires 
publicly owned land to be assessed and taxed 
does not appear to be reasonable. Individual 

and corporate tax obligations are closely as- 
sociated with the responsibilities and benefits 
of citizenship. The  federal government in its 
land ownership status is unlike other property 
owners. Local citizens and businessmen have 
the opportunity to vote for local and state of- 
ficials to whom they entrust the decision of 
balancing costs and benefits. If elected offi- 
cials misjudge the desireable balance, the 
local citizen can vote against the responsible 
elected officials or move to another jurisdic- 
tion. Firms also can seek to influence the lo- 
cal budget to their benefit and can move or 
threaten to move, if the taxes and benefits 
are out of balance in their eyes. In this con- 
text, the property tax may be fair to local citi- 
zens based on the balance of benefits and tax 
burden, but not fair to the federal govern- 
ment. 

The  administrative problems in imple- 
menting a tax equivalency approach are 
great, and there are arguments against the 
principle as well. Unless a basic right is a t  
stake, federal taxpayers should not be asked 
to sacrifice real tax dollars to pay for a hypo- 
thetical loss which causes no demonstrable 
harm. Except in the case of acquired land, 
no loss has occurred in the usual sense of 
"lossw-the community has not been deprived 
of a tax resource it once had. The  payments 
therefore would subsidize local services to the 
extent that a tax equivalency payment would 
exceed any imposed local expenditures. Recall 
that  the foregone benefit, tax equivalency, is 
but one of four types of effects of federal land 
ownership. This approach purposefully avoids 
accounting for the others, two of which, fore- 
gone costs and spillover benefits, minimize lo- 
cal government spending. 

Advocates of the tax equivalency ap- 
proach must confront the evidence indicating 
that counties with federal land already have 
a normal tax base. This study shows that  sev- 
eral tax effort and expenditure problems that  
would be related to an  abnormally low tax 
base are unsubstantiated. The  empirical find- 
ings, moreover, are consistent with the his- 
torical context in which local communities 
were formed after federal ownership was a 
fact. Population and services in local commu- 
nities should be expected to grow only to the 
extent they can be supported by the taxable 



base. Over time, location decisions by people 
and firms seeking the most advantageous sit- 
uation for themselves would be expected to 
even out local comparative advantages. Thus, 
it is not surprising that the empirical evidence 
indicates that federal ownership does not 
deny counties a normal tax base. 

A tax equivalency approach might be jus- 
tified if it was a good approximation of the 
imposed costs of federal land. The local prop- 
erty tax, however, is not designed simply to 
recover the costs imposed by the property. 
Open space land is especially likely to pay 
more in taxes than the land requires in local 
public servicing. In the case of the National 
Forests, where the Forest Service provides 
many of the required services for the property 
it manages, a tax equivalency approach 
would constitute a significant subsidy to local 
public services. 

From the local government perspective, 
moving to tax equivalency would involve a 
serious disadvantage. Compared to payments 
under the current law, some areas could re- 
ceive reductions in payments. This is because 
significant areas of privately owned land may 
produce less in taxes than 75t  per acre or 
25% of gross annual income (currently the two 
standards for federal compensation). 

A tax equivalency program could ulti- 
mately lead to higher taxes on private forest 
land, especially in the states where the Na- 
tional Forest area is relatively extensive in 
comparison to private forest land. Many 
states have authorized special tax treatment 
for private forest land on the grounds that 
good timber management may be encouraged 
by keeping the tax burden low. But under a 
tax equivalency payment system, the chance 
to gain from a higher federal payment by en- 
acting a high property tax may outweigh 
the advantage states now perceive in keeping 
the tax burden low on private forest land. 

A TAX EQUIVALENCY 
BASED ON THE VALUE OF 

THE BARE LAND ONLY 

This option is applicable only to federal 
forest land. The basic argument for restrict- 
ing the basis of a tax equivalency to the value 
of bare land is that the only tax denied by fed- 

eral ownership is the property tax on the bare 
land value of the timber land. States can tax 
the additional value of the timber itself 
through taxes on the private interest in the 
right to cut timber on public land. Perhaps 
a federal tax equivalency obligation should 
not extend beyond that amount of tax fore- 
gone which is solely due to federal ownership, 
even if the states choose not to tax the value 
of the private interest in timber cutting, for it 
would be a state choice to let the private in- 
terest go untaxed. The potential revenue gain 
for states that choose to impose a yield tax can 
be gauged by information on the tax on pri- 
vate land in states that use the yield tax. For 
example, Washington, like several states with 
extensive forest land, places two taxes on for- 
est land. The property tax applies to the value 
the land would have if it were bare of trees. In 
addition, a yield tax is imposed on the value 
of the timber harvest. Based on 1976 data. 
only 11% of the total tax on timber land in 
Washington was from the property tax on 
land. The other 89% is attributable to the 
yield tax-the same tax that can be applied 
against the harvest from federal forests. Other 
states may not find their yield tax potential 
in relation to the tax on land as high as 89%; 
nevertheless, the tax appears to have signifi- 
cant revenue raising potential. Among timber 
producing states, California applies a tax on 
the value of the yield from federal forests. 

The majority of states do not apply a sep- 
arate yield tax to the timber harvest. Conse- 
quently, these states probably would have to 
change their method of taxing private forest 
land in order to tax the yield from federal for- 
ests. It is the local government, however, 
which loses the potential tax. While the state 
government may distribute the receipts of a 
state yield tax to local governments, it is not 
obligated to do so. 

A TAX .EQUIVALENCY BASED ON THE 
VALUE OF LAND AND TIMBER 

If a tax equivalency were based on the 
value of land and timber, and if the states tax 
the private interest, a "double dip" situation 
would arise-the federal payment would com- 
pensate for taxes that are not foregone. When 



states subject private forest land to a yield 
tax, they always exempt the value of timber 
from ad valorem taxation. An analysis of the 
incidence of the yield tax indicates that the 
federal government would bear the burden of 
such a tax in the form of lower prices paid for 
timber cutting contracts. 

The  federal government could avoid dou- 
ble dipping by deducting the amount of the 
state tax on federal timber harvest from the 
tax equivalency payment. If, however, the tax 
equivalency automatically accounts for the 
tax on the private interest in the manner de- 
scribed above, then the deduction would not 
be justified-the county would be denied some 
of the revenue to which it would be entitled 
under the tax eqivalency policy. 

LOCAL DETERMINATION OF 
A TAX EQUIVALENCY 

In the case of private property owners, 
local tax officials, not the property owners, 
determine the tax obligation. A full imple- 
mentation of the tax equivalency concept, 
therefore, would call for local assessment of 
the federal property and local determination 
of a tax equivalency payment. Just like pri- 
vate property owners, the federal government 
as a landowner would have the right to appeal 
local assessments. The  U.S. Postal Service, in 
some cases, pays taxes as part of its lease 
agreements. When the leased property is as- 
sessed a t  a higher ratio to market value than 
other property the Postal Service can and 
does appeal the assessments. 

Valuation standards, assessment ratios, 
and preferential tax measures vary greatly 
among jurisdictions. A federal payment which 
matched as closely as possible the taxes that 
are due would incorporate all these factors. 
Local officials would be in the best position to 
know and apply the local tax practice. One re- 
sult of local determination of a tax equiva- 
lency is that the administrative costs of valu- 
ation would largely fall on state and local 
governments. 

FEDERAL DETERMINATION OF A 
TAX EQUIVALENCY 

Federal administration of this approach 
would presumably result in accurate valua- 

tion of federal land in accordance with stan- 
dardized appraisal procedures. Unwarranted 
benefits stemming from differences in the ap- 
praisal approach of the various local assessors 
would thereby be precluded. 

Accurate determination of the value of 
federal land is an exceedingly difficult task. 
The  task would be facilitated by federal ad- 
ministration because: (1)  high level expertise 
is available and (2)  the geographic area en- 
compassed is large-making it easier to find 
sales of comparable land or to employ the less 
expensive income capitalization method of 
valuation. The  need for a large geographic 
area is especially strong with regard to federal 
property, because the federal government of- 
ten owns all the land of a certain type in a 
small geographic area. In fact, the federal 
government possesses nearly all the forest 
land in several entire states. After the de- 
termination of value by the federal govern- 
ment, it probably would be necessary to rely 
on local supplied data on assessment ratios, 
preferential tax practices, and tax rates in 
order to determine a tax equivalency. 

The  federal government would incur the 
administrative costs under this alternative. 
Note the example for the Boundary Water 
Canoe area cited earlier. The  income capital- 
ization method can be used a t  only a fraction 
of the cost, but it is applicable for only the 
26% of the federal land (outside Alaska) that 
is commercial forest. 

BENEFIT ADJUSTMENT 

Rationale 

A procedure to modify either the tax 
equivalency or imposed cost approach would 
deduct the benefits the locality receives due 
to federal ownership. The  basic argument is 
that this procedure results in a better approxi- 
mation of the fiscal impact of federal owner- 
ship. 

A Plan 

The  previous studies of the consequences 
of federal land ownership generally agree that 
it is legitimate to account for benefits, but 
that it is extremely difficult if not impossible 
to measure them. The  Public Land Law Re- 



view Commission (PLLRC), had an  extensive 
study made of the costs and benefits of federal 
land. Based on the study, the PLLRC con- 
cluded that measuring benefits is impossible 
and recommended that a figure between 10% 
and 40% be selected arbitrarily as a deduction 
from a tax equivalency to account for the 
benefits of federal land o w n e r ~ h i p . ~  T h e  
ACIR staff reviewed the possibility of benefit 
measurement and confirmed PLLRC's con- 
clusion-the only feasible way to account for 
the benefits of federal ownership is by arbi- 
trarily setting a percentage deduction from 
the imposed cost or tax equivalency amount. 

Argument in Favor of Adopting a 
Benefit Adjustment 

Federal land is intended to produce public 
benefits-for example, a stable supply of tim- 
ber products, erosion prevention, improvement 
of water supplies, conservation of wildlife and 
recreation areas all can be cited as intended 
benefits. When the benefits are for everyone 
in general it is fair that everyone should pay. 
Public ownership, however, also results in lo- 
calized benefits-benefits to the people living 
in the jurisdictions containing the federal 
land. For example, federal expenditures for 
roads and police protection serve the National 
Forests and the general users of the forests, 
but local residents may receive separate bene- 
fits of the type that  local governments other- 
wise would provide. An unwarranted subsidy 
to local public services would occur if the fed- 
eral government bore the complete burden 
without making an  adjustment for the local- 
ized benefits received. 

Argument Opposing a Benefit 
Adjustment 

In general, property owners are subject to 
the local tax rate irrespective of any benefits 
to the local community that derive from use 
of private property. Federal property ought to 
be subject to the same rule-compensation 
payments should not be reduced by the esti- 
mated amount of alleged benefits derived 
from the public ownership. 

T h e  benefits that  may derive from federal 
property are not as direct and tangible as its 

adverse effects. Unquestionably, there are 
local benefits associated with federal owner- 
ship but virtually no one asserts that  they 
can be measured satisfactorily or even crudely 
approximated. Consequently, any percentage 
discount selected for a benefit adjustment 
would be wholly arbitrary and could perpe- 
trate an  injustice on those communities 
which do not actually derive benefits. 

Most importantly, the empirical investi- 
gation described in Chapters V and VI did not 
substantiate that the local benefits of fed- 
eral land exceed the level of benefits that  
would result from private ownership of the 
land. There was no showing that per capita 
revenues or expenditures in federal land couq- 
ties were systematically lower than in non- 
federal land counties. 

PARTNERSHIP: THE PROGRAM 
PRIOR TO 1976 

Rationale 

Federal ownership of property imposes 
costs on local governments and deprives them 
of a potential source of income, but these ef- 
fects are not readily measured. Furthermore, 
the local governments' willing effort to coordi- 
nate their services with the needs of the fed- 
eral government contributes to the productive 
use of the land. T o  help local governments 
overcome the adverse effects and to reward 
them for their assistance, they deserve a share 
of the receipts earned from the forests. 

A Plan 

This approach is exemplified by the part 
of the current program which provides a 
straightforward distribution of 25% of the re- 
ceipts to the counties containing the National 
Forests. Alternative plans within this ap- 
proach could be developed by varying the per- 
centage shared. 

Argument Supporting the 
Partnership Approach 

The  advocates of this approach feel that a 
share of the federal revenue is owed to the 
counties just as business partners are obli- 



gated to share income. Both the federal and 
local governments must incur costs to make 
the federal land productive; therefore both 
should participate in the financial return. 

The receipt sharing approach has the ad- 
vantage of policy continuity. Unless the case 
for an alternative is convincing, the disruption 
of making a change should be avoided. When 
the actual fiscal impact of federal land owner- 
ship on each county is impossible to establish, 
it may be a reasonable procedure to adopt this 
administratively simple approach. No com- 
plicated estimations or expensive administra- 
tive procedures are required to implement this 
program. 

Receipt sharing also creates incentives 
for local action that some believe are desire- 
able. For example, a county may build county 
roads between a National Forest and a lumber 
mill to facilitate harvesting because the 
county will share in the additional financial 
return to the Forest Service. 

Based on the empirical analysis in this 
study the receipt sharing approach at  the pre- 
1976 level of payments fully compensated local 
governments for any adverse effects related to 
federal land ownership. The comparison of 
federal land counties with a large control 
group of rural counties with no federal land 
found the groups were closely matched in their 
fiscal characteristics. When the partnership 
approach serves the broad purpose of offset- 
ting any adverse fiscal effect of federal land 
ownership the argument for its retention is 
strong. 

Argument Opposing the 
Partnership Approach 

The concept of partnership does not indi- 
cate the percentage of income that should be 
shared. Thus, any percentage is arbitrary and 
the debate over the proper level of payment 
remains unsettled. 

If the business partner argument is valid, 
it should justify a low per acre payment as 
well as a high payment. It does not, however, 
as evidenced by the enactment of P.L. 94-565 
in 1976, the Payment in Lieu o f  Taxes Act, 
which guarantees that the federal payments 
may not fall below a prescribed amount. 

The incentives resulting from sharing re- 

ceipts are bad rather than good. From the 
local viewpoint, the forest management prac- 
tice which is best is the one that earns the 
greatest current cash income. The Forest Ser- 
vice, however, manages the forest to provide 
several kinds of benefits in the national inter- 
est only some of which are converted to cash 
income in the short run. Thus, the incentive 
associated with the partnership approach can 
set the counties' and the nation's goals in 
conflict. For example, when the national in- 
terest requires that all or part of a National 
Forest be converted to a wilderness area there 
is reduction in shared receipts to the counties. 
The partnership approach stands on weak 
legs when it creates a financial self interest 
for local governments to oppose national pro- 
grams. It would be better intergovernmental 
policy to sever the connection between the 
payment system and counties' financial in- 
terests. 

FLAT PER ACRE PAYMENT 

Rationale 

Public land ownership causes fiscal bur- 
dens but they cannot accurately be deter- 
mined, so a simple procedure recommends it- 
self. One very simple approach is to compen- 
sate counties according to the acres of federal 
land they have within their borders. 

A Plan 

The recent legislation, P.L. 94-565, en- 
acted a variation of this approach by combin- 
ing the previous approach (partnership) with 
this one. Rather than paying a set amount 
per acre, the payment under the new law sup- 
plements payments under previously existing 
laws to the extent required to assure that the 
total of old and new payments meet a pre- 
scribed minimum (754 per acre). The mini- 
mum is calculated as a two-step process. A 
county is guaranteed either (a) 756 per acre 
of federal land, or (b) 106 per acre if other 
payments to the county now exceed 656. A 
schedule of per capita limits may reduce the 
guaranteed 756 and the 106 supplement, ex- 
cept that counties with populations of 5,000 or 
less are subject to a limit of $250,000-i.e., a 
per capita limit of $50 for a county with a 



population of 5,000. At the other end of the 
scale, the per capita limit is $20 for counties 
with population over 50,000. No county may 
receive over $1 million under the new law. 

Argument for the Approach 

Federal land imposes expenditures on lo- 
cal government whether or not the land gen- 
erates income. A receipt sharing program thus 
may compensate for less of the imposed ex- 
penditures in some counties than in others 
and, prior to 1976, the receipts sharing pro- 
gram provided nothing at  all for some coun- 
ties. Since the actual burdens imposed by 
federal ownership cannot be ascertained, it is 
reasonable to focus on this possible under- 
compensation using an administratively sim- 
ple method. 

While the empirical investigation for this 
study failed to find any imposed expenditures 
not compensated for by the pre-1976 method 
and level of federal receipt sharing, t h ~  meth- 
od of research could have overlooked a prob- 
lem for some communities. It would seem like- 
ly that imposed expenditures occur in coun- 
ties even where there is little or no federal 
compensation. The approximately $90 million 
paid under the minimum guarantee provision 
resolves any doubt on this question in favor of 
the local governments. By taking a more gen- 
erous attitude, the Congress assures that the 
potential effect of imposed expenditures on 
any county's budget is at least partially 
ameliorated. 

The same provision, moreover, may im- 
prove the method of distribution in another 
way. Approximately 80% of federal land coun- 
ties will be aided under the 75& per acre pro- 
visions. This stabilizes payments to these 
counties-the size of the payment they receive 
no longer is subject to the fluctuations in in- 
come from the federal land. 

Argument Against the Approach 

The per acre guarantee which the 94th 
Congress enacted to supplement the receipt 
sharing payments has an arbitrary basis. 
Seventy-five cents per acre was not correlated 
with a fiscal burden; thus the program offers 
no yardstick by which Congress can judge 

whether further proposals to increase the pay- 
ments are reasonable. 

That  portion of the 1976 federal legisla- 
tion which placed a floor under payments to 
counties received the lion's share of the pub- 
licity. Little note was taken of that part of 
the statutory change which increased pay- 
ments to counties already receiving the high- 
est payment. Under the terms of this provi- 
sion, the federal government pays an addi- 
tional 10$ per acre to approximately 275 
counties receiving in excess of 656 per acre. 

The fact that the payments were in- 
creased, irrespective of the method of distribu- 
tion, stands out as cause for criticism. The 
analysis indicated that federal land counties 
exhibited virtually the same fiscal character- 
istics as similar non-federal land counties. 
Thus, a case did not exist for additional com- 
pensation for the effects of federal land own- 
ership. 

Inequities will continue to exist, more- 
over, because the new program supplements 
rather than supplants the previously existing 
programs. The compensation to about 20% of 
all federal land counties still will depend on 
receipt sharing, and the formulas for sharing 
receipts vary. 

COMPARABLE TAX BURDEN 

Rationale 

Whereas the first two approaches (im- 
posed expenditures and tax equivalency) 
would base the compensation on measures of 
specific aspects of the overall impact-to the 
exclusion of other impacts-this method 
would base compensation on an estimate of 
the overall impact. This approach theoretical- 
ly could stand on its own and replace the ex- 
isting program. Because the empirical analy- 
sis showed that tax burdens generally are 
comparable now, supplanting the current pro- 
gram with one based on this approach would 
in effect increase the administrative task re- 
quired to make roughly the same payments 
as are now made. This approach, however, 
would be a relevant addition to the current 
program for the special cases of financial 
hardship where the current program may not 
meet the comparable tax burden text. 



A Plan 

The definition of hardship would be based 
on the method developed in this study to clas- 
sify jurisdictions according to the tax effort 
required to provide normal public  service^.^ 
A hardship situation would be defined as the 
condition that the county falls short (of the 
average) on per capita public service spending 
even though it makes extraordinary tax effort. 
The  formula would determine the average tax 
effort (own source revenue/personal income) 
and expenditures of comparable counties. 
Comparable counties would be rural with 
land use similar to the federal land counties, 
but which would have little or no federal 
land. The size of the hardship supplement 
would be the amount necessary to normalize 
(in terms of the comparison group of counties) 
the hardship county's tax effort. 

Argument for the Approach 

This approach would compensate for a 
fiscal problem as it normally is defined, an 
abnormally high per capita tax burden with- 
out correspondingly high per capita public 
service spending. It  would allow the federal 
government to respond directly to the excep- 
tional cases of financial distress. There is no 
assurance under the other approaches that 
payments would offset hardship situations. 

A simulation of the hardship test for this 
report indicates that few if any counties ex- 
perience the hardship condition. The  discus- 
sion in Chapter V on National Forest counties 
and in Chapter VI on all federal land counties 
showed that up to a handful of counties possi- 
bly met the hardship situation based on 1972 
data. 

The  argument for this approach rests not 
merely on its capacity to identify hardship 
cases but also on its capacity to provide two 
improvements in federal compensation policy. 
Although the current program generally com- 
pensates for the fiscal effects of federal land, 
no compensation program covering 1,500 di- 
verse counties can uniformly provide adequate 
compensation. The  comparable county ap- 
proach provides a method for installing a 
"safety valve" to assure that a generally ade- 
quate program does not allow severe, excep- 

tional problems to go without remedy. The  
safety valve provision, secondly, can avert the 
need to provide a major increase in program 
funding if, in the future, cases of fiscal dis- 
tress are found. 

Although not foolproof, the measure used 
in this comparable counties approach, be- 
cause it is comprehensive, is superior to mak- 
ing estimates of the fiscal impact of federal 
land using either local revenue foregone (tax 
equivalency approach) or imposed local costs 
(the imposed expenditure approach). Federal 
land can have multiple direct and indirect ef- 
fects. The  imposed expenditure and tax equiv- 
alency approaches each isolates a more or less 
apparent effect of the land as the basis for 
payments to the neglect of other potentially 
significant effects. But the effects, whatever 
they are, must finally be reflected in the coun- 
ties' tax burden. The  comparable tax burden 
-bottom line-approach-provides a more 
comprehensive measure of the effect of federal 
land. 

Admittedly, some counties with federal 
land might incur financial distress as a result 
of other circumstances. This method would 
make payments to all counties with extensive 
federal land and which suffer hardship; it 
would infer by the comparison method that 
the problem is caused by federal ownership. 
On average, this may be a safe inference, but 
it is not necessarily accurate for each case. 
Thus, conceivably some counties would be 
compensated for a problem not caused by the 
federal land ownership. But all the approach- 
es to compensating for the effect of federal 
land on local government finances imperfectly 
measure the problem for which they exist. 
The  potential "error" in this approach-to 
make a payment even if a financial problem is 
not caused solely by federal land-may be ex- 
cused if the federal government would wish to 
help alleviate such problems in any case. 

Argument Against the Approach 

Compensation under this approach could 
create some inequity between counties with 
federal land and other counties. Because this 
compensation method assumes that federal 
land counties would be like the average of 
the comparison counties, special aid to some 



counties would more than restore them to the 
fiscal condition they otherwise would enjoy. 
This is because aid to the counties meeting 
the criteria would enable them to enjoy an 
average fiscal condition, while presumably 
they might have suffered distress even with- 
out federal land ownership. In this way, fed- 
eral land ownership and the accompanying 
payment would create an inequity. 

By making payments to counties for their 
fiscal distress under this approach the federal 
government would take on a responsibility 
that perhaps should be lodged with the state 
governments. If state governments have a re- 
sponsibility to equalize financial resources 
among their local governments, this approach 
relieves them of the responsibility in the case 
of some counties. 
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Appendix A 

Public Hearings 

Advisory Commission on 
Intergovernmental Relations 

Stapleton Plaza Hotel A s part of the Commission's deliberation 
Denver, Colorado process, a public hearing was held in Denver, 

August 28, 1976 C O ,  August 28, 1976. Representatives of var- 
ious groups were invited to appear before the 
Commission to present their views. A hearing 
committee was formed for this purpose con- 
sisting of John Altorfer, Mayor Harry Kinney, 
Judge Conrad Fowler, Mayor Jack Maltester, 
Robert Merriam, and Mr. Lloyd representing 
Gov. Bowen of Indiana. 

Prior to the hearing, the staff distributed 
a brief paper outlining six major issues to 
which the participants were asked to direct 
their testimony. The  staff paper is Part I of 
this appendix. Part 11 consists of the formal 
statements presented by the participants. 
T h e  participants were: Ray Doerner, county 
commissioner, Douglas County, Roseberg, 
OR, J im Evans, National Association of 
Counties, Dale Sowards, president of the 
Western Region of the National Association 
of Counties, Assemblyman Barry Keene of 
California, Nicholas Kirkmire, executive vice 
president, Timber Purchasers Association, 
John McComb, Sierra Club, Charles M. 
Stephenson, formerly economist for TVA. 
Also Thomas Nelson, deputy chief, U.S. For- 
est Service attended and contributed to the 
informal discussion. 

In addition to the formal testimony, there 
also was discussion among the participants 
and the Commission members. Part 111 sum- 
marizes the major points made during the 
discussion. 





Part I 

Questions Regarding the 
National Forest 
Revenue Sharing Program 

The following pages pose six questions the 
Commission's report will address. They are 
presented here, with a brief discussion to en- 
able the participants at the August hearing in 
Denver to focus their testimony on these key 
issues. 

1.  What should be the guiding philosophy re- 
garding federal financial responsibility for 
any impact o f  federal land ownership on 
state and local government activity? 

Fiscal relations between governments in 
a federal system should be grounded on phil- 
osophy of assignment of responsibility. Even 
if the philosophy, or policy, cannot be imple- 
mented in pure form, programs to carry it out 
should be designed with an awareness of what 
the ideal would be. 

Alternative philosophies for the assign- 
ment of responsibility in the case of National 
Forests may include: 

A. Tax Equivalency Responsibility. Lo- 
cal governments have an inherent right to 
tax property and whenever that right cannot 
be exercised a tax loss occurs. Because the 
federal government denies local government 
the exercise of its taxing powers, the federal 
government should be held responsible for 
reimbursing localities for their loss of poten- 
tial revenues. 

B. Tax Equivalency Responsibility Ad- 
justed for Unique Benefits Arising From Fed- 
eral Ownership. It may be argued that prop- 
erty ownership carries with it the responsibil- 
ity to pay taxes, regardless of any benefits the 
property owner provides to the community. 
This concept assumes that the benefits of 
ownership are not categorically different in 
the case of National Forests and federal own- 
ership than the case of nongovernment owner- 
ship. Potential different benefits in the case 
of National Forests may arise as a result of 
the Forest Service's provision of regular pub- 
lic services such as fire and police protection, 
road maintenance, preservation of open space, 
and accessible recreation resources available 
at  no charge or at  less than full market prices. 

C. Spillover Expenditure Reimburse- 
ment. Most of National Forests exist on fed- 
eral land that never has been taxable and the 
Forest Service provides most of the public 
services required by the forest land. It can be 
argued therefore that federal land ownership 
of forests and grasslands has had no fiscal 
effect on the local community-just as if the 
federal land were another jurisdiction-ex- 
cept for any direct expenditures the local gov- 
ernments must incur. Accordingly, the fed- 
eral government's responsibility could be con- 
fined to the reimbursement for expenditures 



the local community bears because of the 
federal land, such as extra maintenance on 
roads leading to the National Forests. 

D. Fiscal Adequacy Responsibility. Local 
governments' fiscal situation is to some de- 
gree dependent on state and federal decisions 
concerning revenue resources and program 
responsibilities. When the federal govern- 
ment influences local fiscal capacity as in 
owning tax-exempt National Forest land the 
federal government's responsibility should be 
to assure that the affected local fiscal re- 
sources are not inadequate because of the fed- 
eral government's land ownership. To ac- 
complish this it might be appropriate to es- 
tablish a Commission for the purpose of de- 
termining appropriate federal-local support 
grants. 

E. Federal Comity. Surely it is difficult 
to define and measure fiscal effects; yet fed- 
eral ownership and presence gives residents 
and some localities the feeling that some- 
thing is owed them by the federal govern- 
ment. In order to maintain harmony within 
our system of federalism, payments could be 
made in response to such feelings. Such ges- 
tures of goodwill and intergovernmental com- 
ity can be made either by sharing revenues 
earned on federal land or by making pay- 
ments of a specified amount per acre of land 
in federal ownership. 

2. Are there other negative and positive f i -  
nancial effects on local governments o f  
federal ownership o f  forest land? 

In addition to the local revenue presumed 
lost as a result of federal ownership, other ef- 
fects not so directly measurable in financial 
terms may deserve consideration in develop- 
ing a new payment system. For example, a 
National Forest may induce more vehicular 
traffic leading to higher road and police costs. 
Less direct adverse financial effects may in- 
clude denying communities room to grow and 
the opportunity to plan and shape their 
growth. 

Conversely, federal ownership also may 
provide benefits to local communities. Forest 
Service expenditures for public services on the 
federal land such as roads and fire protection 

save the local governments from making ex- 
penditures for those services. The National 
Forests provide open space preservation which 
to some communities means no additional 
effort and expense are needed for preferential 
taxation or land purchases to create preserva- 
tion zones in order to maintain open space 
and control development. 

3. Should states authorize the taxation o f  
private interests in National Forests and 
share the proceeds with localities? 

Contracts to cut timber in National For- 
ests and recreational leases are examples of 
private property rights in federal lands. Such 
rights have a value that can be subject to ad 
valorem taxation. California, for example, 
placed a property tax on this value, called the 
6 ' possessory interest," for some years. Cali- 
fornia now imposes a yield tax on the harvest 
of timber in National Forests. Such measures 
have been declared constitutional and pre- 
sumably are feasible of administration. The 
opening of these relatively new sources of 
state-local revenue undercut the argument 
that federal ownership means revenue fore- 
gone. 

4. Should federal payments be made to state 
governments for use as they think best in- 
cluding, perhaps, distribution to localities? 

The Public Land Law Review Commis- 
sion recommended this measure in its report. 
A role for the states can be justified on at 
least two grounds. 

I. States generally have the responsibil- 
ity for the fiscal adequacy of local govern- 
ments. States create them, determine their 
boundaries, the extent of their responsibilities 
to provide public services, their tax base and 
the aids they receive from the states. Making 
the payments to the states and allowing them 
to determine how the funds are used is con- 
sistent with the state's responsibility for as- 
suring balance between local fiscal resources 
and local operating responsibilities. 

11. Existing state aid practices may, in 
fact, mean that the locality containing the 
federal property ultimately may not bear all 
the fiscal burden. State aid arrangements 



vary at  the present time. Some state school 
aid formulas guarantee an equal tax base for 
all districts thereby assuring that all localities 
in the state contribute in proportion to their 
local revenue raising capacity. Under some 
aid systems this means the area with Nation- 
al Forest property is reimbursed by other 
communities in the state for its smaller tax 
base. Each state could review its own inter- 
governmental fiscal arrangements to deter- 
mine the proper allocation of the federal pay- 
ment. 

5. What are the practical problems with the 
current program ? 

The unpredictability and fluctuation of 
the payments are often named as problems. 
Negotiating the sharing of road construction 
and maintenance costs between counties and 

the Forest Service is another potential prob- 
lem area. 

6. Does federal ownership of  the National 
Forests constitute a different public policy 
issue than other federal or state tax ex- 
empt property ownership? 

Should ACIR's recommendations con- 
cerning the National Forests articulate pol- 
icies that would also be applicable to other 
federal property ownership; to state property 
ownership; and to state laws exempting pri- 
vately owned property from taxation? If not, 
on what basis could the National Forests be 
distinguished? 

Should the Forest Service be given a 
wider discretion to negotiate with states and 
localities over questions of public service im- 
pact of National Forests? 





Part II 

Formal Testimony 

Statement of 

Dale Sowards 

President 
Western Region District 
National Association of Counties 

M y name is Dale Sowards. I am on the 
executive board of Colorado counties and I 
am president of the Western Region District 
of NACo which includes 13 western states. 
I have been a county commissioner for 16 
years and during that period I have seen a 
few changes as to the use of the forests and 
as to the impact it has had on our county. 
Colorado counties continues its many years 
of support to the payment in lieu of taxes con- 
cept with compensation to local entities with 
the presence of Federal lands. 

The Evans Bill, H.R. 9719, which recent- 
ly passed the U.S. House of Representatives 
by more than a two-thirds vote, is a giant 
step in the right direction. In Colorado there 
are approximately 24 million acres of Federal 
land which is 36% of the state's total land 
area. These lands are not subject to local 
property tax, the primary source of revenue 
to local government. Federal payments which 
are received bear little relationship to the di- 
rect and indirect burden placed on localities 
of these lands. For fiscal year 1976 the current 
major land payment act returned to Colorado 
counties $2.6 million. The General Assembly 
deposited $8 million of Federal land payments 
to Colorado in the public school fund for dis- 
tribution to schools, and approximately $10 
million to localities from the oil shale lease 

fund. According to Colorado Legislative Coun- 
cil research staff, if the average county mill 
levy were applied to the valuation of the Fed- 
eral lands in Colorado local governments 
would have received in excess of $50 million. 
Since this gathering is apparently focused on 
Forest Service lands you may be interested to 
know that the revenue distributed to Colo- 
rado in fiscal year 1976 from Forest Service 
lands is $941,012 compared with $1,690,076 
on BLM lands. 

The Colorado General Assembly has been 
sufficiently concerned over the problem 
created by these public lands to appoint in- 
terim committees to search for solutions. 
Such a committee is currently launching its 
third year of deliberations on the subject. 
That committee also strongly urged the pas- 
sage of H.R. 9719. All of Colorado Represen- 
tatives in the U.S. House voted for the bill. 

If I may, I would like to use my own 
county to bring just a few problems we have 
been facing down to earth. I think these will 
apply to many of the counties throughout the 
west. As one particular instance, we have a 
road that leaves a paved road and it runs for 
a distance of 26 miles up to an old mining 
community, with one silver mine still in op- 
eration. There is a great influx of tourists, 
there are some summer homes, and one log- 



ging outfit uses this road. In the past, regula- 
tions were not so stringent, and we would 
maintain this road. We were able to back- 
slope the banks, clean the bar pits out and 
get enough material to cover this road sur- 
face. For several years the water and the wind 
have taken off all the topsoil. All we have re- 
maining are big rocks and charcoals. Tourists 
who come from the east are used to driving on 
paved roads. They start up this road and 
cannot drive over 10 or 15 miles an hour. They 
ruin their tires and knock out their transmis- 
sions. Immediately they come back to the 
county commissioners and blame us for the 
condition of this road. Well, according to the 
Forest Service policy we cannot construct 
gravel pits in the National Forest. The only 
way that we will be able to get material to 
this road is to haul it in from the valley, 
which would be a distance from 40 to 50 miles 
at the upper end, one way. Last year our pay- 
ment from the Forest Service was $17,000 
and it was split between roads and schools. 
Our total valuation of the county is only $13 
million, so we do not have a very large tax 
base. 

I would like to state here that we have a 
very good working relationship with the For- 
est Service. I do not believe there is a better 
one in the country. For anything that comes 
up, their supervisor and a ranger come in and 
we sit down and talk out these problems. 

Another problem is garbage collection. 
There are camp grounds. The Forest Service 
gathers up the garbage and since there is no 
sanitary landfill in the forest, they bring it 
down to the county's sanitary landfill. We 
have had to purchase this land, construct the 
site, and we have to cover the garbage after 
it is deposited. There is no charge for this ser- 
vice. Also, they have liquid waste in tanks 
which they haul down. They approached us 
with the proposition of running it through 
the sewers which are owned by the city. The 
county has no control over them and they 
were not designed large enough to handle this 
excess amount of sewage. So what we have to 
do is bulldoze a pit, then they dump this liq- 
uid waste in the pit and we cover it over with 
dirt. We have never made a charge for that. 

Another matter concerns police. Forest 
Service officials met with us concerning the 

considerable vandalism and robbery in the 
campgrounds in the forests. They would like 
our sheriffs deputys to patrol this road a 
couple of times a week. We made an agree- 
ment and for the month of June they paid us 
$509 or something-it was so much an hour. 
At the end of June the Forest Service said 
they were out of money. We have continued 
to patrol this road at our own expense for the 
remainder of this season, and we feel like we 
need some system where it will offset the costs 
that have come to the county. When you fig- 
ure we have only a $13 million tax base there 
is not'much money to operate on. I think you 
will find the same problem exists in many of 
our counties. 

Colorado is such a popular outdoor winter 
and summer recreation area that even Pres- 
ident Ford makes it his number one choice. 
Granted, visitors do spend money here which 
supports local business and provides employ- 
ment. However, very little of it ever enters 
into the operation of the county government. 
A local community may have a sales tax but 
none of the money comes back to the county 
government. 

However many visitors, and I include 
those that reside elsewhere in Colorado, re- 
quire and demand local services. If they get 
lost, our county sheriffs department must 
search and rescue; if they become ill or in- 
jured we must provide ambulance and hos- 
pital service; some of them are thieves, and 
our sheriff is called. Many of them carelessly 
litter our public lands with their camping, 
sking, hiking and picnicking debris. In some 
areas we pick it up, in almost all areas we 
have to dispose of it. I might add, this is not 
a BLM meeting, but there was indiscriminate 
dumping on BLM lands. They would come to 
us and ask us if we would take our county 
bulldozers and bulldoze pits and clean up this 
debris that was dumped. We went in a t  no 
cost to the BLM, and covered up the debris 
that had been accumulated for years. In some 
areas both federal and state authorities have 
mandated some very stringent requirements 
about how we can do this. When you have 
humans you have human waste. We are re- 
quired to provide the sewer treatment facil- 
ities to preserve the health and comfort of 
local residents and visitors. 



I would just like to state in conclusion, 
20 years ago you never heard of back packers, 
and 20 years ago if people had said that  they 
would load plane after plane with skiers to 
fly out here for a weekend you would have 
thought they were crazy. Although the per- 
manent residents in some small counties num- 
ber 5-10,000 people during the week, on a 
weekend you will have maybe 10,000. Well 
this creates greater problems on the sheriff 
department, on the sewer systems. The  State 
of Colorado says they are short on funds. 
They proposed to close Cumbers Pass, which 

is a major pass through the National Forest, 
because of shortage of maintenance funds. 
Well if this pass is closed and snowmobilers 
and skiers are snowed in they are going to 
turn to the county to have that road main- 
tained. If they get stuck in the snow, they 
will want county equipment to pull them out. 
Some of our maintenance equipment is over 
25 years old and must be replaced. When we 
bought them they cost us $18,000 now they 
are around $60,000. There is no way that we 
can continue to operate unless we have some 
relief. 





Statement o f  

John McComb 
Sierra Club 

I will begin by responding to the last of 
these questions which was whether the fed- 
eral ownership of the forest constituted dif- 
ferent public policy issues than other federal 
or state tax exempt property ownership. In 
the context of the problems under discussion 
here today we perceive virtually no differ- 
ences between National Forest lands and 
most other federally owned land. This is par- 
ticularly true of the other major federal land 
managing agency-the Bureau of Land Man- 
agement whose holdings are largely managed 
under the same concepts. 

There may be some justification in treat- 
ing separately those federally owned lands 
including portions of BLM lands which are 
largely withdrawn from production and which 
are committed to a more limited range of 
uses. In this category we might include the 
National Park system, the National Wildlife 
Refuge system, the National Wilderness Pres- 
ervation system, and the military and energy 
research and development industries. Al- 
though we do not have any specific recom- 
mendations on how these lands should be 
treated, many have argued for a different 
treatment of them either for reasons that 
there are no revenues produced on them or 
that they present little or no burden to local 
government entities. Military reservations 
offer one of the clear examples of federal land 
that  may not burden local governments. An 

extreme example might be those large desert 
areas which are used as  bombing ranges 
which are totally closed to public entry. I 
cannot think a t  all how the existence, or the 
nonexistence, of those reserves within the 
boundaries of a government entity would 
make any difference in the level of tax-sup- 
ported activities to schools, roads, police and 
fire protection. 

T h e  other extreme where there are very 
substantial benefits to local government en- 
tities might be illustrated by Corps of Engi- 
neers flood control projects. The  total expense 
of the project is borne by federal. taxpayers 
and the benefits accrue almost entirely to the 
local populous. Somewhere in between are 
areas such as parks and wilderness where 
there is a lively debate as to whether their 
existence is burden or benefit to local govern- 
ment. Even without trying to answer that 
question, some separate consideration may 
be merited by the fact that these reserves 
bring little or no money into the federal trea- 
sury and thus existing revenue sharing pro- 
grams are largely not operable on them. 

The  Sierra Club's interest in the whole 
matter of revenue sharing and tax immunity 
is largely motivated by the fifth question, 
"what are the practical problems of the cur- 
rent program?" It is widely recognized that 
the current revenue sharing program is in- 
equitable and unfair and we agree that some 



entities get rich while others who are less 
fortunate are strapped for funds. I t  is not one 
of our primary interests, however, to treat or 
comment on all the fiscal equities in this 
country. 

There is one aspect of the revenue sharing 
program that does have special interest to the 
Sierra Club. The special implications for the 
proper management of public lands. First, the 
implementation of good conservation and 
management practices has frequently resulted 
in a reduction in the level of commodity pro- 
duction on which revenue sharing receipts are 
based. Such productions are frequently op- 
posed no matter how meritorious they are sim- 
ply because they would produce a loss of rev- 
enue to local governments. Even when the 
production of a particular commodity is sound 
for environmental and other reasons, the po- 
litical pressures created by the financial in- 
centives of revenue sharing can be very sig- 
nifican t . 

Closely related to that is the fact that the 
real potential or imagined loss in revenue is 
frequently a prime reason behind the opposi- 
tion of local government entities to conserva- 
tion efforts such as proposals to withdraw 
lands for wilderness preservation. Although 
the last factor is a very real one, the Sierra 
Club has not yet come to grips with how to 
deal with it. While some sort of federal pay- 
ment, which might be viewed as a bribe, may 
ameliorate that opposition, the cost of the 
payments may generate opposition to the 
withdrawal among other groups who were 
formally not concerned at all. It is potentially 
sort of a Hobson's choice. 

Because of these and many other prob- 
lems, the Public Land Law Review Commis- 
sion recommended the current revenue shar- 
ing programs be replaced by a uniform system 
of payment in lieu of taxes. The Sierra Club 
generally agrees with that position that is 
exemplified by the following excerpt from the 
Sierra Club board of directors resolution 
adopted in 1971. That  resolution states in 
part; 

"in place of the present system of 
revenue sharing on public lands 
which encourages undue emphasis on 

the production of commodities, the 
Sierra Club advocates a system of 
payments in lieu of taxes." 

Much like ACIR, The Sierra Club is cur- 
rently considering modifying and elaborating 
on that general policy direction, but we are 
caught up in the same time bind, that any ad- 
ditional information and recommendations 
may well come after Congress has acted on 
the current payments in lieu of taxes bill. 

Unfortunately, this current payment in 
lieu of taxes bill and other recent enactments 
of Congress such as the Coal Leasing Act 
Amendments do little or nothing to correct 
the problems inherent in revenue sharing. 
Perhaps comprehensive reform is simply not 
politically realizable in view of the massive 
opposition which results from any suggestion 
to reduce revenues. I do not see how anyone 
who has followed the jury-rigged payments 
in lieu of taxes bill, H.R. 9719 now pending 
in Congress, could feel that it is anything 
more than an attempt to increase revenues 
without treating any of the basic inequities. 
Certainly the lopsided vote 270 to 125 by 
which the measure passed the House may be 
some indication of the kind of opposition that 
might be expected to reforms that resulted in 
reduced revenues. 

In any event, if this bill is enacted into 
law it will blunt the drive for any future re- 
forms. A number of models for such reforms 
have been suggested. We have not had the 
opportunity to examine all of the merits of 
these alternative proposals other than to note 
there are a number of different alternatives 
that would meet the objections which we have 
to the current revenue sharing program. 
Some such models include the tax equivalency 
payments. Another one would be payments 
based on benefits and burdens of Federal land 
ownership. I notice one of the county rep- 
resentatives characterized that as the welfare 
approach. It does not bother me that much. 
I am not sure that the federal Treasury is so 
inexhaustible or the federal taxpayer so mag- 
animous that we can afford to ignore need 
which is essentially the same as benefits and 
burdens. 

A third model might be payments made 
according to some formula that is not based 



on commodity production. The key in our 
view is that any such system must replace, 
not just supplement, the current revenue 
sharing system. We believe that most of the 
discussion on tax immunity problems has 
placed too much emphasis on the burdens 
which are sometimes created by federal own- 
ership of land while not giving adequate rec- 
ognition to the benefits that the local gov- 
ernment entities received. Such things as fire 
protection and road construction are often 
cited as examples. We would hope that the 
Commission would give more balanced con- 

sideration to the benefit side of that question. 
On the question of taxation of private in- 

terests, it is worth noting that property taxes 
are not the only means of supporting govern- 
ment services. Although the Sierra Club has 
not specifically addressed the question of pos- 
sessory interest or yield taxes, it seems ob- 
vious to me that in some form such taxes have 
the same shortcomings as revenue sharing. 
That is overemphasis on short-term commod- 
ity production at  the expense of other equally 
important values or simply maintaining fu- 
ture productivity of that land. 





Statement o f  

Nicholas Kirkmire 
Executive Vice President 
Federal Timber Purchasers Association 

I am Nicholas Kirkmire, executive vice pres- 
ident of the Federal Timber Purchasers As- 
sociation located here in Denver. Our associa- 
tion was organized in 1969 and is composed 
of forest products manufacturers dependent 
upon federally managed timberlands for a 
source of raw material. We are a member of 
the National Forest Products Association, 
headquartered in Washington, DC. NFPA is 
a federation of 26 regional and wood products 
associations and individual companies that 
represent timber growers and manufacturers 
and wholesalers of wood products throughout 
the country. Our industry is vitally concerned 
with timber management on all U.S. com- 
mercial forest lands. We are equally con- 
cerned with constructive policies and pro- 
grams affecting timber growth and harvest 
on federal lands, on lands owned by the forest 
industry and on nonindustrial private lands. 

In our testimony today, we have been 
asked to be responsive to six primary ques- 
tions. We address those questions from our 
point of view in the comments which follow. 

1.  What should be the guiding philosophy 
regarding federal financial responsibility 
for any impact o f  federal land ownership 
on state and local government activity? 

Our industry has long been concerned 
with the effects of the National Forest rev- 
enue sharing program. Our continuing policy 

with respect to lands which are in federal 
ownership has been that equitable payments 
should be made to state and local govern- 
ments to recognize the burdens upon the lo- 
cal communities where these federal lands 
are located. These burdens include the costs 
of services and the values forgone by virtue 
of the fact that the lands are in federal own- 
ership. A House committee has estimated, for 
example, that Colorado and its counties, 
which in fiscal 1975 received some $2.6 mil- 
lion in federal payments, would have received 
some $50 million had the land been privately 
owned and assessed at average 1974 county 
mill levies. 

2. Are there other negative and positive fi- 
nancial effects on local governments o f  
federal ownership o f  forest land? 

The federal government owns over one 
fifth of all the land in the lower 48 contiguous 
states affecting about 1,000 counties in over 
40 states. These local communities have to 
absorb the costs of services stemming from 
the presence of federal lands. Examples of 
these are the construction and maintenance 
of some access roads, needed facilities in the 
surrounding area and additional police pro- 
tection. Because these are tax-exempt lands, 
the federal government should provide some 
payment to the affected communities to com- 
pensate them for their lost revenues. The  dif- 



ficult question is precisely how this can be 
done in an equitable and just manner. 

The  House recently passed H.R. 9719 in- 
troduced by Rep. Frank E. Evans (D.-CO) 
which provides for federal payments up to 
756 per acre to counties containing public 
lands. Under this bill no county would receive 
less than a n  additional 106 per acre and up- 
per limits would be placed on payments ac- 
cording to county population. Any system 
based upon a flat per acre payment raises 
serious questions of equity. The  population 
factor will significantly reduce payments per 
acre to counties with large amounts of public 
land and a relatively small population. 

In addition, such a system will not gen- 
erate revenues comparable to those the lo- 
calities would have received had the land been 
in nonfederal ownership, since neither land 
productivity nor income producing potential 
is the basis for payment. 

Historically, the industry has supported 
the concept that payments to the counties 
from the sale of national forest timber be 
based on cash receipts to the government. 
However, the continued reduction over the 
past few years of the level of appropriated 
funds for necessary road construction and the 
concomitant increase in road construction 
financed by deduction in stumpage value, has 
caused a reassessment of this position. It  is 
probable that the industry would now support 
a revision of the revenue sharing statute to 
provide that payments to counties be based 
on the value of the timber, including the nec- 
essary road construction. 

3. Should states authorize the taxation o f  
private interests in National Forests and 
share the proceeds with localities? 

Several states have established systems 
to tax private interests in the federal lands. 
Such "possessory interest" taxation of graz- 
ing permits, timber under contract to private 
companies, special use homes, and other in- 
terests are an effective way to increase the 
local tax base associated with federal lands 
without raising the sovereignty issue. 

The  forest industry is most concerned 
about possessory interest or yield taxes on 
federal timber under contract to private firms. 
Although actual ownership of timber under 

a federal timber sale contract does not pass to 
the private firm until the timber is scaled and 
paid for, on March 14, 1974, the Ninth Cir- 
cuit Court of Appeals affirmed the judgments 
of the United States District Court for the 
Northern Districts of California in Georgia 
Pacific Corporation us. County  o f  Mendocino, 
finding that "the states can tax private pos- 
sessory interest in national forest standing 
timber." 

T h e  forest industry does not welcome the 
application of possessory interest or yield 
taxes on federal timber due to the inequities 
which are imposed upon purchasers of this 
timber. Theoretically, a possessory interest or 
yield tax is an indirect tax against the fed- 
eral government since purchasers of federal 
timber will in theory reflect the anticipated 
tax in lower prices bid for timber. However, 
in practice this tax is usually borne in part 
by the timber purchaser due to inequities in 
government pricing of this timber and un- 
certainty over the specific tax burden that 
will be imposed. 

With respect to possessory interest taxes, 
a purchaser may be taxed repeatedly before 
timber is harvested and any income is de- 
rived from it. The  number of times a pur- 
chaser is taxed for the same timber will de- 
pend on the length of time that he holds this 
timber under contract before it is harvested. 

With both possessory interest and yield 
taxes, there are real problems associated with 
valuation due to variations in the quality of 
the timber, its accessibility, differences in 
cost of operation, and rapidly changing mar- 
kets for wood products. Past experience of the 
forest industry with possessory interest taxes 
and yield taxes has shown that it is difficult 
or impossible to determine precisely what the 
tax burden will be, making it very difficult 
to reflect this burden in the price bid for the 
timber. Thus, the purchaser is exposed to 
greater risk in those states having possessory 
interest and yield taxes than those states 
which do not have such taxes. 

It is the position of the forest industry 
that the most equitable system would be for 
the federal government to make direct in lieu 
payments to local governments to reimburse 
them for loss caused by tax-exempt federal 
timber. Such direct in lieu payments could 



be based upon an  amount equivalent to a 
yield tax or could, as an alternative, be based 
on land productivity or value. 

In California, forest land owned by the 
state is assessed an amount equivalent to lo- 
cal ad valorem taxes. This arrangement may 
have some application for federal in lieu pay- 
ments and should be given further explora- 
tion. 

4 .  Should federal pa.vments be made to s tate  
governments for use as  the-v thin/? best in - 
cluding, perhaps, distribution to localities? 

Traditionally, payments to counties have 
been used for building and maintaining roads 
and schools. The  program should be up-dated 
to allow a broader use of the funds for public 
purposes. It should be left up to the individual 
localities as to where these payments are most 
needed and can be properly utilized. 

5.  What  are the practical problems wi th  the 
current program ? 

Unpredictability and fluctuation of pay- 
ments is a problem with the current program 
that should be remedied. Our industry would 
support making payments to counties on a 
semiannual or quarterly basis rather than 
annually. This  would improve local govern- 
ment fiscal planning and help to prevent over- 
spending. Accompanying this payment sys- 
tem there should be a program to keep the 
counties periodically advised of the amount 
of revenue sharing payments to be expected. 
This would help to ensure more organized and 
efficient expenditure of funds. 

The  current method of revenue payments 
returned to the states and its political units 
is a result of economic activity on federal 
lands. The  revenues produced from leases, 
permits, royalties, bonuses, etc., do not nec- 
essarily bear any relationship to the actual 
market value of the land from which such 
revenue is derived. In addition, the total rev- 
enue a particular unit of government may re- 
ceive is not necessarily influenced by the total 

number of acres of federal land that may 
exist within its boundaries. In fact, in sev- 
eral instances there exists an inverse relation- 
ship between revenue obtained and the total 
amount of federal land. 

6. Does federul ouvter~ship o f  the National 
Forests c~)nst i t i l  te a different  public po1ic.v 
issue than other federul or  s tate  tax-ex- 
empt propert), ou9n ership .L' 

Public policy with respect to payment of 
in lieu taxes should not distinguish between 
productive federal lands utilized in part for 
commodity production and lands, such as Na- 
tional Parks. National Recreation Areas, and 
National Monuments, on which commodity 
production is not permitted. An equitable 
system for compensating localities for tax 
revenues foregone as a result of all such lands 
must be devised. Such a system should be 
based upon the value or productivity of re- 
served federal lands rather than a flat per 
acre assessment. 

We hope that our thoughts on the issues 
faced by the Commission will be of value. We 
are continually perplexed by the philosophy 
which seems to prevail today a t  the federal 
level of government wherein the tremendous 
economic and social potential of the renew- 
able resources on federal lands is largely ig- 
nored. This is repeatedly evidenced in the 
failure to adequately fund the renewable re- 
source management activities of the agencies 
which manage the federal lands. When the 
cost to state and local governments of this 
failure is measured in terms of the employ- 
ment, economic activity, and tax revenues 
which are necessarily forgone, the value of 
any increased in-lieu payments to state and 
local governments is insignificant by com- 
parison. Likewise, the withdrawal of federal 
resource lands for limited, single use purposes 
has the same economic impact. These, in my 
opinion, are the real questions that  we should 
be addressing, rather than that  of should 
more money be given to  the states and coun- 
ties by virtue of the presence of federal lands. 





Statement o f  

Charles M. Stephenson 
Former Chief 
Government Research S ta f f  
Tennessee Valley Authority 

I am Charles M. Stephenson, an  economist, 
of Knoxville, TN.  At the end of October 1975 
I retired from the position of chief, Govern- 
ment Research Staff, Tennessee Valley Au- 
thority, after 41 years of TVA service. 

I a m  pleased to offer my views today, not 
as a representative of such special interest 
groups as the counties, the states, timber op- 
erators, or stockmen and grazers; but rather 
as a professional economist qualified to point 
out some background information bearing 
upon the matters under consideration, and to 
call particular attention to certain factors 
relevant to the broad public interest. 

My entire professional life has been con- 
cerned with the field of intergovernmental 
fiscal relations and state and local govern- 
ment organization, operations, and finances. 
I have been an active member of the Inter- 
governmental Fiscal Relations committee of 
the National Tax Association-Tax Institute 
of America for the last several years; and I 
am on the Editorial Advisory Board of the 
National Tax Journal. 

During my early years in TVA, the 1930s. 
I assisted in the background research and the 
design of the TVA plan for payments in lieu 
of taxes. (Section 13 of the Tennessee Vul1e.v 
Authority Act as amended in 1940; 16 U.S.C. 
Sec. 8311.) Then, for 35 years, I had the gen- 
eral responsibility for the annual calculation 

and administration of TVA payments to 
eight states and some 150 local governments, 
involving the payment of a cumulative sum 
of nearly a third of a billion dollars up to the 
time of my TVA retirement. The  total TVA 
payment for fiscal year 1976 alone was over 
$48 million. 

Parenthetically, I point out that TVA 
has turned over to the U.S. Forest Service ap- 
proximately 63,400 acres of land around the 
margins of TVA dam and reservoir projects. 
In the annual determination of minimum 
TVA tax replacement payments on such 
transferred lands, an  offsetting credit is taken 
for the Forest Service shared revenue pay- 
ments in respect to the same lands. Thus 
from experience I am well acquainted with 
the nature of the past payments on National 
Forest lands, particularly their wide fluctua- 
tion in average annual amount per acre for 
each separate National Forest area. 

PREVIOUS TAX STUDIES 
The classic study of the problem of tax 

treatment of forest lands is generally con- 
sidered to be the Fuirc.hiltf Report of the For- 
est Taxation Inquiry research project in 
1935.' This report laid the groundwork for 
much of the scholarly discussion of the sub- 
ject since that time. 



When I was a young TVA staff member 
in the latter 1930s, I recall that there was 
launched the first comprehensive study of 
payments on account of federally owned lands 
of which I have any knowledge. In January 
1939, President Franklin D. Roosevelt created 
the Federal Real Estate B ~ a r d , ~  and its final 
report was issued in June 1943.3 One of my 
older TVA colleagues served on an  advisory 
panel during the course of that study, and we 
used to talk about the research work which 
was then being carried out. 

The  next major study of the problem of 
federal tax immunity and payments on fed- 
eral property was undertaken by the Bureau 
of the Budget (now the Office of Manage- 
ment and Budget), after a federal-state-local 
conference on the subject in 1949. The  bureau 
developed a comprehensive set of recom- 
mendations on the matter (with the aid of a 
research staff headed by I.M. Labovitz); and 
its report to the Congress, together with a 
draft bill, was presented August 16, 1951.4 

In the middle 1950s, the Commission on 
Intergovernmental Relations (the Kestnbaum 
Commission, forerunner of ACIR) carried out 
its monumental investigation, which in- 
cluded a special study committee report on 
Payments in Lieu o f  Taxes and Shared Rev- 
enues.5 No significant legislative action con- 
cerning Federal payments came from that 
effort; but the present Advisory Commission 
on Intergovernmental Relations was estab- 
lished in due course as a result of the Kestn- 
baum Commission's recommendations. 

We come next to the most comprehensive 
study of all, that made by the Public Land 
Law Review Commission during the latter 
1960s and leading to its landmark report in 
1970, One Third o f  the Nation's Land.6 The 
PLLRC tax and in lieu payment recommen- 
dations grew out of a four-volume research 
study prepared under contract for the com- 
mission, sometimes referred to as the EBS 
study report.' 

Finally, there is the current ACIR study 
of the National Forest revenue sharing pro- 
gram, which was started late last year. This 
undertaking forms the basis for the public 
hearing today in Denver, and the overall 
study is expected to be completed in early 
1977. 

BASIS FOR PUBLIC POLICY 
DEVELOPMENT 

The Good Book tells us that there is no 
new thing under the sun. As a sort of corol- 
lary to that view, I suggest that we should 
not presume, out of ignorance of what has 
gone before, to "reinvent the wheel."8 I be- 
lieve therefore that the problem under con- 
sideration here should be viewed in historical 
perspective. I think we can learn much that 
is helpful from the findings and conclusions 
of earlier studies of the problem of forest land 
taxation and tax treatment of federally owned 
land. And further. I believe that the solution 
we are now seeking can best be built upon the 
experience of the past. 

ALTERNATIVE APPROACHES TO 
NATIONAL FOREST LAND 

PAYMENTS 
Of course the policy issue we are con- 

cerned with here in regard to National Forest 
lands stems from the same situation which 
affects other extensive land areas in federal 
ownership; namely, the legal immunity of 
federal property from state and local taxa- 
tion. And even though, historically, most of 
this land acreage was part of the public do- 
main and has never been reflected on the 
property tax rolls, the usually advanced mea- 
sure of federal obligation for payments on 
such lands is the revenue "loss" attributable 
to present tax exemption. That  is, the fed- 
eral government should somehow make up to 
the local (or state) governments for "what 
might have been" if the property were pri- 
vately owned. 

Broadly speaking, there are three dif- 
ferent approaches to the determination of 
payments on account of forest lands in Fed- 
eral ownership. These are: 

1) a fixed rate per acre, 
2) revenue sharing (the present type of for- 

mula), and 
3) a local tax equivalent. 

Per Acre Payments 

Of those alternatives listed, it seems to 
me that the uniform rate per acre is least de- 



sirable from the standpoint of equity and his- 
tory. The principal arguments in favor of this 
policy are simplicity and ease of administra- 
tion, and certainty and predictability of re- 
sults. The latter would undoubtedly have rev- 
enue advantages in the eyes of the recipient 
governments; and one might even argue its 
merits in terms of easiness of budgetary plan- 
ning on the part of the paying federal gov- 
ernment. 

However, I believe these arguments are 
far outweighed by the greater faults which 
can be set out against this policy. These dis- 
advantages can be succinctly characterized 
as follows: 

a) inequity, 
b) windfall effects, and 
c) capricious benefits to private property 

taxpayers if substantially increased fed- 
eral payments lead to lower ad valorem 
tax rates. 

We discuss these points briefly in turn. 

INEQUITY 

Whether one is considering National For- 
est lands alone or federal lands in general, 
there are wide variations in the character, 
value, and productivity of such lands. At the 
same time, there are great differences in the 
relationships between federally owned lands 
and the localities in which they are situated. 
We have in mind here such matters as inte- 
gration with the local economy, needs for and 
costs of public services, available revenue 
sources for the support of local government, 
and the existing property tax base and tax 
burdens on private property. Although flat 
tax rates per acre of land were sometimes im- 
posed by state and local governments in the 
early history of property tax utilization in the 
United States, such a simple and even spread 
of the tax burden among property owners has 
long since given way to more sophisticated 
plans reflecting other factors (such as value) 
in addition to mere units of land area. I be- 
lieve that the last such flat-rate approach to 
taxation which was widely utilized in many 
states was the much-maligned per capita or 
poll tax-now generally abandoned to tax 
history. 

The type of tax most deeply embedded by 

tradition and usage in the revenue system for 
the support of local government in the U.S. 
is the ad valorem property tax. For the na- 
tion as a whole in 1973-74, local property 
taxes represented 60.5% of total local general 
revenues from own sources. The highe~t local 
dependence upon the property tax was in the 
State of Maine, at  90.2% while Alabama 
ranked lowest at  21.7%.9 

The 11 western states of the Rocky Moun- 
tains and Pacific Coast region contain about 
84% of the National Forest lands in the con- 
tinental U.S. (excluding Alaska and Hawaii). 
The local governments of these same states 
are about average in their dependence upon 
the property tax, ranging from a low of 44.1% 
in Nevada to a high of 74.7% in Montana as 
a proportion of total local general revenues. 

We do not know the average annual 
amount of property or other taxes paid per 
acre of privately owned forest land (as indi- 
cated by the general picture set out below) in 
these western states. However, we would ex- 
pect average farm real estate taxes, which 
probably include some woodland? in most 
states, to be higher than the per acre tax bur- 
den on strictly forest lands subject to taxa- 
tion. Again, taking the 11 western states re- 
ferred to above, we find that the average 
amount of state-local taxes levied on farm 
real estate was as follows in the year 1973.1° 

Average Amount 
State Per  Acre 
New Mexico $0.27 
Montana .78 
Wyoming .45 
Colorado .98 
Utah 1.21 
Nevada .61 
Arizona 1.65 
California 9.85 
Idaho 2.00 
Oregon 1.98 
Washington 3.12 

It will be seen that California, where 
farming is highly productive and land values 
are also high, has an average property tax 
burden far out of line with the other states 
listed above. However, if we simply take the 
arithmetic mean of average farm taxes per 
acre in the other ten states, it comes out to 



$1.31 per acre. (Although this is an  unortho- 
dox statistical calculation, we believe it may 
be meaningful for the purposes of this discus- 
sion.) These figures simply show the wide 
variations among states of the average bur- 
den of property taxes on farm real estate; and, 
a t  the same time, they point up the fiscal in- 
compatibility of a flat-rate payment such as 
756 per acre for tax-exempt open lands. 

Thus, a system of payments in lieu of 
taxes on federal lands predicated upon a fixed 
rate per acre (even though modified by other 
factors as in the provisions of H.R. 9719, 
passed by the House on August 6, 1976, and 
now pending in the Senate) would not fit 
equitably with the existing revenue system 
bearing upon taxable lands and other forms 
of property subject to ad valorem taxation. 

ment, one should consider not only economic 
benefits of the federal property in comparison 
with imposed public service costs, but also the 
existing system of intergovernmental rev- 
enues which usually reflects actual tax base, 
tax effort, and revenue needs to support ade- 
quate public services. Suddenly increased 
flat-rate payments on federal lands would 
tend to upset complex intergovernmental fis- 
cal relationships, and the fallout of benefits 
would almost certainly be much greater for 
some units of local government than for 
others. 

BENEFITS TO PRIVATE TAXPAYERS 

The present picture concerning the taxa- 
tion of privately owned forest property has 
been recently described as follows: 

WINDFALL EFFECTS One of the chief aims of the forestry 
lobby a t  state and local levels has 

I use the term "windfall" here with the been relief from alleged burdensome 
full realization that  one man's windfall may property taxes. This lobbying effort 
be another man's proper due-bill receipt. has met with notable success in that 
One's perception obviously depends on one's almost every state has modified its 
point of view. 

We begin, however, with the observation 
that National Forest lands vary greatly in 
productive capacity and value. A 1975 com- 
pilation by the Forest Service shows that the 
top 20% of National Forest area accounted 
for more than 81% of total payments under 
the present revenue sharing formula. While 
the average per acre payment for all National 
Forest lands was $0.48, four-fifths of the 
lands yielded $0.34 per acre or less; the ninth 
decile of area (in productivity) paid an  aver- 
age of $0.85 per acre; and the top 10% of area 
paid $3.03 per acre. 

Assuming that such mostly modest forest 
land payments have been taken into account 
in the development of the existing state-local 
revenue system and arrangements for the 
support of needed governmental services, any 
sudden shift to a higher effective rate per acre 
(e.g., the 756 per acre overall entitlement 
specified in H.R. 9719) is bound to produce 
some windfall effects vis-a-vis the present 
status quo. Whether such largesse is merited 
or not is a value judgment in these circum- 
stances. 

In trying to measure the fiscal impact of 
federal tax-exempt lands upon local govern- 

tax laws to give special consideration 
to forestry. Until recently, the most 
widely adopted alternative has been 
the substitution of a yield tax a t  time 
of timber harvest for the annual 
property tax on timber. Numerous 
exemptions, rebates, modified as- 
sessments and rates, and deferred 
payments also exist in state laws. The  
most recent trend in providing tax 
relief, particularly for land located 
near urban areas, has come in the 
form of "use value" taxation. Under 
' h se  value" legislation, taxes on for- 
est (as well as farm) lands are re- 
duced below that  of other classes of 
real estate by basing property tax as- 
sessments on the productivity of land 
in its current use." 

In considering the problems before us 
today, we should bear in mind that  the value 
of private property, in theory, reflects a cap- 
italized stream of income-net of all costs. 
including taxes. Thus an  increase in property 
taxes would be expected to be capitalized into 
lower property values; and conversely, a tax 
reduction would tend to raise the capitalized 



value of a given piece of property. This prin- 
ciple of "tax capitalization" leads us to the 
possibility of special benefits to property 
owners who might have their tax burden re- 
duced as a result of marked increase in fed- 
eral payments to the governmental units in 
which the private property is situated. 

To  take an  extreme example by way of 
illustration, the House Committee report on 
H.R. 9719 pointed out that Lincoln County, 
NV, which has 98% of its land base owned by 
the federal government, must derive its 
$100,000 budget for local expenditures from 
the other 2% of its land. On the other hand, 
it estimated that Lincoln County would re- 
ceive $127,850 of federal in lieu tax payments 
a year under the 756 per acre formula pro- 
vided in H.R. 9719.l2 Given these facts, it 
would be possible to eliminate the local prop- 
erty tax completely without reduction of over- 
all revenues available for the support of gov- 
ernmental services in Lincoln County. 

It should be clear that a big cut in local 
property tax rates would produce large gains 
for the present owners of taxable property 
within the affected jurisdiction. And the dis- 
tribution of such benefits would tend to be 
somewhat capricious under any fixed rate per 
acre formula for payments on federal lands. 

Revenue Sharing 

I turn briefly now to the other two ap- 
proaches to the problem of payments on fed- 
eral property, which were listed earlier. 

Revenue sharing, of course, has the lon- 
gest history of usage, and covers the largest 
proportion of federally owned land subject to 
any sort of in lieu payment a t  present. De- 
spite the shortcomings of this system and the 
criticisms raised by other spokesmen a t  this 
hearing, there is much to be said for the prin- 
ciple of revenue sharing just on the grounds 
of its longstanding integration with the exist- 
ing system of intergovernmental fiscal rela- 
tionships. 

Without taking the time here to go into 
details, I point out that most of the past 
studies of the problem previously referred to- 
the Federal Real Estate Board study in the 
early 1940s; the BOB (Labovitz) and the 
Kestnbaum Commission studies in the 1950s 
-after careful consideration concluded that 

the principle of revenue sharing. possibly with 
some modifications for particular types of 
properties, should be retained for payments 
in lieu of taxes on the bulk of federally owned 
lands. I do not think these considered judg- 
ments should be lightly cast aside. 

Local Tax Equivalents 

The  principal exception to the conclu- 
sions of past studies noted above was the Pub- 
lic Land Law Review Commission. Tha t  body 
stated flatly that "the existing revenue shar- 
ing programs do not meet a standard of equity 
and fair treatment either to state and local 
governments or to the Federal taxpayers." 
The  PLLRC opted instead for a system of tax 
equivalent payments on federal property, ad- 
justed to reflect special considerations per- 
taining to federal ownership, but generally 
integrated with the ad valorem tax system as 
the foundation for the support of local gov- 
ernmental services. 

I t  should be noted that  the earlier BOB 
study (Labovitz) also recommended tax equiv- 
alent type payments on certain federal prop- 
erties serving broad national interests, while 
still retaining use of the revenue sharing ar- 
rangements already in effect. 

Both the BOB and PLLRC studies as- 
sumed, of course, that workable procedures 
could be developed for the calculation of tax 
equivalent payments on the types of federal 
property to which they might be applied. I 
agree with this position. As a matter of fact, 
in the light of recent improvements in prop- 
erty tax administration in most of the states, 
it would be easier to institute a federal pay- 
ments program of this kind now than it would 
have been when those agencies made their 
recommendations some years ago. 

In devising a reasonable tax equivalent 
approach to the problem of payments on Na- 
tional Forest lands, I believe it would be de- 
sirable to tailor the plan in the light of vary- 
ing state practices as applied to forest taxa- 
tion. As indicated above, many states now 
impose a yield tax as  a substitute for the an- 
nual ad valorem tax on timber lands. Also, 
there are many forms of forest tax exemp- 
tions, tax rebates, and modified assessments 
and rates for the benefit of forest land own- 
ers. It seems clear to me that the federal gov- 



ernment, a s  forest land owner, should not be 
expected to make larger payments in lieu of 
taxes than the actual taxes payable by a com- 
parable property holder. 

CONCLUDING OBSERVATIONS 

I commend the Forest Service and the 
ACIR for the National Forest revenue shar- 
ing study currently in progress, recognizing 
that  any consideration of the problem of pay- 
ments on federally owned forest lands cannot 

be entirely divorced from the larger situation 
concerning other types of federal property. 

I earnestly hope that  the Congress will 
not immediately enact the pending bill, H.R. 
9719, without waiting for the findings and 
recommendations growing out of the present 
study. Since a law, once on the statute books, 
is difficult to change a t  best, it seems to me 
that  all interested parties should await the 
completion of the ACIR study before pressing 
for final legislative action on the important 
matter of new payments on federal property. 
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Statement of  

Jim Evans 
Legislative Representative 
National Association o f  Counties 

F ollowing is a point-by-point response by 
the Montana Association of Counties to the 
assumptions made in the questionnaire uti- 
lized by the Advisory Commission on Inter- 
governmental Relations in its study of the 
payments in lieu of taxes issue. 

NACo believes that the experience of the 
Montana Counties is representative of other 
counties nationwide. 

It  is clear from the experience of counties 
nationwide that there is no financial benefit 
to local government, or county government 
in particular, when compared to potential 
benefits if the same lands were held in pri- 
vate ownership. 

On the contrary, there is a clear demon- 
stration of financial burdens to county gov- 
ernment. T h e  phenomenal increased demand 
for local government services in the past 10-15 
years has not escaped public land counties. 
T h e  presence of the federal lands create coun- 
ty service needs for law enforcement, search 
and rescue, fire protection, road and bridge 
maintenance, indigent welfare, health and 
medical assistance, food stamps, etc., and 
these needs are accelerating. 

When you throw in the burden of tax im- 
munity, NACo believes the conclusion is in- 
escapable that the federal government has a 
clear obligation to provide adequate compen- 
sation to local governments. Current federal 
programs to share timber, mineral, and graz- 
ing lease receipts are inadequate. 

ACIR Assumption. "Potential different 
benefits in the case of National Forests may 
arise as a result of the Forest Service's pro- 
vision of regular public services such as fire 
and police protection, road maintenance, 
preservation of open space, and accessible 
recreation resources available a t  no charge 
or a t  less than full market prices." 

NACo Questions. In your state or county 
to what degree do private land owners pro- 
vide their own fire and police (or security) 
protection, compared to the U.S. Forest Ser- 
vice? How about road maintenance on pri- 
vate property? Open space as part of zoning 
or land use plans on private property? Rec- 
reation accessability on similar private prop- 
erty at  no charge or less than full market 
value? 

Private landowners in rural Montana re- 
ceive police protection through county sher- 
iffs departments and through their own secur- 
ity protection of lands they own. Law enforce- 
ment on both private and National Forest 
land is conducted by deputy sheriffs. The  
Forest Service provides no such law enforce- 
ment on national forest land. Fire protection 
in rural areas is solely a t  the cost of local 
landowners through volunteer fire districts. 
T h e  Forest Service does maintain adequate 
fire control on national forest lands, but often 
with volunteer assistance from landowners. 
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Road maintenance on private land is strictly 
conducted by the landowner, no matter how 
great the volume of recreational vehicles that 
may be seeking access to National Forest 
lands. 

ACIR Assumption. "Most of National 
Forests exist on federal land that  never has 
been taxable and the Forest Service provides 
most of the public services required by the 
forest land." 

NACo Questions. Does the Forest Service 
in fact provide "most" of the public services 
required by the forest land? What about the 
"people" services related to tourists, em- 
ployees, etc? 

The  Forest Service does provide a limited 
amount of public services on National Forest 
lands but these are limited to minor things 
such as campground maintenance, user fee 
collection, and refuse maintenance. The  For- 
est Service does not provide "people services." 
County government must handle all emer- 
gencies involving personal injury, searching 
for lost hunters, hikers, etc.; law enforcement 
involving theft and personal injury, felonies, 
etc. County Welfare problems result from in- 
digent and undesirable persons present in 
many National Forests. Much of this involves 
general assistance, medical help and food 
stamps. A great portion of many county road 
budgets are spent maintaining county roads 
and bridges which receive heavy use in gain- 
ing access to National Forest lands. 

ACIR Assumption. "Federal ownership 
and presence gives residents and some local- 
ities the feeling that  something is owed them 
by the Federal government." 

NACo Questions. In your state or county 
what percent of the timber leasing or timber 
sale receipts derive from private taxpayers of 
your state or county? i.e., Who is paying the 
lease funds? 

Conversely, what percent of these funds 
are actually returned to your state or county 
by the federal government? What percent is 
available to the county government? What 
percent is available for general purposes? 

In Montana 100% of timber sale receipts 

are paid by private logging companies and the 
commercial wood products industry. These 
companies are locally owned and pay local 
property taxes. 

Montana counties may only receive 15- 
20% of timber sale receipts. Counties should 
get 25% of net receipts, but costs for roads, 
trash disposal, etc., are first deducted from 
the gross. T h e  Forest Service then deducts 
KV funds from the receipts, reducing the 
county return even more. A recent study a t  
the University of Montana placed a valuation 
on Montana National Forests of $2.597 bil- 
lion based upon an  average annual yield of 
$77.9 million a t  3%. The  average "25% fund" 
payments to Montana counties is a mere $4.5 
million which is ridiculously low on such a 
property valuation base-by any line of rea- 
soning! Twenty five percent fund moneys are 
not available for general purposes of the coun- 
ty. County government is restricted to using 
the funds for roads and schools. Often the 
funds are not available for other needy pro- 
grams. 

ACIR Assumption. " A  national forest 
may induce more vehicular traffic leading to 
higher road and police costs. Less direct ad- 
verse financial effects may include denying 
communities room to grow and the opportun- 
ity to plan and shape their growth." 

NACo Questions. In your county can you 
estimate the increased tourist and other ac- 
tivity related to National Forests and other 
federal lands? What revenue does your coun- 
t y  receive from tourist activities? How does 
this compare to local government services pro- 
vided for tourists? Does your county have pri- 
vately owned tourist attractions? Are they 
exempt from property taxation? 

In recent years, national forests have 
caused an increased rate of tourist traffic in 
Montana counties. This growth of tourist 
traffic could possibly have doubled in the last 
three years. The  county receives little in di- 
rect and indirect revenues from tourist activ- 
ities. The  trend in self-contained motor 
homes, campers, trailers, etc., results in tour- 
ists bringing all necessary food and equip- 
ment in from outside the county. Purchases 
for items other than gasoline are simply not 



made, with no direct or indirect benefit to the 
county economy. The little revenue derived 
from tourists might be l/lOth of costs re- 
quired to provide them with local government 
services. Few privately owned tourist attrac- 
tions exist ii Montana. Those that are pres- 
ent are subject to full property taxation. 

ACIR Assumption. "Forest Service ex- 
penditures for public services on the federal 
land such as roads and fire protection save 
the local governments from making expendi- 
tures for those services. The National Forests 
provide open space preservation which to 
some communities means no additional effort 
and expense are needed for preferential taxa- 
tion or land purchases to create preservation 
zones in order to maintain open space and 
control development." 

NACo Questions. Does your county spend 
funds on road and fire protection on or 
through federal lands? Can you estimate how 
much? If there is a major forest fire does your 
county and/or local fire protection districts 
assist in the fire fighting? Do private timber 
owners provide any of their own fire protec- 
tion? 

Almost all Montana counties spend coun- 
ty funds for road maintenance within the Na- 
tional Forests. Estimates for road costs are 
difficult to make, however, some Montana 
counties having large expanses of National 
Forest land may spend up to 50% of their road 
budgets for maintenance within the forest 
boundaries. 

Montana counties do not provide fire pro- 
tection on federal lands, however, some BLM 
fire protection is derived through cooperative 
agreements with rural fire districts, volunteer 
fire associations, etc. Private timber owners 
pay a per acre fee to receive fire protection 
from state government or may contract with 
federal agencies. 

NACo Questions. Does your county pro- 
vide any parks and recreation facilities and 
services? Does the existence of federal land 
create any extra pressure for development on 
private agricultural or other land? 

Many Montana counties maintain parks, 
campgrounds and related recreation facilities. 
Often these facilities are adjacent to National 
Forest lands. National Forest lands and BLM 
lands create a tremendous pressure in Mon- 
tana for recreational use, especially for hunt- 
ing, fishing and skiing. Montana receives 
more out-of-state hunters and fishermen each 
year than any other state in the U.S. As a 
result of this sportsman pressure a large de- 
mand exists for cabin sites and private acre- 
age purchases by out-of-state interests. This 
private land purchase pressure is almost total- 
ly limited to private lands adjacent to federal 
lands. Almost all hunting and fishing in Mon- 
tana is restricted on private lands causing 
considerable in-state and out-of-state pres- 
sure on federal lands. Therefore, extra pres- 
sure for development on private agricultural 
lands exists. 

ACIR Assumption. "States generally 
have the responsibility for the fiscal adequacy 
of local governments. States create them, de- 
termine their boundaries, the extent of their 
responsibilities to provide public services, 
their tax base and the aids they receive from 
the states. Making the payments to the states 
and allowing them to determine how the 
funds are used is consistent with the state's 
responsibility for assuring balance between 
local fiscal resources and local operating re- 
sponsibilities. '' 

NACo Questions. What is the distribution 
of Mineral Leasing Act funds in your state? 
What percentage reaches county government? 

Funds received under the Mineral Leasing 
Act totaled approximately $4.5 million for 
Montana last year. Approximately 50% of 
these funds go the the state superintendent 
of public instruction for deposit in the state 
permanent education trust fund. The other 
50% is allocated to the state department of 
highways for use in its general operating bud- 
get. County government in Montana receives 
no percentage of these funds. Counties might 
receive some indirect benefit from the funds 
apportioned to the state highway department. 
This, however, is impossible to determine. 





Statement of 

Barry Keene 
Assemblyman 
California State Assembly 

A am pleased to have the opportunity to pre- 
sent to this commission some hopefully use- 
ful views on the National Forest revenue shar- 
ing program. 

The subject is of particular interest to me 
as a rural member of the California Legisla- 
ture and as a member of the Western States 
Forestry Task Force. The legislative district 
I represent encompasses 1.7 million federally 
owned acres, or over 25% of the district's to- 
tal land area. This includes not just National 
Forests, but land managed by the Bureau of 
Indian Affairs and the Bureau of Land Man- 
agement. 

In my remarks, I will address elements 
that I believe are essential to creating the 
"ideal" combination of revenue sources for 
those local jurisdictions where National For- 
est lands are located. I shall also attempt to 
answer the six questions proposed by your 
staff. These questions go beyond National 
Forest revenue sharing to the issue of in-lieu 
payments for all federally owned land. They 
also explore the ramifications of the relation- 
ship between any  revenue sharing or pay- 
ment system and state-imposed possessory 
interest and yield taxes. 

Due to the constitutional constraints 
upon the taxing authority of local govern- 
ments, there needs to be a partnership of fed- 
eral, state and local governments that would 

produce an adequate and equitable level of 
local revenue. 

Congress, for its part, must maintain a 
system of payments to counties that would 
compensate affected counties for the tax im- 
munity enjoyed by federally owned lands. 
The present system is neither adequate nor 
equitable and needs extensive revision. 

The states, for their part, must aggres- 
sively pursue the taxation of private interests 
operating in National Forests and be willing 
to share with local governments the proceeds 
they derive. They must also be encouraged 
to adopt a yield tax on the value of all har- 
vested timber, in place of the property tax 
levied on privately owned timber, and in 
place of the present method of taxing the pos- 
sessory interests in timber cutting contracts 
held by private parties operating on federal 
land. 

At the conclusion of my remarks. I will 
come back to these state and local revenue 
sources and discuss how California has re- 
cently embarked on a forest tax policy which 
is of direct interest to these proceedings. 

First, however, I would like to provide a 
brief overview of the circumstances that have 
led to the situation confronting county gov- 
ernments and, in particular, the five I happen 
to represent in the California State Assembly. 

Until the year 1891, when the National 



Forest system was established, relatively lit- 
tle land was under federal ownership. Since 
that time, however, federal ownership of land 
has gradually increased, until today, when 
760 million of our nation's 2.2 billion acres of 
land are federally owned. 

In time, the impact of the removal of 
these lands from the tax base prompted Con- 
gress to grant financial assistance to local 
governments. A percentage of all moneys col- 
lected from timber sales by the Forest Service 
was paid to the states for transfer to the af- 
fected counties to assist in the maintenance 
of public schools and roads. 

The  legislative history of the federal acts 
clearly indicates that these payments were 
intended as compensation, because the land 
involved would no longer be available for pri- 
vate ownership and property taxation. 

Under present law, 25% of the revenue 
from timber sales goes to counties; 10% to the 
Forest Service, for road and trail construc- 
tion; and 65%, with some exceptions, to the 
general fund. 

I question whether circumstances today 
justify the continued use of this distribution 
formula. 

In recent years, as most are aware, there 
has been a dramatic increase in the popula- 
tion of the western states. The  vast influx of 
visitors to National Parks and Forests has 
resulted in many new problems-traffic con- 
gestion, pollution, social service costs, and 
crime-problems normally associated with 
urban centers. And, due to the distance of 
rural communities from these urban centers, 
the services now being demanded by rural 
residents and visitors are often more costly 
than equivalent services provided in other 
areas. 

In 1970, the Public Land Law Review 
Commission recommended that a federal pay- 
ment system be established that would not 
be tied to varying levels of revenues from fed- 
eral lands. The  commission determined that 
the present percentage-of-revenue system led 
to serious inequities and often totally inade- 
quate payments, which seldom came even 
close to approaching tax equivalency for these 
lands. 

Since then, six years have come and gone, 
and the federal system remains unchanged. 

in spite of the ever increasing evidence of the 
system's inadequacy and inequity. Our be- 
lief that a federal payments program is vital 
is as strong as our reservations regarding the 
present program. We are encouraged, to be 
sure, to see some stirrings in the Congress, to 
see that H.R. 9719 has passed the House, and 
that its companion measure, S. 3468, is await- 
ing a hearing in the Senate Interior and In- 
sular Affairs Committee. 

We are also pleased that this legislation 
reflects our view of the appropriate federal 
approach: namely, direct federal payments to 
local governments, as a function of the fed- 
eral presence there instead of the present 
shared-revenue-  where-revenue-exists ap- 
proach. 

There are five major deficiencies which 
we see in the existing system, and which we 
believe the system as proposed should rectify: 

1. There is now no correlation between fed- 
eral payments and services rendered by 
the local government, because payments 
are based on a percentage of the revenue 
which may be derived. Some payments 
undercompensate, while others overcom- 
pensate. 

2. Pressures have been created to adopt 
management programs which produce 
revenue, even though those programs 
might have been in conflict with good 
conservation and forest management 
practices. And, not only in conflict with 
good forest management practices, but, 
in fact, environmentally detrimental in 
their impact. 

3. While depletion of the timber resource 
generates income now, for the counties, 
it also eliminates the revenue base upon 
which payments to these counties have 
depended, and upon which they must 
rely to fund on-going programs in the fu- 
ture. 

4. Revenue flow, in any one year, fluctuates 
widely among jurisdictions otherwise sim- 
ilarly situated. This happens because 
payments have been based on whether or 
not harvesting occurred in that year, not 
on the actual revenue needs of the juris- 
diction. 



There are factors a t  work beyond the con- 
trol of county government which may be 
significantly altering their share of rev- 
enue, even when harvesting does occur. 
I refer to the mounting controversy over 
the potentially widespread and long- 
standing scheme by some timber com- 
panies to rig bids for purchasing timber 
in National Forests in California and 
other western states. Recent newspaper 
reports have suggested the revenue loss 
to federal and county governments may 
be in the vicinity of $100 million. I cite 
this example, not to point the finger a t  
anyone, but simply to illustrate the pos- 
sible direct impact of such activity on 
current federal revenue sharing pay- 
ments. 

If a new federal payments system is to 
adopted, it is important that there be a 

guiding philosophy. My own is two-fold. 
The  first point is that local governments 

must not be harmed by the impact of federal 
land ownership. This holds true whether one 
is speaking of National Forests or federal 
lands in general. The  tax immunity of such 
ownership exerts a strong influence on the 
fiscal status of affected local jurisdictions. I t  
is the federal government's responsibility to 
make certain that the fiscal resources of these 
jurisdictions are not rendered inadequate due 
to the federal presence. Or, as the Public 
Land Law Review Commission stated in rec- 
ommendation No. 101 of their 1970 landmark 
report: 

If the national interest dictates that 
lands should be retained in federal 
ownership, it is the obligation of the 
United States to make certain that 
the burden of that policy is spread 
among all the people of the United 
States, and is not borne only by those 
states and governments in whose 
areas the lands are located. 

The  second point is that  the ownership 
of property carries with it the responsibility 
to pay taxes, no matter what benefits the 
property owner provides to the community. 
I know of no reason for distinguishing be- 
tween private and federal benefits that might 

justify either reducing, or eliminating alto- 
gether, federal payments. After all, both pri- 
vately owned and public-owned properties 
confer benefits to a greater or lesser degree on 
the surrounding community, either through 
added jobs (such as a lumber mill would pro- 
vide), added sales tax revenues (such as a pop- 
ular tourist attraction would provide), or 
added community services (such as an  airport 
or bus station would provide). Yet, in each of 
these examples, a privately owned concern is 
taxed. It is often cited that National Forests 
provide their own fire protection. Yet, when 
a privately owned concern supplies its own 
supportive services. (such as an  industrial 
plant which provides its own police and fire 
services), its property continues to be fully 
taxed. The  same is true of most agricultural 
land uses, even though such use might a t  the 
same time, be preserving open space. 

I am not advocating 100% tax equiva- 
lency. I realize that federal legislation, if it is 
to be enacted, will provide for less than full 
tax equivalency. If this reduction is to be jus- 
tified as "an adjustment for unique benefits 
arising from federal ownership," as your staff 
outline puts it, then so be it. My purpose in 
stressing this point is to emphasize that for 
every unique benefit offered for tax-immune 
National Forest land, an  equivalent benefit 
is likely to be found on fully taxable private 
land. 

In accordance with the above philosophy, 
I would advocate the following policies be in- 
corporated into a revised federal payments 
system: 

1. The  federal government should make an- 
nual payments to compensate local gov- 
ernments for the tax immunity of fed- 
erally owned property. 

2. Such payments should be made to coun- 
ties on a basis proportionate to the fed- 
eral presence there, such as a fixed dollar 
amount per acre of land. To  base pay- 
ments on a percentage of full tax equiv- 
alency would require costly and difficult 
appraisals of all federal property on 
which payments are to be made. 

3. Payments should be made to county gov- 
ernments and to any other affected local 



jurisdictions on the basis of actual need. 
Since the tax level represents the actual 
need for revenue, allocation based on the 
tax effort of each jurisdiction would seem 
appropriate. 

4. There should be no constraints placed 
upon the uses made of such payments by 
local jurisdictions. 

5 .The payments should not be legally 
christened as payments in lieu of taxes. 
Such a designation could create a na- 
tionwide legal headache. Courts in many 
states have held that state taxation of 
private interests in National Forests, even 
with the concurrent presence of the 25% 
revenue sharing proceeds, does not con- 
stitute double taxation, largely because 
the current federal payments are not con- 
strued as payments in lieu of taxes. To  
designate the payments under a revised 
federal system in that manner could re- 
sult in widespread questioning of the le- 
gality of state taxation of possessory in- 
terests on federal lands. 

6. In response to question #6 of your staff 
outline, the issue concerning which fed- 
erally owned lands should be required to 
make payments might be resolved in this 
way: 

a )  if the federal property meets a pri- 
marily local need, as does a post of- 
fice, then it should be exempt from 
such payments; and 

b) if the federal property is considered as 
serving national or broad regional 
needs, as do National Parks and For- 
ests, wilderness areas, and lands ad- 
ministered by the Bureaus of Recla- 
mation, Indian Affairs, or Land Man- 
agement, then the federal government 
should reimburse local governments 
for the lost tax revenues. 

As a matter of philosophy, I think this 
policy is equally applicable to state-owned 
public property. In fact, I have introduced 
legislation in the California Legislature that 
would provide such state in lieu payments to 
local governments. (To date, however, such 
measures have failed to pass.) 

Having dealt with federal involvement, 

let us now consider where the states fit into 
the scheme of things. 

As I stated earlier, I strongly advocate 
the aggressive utilization of state and local 
revenue sources. And, I do not believe that 
taxation of private interests in National For- 
ests, including yield taxes, is inconsistent 
with a concurrent revision in the manner of 
funding and distribution of moneys under the 
National Forest revenue sharing program. 

Neither do I believe these sources of state 
and local revenue undercut the argument 
that  "federal ownership means revenue fore- 
gone." 

These revenue sources do not tap the 
value of the federal land itself, for the land is 
not taxable. 

These sources do not even produce rev- 
enue unless and until a private party engages 
a possessory interest in the federal land and 
even then tax revenue is produced only so 
long as the possessory interest remains in ef- 
fect. This is also true, of a yield tax applied 
to harvesters of timber on federally owned 
lands. 

In most instances, these properties are 
not a primary revenue source for local gov- 
ernments; they are supplemental in nature. 
The  Public Land Law Review Commission 
recognized this in their 1970 report by stating: 

State and local governments should 
be encouraged to tax possessory in- 
terests of federal land users, such as 
lessees and permittees, and the im- 
provements constructed by them. The  
commission believes that possessory 
interest taxation would afford state 
and local governments a significant 
opportunity to supplement conven- 
tional property tax income. 

I will grant, however, that such tax 
sources have long been the subject of legal 
controversy. 

The possessory interest tax, as  it applies 
to the federal timber cutting rights of private 
parties. has been the subject of protracted 
litigation in the courts. But the courts have 
been consistent in their findings that such 
taxes may be legally imposed. 

In the case of Georgia Pacific Corpora- 
tion us. County of Mendocino, in 1973. the 



U.S. district court held that the federal pay- 
ments were not in lieu of taxes, but rather 
were in the nature of a public grant from the 
federal government. The  court stated: 

An examination of the legislative 
history cited to the court, and other 
statements found in the Congression- 
al Record, does not indicate that,  in  
enacting or reenacting Sec. 500, Con- 
gress intended to foreclose the taxa- 
tion of possessory interests in Na- 
tional Forests. The  court has found 
absolutely nothing which would so 
indicate. 

Nor is it entirely clear that Con- 
gress enacted Sec. 500 to provide 
a payment in lieu of taxes for any 
purpose. . . . 

These findings are repeated in every court 
case that is pertinent. 

Having discussed the legality of such 
state taxes, I would like now to set forth the 
four principal reasons why I think they 
should be levied. 

1. State and local authorities are in the best 
position to gauge their annual revenue 
needs. They can adjust their respective 
tax rates as appropriate. 

2. When state and local officials have con- 
trol over a tax source, the community is 
assured of a more stable and continual 
flow of revenue than might be true if rev- 
enue flow is controlled either by the de- 
cisions of a private party in the market- 
place, or by decisionmakers far away in 
Washington. 

3. The  taxation of those private interests is 
simply the fullest extension of previously 
established Constitutional limits, wheth- 
er the tax takes the form of a property 
tax on possessory interests, or, in its 
place, a yield tax. Such taxation is sim- 
ply the authorized expansion of the local 
taxable base to its fullest extent. 

When taxation of private interests takes 
the form of a timber yield tax, positive 
incentives for sound forest management 
policies are part of the bargain, and the 

state and its residents can expect to reap 
additional benefits, as  would the timber 
industry and its investors. 

I would like to close with a final note 
having to do with the use of yield taxes on the 
harvest of timber in National Forests. 

The  California Legislature has recently 
enacted a yield tax, of which I was a principal 
co-author. I t  is considered "revolutionary" 
by some, not only because of its application 
to harvesters of timber on federally owned 
land, but because of its long-term, state- 
mandated land use controls on timberland, 
and its procedure for equalized revenue dis- 
tribution based upon local agencies' need, 
rather than upon where the timber was har- 
vested. 

I t  was on the subject of timber on federal 
land that  a good deal of controversy was gen- 
erated. The  California Legislature took the 
position it is important to have equal treat- 
ment for all timber and equal treatment for 
all timber harvesters, no matter which type 
of timber they might be harvesting. And, by 
expanding the taxable base by half again as 
much, it was possible to establish a lower 
overall tax rate. 

But, the U.S. Forest Service opposed the 
act. I t  was one of the few parties to do so. The  
opposition stemmed from a fear of the effect 
the yield tax would have on National Forest 
revenues. Currently, the U.S. Forest Service 
calculates the market value of timber and 
sets a minimum bid price. I t  does this after 
subtracting costs to the harvester, including 
his tax costs, and, in this instance, the yield 
tax. The  tax burden of the yield tax on the 
harvester of federal timber in California is 
30%-50% greater than under the old tax on 
possessory interest. I t  is for this reason the 
U.S. Forest Service says the lower minimum 
bid prices will result in lower actual bids, 
which translates into reduced National For- 
est revenues. 

I do not believe that  necessarily follows. 
I t  seems to me that harvesters will continue 
to bid what they believe the timber to be 
worth. The  evidence I have seen would sug- 
gest that  bid prices are higher, when there is 
competition and lower when there is not. 
This is especially true, when the bidder is 



speculating on the likelihood of a future rise party; not the type of local tax which is or is 
in the value of the timber under bid. not employed. 

Therefore, it would seem more accurate This concludes my prepared remarks. For 
to say that it is the marketplace which is the record, I have included additional ma- 
truly the determining factor in the level of terials on California's new yield tax law and 
revenues and the determinant of whether or the legality of possessory interest taxation. 
not tax burdens are passed on to another Thank you. 



Statement of 

Ray Doerner 
County Commissioner 
Douglas County, Oregon 

M y name is Ray Doerner. I am a county 
commissioner from Douglas County, Oregon. 
Over 50% of our 3+ million acres are owned 
by the federal government (nearly 1 million 
acres of National Forest and about 600,000 
acres managed by the Bureau of Land Man- 
agement). Almost all of the federal lands in 
my county are classified as commercial forest 
land and very little grazing. Needless to say, 
the forest products industry (public and pri- 
vate) is the mainstay of our local economy 
and we in local government are sensitive to 
issues that affect the multiple use manage- 
ment of those lands. 

You will understand then, that my re- 
sponse to the questions posed by your staff 
will reflect the viewpoint of a county official 
from a county where the National Forest 
lands are highly productive and do produce 
substantial income. Accordingly, a different 
county-federal relationship exists in a county 
where the National Forests are less commod- 
ity oriented. Others on this panel are more 
qualified to discuss the subject as it relates 
to the much less productive grazing lands. 

GUIDING PHILOSOPHY FOR 
FEDERAL RESPONSIBILITY 

The ACIR staff paper asks, "What should 
be the guiding philosophy regarding federal 
financial responsibility for any impact of fed- 

eral land ownership on state and local gov- 
ernment activity?" I t  then sets forth several 
possible answers to its question, ranging from 
property tax equivalency (probably the most 
acceptable of the options presented) to a kind 
of paternalistic welfare approach (undoubted- 
ly the least acceptable). 

The paper fails to identify two additional 
options, either of which would be more ac- 
ceptable than the most acceptable of those 
offered. 

Partnership 

Because the lands in question are often 
important and in some cases essential to the 
maintenance of healthy community econ- 
omies, and because optimum utilization of 
the lands and their resources depends upon 
provision of state and local government fa- 
cilities and services, the states and local gov- 
ernmen ts may be considered "partners" with 
the federal government in planning and man- 
aging the federal lands. This would suggest 
that states and local governments should a t  
least be reimbursed for their costs (including 
tax losses) on land which produces no eco- 
nomic returns from resource utilization, and 
with respect to productive lands, should in 
addition, receive shares of revenues which 
would be designed as an incentive to invest 
in facilities and programs which enhance re- 
source utilization. 



My county has spent millions of dollars 
developing a road system to accommodate the 
needs of the federal timber lands. We did this 
on the premise that  we would share in the 
increased cash receipts and indirect benefits, 
i.e., employment, recreation, water, etc. I 
know that  without this cooperative relation- 
ship (county-federal) the National Forests in 
my county would not be as productive and 
responsive to the nation's forest product needs 
as they are today. 

Full Tax Equivalency 

If partnership is rejected as a "guiding 
philosophy," the only fair alternative is to 
treat the federal lands as though they were 
in private ownership, for the purpose of de- 
termining the scope of the federal obligation. 
This  would require consideration of the total 
impact of federal ownership, including the 
impact upon state government as well as the 
impact upon local government. This would 
suggest a system of payments in lieu of state 
income taxes and state business and occupa- 
tion taxes which would be collected if the fed- 
eral owners were subject to these taxes on the 
same basis as private owners. It  would also 
require payment of full property tax equiv- 
alents to local governments as well as local 
government income and business taxes lost 
because of federal ownership. 

That  we continue to receive temporizing 
suggestions from federal sources (such as Al- 
ternatives a, b, c, d and e of the ACIR paper) 
is perhaps the result of failure to appreciate 
the significance of the historic change that 
has occurred in public lands policy. In the 
days when the federal government's policy 
was to dispose of the public domain to private 
owners, problems of intergovernmental rela- 
tions with respect to public lands could be 
regarded as of minor importance because the 
federal ownership was seen as transitory. It  
is now public policy that,  with minor excep- 
tions, the federal lands are to be retained and 
managed in the public interest. This change 
in policy makes it mandatory that intergov- 
ernmental relations with respect to the lands 
be defined on an equitable basis. 

Alternative "a," "tax equivalency," as 
suggested above, is only partly on target. I t  

assumes that the federal obligation is toward 
local government only, and then only with 
respect to property taxes. If intergovernmen- 
tal  tax immunity is to serve as the context for 
this discussion, then fairness demands that 
the tax losses of states as well as local gov- 
ernments be considered, and that  losses of 
forms of taxation other than the property 
taxes also be reimbursed. 

Alternatives "b" and "c," which suggest 
that  the federal obligation should be mea- 
sured or adjusted with reference to presumed 
"benefits" and "burdens" associated with 
the federal ownership, overlap question num- 
ber two of the paper, and will be addressed 
below. 

Alternative "d" confuses the issue of pay- 
ments in lieu of taxes on behalf of federal land 
ownership with the total problem of intergov- 
ernmental fiscal relations. The  maintenance 
of adequate state and local government fiscal 
capacity is a big problem that  cannot be dealt 
with solely in the context of federal land own- 
ership, even where federal land ownership 
may be a significant single factor. States and 
local governments in public land areas par- 
ticipate in general revenue sharing, block and 
categorical grant programs, and various state- 
local fiscal arrangements and the question of 
their overall fiscal adequacy must be ad- 
dressed in the context of the total intergov- 
ernmental fiscal system. T o  demonstrate that 
the fiscal needs of a county cannot be tied 
alone to federal land ownership please refer 
to Exhibit A. You will note that the costs of 
general county government have risen a t  a 
much faster rate than the receipts from the 
National Forests paid to the county. 

Alternative "e" assumes that the prob- 
lem of federal land-related payments to states 
and local governments is a matter of feelings 
rather than facts. Such a position reflects an  
incredible ignorance of history, public land 
policy and governmental finance, and is not 
even worthy of extended comment. 

THE "BURDEN-BENEFIT" THEORY 
OF FEDERAL LAND-RELATED 

PAYMENTS 

One of the more persistent myths which 
recurs in the literature of this issue is that  the 



I EXHIBIT "A" 

Trends of County General Fund* Expenditures 
and National Forest Receipts to Douglas County, Oregon 

Millions 
of 

County 
Expenditures 

.. ............. 
County Receipts 
From National 
Forest (25% Fund) 

1967 '68 '69 '70 '7 1 '72 '73 '74 '75 '76 

*General Fund does not include Public Works or other special funds i.e., schools, library, fair, sewer, etc 



federal obligation should somehow be mea- 
sured or adjusted in recognition of presumed 
"burdens" and/or "benefits" of federal own- 
ership. Simply put, the answer to this par- 
ticular assertion is that: 

1) the problem arises from the doctrine of 
intergovernmental tax immunity first 
developed by John Marshal in McCul- 
loch v. Maryland, which was decided in 
1819, long before the advent of contem- 
porary federal land policies; 

2) any payment in lieu of taxes system de- 
signed to compensate for the decision to 
retain the public lands in permanent fed- 
eral ownership should treat the federal 
lands "as i f '  privately owned; and 

3) private owners do not receive any adjust- 
ment on their state or local government 
tax bills by virtue of "benefits" or "bur- 
dens" associated with the ownership and 
management of their lands, and the fed- 
eral government should be treated in ex- 
actly the same way. 

To  illustrate the irrelevancy of the bur- 
den-benefit approach, consider the situation 
of one large private timberland owner in the 
State of Oregon. This particular firm has 
281,159 acres in a unit located in three west- 
ern Oregon counties. On these acres the firm 
has 1,715 miles of its own private roads-built 
and maintained without any participation 
from the county or the state. (Of course, it 
also uses county, city and state roads, streets 
and highways in conjunction with its opera- 
tions.) The  only fire protection services the 
unit receives from public sources is financed 
by a special assessment over and above ad 
valorem taxes, and the company's cost last 
year for fire protection (the assessment plus 
the cost of approximately seven full-time 
equivalent direct employees) was about 
$188.072. The  firm supplements county police 
protection with its own security personnel, 
and the approximate cost of supplementary 
security last year was another $10,000.00. 

Virtually all of this firm's land is open to 
the public year around (except fire bans) and 
the company estimates that there are about 

5,000 user-days annually on this unit for such 
purposes as hunting, sightseeing, fishing and 
hiking. In addition, the company maintains 
one public park facility in the unit, and bud- 
geted $2,870 for park maintenance last year. 
Many other public values are created as an  
incident to this company's land ownership 
and management, including the general aes- 
thetic and scenic value of open space, the pro- 
tection of public watershed values that comes 
with proper forest land management, and the 
protection of fish and wildlife resources. Many 
of these activities are required to comply with 
Oregon's Forest Practices Act, and other 
states have similar requirements. 

In sum, in this particular holding, which 
is quite comparable in size and location to 
National Forest units in the same area, the 
company builds and maintains many of the 
roads required for its operations, pays the full 
cost of fire protection (over and above its ad 
valorem taxes) supplements other public ser- 
vices with its own expenditures for policing 
and park facilities, allows public recreational 
use of most of its lands at  no charge, incurs 
special expenditures in connection with its 
timber management program to enhance pub- 
lic values such as watershed and wildlife pro- 
tection, and still pays full ad valorem taxes 
on its land, standing timber, inventories, 
buildings and equipment. 

Obviously, private owners of scattered 
small tracts of timber do not provide as full a 
range of public benefits as the large owner- 
ship cited, although they are subject to the 
Forest Practices Act and do contribute to 
aesthetic and recreational amenities. Never- 
theless, it seems appropriate to compare the 
National Forest ownership not with the small 
scattered tract owners but rather with the 
private owners of large blocks of timber land, 
and the case cited above is typical of this class 
of ownership. 

The  conclusion seems inescapable that 
burdens and benefits should be ignored in fed- 
eral land-related payments to states and lo- 
cal governments, just as they are ignored with 
respect to private lands. Taxation is simply 
not related to burdens and benefits in the pri- 
vate sector, and payments in lieu of taxes in 
the public sector should be handled the same 
way. 



POSSESSORY INTEREST TAXATION 
The  third question in the ACIR staff pa- 

per asks, "Should states authorize the taxa- 
tion of private interests in National Forests 
and share the proceeds with localities?" It's 
a fair question, and many local government 
officials would agree tha t  the possessory in- 
terest in federal lands and resources should 
be taxable. Subjecting these values to taxa- 
tion would probably require state legislation 
in Oregon. However, the ACIR should be 
reminded that  even if all possessory interests 
in National Forest lands and resources were 
taxed, the additional taxes would represent 
only a small fraction of the potential if all 
National Forests were treated on a full tax 
equivalent basis. Most of the values of the 
National Forests are not "possessed" by pri- 
vate interests a t  any given time, and the 
problem remains of developing a n  equitable 
system of shared revenues or payments in lieu 
of taxes with respect to values remaining in 
federal ownership and possession. The  failure 
of many states to allow possessory interest 
taxation does not, as  alleged in the ACIR 
paper, "undercut" the argument in favor of 
an  improved system, or if it does "undercut" 
it is only a barely perceptible slice. 

ROLE OF THE STATES 
I n  addressing t h e  fourth question, 

"Should federal payments be made to the 
state governments for use as they think best 
including, perhaps, distribution to localities?" 
it is necessary to clarify, a t  the outset, that 
the states already do determine how National 
Forest revenues are to be distributed, within 
the federal statutory constraint tha t  they be 
used "for the benefit of the public schools and 
public roads of the county or counties in 
which such national forest is located." Be- 
cause of the role already prescribed for the 
states by the federal statute, a wide variety 
of formulas for distribution of National For- 
est revenues has been developed. 

The  ACIR's question goes beyond the 
present arrangement, however, by suggesting 
that  states be given complete discretion on the 
use of National Forest revenues. While the 
paper makes a valid point in noting that some 
state school aid formulas may discriminate 

in favor of localities that receive National 
Forest payments, some kind of mandatory 
pass-through to local governments would re- 
main essential if the "guiding philosophy" 
is to be one of reimbursing for tax losses. Af- 
ter all, there is nothing to prevent the states 
from revising their state school support for- 
mulas a t  the present time if they in fact dis- 
criminate against non-National Forest lo- 
calities. Such adjustments would not be in- 
consistent with retaining the mandatory lo- 
cal government pass-through. 

As a further observation, any equitable 
system of federal land-related revenue sharing 
or payments in lieu of taxes would compen- 
sate for tax losses to state governments, as 
suggested above. Any payments to states for 
lost income or business taxes, etc., should 
clearly be made without restriction as to use. 

PRACTICAL PROBLEMS 
T h e  ACIR paper asks "What are the 

practical problems with the current pro- 
gram?" and mentions fluctuations of the 
payments and varying Forest Service-county 
arrangements for road construction and 
maintenance. While the first issue is relevant 
to the issue a t  hand the second reflects the 
irrelevant burden-benefit theory which has 
been discussed and hopefully discredited 
above. Payment fluctuation may be an issue 
in some areas, although in general the pay- 
ments tend to fluctuate in accordance with 
the rise and fall of timber harvesting activities 
in the affected communities and it may be 
tha t  this responsiveness is a strength rather 
than a weakness of the formula, since the 
need for public services in many of these small 
communities may also be cyclical in nature. 

One additional practical problem which 
should be considered in any revision of the 
present statute is the need to provide for more 
frequent payment of the state and county 
share. The  present federal statute requires 
tha t  the payments be made "at the end of 
such year," and this has been interpreted to 
mean annual payments only. T h e  states and 
counties are thus deprived of interest earnings 
on money to which they are entitled. Pro- 
vision should be made for payment on a quar- 
terly basis at  least, and perhaps even monthly 
payments should be considered. 



GENERALlZABlLlTY OF THE 
NATIONAL FOREST FORMULA 

Several bases upon which to distinguish, 
at least in part, some or all of the National 
Forest lands from other federal lands can be 
identified. Among these bases are the his- 
torical circumstances by which federal own- 
ership was acquired and the extent to which 
the lands produce revenue from resource uti- 
lization. With due regard to these and per- 

haps other relevant considerations, however, 
it seems clear that policies developed for the 
National Forests could be a model upon 
which to approach reconsideration of the 
many other federal land payments systems. 
This is not to suggest that a single formula 
could equitably apply to all categories of fed- 
eral land, but only that more consistent pol- 
icies could be developed in a way that would 
be sufficiently responsive to relevant differ- 
ences. 



Part 111 

Discussion 

1 he discussion between the participants 
and the Commission members concerning the 
formal testimony is summarized here. 

Doerner contended that  counties have a 
good understanding of conservation and 
therefore the current revenue sharing pro- 
gram should not be criticized for the incen- 
tives implicit in the program; namely, that 
since payments to counties are related to the 
amount of timber production, counties have 
a vested interest in the Forest Service manag- 
ing the forests to increase timber production. 
In fact, the payment method creates a n  in- 
centive to counties to make the National For- 
ests more productive, he argued; for example, 
by their road building patterns. 

Doerner also observed that from the na- 
tional perspective, expenditures for the Na- 
tional Forests should be seen as long-term 
investments. T h e  current procedure of an- 
nual budgeting, in which the Forest Service 
must compete for funds, is not conducive to 
sound forest management practices. 

Kinney remarked that the police, fire and 
road costs that the witnesses described as 
being related to federal ownership surely have 
no necessary relationship to the value of tim- 
ber production in an  area; therefore the cur- 
rent program is not likely to be equitable. He 
also observed that the payments are contrary 
to the national trend of leveling out financial 
resources. 

During the discussion of the police pro- 
tection costs tha t  federal ownership may in- 
duce, Nelson noted that a separate federal 
prograin exists which reimburses counties for 
such costs, the Cooperative Law Enforcement 
Payment program. 

Considerable attention was given to the 
question of increasing the timber harvests 
from the National Forests on a sustained 
yield basis. Several of the participants claimed 
that the forests could be managed to increase 
significantly the timber harvests. In response 
to several questions, Nelson answered that it 
was technically feasible to double the timber 
production from the National Forests. He ex- 
plained the Resources Planning Act which 
establishes a substantial process for present- 
ing Congress with analyses of alternative tim- 
ber management policies. 

Kirkmire emphasized the effect on the 
local economy of where timber production 
takes place. He criticized the government for 
emphasizing timber production in the far west 
while neglecting the Rocky Mountain states, 
which he said, have the potential to be as pro- 
ductive as the west. He blamed financing pro- 
cedures for some of the problems. T o  make 
the Rocky Mountain areas more productive 
would require increased expenditures for 
years before there would be increased har- 
vests. The  feasible sale guide used by the For- 
est Service requires that the sale price at  least 



equals the costs to the government of selling. 
It  prohibits harvesting much of the timber in 
the Rocky Mountains, thus precluding the 
planting of new more productive stands. 

There also was further discussion con- 
cerning the yield tax in California that Keene 
had described in his testimony. The  yield tax 
is applied as a percentage of the value of the 
timber harvest and includes taxing the har- 
vest from the National Forests. The  discus- 
sion focused on who ultimately benefits from, 
and who finally bears the burden of, the tax. 
It  may be that the prices bid for timber are 
reduced by the amount of the tax thus reduc- 
ing the federal government's net income by 
75%) of the tax amount and raising the coun- 

ties' income by the same figure (the other 25';; 
is the amount of reduced income that  would 
have been distributed to counties). Kirkmire 
suggested, however, that the timber pur- 
chasers may bear some of the tax depending 
on competitive situations a t  the time. 

There was some discussion concerning a 
full fledged tax equivalency program. Steph- 
enson contended that true equity can be 
found only in such an approach. He ack- 
nowledged that others who reviewed this ap- 
proach found the administrative difficulties 
to be great. But, he contended, such an ap- 
proach is feasible especially considering the 
recent improvements in property tax admin- 
istration among state and local governments. 



Appendix B 

A Comparison of Selected Features of the 
National Forest and the Public Land Counties 
and the Corresponding Control Groups 

1 he comparative county approach used to 
analyze the fiscal impact of National Forest 
land (Chapter V) and public land (Chapter 
VI) relies upon the selection of a group of 
counties which are similar to the study group, 
but have little public land. In addition, 
counties selected for the control group were 
examined for: geographic location, popula- 
tion size, percent of population in urban 
areas, average family income, and total land 
in square miles. These factors, too, are tradi- 
tionally associated with local fiscal behavior. 

While many factors influence the fiscal 
behavior of local governments and these fac- 
tors vary across the country, the large num- 
ber of counties in the control group attempts 
to account for these differences. This explains 
why the control group must be selected on a 
nationwide rather than a statewide basis. In 
certain states, there are few comparable 
counties with little public land. Any com- 
parison between public land counties in these 
states and the few counties available for the 
control group would be misleading. 

NATIONAL FOREST 
CONTROL GROUP 

Tables BI and B2 compare selected fea- 
tures of the National Forest counties and the 

two control groups used in Chapter V. Table 
BI presents the geographic distribution of the 
three groups. Recall from Chapter V that 
Region 1 includes Montana and North Da- 
kota; Region 2-Colorado, Kansas, Nebraska, 
South Dakota, Wyoming; Region 3-Arizona 
and New Mexico; Region 4-Idaho, Nevada, 
and Utah; Region 5-California; Region 6- 
Oregon and Washington; Region 8-Alabama. 
Arkansas, Florida, Georgia, Kentucky, Lou- 
isiana, Mississippi, North Carolina, Okla- 
homa, South Carolina, Tennessee, Texas, and 
Virginia; and Region 9-Connecticut, Dela- 
ware, Illinois, Indiana. Iowa, Maine, Mary- 
land, Massachusetts, Michigan, Minnesota, 
Missouri, New Hampshire, New Jersey, New 
York, Ohio, Pennsylvania, Rhode Island. 
Vermont, West Virginia, and Wisconsin. 

The  National forest counties are distrib- 
uted among the regions so that  the lowest 
percentage-5.2% of the counties (34)-are 
located in Region 3 and the highest percent- 
age-35.8% (233)-are in Region 8. There is a 
geographic shift when the distribution of pri- 
vate commercial forest counties is compared 
to the distribution of National Forest coun- 
ties. Region 3 still has the lowest percentage 
and Region 8 the highest. Region 9, however, 
has gained in significance (18.4:';) vs. 36.5:'( ). 
This shift is even more dramatic when the 
geographic distribution of private, commer- 



Table B 1 

1 
2 
3 
4 
5 
6 
8 
9 

TOTAL 

PERCENTAGE DISTRIBUTION OF THREE SELECTED SAMPLES 
OF SUBSTATE FISCAL DATA ACROSS GEOGRAPHIC AREAS 

Commercial Forest 
National Commercial Counties Adjusted 

Forest Counties Forest Counties for Public Land 
Region (N = 652) (N = 2,631) (N = 1,505) 

a~ount ies have less than 10% of National Forest land and less than 10% of other (non-National 
Forest) public land. 

SOURCE: AClR staff calculation. 

cia1 forest counties is adjusted for public 
land. Region 9 now has 46.3% of the counties.' 
This means that  54.2% of the National Forest 
counties are in Regions 8 and 9 while 77.9% 
of the private commercial forests and 88.5% 
of the private, commercial forest counties are 
in the same two regions. 

Since western National Forest counties 
are being compared to eastern and southern 
private, commercial forest counties, there 
may be a legitimate concern that any im- 
posed expenditure effect realized in a western 
National Forest county would not be dis- 
cernible when it is compared to the private, 
commercial forests in the apparently higher 
tax eastern region. Two characteristics of 
eastern counties should serve to alleviate 
much of the concern. First, 54% of the private 
commercial forest land in the eastern region is 
located in states with below average per cap- 
ita revenue levels.2 Second, the increased 
share of southern states means a n  overall in- 
crease in the number of low revenue counties. 
Therefore, any imposed expenditure effects 
should reveal themselves when the National 

Forest counties are compared to the two con- 
trol groups. In fact, the comparative approach 
has produced a list of counties which may 
exhibit imposed expenditure effects. These are 
discussed in Chapters V and VI. 

Table B2 presents a comparison of se- 
lected variables from the three subsets of sub- 
state fiscal data cited in Chapter V. This in- 
cludes the National Forest counties (NFC), 
private commercial forest counties (PCFC), 
and private commercial forest counties ad- 
justed for public land (APCFC). The  PCFC 
and APCFC subsets were selected to be sim- 
ilar to the NFC data with respect to percent 
of population in urban areas (NFC: 30.276, 
PCFC: 33.5%, APCFC: 35.1%); average fam- 
ily income (NFC: $7,262, PCFC: $7,467, 
APCFC: $7,282); and population (NFC: 
52,330, PCFC: 53,380, APCFC: 57,751.) The  
geographic and selected demographic vari- 
ables must be similar for the comparative 
county approach to be effective. Table B2 
shows that  the revenue, expenditures, and 
intergovernmental transfers are similar across 
the three subsets. 



Table 82 

A COMPARISON OF SELECTED VARIABLES FROM THREE SUBSETS 
OF SUBSTATE FISCAL DATA 

Variables 

Extensiveness of 
Forest Land 

Per Capita Property 
Taxes 

Per Capita Own 
Source Revenues 

Local Tax Effort 
Per Capita 

Expenditures 
Per Capita Fire Pro- 

tection Expenditures 
Per Capita Police Pro- 

tection Expenditures 
Per Capita Highway 

Expenditures 
Per Capita Intergov- 

ernmental Transfers 
Own Source Revenues 

as a Percent of 
Expenditures 

Percent Population 
in Urban Areas 

Average Family 
Income 

Population 
Total Land (Square Miles) 

National 
Forest Counties 

(N = 652) 

Private 
Commercial Forest 

Counties 
(N = 2,631) 

Commercial Forest 
Counties Adjusted 

for Public Land a 

(N = 1,505) 

a~ount ies have less than 10% National Forest land and less than 10% other (non-National Forest land) public land 
SOURCE: AClR staff calculation. 



PUBLIC LAND CONTROL GROUP 

Tables B3 and B4 present identical back- 
ground information about the public land 
counties and the comparison group. The geo- 
graphic distribution in Table B3 shows that 
the lowest percentage of public land counties 
is in Region 3 (1.2%) or 14 counties) and the 
highest percentage is in Region 8 (42.1% or 
504 counties). The  comparison group shows a 
similar geographic distribution although Re- 
gion 9 increases its proportion from 21.0% to 
32.3%. This shift does not appear to bias the 
results from the comparative approach. 

Table B4 shows that the public land 
counties (PLC) and the comparison counties 
(CC) are similar with respect to percent of the 
population in urban areas (PLC: 34.0%; CC: 
35.3%); and average family income (PLC: 
$7,395, CC: $7,298). The public land counties 
on average are more populated (64,020 vs. 
48,046) and command a larger land area. In 
general, the public land counties tax and 
spend slightly more than the comparison 
group and receive high per capita intergov- 
ernmental revenues. 

Table 8 3  

PERCENTAGE DISTRIBUTION OF 
TWO SELECTED SAMPLES 

OF SUBSTATE FISCAL DATA 
ACROSS GEOGRAPHIC AREAS 

Counties With 
Population 

Below 50,000 
Public Land 

Public Land Less Than 
Counties 5% of Area 

Region (N  = 1,529) (N = 2,008) 

1 8.6% 
2 13.8 
3 1.2 
4 2.4 
5 4.7 
6 6.2 
8 42.1 
9 21 .o 

TOTAL 100.0% 

SOURCE AClR staff calculation 

This information on the National Forest 
comparison group and the public land com- 
parison group should assist any thorough 
evaluation of the comparative county ap- 
proach and ultimately strengthen the analy- 
sis in Chapters V and VI. 

Table 8 4  

A COMPARISON OF 
SELECTED VARIABLES FROM 

TWO SUBSETS OF 
SUBSTATE FISCAL DATA 

Counties With 

Variables 

Extensiveness of 
Public Land 

Per Capita 
Property Taxes 

Per Capita Own 
Source Revenues 

Local Tax Effort 
Per Capita 

Expenditures 
Per Capita 

Fire Protection 
Expenditures 

Per Capita Police 
Protection 
Expenditures 

Per Capita 
Highway 
Expenditures 

Per Capita 
Intergovernmental 
Transfers 

Own Source 
Revenues as a 
Percent 
of Expenditures 

Percent Population 
in Urban Areas 

Average Family 
Income 
Population 

Total Land 
(Square Miles) 

Public 
Land Counties 
(N = 1,529) 

14.6% 

$161 

$247 

13.0% 

$364 

$3.67 

$1 1.90 

$34.92 

$169 

52.0% 

34.0% 

$7.395 
64,020 

12.81 2.9 

SOURCE AClR staff c a l c u l a t ~ o n  

Population 
Below 50,000 
Public Land 
Less Than 

5% of Area 
(N =2,OO8) 

.3% 

$149 

$230 
12.1% 

$338 

$3.59 

$10.44 

$30.00 

$1 51 

54.4% 

35.3% 

$7,298 
48.046 

7.275.3 



FOOTNOTES States. Washington, DC, U . S .  Government Printing 
Office. 1974, pp. 1-15. 

'The Forest Service publishes basic information on the 2U.S. Department of Commerce. Bureau of Census. 
production of timber. See U S .  Department of Agricul- Statistical Abstract of  the U.S., 1976, Washington, DC, 
ture, Forest Service. The Timber Outlook in the United U.S. Government Printing Office. 1976. p. 267. 





Appendix C 

The Evaluation of the Impact of the National 
Forests on County Government Finances 

1 his appendix examines the need, prior to 
1976, for additional federal compensation for 
National Forest land by asking questions 
about revenues, expenditure, and intergovern- 
mental aids. Since the conclusions of the 
county government analysis is similar to the 
analysis in Chapters V and VI, the appendix 
will present the question, the conclusion, and 
the county financial information. 

First, does the extensiveness of National 
Forest land with a jurisdiction influence the 
tax burden of the people who reside within 
that jurisdiction? The  federal ownership may 
deny the county the use of its potential tax 
base. The  result is that the county govern- 
ment is unable to raise desired revenues or 
can only do so with a substantial tax effort. 

Tables C l  through C6 present fiscal data 
for county governments. Tables C l  and C 2  
show the county per capita property tax in- 
formation; Tables C3 and C4 county per cap- 
ita own source revenue levels; and Tables C5 
and C6 county tax effort data. The  examina- 
tion of the data in these tables shows no pat- 
tern which satisfies the three statistical tests 
explained in the methodology section. 

While no general pattern appeared which 
would substantiate the problem, it should be 
noted that  the counties with the most ex- 
tensive (15% and higher) National Forest 
land showed the predicted characteristics 
slightly out of proportion to what would be 
expected if there were no revenue problem as- 

sociated with the National Forest land. These 
few counties do not substantiate a general 
problem, although this finding may indicate 
that the receipt sharing program gives inade- 
quate reimbursement to some of the counties 
with the most extensive National Forest land. 

Second, does the extensiveness of the Na- 
tional Forest land within a jurisdiction in- 
fluence the expenditures of county govern- 
ment? Federal ownership of the National 
Forest may add to general operating expendi- 
tures or specific categories of expenditures 
because of spillover costs. Even if the total 
expenditure level is unaffected, the spillover 
costs of the National Forest could increase the 
relative budget share of particular expendi- 
ture items (e.g., law enforcement and high- 
ways) a t  the expense of other county services. 

Tables C7 through C l l  present county 
government general and specific per capita 
expenditure data stratified by the extensive- 
ness of National Forest land. Tables C7  and 
C8 show per capita general expenditures; 
Table C9 presents per capita fire protection 
expenditures; Table ClO per capita police pro- 
tection expenditures; and Table CI1 per cap- 
i ta highway expenditures. The  conclusions 
from the data analysis are consistent with 
those of Chapter V. 

The  analysis of per capita general expen- 
ditures, fire and police protection expendi- 
tures, and highway expenditures reveals no 
systematic grouping as the denied tax base 



and imposed expenditure effects would re- 
quire. Where high concentration National 
Forest counties did exhibit potential adverse 
fiscal effects of the National Forest, state and 
federal aids appeared to offset the fiscal con- 
sequences. The  overall expenditure evidence 
does not support the contention that an  im- 
posed expenditure problem exists. 

While no general pattern appeared which 
would substantiate the problem, it should be 
noted that the counties with the most exten- 
sive (15% and higher) National Forest land 
showed the predicted characteristics slightly 
out of proportion to what would be expected 
if there were no imposed expenditure problem 
associated with the National Forest land. 
These few counties do not substantiate a gen- 
eral problem, although this finding may in- 
dicate that the receipt sharing program gives 
inadequate reimbursement to some of the 
counties with the most extensive National 
Forest land. 

Third, do the federal and state intergov- 
ernmen tal transfers to county governments 
provide aid to National Forest counties so 
that  they are able to pay any alleged imposed 
expenditures? Federal and state governments 
distribute considerable assistance to counties 
which may counter any negative fiscal con- 
sequences of federal ownership. 

Tables C12 through C14 present county 
aid information stratified by the extensive- 
ness of National Forest land. Table C12 looks 
a t  per capita federal and state aids; Table 
C13 per capita highway aids; and Table C14 
the ratio of own source revenues to expendi- 
tures. 

Once again, the conclusion of the county 
government data analysis is similar to the 
conclusion reached in Chapter V. In the mi- 
nority of National Forest counties which ex- 
hibit the denied tax base and imposed expen- 
diture characteristics, federal and state in- 
tergovernmental aids to county governments 
are relatively higher. Federal and state aids 
to the National Forest counties are greater 
(on a per capita basis) than aid to other coun- 
ty governments. Since these aids are higher 
to National Forest counties and no fiscal 
problem is discernible, the evidence does not 
support the claim that an  unreimbursed fiscal 
problem existed prior to 1976. 

There are counties (with 15% or more 
National Forest land) which disproportion- 
ately show the predicted revenue and expen- 
diture characteristics. Although the existing 
aid programs apparently respond to the prob- 
lem in these counties, they are not sufficient 
to alleviate entirely the additional tax effort 
these counties make. 

Table C 1 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA PROPERTY TAXES 
AND BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 N o Extensiveness of National Forest Land 
Per Capita National (Percent) 
Property Tax Forest 
Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$20 or Less 682 55 34 24 78 191 8 73 

$20-$35 650 37 29 16 7 1 153 803 

$35-$50 353 19 10 8 5 5 9 2 445 

$50-$65 282 14 8 7 32 6 1 243 

$65 or More 486 24 13 19 99 155 64 1 

TOTAL 2.453 149 94 74 335 652 3.105 

Mean Per Capita 
Property Taxes $4 5 $43 $38 $45 $60 $5 1 $46 

SOURCE AClR staff calculat~on 



Table C2 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF 
NATIONAL FOREST COUNTIES AND PRIVATE FOREST 

COUNTIES BY PER CAPITA PROPERTY TAX LEVELS 

1972 Private Forest Private Forest 
Per Capita National Forest Counties With Counties Adjusted 
Property Tax Counties Public Land for Public Land 
Level (N = 652) (N = 2,631) (N = 1,505) 

$20 or Less 
$20-$35 
$35-$50 
$50-$65 
$65 or More 

TOTAL 

SOURCE: AClR staff calculation 

Table C3 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA OWN SOURCE REVENUE 
A N D  BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 No Extensiveness of National Forest Land 
Per Capita National (Percent) 
Own Source Forest 
Revenue Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$30 or Less 577 39 34 18 60 151 728 
$30-$55 622 40 24 15 67 146 768 
$55-$80 451 28 10 15 80 133 584 
$80-$105 31 8 13 12 10 33 68 386 
$1 05 or More 485 2 9 14 16 95 154 639 

TOTAL 2,453 149 94 74 335 652 3,105 
Mean Per Capita 

Own Source 
Revenues $72 $72 $64 $77 $93 $8 1 $74 

SOURCE: AClR staff calculation 



Table C4 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF 
NATIONAL FOREST COUNTIES AND PRIVATE FOREST 

COUNTIES BY PER CAPITA OWN SOURCE REVENUE LEVELS 

Private Forest 
Per Capita National Forest Private Forest Counties Adjusted 
Own Source Counties Counties For Public Land 
Revenue Level (N = 652) (N = 2,631) (N = 1,505) 

$30 or Less 23.2% 23.8% 23.5% 
$30-$55 22.4 25.6 28.2 
$55-$80 20.4 19.7 18.8 
$8041 05 10.4 12.8 13.6 
$1 05 or More 23.6 18.1 15.8 

TOTAL 100.0% 100.0% 99.9% 

SOURCE: AClR staff calculations 

Table C5 

DISTRIBUTION OF COUNTY GOVERNMENTS BY COUNTY TAX EFFORT AND BY 
EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

No Extensiveness of National Forest Land 
County Tax National (Percent) 
Effort Forest 
Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

1.5% or Less 62 1 31 2 7 10 48 116 737 
1.5%-2.7% 561 38 20 23 69 150 71 1 
2.7%-4.2% 472 29 17 12 7 7 135 607 
4.2%-5.7% 339 16 11 16 52 95 434 
5.7% and Above 460 35 19 13 89 156 616 

TOTAL 2,453 149 94 74 335 652 3,105 
Mean Tax 

Effort 3.7% 4.0% 3.6% 4.1 % 4.7% 4.3% 3.9% 

SOURCE: AClR staff calculation 



Table C6 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF 
NATIONAL FOREST COUNTIES AND PRIVATE FOREST COUNTIES 

BY LOCAL TAX EFFORT LEVELS 

Private Forest 
National Forest Private Forest Counties Adjusted 

County Tax Counties Counties For Public Land 
Effort Level (N = 652) (N = 2,631) (N = 1,505) 

0-1.5% 17.8% 22.6% 23.8% 

1.5%-2.7% 23.0 24.1 24.6 

2.7%-4.2% 20.7 20.3 21 .O 
4.2%-5.7% 14.6 14.5 13.6 
5.7% and Above 23.9 18.5 17.0 

TOTAL 100.0% 100.0% 100.0% 

SOURCE: AClR staff calculation. 

Table C7 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA EXPENDITURES AND 
BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 No Extensiveness of National Forest Land 
Per Capita National (Percent) 
Expenditure Forest 
Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

$45 or Less 720 36 27 22 50 135 855 
$45-$85 632 52 2 7 14 76 169 801 
$05-$125 344 16 14 8 52 90 434 
$1 25-$165 253 14 8 8 40 70 323 
$165 or More 504 3 1 18 22 11 7 188 692 

TOTAL 2,453 149 9 4 74 335 652 3,105 
Mean Per Capita 

Expenditure $1 02 $99 $101 $1 18 $1 51 $127 $108 

SOURCE. AClR staff calculat~on 



Table C8 

COMPARISON OF THE PERCENTAGE DISTRIBUTION OF 
NATIONAL FOREST COUNTIES AND PRIVATE FOREST COUNTIES 

BY PER CAPITA EXPENDITURES 

1972 Private Forest Private Forest 
Per Capita National Forest Counties With Counties Adjusted 
Expenditure Counties Public Land for Public Land 
Level (N = 652) (N = 2,631) (N = 1,505) 

$45 or Less 20.7% 
$45-$85 25.9 

$85-$125 13.8 

$1 25-$165 10.7 
$1 65 or More 28.8 

TOTAL 99.9% 

SOURCE: AClR staff calculation 

Table C9 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA FIRE PROTECTION 
EXPENDITURES AND BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 No Extensiveness of National Forest Land 
Per Capita National (Percent) 
Fire Protection Forest 
Expenditure Level Land 0-5% 5%-10% 10%-15% 15% and Above Subtotal Total 

None 1,653 100 59 47 209 415 2,068 
$.20 or Less 343 18 9 7 41 7 5 41 8 
$.20-$.45 133 10 7 8 30 5 5 188 
$.45-$.70 9 7 5 8 5 14 32 129 
$.70 or More 227 16 11 7 4 1 7 5 302 

TOTAL 2,453 149 94 74 335 652 3.105 
Mean Per Capita 

Fire Protection 
Expenditure $.33 $.26 $.48 $.21 $.37 $.34 s.33 

SOURCE: AClR staff calculation 



Table C10 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA POLICE PROTECTION 

EXPENDITURES AND BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 
Per Capita 
Police Protection 
Expenditure Level 

$1.50 or Less 
$1 .SO-$2.75 

$2.75-$4.00 
$4.00-$5.25 
$5.25 or More 

TOTAL 

Mean Per Capita 
Police Protection 

Expenditure 

No 
National 
Forest 
Land 

536 

760 

557 

209 

391 

2,453 

$3.67 

Extensiveness of National Forest Land 
(Percent) 

5%-10% 10%-15% 15% and Above Subtotal Total 

SOURCE. AClR staff calculat~on. 

Table C 7 1  

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA HIGHWAY EXPENDITURES 
AND BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

1972 
Per Capita 
Highway 

Expenditure Level 

$4 or Less 
$4-$14 
$1 4-$24 
$24-$34 
$34 or More 

TOTAL 
Mean Per Capita 

Highway 
Expenditure 

N 0 
National 
Forest 
Land 

493 

603 

584 

273 

500 
2,453 

$21.32 

Extensiveness of National Forest Land 

(Percent) 

5%-10% 10%-15% 15% and Above Subtotal Total 

SOURCE: AClR staff calculation 



Table C 12 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA FEDERAL AND STATE 
AlDS AND BY EXTENSIVENESS OF NATIONAL FOREST LAND WITHIN A COUNTY 

Per Capita No Extensiveness of National Forest Land 
Federal and National (Percent) 
State Aid Forest 
Level Land 5% and Less 5%-10% 10%-15% 15% and Above Subtotal Total 

$8 and Less 582 23 13 15 44 9 5 677 
$8-820 473 37 18 18 49 122 595 
$20432 407 40 18 9 5 2 119 526 
$32444 32 1 2 3 18 13 35 89 41 0 
$44 or More 670 26 2 7 19 155 227 897 

TOTAL 2,453 149 94 74 335 652 3.105 
Mean Per Capita 

Federal and 
State Aids $34.72 $31.54 $39.88 $39.24 $66.76 $51.80 $38.28 

SOURCE: AClR staff calculation 

Table C13 

DISTRIBUTION OF COUNTY GOVERNMENTS BY PER CAPITA FEDERAL AND 
STATE HIGHWAY AlDS AND BY EXTENSIVENESS OF NATIONAL 

FOREST LAND WITHIN A COUNTY 

1972 No 
Per Capita National 
Highway Aid Forest 
Level Land 

None 294 
$6 or Less 660 
$ 6 4 1  6 633 
$1 6-$26 326 
$26 or More 540 

TOTAL 2.453 
Mean Per Capita 

Highway Aids $16.26 

Extensiveness of National Forest Land 
(Percent) 

5%-10% 10%-15% 15% and Above Subtotal Total 

392 
762 
800 
420 
73 1 

3.105 

$18.09 

SOURCE AClR staff calculat~on 



Table C74 

DISTRIBUTION OF COUNTY GOVERNMENTS BY THE RATIO OF OWN SOURCE 
REVENUES TO EXPENDITURES AND BY EXTENSIVENESS OF NATIONAL 

FOREST LAND WITHIN A COUNTY 

Ratio of 
Own Source No Extensiveness of National Forest Land 
Revenues to National (Percent) 
Total Local Forest 
Expenditures Land 5 %  and Less 5%-10% 10%-15% 15% and Above Subtotal Total 

.50 and Less 600 40 38 12 134 224 824 

.50-.60 31 1 17 17 15 4 0 89 400 

.60-.70 358 20 13 14 48 165 523 

.70-.80 420 36 11 17 38 102 522 

.80 or More 764 36 15 16 75 142 906 
TOTAL 2,453 149 94 74 335 652 3,105 

Mean Ratio of 
Own Source 
Revenues to 
Expenditures .65 .63 ,516 .66 .56 .58 .64 

SOURCE: AClR staff calculation. 
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