
STATE OF WEST VIRGINIA 
Department of Revenue 
State Tax Department 

Christopher G. Manis 
State Tax Cornmissher 

ADMINISTRATIVE NOTICE 201 0-12 

L3 
-i !-.- * r- 

SUBJEC'R Property Tax - State Tax Cownissionds Statement for the @@mn&n 
of the Capitalization Rates for Managed Timberland for Pro&rty Tkx 
Pwposes for Tax Year 20 10, Pursuant to $ 1 2 0 CSR 1 H- 12. 

On May 1, 1999, the Legislative Rule for the appraisal of managed thberland properties 
(See 8 1 1 0 CSR 1 H) became effective. This notice wiIl address one of the valuation variabla, the 
capitalization rate, setting forth the generally accepted appraisal procedures used in developing the 
respective rates and in applying the rates to income streams generated by managed timberland 
properties. To this end, this notice will discuss development of capitalization rates for managed 
timberland. 

DISCUSSION 

The International Association of Assessing Officers text Proper@ Appraisal and 
Assesment Administration, 1990, defines a capitalization rate as: "Any rate used to convert an 
estimate of income to an estimate of market value; the ratio of net operating income to market 
value." In other words a rate used to convert an estimate of fiture income into an estimate of 
present value. 

The average statewide capitalization rate (based on a 5-year weighted moving average of 
various components) for managed timberland is determined m u a l l y  by the Tax Commissioner 
through the use of generally accepted methods of determining such rates. The rate is baed on the 
assumption of a discounted cash flow model based upon harvest intervaIs reflected in Appendix 4 
of 110 CSR 1H. 

G m d y ,  there are three (3) components that must be considered and, if appropriate, 
developed and included in an overdl capitalizatinn rate. These components are: the discount 
component, the recapture component, and the property tax component The development of the 
components is discussed in the Rule under Section 3 1 10 CSR 1 H-12.1. These are as follows: 
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The summation technique is used to develop a discount component of the capitalization 
rate. The !i\?e sub-components of the discount component are: 

Siife lii~te. -- l h e  safe rate reflects a ratc of return that an investor could expect on an investment 
of minimal risk. This rate is developed through weighted averagcs of interest rates offered on five- 
year Unitcd States Treasury Bills I'or the five years inunediately prcccding the appraisal date. 

Nonliquitiity. - The nonliquidity rate is developed through an annual review to delermine a 
I-casonable estimate of time that tirnbcrland, when exposed for salc. remains on the market before 
being sold. The time thus detcrmincd is used to identifj United States Treasury Bills with similar 
time differentials in excess of thirteen-\veek Treasury Bills. 'I'hc interest differential between these 
securities is used to represent the nonliquidity rate. For example. if it is determined that a tract of 
timberland remains on the marker for an average of nine months (39 weeks) before being sold. the 
nonliquidity- rate is derived by subtracting the rate on 13-\veck Treasury Bills from the rate on one- 
year 'I'reasury Rills. This review considers the weighted average of these differences for a tive-year 
period immediately preceding the appraisal date. 

Risk liiitc. -- 'I'hc rclative degree of risk of an investment in tin~berlancl is developed through an 
rinnual review of thirty-year Unitccl States 'I'reasury Bills less live-year United States Treasury Rills. 
The review considers the ~vcightcd averages of debt and equity components of these differences for 
a live-yea period immediately preceding the appraisal date. 

hlanagcrncrit Kate. -- The management ratc represents the cost of managing the investment, not 
the cost of managing the timberland. Historically, the management rate has bcen one-half of one 
percent (0.5%): therefore, this ratc is considered the industry standard for current applications. 

I nfliition Iiate (negative). -- Nominal interest rates, including the "saSe ratc" mentioned above. 
arc higher th:in real rates by an amount representing expectation of ruturc inflation. 'I'hcrefore, the 
capitalization rate must be a real rate. net of expectation 01' inllation. The inflation rate is 
established through a weighted average analysis of the most recent five calendar year's urban 
consumer price index as determined by the United States Department of Labor. Bureau of Labor 
Statistics. 

In determining the discount component of the capitalization rate. the Tax Commissioner 
determines the sum of the safe ralc. the nonliquidity rate. the risk rate. and the management rate. 
and dcducts from this sum the inllation rate. 
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RECAPTURE COMPONL',N'I' 

The discount component previously discuss2d provides an investor with a rate of retum-on- 
investment (interest). The second capitalization rate component. recaphLrz. provides the investor 
with a return-of-investnicnt principal (i.e.: provides an estimate of return necessarq for the investor 
to recover the principal invested). Once a capitalization sale has been developed, tlie income series 
is discounted to prcscnt \vo~-th through selcctio~l of a multiplicr(s). The niultipliar has a built in 
factor for recaptiire thus removing thc need to separately accommodate for recapture in the 
capitalization rate. 

PROPERTY TAX COMPONI<NT 

The final component, property tases. is derived for Class lit Class I l l .  and Class IV 
properties bj- multiplying the assessmcnt rate by tlie state\\,ide average of tax rates on such classes 
o 1' propertj-. 

AI'PLICAI'ION 

The rates as developed above (and shown on attachments) are applied against the difference 
betnpeen future \.slues of the limrest (at determined hamest intends) less the fi~ture value of the 
nianagement costs less a property tax adjustment for each class of property. 

For more inlbmiation concerning the de\~elopment o r  capitalization ~xtcs for managed 
timberland properties see $ 1 10 CSR 1 I-I or contact tlie State 'l'ax Department at (304) 558-3940. 

Slak Tils Department 
Property Ta\: Division 
P. 0. Box 2389 
Charleston. \W 25328-2389 

State Txx Cornrnissio~ier 
West Virginia State Tax Department 

Operator on I l ~ ~ t y  8:30 am - 5:OO pm 
Monday through Friday 
Phone: (304) 558-3940 
FAX: (304) 558-1843 
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Managed Timberland Statistics 

Estimation of Required Rate  of Return: Class Ill & IV 
A. Safe Rate of Return (5 Year T-Bill Rote) 

Year Rate WlA % WIA Rats 

2008 2.7'383 33.33% 0.9328 
2007 4.4300 26.67% 1.1813 
2005 4.7450 20.00% 0.9490 
2005 4.0458 13.33% 0.5394 
2004 3.42% 6.67% 0.228rj 

B. Nonliquidity Rate 
(12 Mmth T-tiills vs. 3 Month T3iils) 

Year Rate WIA % WIA Rate 

2008 0.4308 33.33% 0.1436 
2007 0.0500 26 67% 0.0133 
2006 0.0845 20.00% 0.0169 
2005 0 4050 13  33% 0.0540 
2004 0.4920 6.67% 0.0328 

C. Risk Rate (30 yr T-bllls vs 5 yr T-bills)' 
Year Rate WIA % WIA Raie  

2008 1 .GO8 33.33% 0.4936 

2W7 0.40E 26.57% 0.1091 

2006 0.6070 20.00% 0.1214 
2005 0.6000 1 3 . U I  0.0800 
2004 1.6180 6.67% 0.1079 

D. hlanagernent Factor 

E. Prooertv Tax Component 
(60% of Class I11 S IV Blended Rate) 

Year Rate WlA X WIA Rate 

2008 1296 33.33% 0.4320 

2007 1.302 26.674: 0.3472 
2006 1.326 20.00% 02652 
2005 1.344 13.3346 0.1792 
2004 1 356 6.67% 0.0904 

F. Inflation Rate: 
(Eureau of Labor Stailstics) 

Year Rate WIA % WIA Rate 

2005 0.700 13.33% 0.0133 

2007 4.100 6.67% 02735 

2006 2.500 3.33% 0.8333 

2905 3.400 20.00% 0.680C 
2004 3.300 26.6745 0.8801 

TOTAL REQUIRED RATE OF RETURN (REAL) 
LESS: PROPERTY TAX COMPONENT 
TOTAL DISCOUNT COMPONENT 

30 yr T-bills 2004 - 2005 not ava~lable. 20 yr. T-bill data used. 2006,2007 and 2008.30 yr. 

Blended 

3.831 X 

0.261 "/D 

0.912 55 

0.500 % 

1.314 % 

(2680) % 

5.138 % 

(1.314) 

2.824 % 

T-bill data available 

Rates  



2008 Stumpage Prices: 

S awtlmber Pulpwood 

Stumpsge Prize Adjus'ment Factor -0.28% 0.00% 

0.9055 0.881 5 0.8571 0.7991 

SAWTIMBER Current SIMBF at q e  S/M3F at zgc S M E F  at age SiMBF nl age 

Region Sm3BF 35 45 55 80 

Region 1 250.15 226.77 220.50 214.40 199.88 

Region 2 2t721 787.W 182.65 li7.60 165.58 

Region 3 2932 256.75 $49.65 242.75 226.31 

Region 4 224.68 203.86 198.22 19274 179.69 

Reabn 5 198.39 179.85 174.87 170.04 158.53 

1.DD00 1 .oooo 1 .oooo 1 .DO00 

PULPWOOD: ~ / c d  a1 age ~ / c d  al age g=d ai ago ~d at age 

Ragion $/Cord 35 45 55 80 

Region 1 5.81 5.81 581 5.81 5.81 

Region 2 7.56 7.53 7.55 7.56 7.56 

Region 3 6.12 6.12 6.12 6.12 6.12 

Region 4 E.14 6.14 -2.14 6.14 6.14 

Rcgian 5 6.37 6.97 E.97 6.97 6.97 

Management Costs: 

Region 
1 
2 
3 
4 
5 

State 

Tax Rates: 
I~fiec?ive Fderal Income Tu: Rate & 
l ~ ~ e d i v e  W State Income Tax Rate (6.5% ' (1-.35)) 4 
Efledjve VN Severanze Tzx Rate (4.0% ' (1-.35) - 2 60% 

Yield (Volumes) (80 year rotation) 
Timberland 

productivi~ ~~~d~~ Site Index Yicld - MBF Yleld - Cards 

Grade I 76 or more 14.5 10.6 

Grade II 65-74 9.7 14.9 

1 Gradc Ill less than 65 4.5 18.5 



Managed Timberland Statistics 

Estimation of Required Rate of Return: Class I1 Rates 
A - Safe Rate o f  Return (5 Year 1-Bill Rate) 

Year Rate WIA % 'WlA Rate 

2008 2.7380 33.33% 0.9327 
2007 4.4300 26.67% 1.1813 
2M)S: 4.74M 20.00% 0.9490 
2005 4.0458 13.33% 0.5394 
2004 3.4290 6.67% 02286 

B. Nonliquidity Rate 
(12 hlonlh T-Sil!s vs. 3 Month T-Eills) 

Year Rat0 WIA X WIA Rate 
2099 0.4308 33.33% . 0.1436 
2037 0.0500 26.67% 0.0133 
2005 0.0645 20.00% 0.01 69 
2005 0.450 13.33% 0.3540 
2004 0.4C20 6.57% 0.0328 

C. Risk Rate (30 yr T-bills vs 5 yr T-bills)' 
Year Rat0 \VIA % WIA Ratc 

2008 1.4800 33.33% 0.4933 

2007 0.9094 26.67% 0.1089 

20% 0.6073 20.00% 0.1214 

2005 0.6000 13.33% 0.0800 
2004 1.51 80 6.57% 0.1 079 

D. Management Factor 

E. P r o ~ e r t v  Tax Component 
(60% of Class II Rate) 

Year Rate W!A % WIA Rate 

2008 0.696 33.33% 0.232C 

2007 0.7M 26.67% 0.1888 
2006 0.726 20.00% 0.1452 

2003 0.738 13.33% 0.0984 

2004 0.744 6.67% 0.0496 

F. Inflation Rate: 
(Bureau of Labor Statistics) 

Year Rate WIA % WIA Rate 

2008 0.100 13.33% 0.0133 

zoo7 r-lo 6.67% 0.2735 

2006 2.500 33.33% 0.8333 

2005 3.430 20.00'6 0.6800 
2004 3.300 26.67% 0.8801 

TOTAL REQUIRED RATE OF RETURN (REAL) 
LESS: PROPERTY TAX COMPONENT 
TOTAL DISCOUNT COMPONENT 

30 yr T-bills 2004-2095 not available, 20 yr. T-blll data used. 2006, 2007 and 2008 30 yr. T-bill 

3.831 "/. 

0.261 '% 

0.912 % 

0.500 YO 

0.714 OX 

(2680) 56 

3.528 % 

(0.714) 

2.824 % 

data available 



Stumpage Prices: 

Sowfimber Polowood 
>um?age P,iice Aq'csbnent Factor -0.28% 0.00% 

0.9065 0.8815 0.3571 0 7991 

SAWTlMBEi? C~m3flt UMBF 81 a3e th1EF at ege W.BF a: q e  S/CBF at age 

Region SIMBF 35 45 55 80 
Region 1 250.15 226.77 220.50 214.40 199.88 

L e i m  2 20721 187.84 182.65 177.60 155.58 
Region 3 283.22 256.75 249.65 242.75 226.31 
Ragion 4 224.38 203.86 19822' . 132.74 179.69 
Region 5 ; 98.19 179.85 174.97 170.04 158.53 

PULPWOOD: 
1.0000 1 .DDCfD 1.0000 1.0000 

Itcd a! age S/cd at age $Id a? age $ I d  a! q e  
Region $!Cord 3 45 55 80 

Reqion 1 5.81 5.81 5.81 5.81 5.81 

Xegion 2 7.55 7.55 7.56 7.56 7.56 

Region 3 6.12 6.12 6.:2 6.12 6.12 
Region 4 6.14 E.14 6.1 4 6.14 6.14 
Pegion 5 6.57 6.57 6.97 6.97 6.97 

Management Cask:  

Region 
1 
2 
3 
4 
5 

State 

Tax Rates: 
l ~ f f ed i ve  Federal Income TEx Rate -- 35.00% 

I Effective IVV  State Income Tax Rate (6.5% ' (1-.35)) 

Effective VL.W Scvtrance Tax Rat; 14.0% ' (1-,353 2.60% 

Yield (Volumes) (80 year rotation) 
Tmberland 

p- iyGrade, Sile lndax YL ld  - MBF Yield - Cords 

I Grade I 75 or more 14.5 

Grade II 65-74 9.7 

Grade Ill loss than 55 4.5 18.5 


