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1 Introduction

The Canadian government has signed and ratified the Kyoto Protocol, which is an international
agreement to control emissions of greenhouse gases. Kyoto is concerned with the net emissions
of greenhouse gas and recognizes forest harvesting and management, as well as land use
changes involving forestry, as components of the overall carbon balance. Article 3.3 of the Kyoto
Protocol specifically defined emissions from land-use change as:

“The net changes in greenhouse gas emissions from sources and removals by sinks resulting from

direct human-induced land use change and forestry activities, limited to afforestation, reforestation
and deforestation since 1990..."

Key terms relevant to this project were defined at the Seventh Conference of the Parties (COP-7)
in Marrakech, 2001

Forest as “a minimum area of land of 0.05-1.00 hectares with tree crown cover of more than 10-
30 percent with trees with the potential to reach a minimum height of 2-5 metres at maturity in
situ”.

Afforestation is “the direct human-induced conversion of land that has not been forested for a

period of at least 50 years to forested land through planting, seeding, and/or human induced
promotion of natural seed sources’ and

Forest Management is “a system of practices for stewardship and use of forest land aimed at
fulfilling relevant ecological (including biological diversity), economic and social functions of the
forest in a sustainable manner”.

As well, for the purposes of Article 3.3, eligible activities were defined to be afforestation,
reforestation and/or deforestation activities that started on or after 1 January 1990. The land-use
change must occur on or after 1 January 1990. Using these definitions, afforestation would be
limited to the planting, seeding or natural regeneration of forests in the Prairies and specific areas
of southern B.C., Ontario, Quebec and the Maritimes that had been farmed since at least 1940.
Finally, once land is considered afforested, all anthropogenic greenhouse gas emissions by
sources from and removals by sinks on this land must be accounted for throughout subsequent
and contiguous commitment periods.

As a signatory of the Kyoto Protocol, Canada is developing a plan for meeting its commitments.
In the Climate Change Plan for Canada (2002), the Government of Canada proposed to establish
a framework to enable new agriculture and forestry sinks to be sold as offsets in an emissions
trading system. As part of this objective, the Canadian Forest Service (CFS) and the Feasibility
Assessment of Afforestation for Carbon Sequestration (FAACS) initiative are exploring the
potential for a large-scale afforestation effort on private lands in Canada. Afforestation is
attractive because it gives rise to additional benefits besides carbon sequestration, and, as van
Kooten et al. (2002) state, the consensus opinion is that land use change projects generally cost
less per tonne of carbon sequestered than projects aimed at reducing industrial emissions. A
number of different projects are underway to examine the structure and feasibility of large-scale
afforestation.

The current project is focused on financial incentives, specifically tax policies, that have the
potential to attract investments in afforestation and fast-growing tree plantations. Previous
studies of the potential for afforestation in eastern Canada (ArborVitae Environmental Services
1999) and western Canada (Nawitka 1999a, 1999b), identified marginal farmland as the class of
area that was most amenable to afforestation, however these conclusions were based primarily

! United Nations. 2001. http://unfccc.int/resource/docs/cop7/13.pdf .
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on the area involved, not on the comparative economics of land use. There was also a
supposition that these areas were least likely to be profitable under agriculture and therefore the
owners would require relatively low valued incentives to afforest them.

This study departs from a draft FAACS report entitled “Incentives to expand forest cover: A
framework for Canada (Part 1): An Overview of Global Incentives for Afforestation”, which
provides an overview of many programs from around the world designed to encourage
afforestation. The consultants for this project examined the draft FAACS report and performed an
intensive search of current literature on tax-based afforestation programs in Canada, USA, UK
and Europe, Australia and New Zealand, and selected programs in some developing countries.
The characteristics of farm and non-farm rural landowners were compared, and the current
federal taxation treatment of woodlots was examined in order to better understand the target
audience and the points where tax-based efforts could stimulate afforestation. Finally a number
of potential methodologies for tax based afforestation were reviewed, and their strengths and
weaknesses considered and level of uptake, and by whom, were estimated.

2 Target Markets

Tax incentives can be targeted at any individual or organization that may have an interest in
greenhouse gas emission reductions, forest products, generating a return on an investment or
wish to reduce their tax burden. The target market can be divided into two general groups: land
owners and private investors. While investors are considered to be interested in afforestation for
general financial returns, landowners may have a wide variety of interests, potentially including
financial returns. Although individual landowners may not be inclined to afforest for financial
reasons alone, their interest in afforestation may be heightened considerably should the costs be
defrayed through tax incentives. The following sections describe the land-holding and economic
characteristics of two types of landowners: farmers and non-farmers, followed by an overview of
potential investors in afforestation projects or purchasers of resulting carbon credits.

2.1 Land Owners

Land owners play a key important role in afforestation projects because they control the lands
which will be afforested. In the case of farmers, plantations must compete with agricultural uses
that yield revenue and perhaps profit, while at the same time there are substantial financial
incentives to retain the land in agriculture. The profile of the two main land owner target groups is
based on a combination of agricultural census data from Statistics Canada and responses from a
recent Environics survey of rural landowners in Canada. We have analyzed and presented the
responses on a province by province basis, but for some provinces the small sample size makes
drawing significant conclusions difficult.

2.1.1 Farmers

A recent Environics survey (2003) specifically asked a sample of rural landowners who had
planted trees on their land between 1990 and 2002, their reasons for doing so. Table 1
summarizes the responses of the farmers in the survey. Across Canada, 11% of farmers
surveyed were interested in any type of afforestation, with no particular regional variation. P.E.I.
and Quebec farmers were most interested in afforestation, with 20% and 17% respectively
indicating interest. Less than 10% of farmers in Alberta, B.C. and Nova Scotia were interested.

Farmers who want to afforest are predominantly interested in creating shelterbelts. This is
particularly the case in the three Prairie provinces, where from 70 — 88% of the farmers interested
in afforestation primarily wished to create shelterbelts. It is noteworthy that the Prairie Farm
Rehabilitation Administration (PFRA) operates in the Prairie provinces and already has a $4
million incentive program to plant shelterwood to help Canada meet its Kyoto commitment. This

ArborVitae Environmental Services Ltd. 2
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program, the Shelterbelt Enhancement Program, provides planting cost reduction, as well as the
technical expertise and free seedlings that the PFRA normally offers. It is not clear what
additional stimulus would be required for the interested farmers to afforest.

In comparison, between 20 and 40% of farmers in Ontario, Quebec and BC were interested in
afforestation. Interestingly, all PEI farmers and no Nova Scotia farmers would plant trees for
shelterbelts. This extreme result may reflect small sample sizes in those two provinces. The next
two most common reasons given for planting trees were water and soil conservation and
aesthetics. Of interest, farmers are not very interested in creating commercial wood supply or
other sources of income (Christmas trees and sugar bushes). Creating commercial wood supply
was only a significant reason in Quebec, where 20% of farmer respondents listed this as their
purpose. This would suggest that farmers may be more interested in short term incentives to
help establish and manage plantations than longer term incentives that may affect income.

These results are somewhat similar to those obtained from a survey of farmers in the Prairie
provinces conducted by Kooten et al. (2002). The questions were rather different, but yielded
comparable information. Approximately 75% of all respondents were interested in creating
carbon offset credits but only 24% of farmers would be interested in planting fast-growing trees in
large blocks, while 20% would be interested in planting large blocks of native species, As with
the Environics survey, more farmers would be interested in planting shelterbelts or individual
trees — 58% indicated this response.

Table 1: Farm Reasons for Afforestation (Environics Survey)

Region N.L. P.E.I. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Aethetics 50% 38% 56% 36% 33% 37%
Christmas trees 3% 1%
Commercial wood suply 10% 18% 17% 10%
Conservation & wildlife habitat 50% 50% 10% 3% 17% 33% 10%
Firewood 0%
Improve water and soil 50% 17% 6% 17% 10%
Recreation 10% 9% 17% 5%
Reduce climate change 17% 17% 2%
Shelterbelts 100% 10% 18% 83% 55% 50% 24%
Sugarbush 0%
Total Interested 11% 50% 6% 0 26% 14% 16% 22% 8% 9% 15%

Source: Environics (2003).

The Environics survey also asked farmers whether they were considering planting trees on their
land in the next five years. If they were not going to plant, the respondents were asked why.
Table 2 displays the percentages of farmers who are likely to plant trees or who would not plant
because of the cost or poor economic returns. Together this information can be used to estimate
the acceptance rate for tax incentive programs.

Table 2: Farm Tax Incentive Acceptance Rate (Environics Survey)

Region N.L. P.E.l. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Will plant 40% 0% 16% 8% 14% 10% 12% 14% 11%
Won't plant
Cost 0% 8% 4% 4% 2% 5% 3% % 4%
Poor Economics 0% 0% 0% 0% 2% 6% 4% 0% 3%
Acceptance rate 40% 8% 20% 12% 19% 21% 20% 21%) 19%

Source: Environics (2003).

Table 3 shows the total farm population and number of farms, taken from the Agricultural census,
and further characterizes farmers’ land holdings based on the Environics Survey (2003) The
Agricultural census reported that there are approximately 144,800 farmers with pasture and
another 146,300 farmers with idle land. The areas of pasture and idle land are approximately
16,332,000 ha and 15,212,500 ha, respectively, for a total area of 31,544,400 ha.

ArborVitae Environmental Services Ltd. 3
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Table 3. Farm Land Description

Region N.L. P.E.I N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Total Farm Population (2001) 930 5,935 10,155 7,915 91,455 180,900 67,190 118,440 161,445 51,375 695,745
No. of Farms (2001) 643 1,845 3,923 3,034 32,139 59,728 21,071 50,598 53,652 20,290 246,923
No. surveyed 5 12 116 138 81 271 269 58 950
Ave. Annual Income $29,200 $61,800 $56,000 $69,000 $69,000 $85,800 $76,900 $64,300 $72,800
Ave. Area (ha) 36.9 182.1 124.1 73.8 359.1 447 .4 400.1 244.2 314.9
Forest (% of landowners) 60% 92% 89% 71% 56% 32% 47% 71% 54%
Ave. Forest Area (ha) 9.2 45.0 81.1 134 27.2 18.5 21.0 12.4 26.8
Crops (% of landowners) 100% 67% 78% 86% 77% 80% 81% 79% 81%
Ave. Crop Area (ha) 15.6 29.1 20.7 325 1735 216.3 182.5 47.7 138.9
Pasture (% of landowners) 40% 67% 53% 46% 67% 63% 80% 76% 59%
Ave. Pasture Area (ha) 3.2 30.3 5.3 6.1 70.5 118.4 143.2 25.2 83.8
Idle (% of landowners) 80% 50% 26% 29% 35% 30% 33% 43% 59%
Ave. Idle Area (ha) 8.7 77.5 14.2 20.9 88.9 90.4 65.6 158.8 67.1
Total Pasture Land (ha) 6,000 118,800 171,300 361,500 1,486,400 5,991,500 7,685,300 511,100 16,331,900
Total Idle Land (ha) 16,000 304,200 456,300 1,246,700 1,873,400 4,572,400 3,520,500 3,223,000| 15,212,500
Table 4. Farm Tax Burden (per hectare)

Region N.L. P.E.Il. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Gross Property Tax ($) 3.67 8.46 4.65 4.46 25.80 14.21 7.30 7.76 4.62 5.73 8.31
Property Tax Rebate ($) 0.00 0.00 0.00 0.00 15.39 0.00 0.00 1.06 0.00 0.00 1.36
Net Property Tax ($) 3.67 8.46 4.65 4.46 10.41 14.21 7.30 6.70 4.62 5.73 6.95
Realized Net Farm Income ($) 51.39 27.89 34.87 54.03 164.35 86.83 62.58 29.63 37.25 74.65 51.16
Farm Income Tax (3$) 8.74 4.74 5.93 9.18 27.94 14.76 10.64 5.04 6.33 12.69 8.70
Personal Income Tax ($) 29.73 67.58 69.49 114.33 31.30 28.11 32.99 75.41 43.40
Total Tax ($) 105.05 162.90 210.72 230.32 73.01 51.26 62.96 143.00 85.83

Notes:

2) Average income calculated assuming a gamma distribution for responses;
3) Total pasture and idle land estimated by multiplying the average area per farm from the survey data by the number of farms.

4) Farm tax information comes from Statscan (2001a), Statscan (2003), Statscan (2004a), and Statscan (2004b);
5) Farm Income Tax is calculated as 17% of Realized Net Farm Income (which includes farmers’ salaries); and

6) Personal Income Tax is assumed to be 17.8% of Net Income of average income.

1) Total Farm Population and number of farms from Statscan (2001a); income and area information from Environics (2003);

ArborVitae Environmental Services Ltd.
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It should be noted that average areas have been estimated from the Environics Survey (2003) by
discarding outliers. As well, on an individual response basis, the sum of forest, crop, pasture and
idle areas was corrected to account for inconsistent responses using the following assumptions:

a) the land owner has perfect knowledge of forest, crop and pasture areas;

b) if the total farm area was greater than the sum of the individual crop, pasture and
woodland areas, then the excess was considered to be idle land; and

c) if the total area was less than the sum of the individual crop, pasture and woodland areas,
then the individual areas were pro-rated to conserve the proportion of three classes of
area.

Finally, one must consider the distribution of the number farmers and areas of idle lands since
this is the most likely land that will be planted. As shown in Table 5, the number of farmers with
idle lands greater than a specified area decreases quickly at higher cut-off values, but the total
area of idle land decreases less rapidly.

An average farmer makes an annual income of $72,800 (Table 3) and an average annual farm
net income of $ 51.16 per hectare (Table 4). As described in section 3, farmers already receive
much tax relief and tax incentives. For example, across Canada property taxes on farm land are
less than taxes on non-farm land (or the farmer receives a tax rebate). In some cases, this may
cause a disincentive to plantations.

Table 5: Farmers’ Distribution of Idle Land

Region N.L. P.E.Il. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Number of Farmers
>1 ha 1,760 2,280 13,902 35,835 14,657 28,664 29,502 9,354 135,954
>2 ha 1,634 2,091 11,858 31,463 13,634 26,472 26,952 8,032 122,137
>5 ha 1,227 1,807 8,889 24,622 12,036 23,243 23,180 6,091 101,095
>10 ha 696 1,567 6,508 18,716 10,614 20,529 20,006 4,515 83,150
Total Idle Farm Area
>1 ha 16,000 303,000 443,000 1,231,000 1,870,000 4,562,000 3,507,000 3,145,000 15,077,000
>2 ha 16,000 303,000 439,000 1,222,000/ 1,869,000 4,559,000 3,503,000 3,117,000] 15,028,000
>5 ha 15,000 302,000 424,000 1,192,000/ 1,863,000 4,549,000 3,489,000 3,024,000] 14,858,000
>10 ha 11,000 300,000 399,000 1,133,000/ 1,852,000 4,531,000 3,462,000 2,855,000] 14,543,000
Note: 1) Distributions are estimated assuming a beta distribution.

2.1.2 Non-farmers

As can be seen by comparing Table 6 with Table 1, non-farmers have more varied interests in
afforestation than farmers and compared to farmers, non-farmers are more interested in the
environmental benefits of forests (aesthetics, conservation and wildlife habitat, improving soil and
water, and recreation).

Table 6: Non-farm Reasons for Afforestation

Region N.L. P.E.l. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Aethetics 50% 38% 56% 36% 33% 37%
Christmas trees 3% 1%
Commercial wood suply 10% 18% 17% 10%
Conservation & wildlife habitat 50% 50% 10% 3% 17% 33% 10%
Firewood 0%
Improve water and soil 50% 17% 6% 17% 10%
Recreation 10% 9% 17% 5%
Reduce climate change 17% 17% 2%
Shelterbelts 100% 10% 18% 83% 55% 50% 24%
Sugarbush 0%
Total Interested 11% 50% 6% 0 26% 14% 16% 22% 8% 9% 15%

Source: Environics (2003).

ArborVitae Environmental Services Ltd. 5
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Shelterbelt planting is also an important area of interest, although nowhere nearly as widely cited
as among farmers, and there is a modest level of interest in creating commercial wood supply
value on their land. Most of the interest in shelterbelts was again in the Prairie provinces.

When non-farmers were asked whether they would plant trees in the next five years, and if not,
why (Table 7), they gave different responses than farmers (Table 2). Non-farmers are 50% more
likely to plant trees in the next five years than farmers. As well, non-farmers are less deterred by
cost or poor economic returns. Tax incentives may not spur new afforestation, but accelerate
afforestation that was likely to happen.

Table 7: Non-farm Tax Incentive Acceptance Rate

Region N.L. P.E.I. N.S. N.B. Que. Oont. Man. Sask. Alta. B.C. Canada
Will plant 0% 0% 10% 16% 14% 29% 25% 24% 15% 1799
Won't plant
Cost 11% 0% 1% 0% 3% 5% 2% 3% 2% 2%
Poor Economics 0% 0% 1% 0% 0% 0% 2% 1% 2% 1%
Acceptance rate 11% 0% 13% 16% 17% 34% 29% 28% 18%) 19%

The distribution of the number of non-farmers by area of idle land owned (Table 8) is also
different than it was for farmers. Of the non-farmers who own more than one hectare of land,
roughly half own more than 10 hectares of idle land. Limiting an incentive to holders of more than
10 ha of idle land only decreases the total potential area available for afforestation by
approximately 10%. Unlike farmers, non-farmers may also be interested in planting pasture.

Table 8: Non-farmers’ Distribution of Idle Land

Region N.L. P.E.l N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Number of Non-Farmers

>1 ha 25,951 19,482 88,628 224,588 216,282 52,574 52,056 68,695 94,448 842,703

>2 ha 21,916 14,660 79,084 196,274, 183,624 43,932 47,581 60,000 78,273 725,344

>5 ha 16,267 6,279 64,568 155,636, 137,199 30,731 40,885 47,332 54,783 553,680

>10 ha 11,884 1,536 52,166 122,840 100,663 20,082 35,191 36,992 36,483 417,837
Total Idle Non-farm Area

>1 ha 753,000 83,000 3,799,000 17,950,000 2,798,000 645,000 13,642,000 4,639,000 15,044,000( 59,353,000

>2 ha 745,000 76,000 3,784,000 17,860,000 2,770,000 633,000 13,624,000 4,613,000 14,780,000| 58,885,000

>5 ha 721,000 52,000 3,735,000 17,572,000 2,682,000 593,000 13,563,000 4,528,000 13,923,000| 57,369,000

>10 ha 678,000 21,000 3,640,000 17,051,000 2,526,000 521,000 13,448,000 4,374,000 12,429,000| 54,688,000

Notes: 1) Distributions are estimated assuming a beta distribution.

Table 9 shows number of non-farm rural households from the 2001 Agricultural census, and area
data from the Environics (2003) survey. There are more non-farmers with pasture (805,900) and
idle land (1,147,200) than farmers, but on average non-farmers own smaller individual parcel
sizes. Nevertheless, the areas of pasture and idle land owned by non-farmers are much larger
than was the case for farmers, at approximately 24,623,500 hectares and 60,692,900 hectares
respectively (total area 85,316,400 hectares).

Finally, non-farming rural landowners earn less annual income than farmers ($55,600). Table 10
characterizes non-farmer income and tax burdens. As shown, non-farmers generally pay more
taxes than farmers.

There are numerous tax advantages for farmers and agricultural land, versus a small number of
tax incentive programs applicable to forested land (e.g. Ontario’s MFTIP). As well, under federal
taxation policy, non-farmers with forested land are treated differently than are farmers. Section 3
discusses this point in detalil.

ArborVitae Environmental Services Ltd. 6
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Table 9: Non-Farm Land Description

Region N.L. P.E.l. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Rural Population (2001) 215,330 74,060 398,105 358,525 1,407,490 1,733,870 312,655 345,930 566,540 595,325| 6,007,825
Non-farm population (2001) 214,400 68,125 387,950 350,610 1,316,035 1,552,970 245,465 227,490 405,095 543,950| 5,312,080
No. of Households (est) 79,904 26,007 156,005 138,685 552,182 582,210 97,353 90,289 153,230 216,289 2,092,154
No. suneyed 9 4 67 1 113 238 38 51 75 66 662
Ave. Income $32,200,  $33,700 $56,800 $40,700 $54,300, $53,900  $50,400,  $67,300 $50,200 $55,600
Awe. Area (ha) 52.3 90.4 138.1 106.8 32.2 49.8 295.2 167.8 168.7 106.5
Forest (% of landowners) 78% 75% 90% 93% 89% 71% 37% 59% 91% 81%
Ave. Forest Area (ha) 29.7 34.9 26.2 32.3 19.5 10.7 7.9 15.7 17.0 20.5
Crops (% of landowners) 22% 50% 16% 29% 21% 21% 53% 44% 29% 28%
Awe. Crop Area (ha) 7.6 6.8 68.1 35.7 5.2 22.0 71.3 68.3 78.4 37.4
Pasture (% of landowners) 22% 0% 33% 27% 28% 58% 57% 67% 52% 39%
Awe. Pasture Area (ha) 13.3 1.9 18.5 4.0 2.1 10.0 60.0 52.6 12.7 15.8
Idle (% of landowners) 33% 50% 69% 35% 63% 61% 41% 52% 59% 559
Ave. Idle Area (ha) 9.9 3.3 24.6 33.1 5.0 6.8 151.7 30.8 72.6 32.9
Total Pasture Land (ha) 1,064,300 49,200 2,881,500 2,191,800 1,221,100 976,600 5,420,400 8,066,100 2,752,500| 24,623,500
Total Idle Land (ha) 787,600 85,600/ 3,832,900 18,297,400 2,902,000 664,700 13,693,400 4,722,700 15,706,600| 60,692,900
Table 10: Non-Farm Tax Burden (per hectare)

Region N.L. P.E.I. N.S. N.B. Que. Ont. Man. Sask. Alta. B.C. Canada
Net Farm Property Tax ($) 3.67 8.46 4.65 4.46 10.41 14.21 7.30 6.70 4.62 5.73 8.31
Farm Property Tax Rebate ($) 15.39 42.62 5.34 1.06 2.58

Net Property Tax ($) 3.67 8.46 4.65 4.46 25.80 56.82 12.64 7.76 4.62 8.31 8.31
Personal Income Tax ($) 113.30" 74.80" 77.84 i 93.62° 356.58/  205.46] 38.16] 76.00 61.28 101.20]
Total Tax ($) 116.97 83.26 82.49 119.43 413.40 218.10 45.92 80.62 69.58 109.51

Notes:

1) Rural Population from Statscan (2001b). Non-farm rural population is calculated as the rural population minus the farm population. Number of rural households is

estimated using the non-farm rural population and the average number of persons per household by province.

2) Income and area information from Environics (2003);

3) Average income calculated assuming a gamma distribution to responses; and

4) Total pasture and idle land estimated by multiplying the average per farm from the survey data by the number of farms.

5) Net Property Tax is calculated by adding the net farm property tax to the farm property tax rebates or reduction where known
6) Personal Income Tax is assumed to be 17.8% of Net Income of average income

ArborVitae Environmental Services Ltd.
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Figure 1. Number of Owners of Idle Land by Size Class, Farmer vs. Non-Farmer
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Figure 2. Total Area of Idle Land by Parcel Size, Farmer vs. Non-Farmer
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Figure 3. Average Parcel Size by Minimum Area Cut-off, Farmers vs. Non-farmers
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Figure 1, Figure 2 and Figure 3 compare some salient statistics regarding idle land holdings of
farmers and non-farmers from all Canadian provinces except New Brunswick and Newfoundland,
which lacked full data sets. Figure 1 shows that far more non-farm rural landowners own idle
land than farmers, with 400,000 non-farm owners of parcels larger than 10 ha, compared to
83,000 farm owners of parcels in the same size class. As the minimum parcel size increases, the
number of owners rises substantially. However, as Figure 2 shows, when the minimum parcel
size is raised, the total area declines much less rapidly than the number of owners. This
relationship is most clearly shown in Figure 3, which shows the average parcel size at different
minimum area cutoff levels.

These figures, which are based on the preceding tables, clearly show the value of pursuing non-
farm rural landowners with larger holdings of idle land.
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2.2 Private Investors

2.2.1 Carbon Purchasers

Carbon purchasers will tend to be companies (or their representatives) that have greenhouse gas
emission targets as part of the Federal program to meet Canada’s Kyoto Protocol obligation.
These will be individual companies categorized as Large Final Emitters (LFEs) and Carbon
Aggregators, which are organizations that pool greenhouse gas emission reduction projects for
sale to the LFEs.

Large Final Emitters are companies that produce goods in emission-intensive sectors including
primary energy production, electricity production, and selected areas of mining and manufacturing.
As well, an LFE must meet two additional criteria:

1. Average annual greenhouse gas emissions per facility of 8 CO,e kilotonnes or more; and
2. Average annual emissions per $1,000 output of 20 CO,e kilogram’s (kg) or more.
Under the Government of Canada’s Climate Change Action Plan, LFEs have:

e targets for reductions established through covenants with a regulatory or financial
backstop (55 megatonne (Mt) reduction); and

e access to a domestic emissions trading system, domestic offsets, and international
permits to provide flexibility.

At this time, these organizations will be interested in short term sequestration results (2008 to
2012) at the lowest price possible since this represents a direct cost of doing business. As well,
these companies can purchase the needed emission reductions on the international market as
part of the Clean Development Mechanism or other Kyoto Mechanism. ldeally, the afforestation
incentives should not reduce the amount of emission-reduction effort expended by LFE’s.
However, these decisions are based on economic factors, as well as companies’ desire to
maintain a positive public perception. Many emission reduction actions will result in reduced
production costs and/or more efficient production, and so will provide direct benefits to the
company beyond those associated with emission reduction. For this reason, it is not just a matter
of comparing the cost of emission reduction versus the cost of carbon credits from afforestation
projects.

However, it is very likely that many companies will purchase carbon credits produced by
sequestration projects as part of their overall approach, and a secondary objective of Canada
might be to ensure that Canadian afforestation projects are attractive and are supported by
Canadian LFEs. Cost is certainly one issue, but may not be the most critical. The consultants
feel that Canadian projects will be attractive if there is a sufficient supply of Canadian
afforestation projects that will provide credits over both the short and longer terms, an effective
aggregation mechanism, and a high degree of security of production. Carbon investors also have
a concern about below ground carbon sequestration. In addition, taxation incentives need to
make carbon credits from Canadian based afforestation projects competitive with international
prices to encourage the support of national programs by Canadian companies.

Carbon purchasers are already receiving some tax incentives for plantations. Currently, costs
associated with the creation of an emission reduction, or the cost of a purchased emission
reduction, would be considered an operational expense. As such, these costs would be deducted
from a company’s gross income before paying taxes. To be attractive to large purchasers of
carbon credits, any new tax incentive must create an increased benefit so as to further stimulate
plantation adoption.
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2.2.2 Timber Companies

Timber companies represent another large group of companies that will be interested in
plantations for timber supply. Most large and medium sized Canadian wood processing facilities
obtain the majority of their roundwood either directly or indirectly through licences to harvest
timber on Crown land. Most companies supplement their wood supply with wood from private
land where it is available; in the more northerly parts of many provinces, private land is limited
and so is its contribution to wood supply. However, mills may receive a high proportion of their
wood from private land in the Maritimes, southern Ontario, Quebec and B.C, as well as in the
forest-agriculture fringe in the Prairies. Many of the large forest products companies own land
used to grow timber, but few grow fast-growing plantations. Alberta-Pacific and Domtar in
southern Ontario lease private land and manage it intensively under contract with the landowner.
An unusual entity in the Canadian forest sector is TimberWest, a company that is organized as an
income trust. TimberWest grows Douglas-fir on short rotations under intensive management on
Vancouver Island purely as a business proposition.

The attraction of high-yielding plantations grown for timber production is obviously the wood
produced when the plantations mature. Plantation grown-wood would likely be grown relatively
close to the mill, and be of a large and relatively uniform size and quality. These are all
characteristics that increase the value of the timber as furnish for the mill. In addition, private
wood may be seen as being more secure than Crown timber, which is subject to multiple uses
and a continuously shrinking level of availability and a steadily increasing cost of procurement.
Like Carbon Purchasers, timber companies are interested in high yields, but they are also
interested in short rotations. They are interested in living biomass only, with some species, such
as poplar, being more widely used than willow or larch.

Like Carbon Purchasers, timber companies already receive some tax relief for the establishment
and management of plantations since this would be considered an operational expense. Unlike
Carbon Purchasers, timber companies would also generate income from the plantation upon
harvest. A new tax incentive could alter the tax treatment on this income, so making the returns
on plantation establishment more attractive.

2.2.3 Other Investors

Other investors may be large institutions from the financial industry looking for investments with
rates of return that reasonably reflect the risk of the investment. They have some goals in
common with timber companies, but risk is dealt with in a more rigourous manner.

Timberland in the United States, Australia, and New Zealand is more widely included in
investment portfolios in those countries, due to the wide availability of large areas of private forest
land and the higher returns®. Hancock Timber Resource Group, a leading timberland manager
and investment adviser, produces a number of research notes reviewing the use of timberlands in
investment portfolios. There is a standardized index of timberland financial returns, known as the
NCREIF (National Council of Real Estate Investment Fiduciaries) index, which is currently
weighted with 68% of its property in the US South, 26% in the US Northwest and 6% in the US
Northeast.

A recent research note (Hancock Timber Resource Group 2003a) compared the performance of
U.S. stocks, bonds, commercial real estate and timberland investments from 1960 to 2002. A
timberland portfolio with 50% in the US South, 40% in the Pacific Northwest, and 10% in the US
Northeast would have returned an average of 12.57% per annum, exceeding other classes of

! Hancock Timber Resource Group (2003c) noted that US institutions only began to invest in timberlands in
1985.
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investments except small capitalization stocks, which returned 13.47. Large cap stocks returned
10.0%, US Treasury bills 5.83%, and meanwhile the average annual rate of inflation was 4.33%.
Moreover, the annual variability in rate of return from timberlands was low compared to the rate of
return earned; small cap stocks had twice the variability of yield as timberlands, for example.
Returns from timberland are well correlated with rates of inflation, indicating that timberland
provides partial hedging against inflation, and inversely correlated with rates of return from
equities, corporate bonds and commercial real estate. These characteristics make timberland an
attractive component of a large portfolio, such as might be held on behalf of a pension fund or
other institutional investor interested in reasonable returns with a relatively low level of variation
from year to year.

Hancock Timber Resource Group (2003b) reported that timberlands in the United States returned
7.7% in 2003, a rate of return in line with historical averages. This is based on the NCREIF index.
Of this return, 3.9% was due to capital appreciation (e.g. increases in the value of the land and
standing timber as prices for those goods rose) and 3.8% was due to income from operations,
excluding capital appreciation. Historical analysis has shown that changes in timber prices are
the primary determinant of rates of return from timberland (Hancock Timber Resource Group
2003c).

As mentioned above, there is one publicly traded timber growing company in Canada, with the
majority of its assets on Vancouver Island. John Hancock Resource Group (2003c) estimated
historical rates of return from timberlands in the US, as well as Australia, New Zealand, and
coastal British Columbia. Their finding was that the BC timberlands would have yielded an
annual rate of return averaging 12.81% from 1963 to 2002, which is roughly 1.25% lower than
returns from the US South and Pacific Northwest but much higher than returns from New
Zealand®. This indicates that timber management in B.C. is very competitive with management
elsewhere in the world.

Existing tax treatment of other investors who own and manage timberlands would be identical to
that of timber companies, however other investors also include those who purchase timberland
index-based securities, and these investors are only indirectly affected by the tax treatment of
timberlands.

Clearly, the potential value associated with carbon credits from plantations would only add to the
returns from timberland management, as long as administrative and monitoring costs were below
the value of the credits. However, it may take some before large investors are comfortable with
the dynamics of the carbon markets before they attribute much additional value to timber due to
the carbon.

L A full data set was not available for NZ. Between 1983 and 2002, the average return from NZ timberlands
was 5.24%, versus 8.94% from BC, 9.22% from US Southeast and 15.83% from Pacific Northwest.
Hancock Timber Resource Group (2003c) attributed the performance in NZ to falling timber prices.
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3 Taxation Treatment of Woodlots — Canadian Federal
Tax Policy

A woodlot may be categorized as being either a farm or a non-farm woodlot. A farm woodlot is
one where the main focus of the business is growing, nurturing and harvesting trees, and there
are many tax advantages if the woodlot is declared to be a farm woodlot. Having a forest
management plan, and paying attention to the health, species composition, and quality of the
trees supports the classification of the woodlot as a farm woodlot. Christmas tree farms, tree
nurseries, and maple sugar stands are also classed as farm woodlots.

If the emphasis of the business is logging, even though there may be reforestation, the woodlot
does not qualify as a farm woodlot. Also, woodlots that are essentially unmanaged and
unharvested would not likely qualify as farm woodlots. Non-farm woodlots are treated as either
commercial non-farm woodlots or as non-commercial activity unrelated to farming.

There are some significant tax advantages associated with having a farm woodlot, compared to a
non-farm woodlot. The most significant of these as noted by Mallin (2004) are:

. The ability to use the “cash” method, rather than the accrual method, to compute income;
. Access to the $500,000 capital gains exemption for farmers on disposition; and
. The ability to roll over the property to children.

The woodlot may be subject to the “loss restriction” if farming is not the main source of income.
In addition to the actual level of revenue received, in determining the main source of income,
Revenue Canada also considers the time commitment, capital commitment and expectation of
future profit. A taxpayer may have a farming loss without affecting the status of farming as the
major source of income. The farming and another subordinate source of income are together the
main source of income. Losses from a commercial farm woodlot are fully deductible.

A taxpayer who operates a commercial farm woodlot but whose major source of income is not
farming or a combination of farming and some other source of income is limited in the
deductibility of losses from the commercial farm woodlot. For limited deductibility to be available,
there must be a reasonable expectation of profit. In that case, deductibility may be carried back
three years or forward ten years, but is limited to the amount of income earned from all farm
businesses.

There are two basic options that can be used to report income, and the choice of which method is
used also affects how expenses can be treated. Basically, the “cash” method is where revenue is
counted at the time that it is received, and recurring expenditures related to the commercial
activity are counted when they are incurred. Expenditures that could be classed as recurring
include planting, pruning, thinning, tending, fertilization, cultivation as well as property tax and
interest payments. In some cases, such as where the land is not used commercially in a given
year, Revenue Canada may not allow deductibility of property tax and interest.

Under the accrual method, income is counted when it is earned (as opposed to paid) and some
types of expenditures, such as capital expenditures, are required to be amortized. The cash
method is generally more favourable to the land owner, although there appear to be inventory
adjustments required no matter whether the cash or accrual system is being used. However, |
have not explored these in detail.

Under the cash method, if revenue from the commercial farm woodlot is the chief source of
income, then losses from the commercial farm woodlot will be fully deductible. If the woodlot is
not the chief source of income, the amount of any loss that may be claimed in a year may be
limited.
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The $500,000 lifetime capital gains exemption continues to apply to farmers who dispose of
“qualified farm property”. This exemption applies the sale of a farm woodlot; however it does not
include the sale of timber or other “personal” property. Note that the capital gains exemption is
not applicable to a timber resource property, which is one used in a timber (i.e. non-farm)
business.

In addition to meeting the definition of “qualified farm property”, a use test or a profit test must be
satisfied to qualify for the capital gains exemption. If the property was acquired on or before June
17, 1987, the use test must be met. This test requires that the property must have been
principally used (i.e. more than 50% used) in the course of carrying on the business of farming in
the year of its sale or for at least five years during the period when it was owned by current
owners. For a property acquired after June 17, 1987, a gross revenue test must be satisfied.

Where the woodlot is operated as a farming business, the capital gains exemption can be
deferred and used when the property is given, while the parent is still living (i.e. inter vivos), to a
child, grand-child, etc as a gift or sold. More recently, this has been extended to woodlots
managed under a management plan.

In summary, because in any afforestation effort, there will be a major emphasis on establishing,
growing and nurturing trees, most afforestation projects would qualify as the creation (or
expansion) of farm woodlots.
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4 Productivity and Cost by Region

The Environics data (2003) indicate relatively high levels of interest in afforestation in PEI,
Ontario and Quebec, moderate levels of interest in Manitoba and Saskatchewan, and low levels
in Alberta, BC, Newfoundland, and Nova Scotia (with no data for New Brunswick). The van
Kooten et al. (2002) survey suggests that levels of interest may be higher in the Prairie provinces
than indicated by the Environics study. The Agricultural Census data indicate relatively high
amounts of idle land in BC (especially among farmers) and Saskatchewan (especially among
non-farmers), as well as Alberta and Manitoba. While these factors are important components to
identifying the most attractive areas to target, productivity and cost are also relevant.

Resource Efficient Agricultural Production (REAP) Canada reviewed short-rotation plantation
costs and yields in a 1999 report. They identified productivity ranges (of above ground biomass,
apparently) for hybrid poplar plantations harvested at 10 -15 years, and estimated the cost per
1000 metric tonnes using a software package. The results are shown in Table 11.

Table 11. Productivity and Cost of Production Data for Short-Rotation Hybrid Poplar.

Province Yield Range (od Mt/halyr) Cost ($/Mt)
Alberta 1-5 146-173
British Columbia 9-12 80 — 97
Manitoba 1-5 146-173
New Brunswick 2-6 127 — 164
Newfoundland 2-6 127 - 164
Nova Scotia 2-6 127 — 164
Ontario 25-7 112 - 160
PEI 2-6 127 -164
Quebec 25-7 112 - 160
Saskatchewan 1-5 146-173

These data appear to be on the high side compared to operational data presented by REAP
Canada. For example, hybrid poplar yields of merchantable timber (estimated to be 90% of
above-ground biomass) in Eastern Ontario have typically been between 2 and 4.5 od mt/halyr,
with one data point (out of five) reaching an upper value of 6.6 od mt/ha/yr. Roughly similar
results were reported from Quebec. Operational data from BC suggests average annual yields of
6.6 — 13.2 od mt/ha/yr. REAP also noted that hybrid poplar plantations make large demands for
water to achieve optimal growth, and results may tail off sharply as water availability declines.

Van Kooten et al. (2002) cited some results of economic analysis that showed the present value
of planting spruce and harvesting it at 80 years is a loss of from $530 to $1575/ha. In contrast, a
series of hybrid poplar rotations of 15 years was estimated to produce a present net value of from
$1000 - $2100/ha. These calculations did not include any value attributed to carbon
sequestration credits.
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5 Review of Past and Present Taxation Incentives

As part of this project, we reviewed existing and past afforestation incentives, including direct cost
re-imbursement (full or partial), provision of free planting stock, provision of technical advice,
provision of low-interest loans and loan/grant combinations, as well as tax-based incentives. The
survey included the Canadian provinces, the United States, Europe and the United Kingdom,
Australia and New Zealand, and Chile and Costa Rica, which were known to have programs of
interest. A more detailed summary of the various incentives can be found in Appendix I, however
a brief overview of which types of taxation-based incentives are used where is shown in Table 12.
We note that much of the information for Table 12 was derived from a draft report prepared under
the Feasibility Assessment of Afforestation for Carbon Sequestration (Gilsenan 2003), but we
have substantially supplemented this information as well.

Table 12. Summary of Jurisdictions which Provide Afforestation Incentives.

Canadian Non-Canadian
Incentive Taxation Non-Taxation Taxation Non-Taxation
Establishment Quebec, Ontario Canada, Alberta, Chile, Costa Rica, France, U.S.,
PEI, Quebec, B.C. | U.S., Miss., Europe, Belgium,
Ireland, N.Z., Denmark, Finland,
Australia Germany, Ireland,
Norway, Sweden,
U.K., Austria,
Poland, Chile,
Costa Rica, N.Z.,
Australia
Maintenance Quebec New Brunswick, Chile, Costa Rica, U.S., Europe,

PEI, Quebec

Miss., Australia,

Germany, Ireland,
U.K., Chile, Costa
Rica, Australia

Real Estate Quebec, Ontario, Finland, Chile
Manitoba, Alberta,
B.C., Sask.
Harvest Ireland, Norway, France, Australia
U.S., N.Z.
Land Transfer/ Canada Chile, Ireland,

Capital Gains

U.S., Australia

Lease Income

Carbon

N.Z

Table 12 shows that tax incentives directed at the costs of establishment are commonly used in
most countries included in the survey, but are uncommon in Canada. Less widely available are
incentives relating to the on-going maintenance of plantations, but again the pattern is that they
are more widely used elsewhere than in Canada. The “Real Estate” category is concerned with
rebates or other tax-related treatments of land taxes, which in practice is mainly confined to
property taxes. This approach is used relatively often in Canada but infrequently elsewhere,
although the key criterion for the potential of such a tax incentive is the “business as usual” tax
rate on rural woodland/ plantation versus on farmland — if the tax rates are comparable, then no
incentive is required to balance the playing field between agriculture and afforestation.

The remaining categories of tax incentive are rarely employed — these include favourable tax
treatment on the value of timber produced by plantations, the sale or intergenerational transfer of
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woodlots or perhaps more narrowly, land which has been afforested, revenue from leasing land
that is used to grow plantations, and the value of producing carbon credits or income from trading
them.

Within Canada, the range of incentives and support programs varies widely among the provinces.
Many provincial governments offer cash incentives for silvicultural activities such as planting and
thinning (New Brunswick, Quebec, and Prince Edward Island). Free seedlings are provided for
reforestation or shelterbelt projects in Alberta and Quebec. As well, there are private programs
that are run by Forestry Associations, industry or environmental groups™.

The European countries presently rely heavily on direct incentive payments to landowners to
encourage afforestation. The EU Directive 2080/92 requires that direct payments be applied. It
is interesting that few other countries continue to use this approach, and the consultants suspect
that the reason this approach is maintained in Europe is largely cultural — the incentives are
mainly directed at farmers who are used to receiving direct payment incentives from agricultural
programs.

Both Australia and New Zealand have been and continue to be heavy users of afforestation
incentives, which were used to transition the forest sector from a reliance on native forests to one
dependent on plantations. Due to the dwindling size of the native forest area in both of these
countries, and the very productive growth of plantations, both countries have developed large
export-oriented forest products sectors based almost exclusively on plantations. Both countries
have also followed a similar trajectory in the design of afforestation programs. The largest part of
the countries’ early plantations were established and managed by the government, and the
private sector had little interest in plantation establishment roughly until the 1960’s. From 1967 to
1982 in Australia (Australia Agriculture, Fisheries and Forestry 2002) and 1962 to 1983 in New
Zealand (New Zealand Ministry of Agriculture and Forestry 2002), a variety of low interest loans
and grants were available to landowners to encourage afforestation. In both countries, these
approaches stimulated afforestation, although the loan rates and terms of repayment were varied
frequently during the periods in an attempt to fine-tune the attractiveness of the incentive. The
Australian Softwood Loans program is credited with increasing the area of plantation (almost all
of which was radiata pine) from 170,000 ha to nearly 900,000 ha (Australia Agriculture, Fisheries
and Forestry 2002).

Interestingly, the original target group of these incentives in Australia was the individual States
(i.e. provinces); it was only later that they were available to private landowners. Also, between
1949 and 1958, New Zealand offered prospective plantation owners deductibility of plantation
establishment costs and the ability to declare timber revenue over a five year period, but there
was very little uptake. This was partly attributed to a relative abundance of native timber and
price controls imposed on timber during and after the Second World War, as well as buoyant
agricultural markets (New Zealand Ministry of Agriculture and Forestry 2002).

During the 1980’s in Australia, the government attempted to target private landowners, especially
smaller landowners (less than 1000 ha), and private planting for the first time overtook public
planting. However, the bulk of the private planting was for large industrial concerns, as export
markets for chips began to develop. The conclusion is that the smaller landowners did not take
up the programs as expected because the programs were designed with the sponsors’ needs in
mind more than the needs of the landowner, the establishment costs were a disincentive, and
there was a lack of awareness of the potential benefits from plantations (Australia Agriculture,
Fisheries and Forestry 2002). A somewhat similar outcome was reported for grant and loan
incentive programs run in New Zealand between 1964 and 1984, with good uptake from small-
scale landowners but better uptake from companies (New Zealand Ministry of Agriculture and

! Jean-Pierre Dansereau and Peter deMarsh. 2003. A portrait of Canadian woodlot owners in 2003. Forestry
Chronicle 79, No. 4.
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Forestry 2002). Notably, companies, but not individuals, in New Zealand were allowed in 1965 to
deduct plantation establishment costs, and with the demise of timber price controls, reduced profit
from agriculture, and other supporting programs in place, supported the afforestation
encouragement programs.

In 1984, brought on by high levels of public debt and low growth, New Zealand went through a
major economic transformation, with public holdings, including plantations, sold off, the civil
service downsized, and many grants and subsidies removed. Immediate deductibility was
disallowed in 1987, and this measure, combined with the other upheavals of the time, caused
planting levels to plunge. In 1991, immediate deductibility was permitted again and a spike in the
international price of logs attracted many landowners to timber plantations. A continuous
dismantling of agricultural subsidies also took place during this period, contributing to
afforestation.

A similar, though somewhat less pronounced approach was taken a few years later in Australia,
which included deductibility, removal of competing agricultural incentives, and other measures. A
similar very positive result has been achieved from 1990 to present in Australia, as well as New
Zealand.

The experiences of New Zealand and Australia are of interest because the countries have a
number of similarities with Canada, although there are also profound differences. One of the
major differences is the profitability of both hardwood and softwood plantations, which form
almost 100% of the basis of the domestic forest products industry and are also exported in
significant quantities as chips and logs. In comparison, growth rates of most Canadian forest
types, especially indigenous forest types, are so slow that the rate of return is negative or very
low.

It is of interest that Australia and New Zealand have now largely dispensed with the use of cash
payments and low interest loans to stimulate afforestation. Recent attention has been turned to
the use of the taxation system and leveling the playing field with respect to agriculture. In both
Australia and New Zealand, agriculture has become less profitable since its most recent peaks in
the 1950’s and 1960’s, which has further encouraged afforestation.

To fully assess the effectiveness of various types of tax incentives, it would be necessary to know
the intended impact, and this information was not widely available. For some of the programs
reported, we have information on the number of hectares planted, but this statistic is not
particularly helpful, because it is not comparable to a target area, and because it does not
indicate the “additionality” or increase in afforestation activity which can be attributed to the
incentive.

Of the few programs for which there are success rates, France’s Afforestation/ Reforestation Law
of September 30, 1946, which created the National Forestry Fund, was accorded an 86%
success rate. However, because this rate applies to such a long time frame, it is a questionable
statistic. More revealing are programs put in place in Finland, which offered direct subsidy
payments starting in 1995. This program reached 42% of its goal, having a high acceptance rate
in the first few years that then tailed off. The program has since been cancelled by the
government. Belgium/ Flanders also had a direct payment program that was responsible for 662
ha of afforestation between 1997 and 2000, well short of the 12,000 ha goal. Denmark had a
similar program that achieved approximately one-third of its target; competing European Union
subsidies for agriculture were cited as the major constraints.

Ireland also had a direct incentive program, but of the 143,000 ha treated, approximately 20% of
the lands planted were bogs and other unsuitable areas. In contrast, the recent program adopted
by Poland, which included direct payments as well as property tax reduction, was so successful
that the government used up its entire budget for the program.
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In general, the success or lack thereof of any particular measure is not a reflection on whether or
not the measure is intrinsically useful or not. Instead, the degree of success depends on the
balance between the incentive and the costs and benefits of other land uses, the assessment of
risk associated with afforestation versus other land uses, and the presence of competing
incentives for agricultural land use. The Australian model is instructive in that the measures
applied have varied over the years as the government has adapted to different circumstances
and also made changes to obtain a higher success rate.

The Irish example is instructive in that either a lack of direction regarding land types to plant, or a
lack of enforcement, resulted in the planting of inappropriate lands, with negative ecological
effects and wasted program expenditures. Early measures used in Australia resulted in some
native forest being cleared and converted to plantation, which was not intended.

In summary, it appears that it is difficult to design a program that works effectively. One reason
for this may be that programs do not adequately consider the perceived (and real) risks
associated with afforestation.
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6 Disincentives to Afforestation

There are many different instruments and programs that directly affect the attractiveness of
afforestation, and indirectly affect it through making alternate land uses more or less attractive.
Thus, while there are incentives in place to afforest, there are also disincentives that work against
the incentive programs. This was recognized by Australia and New Zealand in recent years
(Australia Agriculture, Fisheries and Forestry 2002; New Zealand Ministry of Agriculture and
Forestry 2002), where the emphasis has been to remove disincentives to afforestation and put all
land uses on as level a playing field as possible. From this perspective, incentives for competing
land uses, notably agriculture, function as indirect disincentives to afforestation. Chapter 3 above
identifies a number of taxation advantages that are provided to farmers to keep their lands in
agricultural use. Van Kooten et al. (2002) also noted that eligibility for agricultural programs is
sometimes linked to the area of land under cultivation or yield, which are both negatively affected
by converting agricultural land to tree plantations.

Experience with the Forest 2020 pilot tests in the Maritimes has shown that there are some
substantial disincentives for farmers to participate but, in spite of these, there is a fair amount of
farm land that was brought into the program. The major disincentive for tree planting on
agricultural land in New Brunswick is cost of leaving the Farm Land Identification Program (FLIP)".

FLIP has been in existence since 1979 and provides for the deferral of the provincial portion of
real property taxes on eligible agricultural land and farm outbuildings. Eligible land includes land
that is actively used for agriculture, as well as land that has agricultural potential. The provincial
real property tax rate of $1.50 per $100.00 of the assessed value of the farm land and/or
outbuildings will be deferred so long as the property continues to qualify under the regulations.
Registered property may also have a reduction of the level of municipal and local taxes. Some
one who plants trees loses the benefit and also has to pay the deferred taxes.

Despite this, there have been three means by which farmland has come into the afforestation
pilot:
e Some smaller farmers have been unable to compete with large producers and so have
left agriculture;
e There have also been small, irregular tracts of farm land on which one cannot run a large
piece of farm machinery; and
e Land that has been inherited from farming parents by children who have no interest in
farming.

Participants in the pilots have had all establishment costs paid for, which is a more generous
incentive than is offered by other existing programs. Some participants in the pilot tests were
induced to plant trees because of the high benefit amount, but most were already on waiting lists
to take advantage of other existing afforestation incentive programs. Foremost among these is a
program that pays for most of establishment costs. Several years ago, 90% of the costs of tree
planting on small private woodlots were refunded by the provincial government. Last year, this
was reduced by 10%, which attracted a number of people to the Forest 2020 pilots. The
provincial budgetary outlook suggests a further cut in the subsidy, which should make alternative
incentives such as those described in this report that much more attractive.

Other general disincentives are related to costs that may be imposed to meet the requirements
afforestation tax incentives, administrative hurdles that must be cleared to be accepted or
maintain status in a program, minimum size restrictions, and lack of availability of information on
afforestation programs.

! http://www.gnb.ca/0398/menu/abo/fa/NLPP/index-e.asp
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Examples of costs that may be imposed on someone who wishes to obtain an afforestation
incentive may include a requirement to have a certified forest management plan, the imposition of
monitoring costs or costs of obtaining a consultant to provide advice during the project, and crop
insurance costs. There may also be legal fees if an owner wished to have a contract reviewed by
some in the legal profession. Van Kooten et al. (2002) discuss a humber of these transaction
costs.

Disincentives such as administrative hurdles and lack of information are self-explanatory.

Requirements for participants to have more than a certain area afforested will certainly exclude
people with less area than is minimally required, and may also exclude people with borderline
amounts of afforested area. In addition, the more levers there are in a program, the more things
that there are for governments to alter and change the attractiveness of the investment or
perhaps make a participant ineligible.

Finally, there are cultural values at play as well. A number of sources mentioned that there is a
strong reluctance by farmers to reforest areas that may have been cleared by a father or grand-
father, even if planting timber may make economic sense. In such a situation, even a high level
of incentive is unlike to have a strong impact. The anti-forest stance of both the provincial and
federal government agricultural ministries has been evident at times in the Maritime Forest 2020
afforestation pilot tests.
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7 Classification of Taxation Incentives

Our discussion and review of past and present taxation incentives suggests that there are five
commonly used types of tax-based incentives for afforestation:

1. Tax credits on establishment costs;

2. Tax credits on maintenance costs;

3. (Partial) rebate of property taxes;

4. Favourable tax treatment of harvest income; and
5

Favourable capital gains treatment and tax credits on other costs associated with land
transfer.

As well, with potential for income from carbon sequestration or leasing of land for carbon
sequestration or timber production by another party, there are two additional opportunities to
develop taxation incentives:

6. Favourable tax treatment of lease income; and
7. Tax credits on carbon sequestration.

Although most of the tax-based incentives listed above have been described as tax credits, the
actual mechanism can be structured in various ways, all of which have the net effect of reducing
the cost to the landowner and/ or investor or reducing the taxation of revenue.

Most tax-based incentives are directed at landowners, based on the obvious idea that landowners
are key players when it comes to afforestation. As the above review indicated, most of the
incentives are aimed at reducing landowners’ initial costs of afforesting lands. This has the effect
of raising the rate of return earned by plantations, which appeals to landowners who primarily see
plantation establishment as an investment, and also making afforestation more affordable for
landowners motivated by non-investment rationales. For those landowners who may potentially
be attracted to afforestation as an investment, one of the unfavourable characteristics of
plantations is that they require large up-front establishment costs, followed by a long waiting
period until revenue can be earned from harvesting. This long gestation period is widely
considered to be an obstacle to investment, especially by individuals whose lifespan may be
much shorter than the time from planting to harvest. As a result, many tax-based incentive
programs provide for an early write-off of plantation establishment costs. Other incentive
programs, not reviewed here in detail, provided low cost loans and/or grants or re-imbursements
of costs — clearly policy makers recognized that the initial costs are often significant impediments
to afforestation. Other types of incentives may be applicable during the middle stages of the
plantation development — after establishment and before harvest. Still others, mainly associated
with treatment of the harvest revenue, can be viewed as “late stage” incentives.

We have used these timing categories to characterize and distinguish the seven types of
incentives listed above. Table 13 shows the timing associated with each of the proposed tax
incentives. Note that some types of costs, such as property taxes, are applicable throughout the
life of a plantation and have the effect of encouraging the care and retention of plantations.
Alternately, an incentive that is only applicable during the establishment phase does not incent an
owner to maintain the plantation, unless there are penalty clauses for non-performance. In fact, if
there are incentives to convert forest to agriculture, there is a potential for abuse of the incentive
systems.

In Table 13, we have also indicated the potential size of the tax benefit to the landowner by
identifying particularly high-valued incentives with double x (i.e. xx). The size of benefit is
inversely related to the expense to government, expressed on a per hectare basis.
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Table 13: Timing of Tax Incentives

Incentive Early Middle Late
Establishment XX

Maintenance X X

Property X X X
Harvest XX
Land transfer X X XX
Lease income X X X
Carbon X XX X

The land transfer incentive may come into play at any time during the life of the plantation, but
when the crop is mature, it will be especially valuable due to the value of the plantation. On the
other hand, the favourable taxation treatment of carbon credits will be highest when the plantation
is exhibiting its maximum current annual increment (both above and below ground).

Because of different timing aspects, each tax incentive will be of interest to different target
markets. These are summarized in Table 14.

Table 14: Target Markets for Tax Incentives

Incentive Farmers Non-farmers Carbon Timber Other
Investors Companies Investors

Establishment X X X X

Maintenance X X X X

Property X X

Harvest X X X X

Land transfer X

Lease income X X

Carbon X X X X X

Farmers and non-farmers may potentially take advantage of each type of taxation incentive,
depending on the exact nature of the incentive and the way in which the landowner operates.
However, some of the incentives are already provided to farmers, and so they would be of limited
interest unless the benefit provided was above the norm for that type of incentive. Carbon
investors, who may invest in specific projects, will also be interested in incentives that reduce the
costs of the project. Those investors who are solely interested in investing in the carbon credits
will be only affected by taxation treatment of the credits themselves.

Timber companies, and other investors who are primarily interested in timber production, are
more likely to lease land than purchase it for afforestation. In such cases, incentives directed at
property tax reduction or the taxation treatment of lease income will only have an indirect interest.
However, favourable treatment of plantation establishment, management, and harvest costs will
be viewed as beneficial.

Van Kooten et al (2002) has pointed out that there may be substantial transaction costs
associated with afforestation for carbon credits, including the costs of obtaining information,
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contract negotiation, and sale of carbon credits. Auditing and enforcement costs, as well as costs
of insurance, may also be substantial. These have not been dealt with below. Van Kooten et al
(2002) also found that farmers in their survey population would prefer to deal with governments,
were not averse to dealing with large corporations, but were generally reluctant to deal with
ENGOs or other “non-traditional” organizations.

In the sections below, we evaluate in more detail each of the seven types of incentives described
above. Each incentive will be described, the primary target market identified, and an estimate of
uptake and cost provided. Uptake estimates are based on the farm and non-farm data from
Statistics Canada and Environics (2003), and also assume that the incentive of concern is the
only one adopted. Of course, the application of the different types of incentives is not mutually
exclusive — it depends on how much stimulus authorities wish to provide, and where the major
impediments are believed to lie. The estimates of uptake and cost will be based on a relatively
extreme version of the incentive. For example, it is possible to reduce property taxes by anything
from 1 to 100% - a 100% reduction will be modeled, although any percentage could be selected.
In many cases, the costs will be proportional to the rate of reduction, although the amount of
uptake would behave in a non-linear manner as the rate of the incentive varies.

7.1 Incentive #1 — Tax Credit on Establishment Costs

7.1.1 Description

A common approach is to provide tax-based incentives that reduce the after-tax cost of plantation
establishment (there have also been many programs based on granting low-cost loans for
establishment, or simply re-imbursing part of the establishment costs, but since these are not tax-
based systems, they will not be considered here). The most typical approach is to allow a rapid
write-off of some or all of the establishment costs (site preparation, planting stock, planting, and
competition control), which in the extreme becomes an immediate write-off of all costs. Australia
and New Zealand, for example, allow an immediate deduction of 100% of the costs. However,
this is only effective if the individual or corporation has income or profit against which the
deductions can be claimed. New Zealand found that planting rates declined from 30,000 ha/year
to 15,000 ha/year during the 1987-1991 period when immediate deductibility was eliminated and
replaced with a requirement to capitalize the costs and write them off against the plantation
harvest revenue. Full, immediate deductibility was restored in 1992.

For this type of incentive, as well as many of the other types, it is possible to structure the
incentive so that it is only payable if certain classes of land are afforested (e.g. areas subject to
erosion). The program can be tailored to promote afforestation with specific species, but as
already discussed; different landowners have different reasons for planting, all of which tend to be
environmental in nature. The incentive may also be designed so that it becomes payable if the
land is retained in forest for some minimum period of time. A different type of constraint is a
minimum area requirement, which reduces the administrative cost of dealing with numerous small
landowners and targets the incentive towards larger landowners, who can undertake meaningful
amounts of afforestation. Figure 1, Figure 2 and Figure 3 provide an indication of the impact that
a minimum area requirement might have on administrative costs, as well as cost and uptake. As
a trade-off, the acceptance rate may decline because some landowners may only wish to plant
areas of land that are too small to be eligible for the incentive.

Recommendations

e Establishment costs receive equal treatment for all landowners.

e Minimum land size can be adjusted to maximize benefits while reducing administrative
costs. As an example we will consider a two-hectare minimum for afforested area.
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e There is no restriction on species planted. An alternative is that species of interest to the
federal government (i.e. hybrid poplar) receive a tax credit of 1.5 times the establishment
cost.

7.1.2 Target Market

As Table 14 illustrates, a tax-based measure that reduces the impact of establishment costs
would appeal to all identified target markets. Since farmers are already allowed full deductibility
of woodlot expenses, only non-farmers would benefit from this type of incentive.

7.1.3 Estimated Acceptance Rate

The estimated upper rate of acceptance is 19%, which is the national proportion of non-farm rural
landowners that are interested in planting trees plus those that would plant trees except for the
cost or poor rate of return on the investment. This acceptance rate was obtained from the data
shown in Table 7. If a minimum area of two hectares is required to participate, the amount of
land potentially available from non-farmers is shown in Table 8.

7.1.4 Approximate Cost

The cost depends on how the tax credit is delivered. If the landowner receives a federal tax
credit for an establishment cost of $1,200 per hectare, the credit will equal 22% of this cost or
$264 per hectare, using an average federal tax rate for an upper income bracket. A landowner
who afforests two hectares would receive a total tax credit of $528. However, the average size of
holding of idle land for all non-farm rural landowners with more than 2 ha is 83 ha, which implies
an average tax credit of $21,912 if all of the idle land is afforested. If all landowners in the target
group accepted the maximum level of the incentive, the total cost would be $3.1 billion.

On the other hand, if the tax credit was structured so that the entire establishment cost was
deductible against income, then the tax loss would be equal to the product of the taxation rate
and the establishment expenditure. The federal tax rate varies by income bracket and the
provincial rates are quite variable although all are graduated with income. A typical (provincial +
federal) taxation rate for an individual with an income of $55,600 would be 35%, of which 22% is
the federal rate and 13% would be provincial. Thus, an individual would see a reduction in tax of
$420 for each hectare established at a cost $1200/ha. The cost to the federal government would
be $264/ha while the province would lose $156/ha. Naturally, such an approach would require
the consent of the provinces. However, if 19% of the 725,000 non-farm landowners with more
than 2 ha of idle land (137,000 landowners) participated and afforested all of their idle land, the
total cost to all governments would be $4.8 billion.

In practice, the acceptance rate is likely to be below 19% and not all of the land would be
afforested. We would guess that perhaps 10 % of non-farm landowners would participate and
offer perhaps 20 ha each of idle land. This produces an estimated cost to the federal government
of $609 million.

7.2 Incentive #2 — Tax Credit on Maintenance Costs

7.2.1 Description

Maintenance activities include competition control, spacing (pre-commercial thinning), pest and
disease management, fertilization and other practices that may be applied occasionally during the
development of the plantation. As with establishment costs, tax incentives can also be designed
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to permit the rapid write-off of maintenance expenses. Many of the points made with respect to
establishment costs in 7.1.1 are applicable to maintenance costs.

7.2.2 Target Market

As Table 14 illustrates, a tax-based measure that reduces the impact of establishment costs
would appeal to all identified target markets. One decision to be made is whether the incentive
would apply to plantations that have already been established. If so, this increases the potential
impact of the incentive, although without better information related to existing plantation area, an
estimate is not really possible. Since farmers are already allowed full deductibility of woodlot
expenses, only non-farmers would benefit from this type of incentive.

7.2.3 Estimated Acceptance Rate

Assuming that a minimum area of two hectares is required, we have assumed that 19% of non-
farmers with idle land greater than 2 hectares would wish to participate. This acceptance rate
was obtained from the data shown in Table 7; 19% is the national proportion of non-farm rural
landowners that are interested in planting trees plus those that would plant trees except for the
cost or poor rate of return on the investment. EXxisting plantation owners could also participate.

7.2.4 Approximate Cost

In a plantation setting, competition control and spacing cost roughly $200 - $300/ha, with pest
management expenditures being variable. Issuing a federal tax credit for an expenditure of
$250/ha would produce a tax incentive of $55/ha (which is also the cost to the federal
government). Spacing and competition control might be applied 2 — 3 times during the life of a
plantation. The tax credit should be on the net cost of the operation; once trees in a plantation
reach a diameter of several inches or more, the spacing might provide revenue to the landowner,
reducing the tax credit. If the spacing yields net revenue, the government would gain tax revenue.

As above, if the actual acceptance rate is such that 10% of non-farm landowners participate and
offer 20 ha each of idle land, and the land is treated twice at $250/ha each treatment, the
estimated cost to the federal government is $160 million.

7.3 Incentive #3 — Partial Rebate of Property Taxes

7.3.1 Description

A third approach targets annual expenses, which usually means property taxes, in the case of
landowners. The idea behind this type of incentive is to reduce the holding cost of the plantation
and bring the level of taxation to greater parity with agriculture. The usual approach here is a
partial rebate of property taxes, with a full rebate being an extreme possibility. Note that even
farmers pay some property tax, and so full tax rebates are not provided in most cases. One
implication of this approach in Canada is that municipal governments usually collect property
taxes, but such rebate programs are often initiated by provincial governments.

7.3.2 Target Market

Assuming that the goal of this incentive is to create a more equal playing field with agriculture, the
target audience is non-farm rural landowners. Timber companies that own land and investors in
afforestation projects would also benefit since this measure would reduce their costs of
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afforestation. However, depending on whether the rebate was directed at all plantations, fast-
growing plantations only, or all woodlots, the target market is quite different. For example, forest
companies that own large blocks of land may be induced to plant fast-growing trees if this is the
only type of woodlot that benefits. On the other hand, even if the incentive applies to all woodlots,
having a lower cost base may encourage a shift to a higher rate of investment and more intensive
management.

7.3.3 Estimated Acceptance Rate

Estimating the acceptance rate depends heavily on the extent of coverage. If the target market is
non-farm rural landowners, and the measure is designed so that it hits this target, then Table 10
shows the average property taxation levels involved.

7.3.4 Approximate Cost

The cost per hectare can be readily computed for each province by taking the average net
property tax paid by province (Table 10) and multiplying it by a 50% rebate rate (a figure that
seems like a reasonable incentive but will probably not put the tax rate below the agricultural tax
rate). The product of these provincial per hectare rebates and the number of hectares available
in parcels greater than 2 ha, and the proportion of owners who may be interested gives rise to a
total annual cost of $46.4 million.

7.4 Incentive #4 — Favourable Tax Treatment of Harvest Income

7.4.1 Description

A fourth approach is to subject the revenue from the sale of timber to favourable tax treatment.
These types of programs are aimed more at landowners who manage timber for the purposes of
harvesting it, and do not benefit landowners who have little interest in harvesting trees. The most
commonly adopted approaches used in other jurisdictions are to allow a landowner to spread the
revenue over some number of years, including years after harvesting has taken place, and to
treat the income as a capital gain, which entails a lower taxation rate than if the timber revenue
was treated as regular income.

7.4.2 Target Market

This incentive will provide a benefit to the landowner, especially an owner with a relatively low
income level that can maintain a lower marginal tax rate by judicious income distribution over time.
This is expected to benefit farmers as well as non-farm rural owners, and also timber companies
and other investors in afforestation projects.

7.4.3 Estimated Acceptance Rate

In the absence of other tax incentives, it is questionable to what extent individual landowners will
be motivated to afforest, since there will be a wait of 20 years or more until the main harvest of
the plantation takes place. One would expect that some landowners would be motivated by this
incentive, but the incentive might have a greater effect on timber companies and investors with
long time horizons, such as pension funds.
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7.4.4 Approximate Cost

The approximate cost is difficult to estimate because it is a future cost that is dependent on future
tax rates, income levels, and timber prices. In the case of timber companies, pricing timber
harvested and used by the company itself will be difficult. There are several options that could be
used to value timber grown on company land, but each option has some major drawbacks.
Options include using an average local market price, provincial government stumpage rates, or a
published market price index adjusted for provincial conditions. Local markets may not exist or
be only small or sporadic, and therefore subject to manipulation, provincial dues rates may not at
any given time be representative of market prices, and there are few published market indices
that would be widely applicable in Canada. Internal company transfer prices can be somewhat
arbitrary, and it is not reasonable to assume a regional or provincial price, but calculating a local
price in the absence of sales transactions can be daunting and controversial.

7.5 Incentive #5 — Tax Credit on Land Transfer Costs

7.5.1 Description

In Canada, the sale of farm properties to family members is subject to a $500,000 lifetime capital
gains exemption, and this also applies to gifts of farmland to family members (as long as the
donor is living). Such an approach was recently extended to allow for the intergenerational
transfer of woodlands, which is especially appropriate due to the long duration of the timber
growth cycle. This incentive is described here because it may be advisable to extend it; one of
the limitations is that the owners must have forest management plans in place, which is costly for
owners of small forest areas. The incentive could also be extended to include deductibility of
property transfer costs, including land transfer taxes, and legal fees.

7.5.2 Target Market

The capital gains exemption is only really applicable to individual landowners, and since farmers
already have such an exemption, non-farmers would be most interested. Because medium and
large corporations have many types of capital gains, an exemption for these types of firms would
likely not be particularly targeted or effective in stimulating afforestation. Similarly, deductibility of
land transfer costs is relevant to private individual but insignificant in the context of a medium or
large firm’s budget.

7.5.3 Estimated Acceptance Rate

The rate at which a capital gains exemption on the sale or gift of a plantation property is captured
depends on the frequency of land transfers, the value of the land compared to its original
purchase price, and also whether there are capital losses that can be used to offset the capital
gain. Following the last several years of generally poor stock market returns, there may be many
people with a substantial value of tax loss credits.

As mentioned above, this measure that could be made applicable to a greater number woodlands,
or just to planted areas (lots of grey area with this proposal), or just to fast-growing plantations. If
the measure is kept in a broad format, it can be used by many people who have and are not
afforesting their property, and so we would suggest that a capital gains exemption that is
generally applicable would not be particularly beneficial at increasing afforestation for the
purposes of sequestration.
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7.5.4 Approximate Cost

Since this incentive has been only recently been put in place for owners of forests that have and
follow forest management plans, it is early to assess the cost to the government. However, if the
capital gains exemption applied only to forest land, and the average holding of forest plus idle
land is 54 ha (see Table 9), then a 54 ha parcel of land could have capital gains of up to $9,300
per hectare before the owner eliminated his or her capital gains exemption.

7.6 Incentive #6 — Favourable Tax Treatment of Lease Income

7.6.1 Description

Where private landowners lease their land to companies the plant and manage timber plantations,
the venture would become more attractive to landowners if the revenue from the lease payments
was treated favourably in the tax system. As it now stands, lease payments would be treated as
regular income. It would more favourable to tax lease income at the same rate as a capital gain
(which is at a lower tax rate) or allowing some deductibility of the lease income.

7.6.2 Target Market

The target market is landowners, both farmers and non-farmers, who might be interested in
leasing their land for the purposes of timber production. Alpac and Domtar in Cornwall are
examples of two companies that use this approach to secure part of their timber supply on lands
close to the mill. Alpac reported that many of the people who enter into a leasing agreement with
it are retiring or retired farmers — Alpac plants and manages hybrid poplar plantations on these
lands. However, the extent of the target market is limited by the desire of forest products
companies to enter into leasing agreements, and landowners located far from mills are unlikely to
be involved in a lease program, even if other investors begin to initiate these types of
arrangements.

7.6.3 Estimated Acceptance Rate

The degree to which this incentive is employed will depend on rates of leasing. The introduction
of favourable tax treatment may encourage more landowners to participate in existing programs,
and it may make it feasible for additional companies to begin a leasing program.

7.6.4 Approximate Cost

According the Alberta-Pacific’'s web site, the company currently has lease arrangements on 950
ha and they are looking to gradually increase the scope of their program. On the other hand,
Domtar in Cornwall currently has about 800 ha under lease and the size of the program has been
declining as agriculture has picked up and land formerly in the program is reverting back to
agriculture again (Streit 2004). Therefore, in 2003, 50% of the capital gain would be counted as
income, provided that there were no offsetting losses (Mallin 2004). In effect, this means that the
combined federal and provincial tax rate declines from an average of about 35% to an average of
17.5%. If the lease rate is $100/ha/year, then on 1750 ha (the area under lease to Domtar and
Alpac), the cost to the federal and provincial governments is 17.5% of $175,000 or $30,625.
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7.7 Incentive #7 — Tax Advantage for Carbon Sequestration

7.7.1 Description

A final set of incentive approaches would be to create more attractive conditions for landowners
to produce and sell carbon credits and for investors to purchase carbon credits. Because carbon
markets are poorly developed, no applied examples of this type of incentive have been found.
But, in theory, it is possible to give landowners who sell carbon credits favourable treatment of the
income received from their sale — this could range from applying capital gains taxation rates to
the revenue to creating a new taxation rate that is lower than that applied to regular income.
Landowners might also receive a tax credit for the carbon credits that they create, even if they do
not sell them. Providing a tax incentive at source (i.e. for the landowner) is probably a better
approach than providing favourable tax treatment of investment gains made on buying and selling
credits, or on commissions. Most investment dealers understand risk very well and in theory are
able to structure their portfolios to manage risk, which obviates the need to provide favourable
treatment of investment gains.

If an incentive was targeted at the revenue earned from the sale of carbon credits, proof of sale
and sale price and quantity would be the raw information required to determine the value of the
incentive. These materials would also be the documents that would be requested by the Canada
Revenue Agency (CRA) in an audit situation. The administrative burden of such an approach
would be minimal, except that there might be some requirements for additional hiring at CRA.

One shortcoming of this approach is that landowners who do not sell credits are not able to take
advantage of this incentive. A second related problem is that it will probably be very difficult for
small landowners to sell carbon credits because the transaction costs will eat up most of the
value of the credits.

As an alternative, landowners who generated carbon credits could receive an incentive without
needing to sell the credits. Such an incentive could be a deduction equal to some or all of the
value of the credits created. Under this approach, there would be a requirement for verification —
this could be facilitated by the preparation of easy to follow guidelines, but verification resources
will still be required (some of the onus for doing this should be placed on the landowner). If the
landowner was able to obtain a tax credit for producing carbon credits through afforestation, and
once the credit was claimed ownership of the credit passed to the Crown, then the Crown would
effectively act as an aggregator, which would enhance the attractiveness of the proposal. This
would also reduce the transaction costs.

7.7.2 Target Market

Both farm and non-farm private landowners, as well as corporate landowners, would be the
intended beneficiaries of this type of incentive.

7.7.3 Estimated Acceptance Rate

This incentive has the advantage of providing a benefit to the landowner before the plantation is
harvested, so the period between establishment and the realization of the first benefits would be
no more than a few years with a fast-growing plantation, perhaps ten years with pine, and maybe
15 — 20 years with tolerant hardwoods. Thus, this incentive would be more attractive than an
incentive that was realized only at the time of harvest.

However, because carbon is not well-known as a commodity and its value is not well-established
yet, there may be a substantial degree of hesitancy on the part of landowners to afforest solely on
the basis of this incentive.
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With this in mind, we would estimate the incentive being adopted by only 25% of interested small
private landowners (i.e. 25% of the interested 19%). Some industrial landowners would be
interested, but many larger landowners may be more interesting in disposing of the carbon credits
themselves. Looking at non-industrial farm and non-farm landowners, we therefore estimate that
if all participants afforested all of their idle land, then a total of 5,750 farmers and 35,250 non-farm
landowners would participate. With average holdings of idle land estimated at 123 and 83 ha,
respectively, per landowner, a total of 3.5 million hectares would be afforested.

7.7.4 Approximate Cost

If each afforested hectare yields an average of five tons of CO2 equivalent per year, the annual
value of carbon credits produced would be $1.8 billion, assuming a cost of $Cdn 10/credit. This
compares with a recent estimate of the average price of a credit as being $US 7.60 (Idaho Saoll
Conservation Commission 2003). If the value of these credits was deducted from personal
income, then at an average tax rate of 35%, the cost to federal and provincial governments would
be $637 million per year.
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8 Conclusions

This project has reviewed a variety of afforestation incentive programs, concentrating on those
that are tax-based. The review indicated that direct payments to landowners are widely used in
Europe while Australia and New Zealand have moved away from this approach to one based
more on providing tax incentives and removing dis-incentives. Agriculture is the major competing
land use, and almost all countries have various measures in place to encourage agriculture,
ranging from outright payments to farmers to favourable taxation treatment. The bias in the
system in favour of agriculture, and against alternate uses such as forestry (plantations are
usually not counted as agricultural crops), is a major disincentive for afforestation. This bias in
favour of farmers is also found in Canada, with the result that the target audience of many of the
incentives proposed here is the non-farm rural landowner, since farmers already receive many of
the same types of taxation treatment being proposed for non-farmers.

A second disincentive in most of Canada is the poor economic return associated with timber
growing, when timber is the sole crop. The potential for carbon sequestration to provide a
marketable value will enhance the economics of plantations, but there will likely need to be a
length of time for this message to reach a significant number of landowners.

While this report has been concerned with the provision of tax incentives for afforestation, which
will represent a cost to at least one level of government, it is important to recognize that there are
benefits to governments from afforestation, aside from the contribution to meeting Canada’s
Kyoto commitment. The examination of the taxation system indicates that there are many tax
advantages associated with farming that do not apply to non-farm rural landowners. From the
perspective of the consultants, this suggests that the playing field is tilted in favour of agriculture
over forestry, and if it is brought closer to a level position, then one would expect an expansion of
forested area as the economic advantages of the revised system affect landowner decisions.
Over time, there will be an increased wood supply from lands that are probably located relatively
close to existing forest products mills. This could benefit the mills if it enables them to replace
expensive wood growing far from the mill with nearby wood. The stumpage revenue will also
benefit the landowner.

Some of the new forests will provide greater ecological benefits than the previous land use did,
especially if the afforestation is undertaken with native species that are allowed to grow for a
relatively long period of time. Hybrid poplar plantations are not likely to provide much, if any,
biodiversity benefit. Other benefits from plantations include water regulation and soll
improvement, and aesthetic benefits

We have identified seven types of tax-based incentives. Of these, the two with the potential for
the greatest impact, in the view of the consultants, are deductibility of plantation establishment
expenses and a tax credit equal to the value of the carbon sequestered. Establishment costs are
substantial, even if the land needs little in the way of site preparation, and this, coupled with the
relatively long wait to crop maturity, is a major disincentive. Providing a tax benefit will have a
substantial impact on the landowner and could mitigate what is probably the largest obstacle to
more widespread tree planting. Providing a tax credit for carbon credits is also attractive in theory,
although in practice it will be more difficult and costly to implement than the establishment cost
incentive (in terms of administrative and enforcement costs). It is attractive because the benefit is
obtained relatively rapidly, the benefit may be substantial, and the Crown could use this approach
to aggregate credits produced by many small landowners.

Of more moderate potential benefit are deductibility related to maintenance costs and the
favourable treatment of harvest revenue. These are viewed by the consultants as having less
attraction to landowners because they are available only in the medium and longer-term for
plantations that might be established in 2004.
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The remaining three incentives are not expected to be likely to sway a landowner by themselves,
but are viewed as “sweeteners” that would make it more attractive to a landowner who was
mulling over afforestation as a possibility. The consultants hold this view because there are
already property tax rebates in place for managed forests, and so there is not a great deal of
room to improve in some jurisdictions, while the incentives aimed at lease income and land
transfer are indirect and apply to relatively few landowners at any given point in time.

It is important to note that many of the incentives based on deductibility of costs or provision of a
tax credit will impact the finances of both the federal and provincial governments. Provincial
government agreement and cooperation is therefore needed, and may not be forthcoming.

It is also important to bear in mind that more than one of these incentives could be applied
simultaneously, obviously increasing the attractiveness of afforestation. Due to difficulty in
estimating uptake of a package of incentives, and the many potential packages that could be put
together, the consultants have not pursued estimates of uptake and cost in this situation.

Finally, we note that there is the risk that these incentives could encourage the planting of
inappropriate lands, including very poor or wet lands, lands with high conservation value, etc.
One way of reducing the amount of inappropriate planting, and also providing a better species to
site match, would be to require that beneficiaries of these incentives have an up-to-date forest
management plan. Unfortunately, the downside is that this is an additional step and a cost, and
would make it less likely for holders of small parcels to participate.

8.1 Packaging Tax Incentives

There will be some advantages in providing a package of tax incentives rather than individual
programs. For example, the same administrative requirements would be required for a package
of tax incentives as for each one individually. Similarly, the uptake of a package of incentives
may be better than it would be for individual programs. Finally, there will be less opportunity for
“free-riders”, participants that take advantage of a particular incentive without really fulfilling the
goal of the overall program.

Clearly, some tax incentive should be given to offset establishment costs. This will likely have the
highest affect on the landowner’s decision to afforest. In addition, to ensure plantation survival,
tax incentives should be given for proper forest management, management planning and tending.
These two programs combined will provide adequate incentive for the establishment and the
development of the plantation to the “free-to-grow” state.

Beyond these early measures, tax incentives could be given for continued participation. These
could be a reduction in property taxes, favourable treatment of income from carbon sequestration,
or some other tax advantage for carbon sequestration. As shown in Table 4 and Table 10,
average annual property taxes are approximately $8 /ha. Hybrid poplar with a mean annual
increment of 5t/ ha / year would sequester approximately 12t CO,e / ha/ year. Ata
conservative, $5 / t CO,e, the annual carbon sequestration value could be $60 / ha / year,
significantly more than property taxes.

We have summarized potential tax packages below:
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Table 15: Possible Tax Incentive Packages

Package No. 1 2 3 4
Description Establishment Establishment Establishment Establishment
costs and and and
management management management
costs costs, and costs, and
property taxes carbon value
Advantages Simple Simple, ensures | Simple, ensures | Ensures
survivability to survivability to survivability to
“free-to-grow”, “free-to-grow”, “free-to-grow”,
minimal promotes promotes
monitoring continued continued
participation, participation
minimal
monitoring
Disadvantages Survivability Property taxes Monitoring
guestionable are Cross- required
governmental
Possible Uptake | 10% 15% 17% 19%

8.2 Recommendations

e The target audience should be non-farm rural landowners.

e The consultants would further recommend that a minimum area requirement be
associated with many of the incentives. Minimum areas of either 2 or 5 ha would seem to

be optimal.

e The government should most strongly consider the implementation of a package
incentives that would lessen the burden of establishment costs and that would provide
benefits for carbon sequestration.
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Appendix A — Detailed Review of Selected
Taxation Incentives
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Table Al. Canadian Programs
Tax-based Incentives

Jurisdiction Program Incentive Description Success/Notes
Quebec Real Estate Refund Municipal tax e Available to certified forest producers e Acceptance rate requested from
Program reduction of up that own the land only. Government of Quebec
(Programme de g ';0 85% on e Activities have a pre-ordained financial | e Agricultural Tax Rebate —minimum
:Z)r(résofléfgg:’ig; es mogisat ement value. of $300 and minimum of 30% of
expengses « Site preparation, seedling costs are gross agricultural income or 70% of

property taxes. Must be a registered

. agricultural producer within the
e Eligible expenses gre_ater than annual agricultural zone that has a gross
real estate taxes carried forward and income of more than $150 / ha and

used as credits for up to 10 years. total gross income of more than

$5000.
(http://www.agr.gouv.gc.ca/publicatio
ns/Programme-INTER2004-OK29-

eligible

01.pdf)
Ontario Managed Forest Tax | Municipal Tax | e To qualify lands must: be atleast4 ha | e« Program has over 10,000
Incentive Program Reduction of acres in size; have a management plan participants with approx. 1.8 m ha.
(MFTIP) 75% on approved by a registered plan o Benefits are greater for residents in
qualifying approver; meet a definition of “forest southern area as tax rates are higher
lands cover”; and be re-approved every 5 there.
years. o Definition of “forest” is based on
¢ Reduction in tax brings the rate for trees/ha; plantations would qualify.
qualifying lands down to the same as e Recent controversy regarding land
for agricultural lands. assessment values has decreased
e Management objectives for lands can the number of eligible properties
include: environmental protection; forest
products; investment; recreation;
wildlife; and others.
e PST not applicable on purchased stock
Ontario Conservation Land Municipal Tax | ¢ Tax relief provided for owners of e 40,000 property owners are eligible,
Tax Incentive reduction of
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Tax-based Incentives

Jurisdiction Program Incentive Description Success/Notes
Program (CLTIP) 100% on provincially significant wetlands, but only 14,000 participate;
qualifying designated areas of natural and ¢ MNR thinks participation rate reflects
lands scientific interest, habitat for reluctance of landowners to consent
endangered species, Niagara not to not change their lands.
Escarpment lands, or community ¢ MNR contacts landowners annually
conservation lands. e Landowners must re-submit
e Lands must be designated by Ministry applications annually, but MNR
of Natural Resources. trying to change the rules so that
e Land owners must agree to maintain agreements cover 5 yrs.
land in a natural state and not degrade | ¢  Area covered — 200,000 ha
it.
Ontario Farm Property Tax Municipal Tax | ® Property must be assessed as farmland | ¢  Should include afforested areas if
Class Rebate Reduction of by munlc_:lpal property assessment they can be shown to be “tree
Program 75% on corporation. _ farms”™? _ _
qualifying  Property must be.part of a farming ¢ Info on uptake not readily available.
lands busmess generating over $7,000 gross
income.
e “Farmincome” as defined by Canada
Revenue Agency includes tree farming
and Christmas tree farming.
Manitoba Ecological Tax Credit | Property Tax e Incentive is intended to encourage e Creditis referred to in 2001 budget
Credit (amt?) farmers to return marg!qal agricultural and tax documents, but no other
' land to a “natural condition”. references to it have been found
e Planting of trees should quality as effort | ¢ does it still exist?
to return farm land to natural state.
Manitoba Land tax Municipal e There are several tax assessment
Assessment taxes rates categories for land depending on the
Categories productivity. Forest land has a low

assessment rate.

e This is not an afforestation program per
se, but could provide encouragement
for tree planting.
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Tax-based Incentives

$1000

Managed forest and agriculture taxed
at $0.50 / $1000

Rural residential land taxed at $0.95 /
$1000

Land classification based on zoning not
land use. No incentive to reforest land
zoned residential.

Jurisdiction Program Incentive Description Success/Notes
Saskatchewan | Land tax Municipal tax ¢ Ther(_a are 4 categories of land for
Assessment rates taxation purposes. Improved
Categories agr!cultural land; Un!mproved
agricultural land- which generally
includes forested land; Residential land,;
Industrial land
Alberta Land Tax e Agricultural and forest land is taxed at
Assessment the same rate
Categories
B.C. Property Taxes e Unmanaged forest taxed at $4.50 /
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Other incentives

The new Greencover program is
structured similarly and has a similar
intent

The main objective was to convert
marginal lands under cultivation
(Canada Land Inventory classes 4, 5,
and 6) to permanent forage or tree
cover.

Jurisdiction Program Incentive Description Success/Notes
: e The Permanent Cover Program was a | ¢ Approx. 15 000 farmers converted
Canada Efggnrgrrﬁgrggr\:ggv er Bg;ﬁ]t ents per five-year program (1989—1994) thgt apprqximately .522 000 ha of
ha — amts. Was.offered to farmers in Fhe Pra!rle marginal, erosion-prone land from
differed by provinces and th_e Peace River region annual crops to permanent cover
province. of British Columbia. under 10- or 21-year contracts.

¢ No indication of how much land was

converted to forest vs. other
permanent covers

Prince Edward
Island

Hedgerow and
Riparian Zone
Planting

Tree planting
subsidies

Year-old seedlings $ 0.40/tree
Two year-old seedlings $ 1.00/tree
Herbicides and other site prep at
$.12/seedling

Maximum of $35,000 per farm.
Agroforestry acceptable

e Acceptance rate requested from

Government of P.E.I.

Minimum area 80 hectares

Investment Program

lands

. . e Acceptance rate Requested from
Quebec gﬁﬁfgg F',:rlgg?;rlr? I e Low interest loans (at residential Government of Quebec.
mortgage rates) of up to $500,000 o http://www.financiereagricole.gc.ca/d
efault1024.html
BC. Land-Base e Planting subsidies on backlog crown e Probably would not be considered

afforestation under Kyoto.
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Table A2. Non-Canadian Programs
Tax-based Incentives

Jurisdic. Program Incentive Description Success Notes/ Applic. to Canada
Finland Farm Income Tax incentive for gﬁg{% ‘T’qtiig'::g:seé?;%%dnggm forest Similar to Ontario’s MFTIP
Tax Act afforested lands ; program
agriculture?)
Initiated in 1967
France National Financial tI)Dr gzitsgg??;fgt:rznc%x\%ﬁﬁws tax Since inception,
Forestry Fund | assistance and : 9 . natural regen. and
tax breaks (no agricultural land to forests (no details) afforestation has
details) averaged approx.
63,000 ha/yr
Germany Disaster Relief | Tax Relief Forest owners cqmpensated for Not really an afforestation
natural disasters in the form of tax . .
. incentive
relief
Ireland Tax Tax exemptions Retums from foresiry are tax free Possibly — this would
exemptions require afforested land
being kept in forest even
though harvesting would
occur.
Norway Forest Trust Tax deferment, Small fore;t ov¥nﬁ rs TUSt contribute Not an incentive for
Fund through a trust ?g gezggt)'ct)g g t: grf c;\rgstl\;l%\;]inuis afforestation per se, but for
fund not taxedowhen l<J';1id il;to .fund Vzr:en good forest management.
money is Withdrgwn and appliéd to Howeyer, the notion of
long-term investments (including dlefetr_rlng tax tr? encourige
afforestation), a significant portion of planting may have mert.
the money can still be deducted from
annual income taxes.
Functions sort of like an RRSP
Chile Various Payments and (‘jl'_ax (taxemptlort]s fcf)r pl?nt;tftsloo/ns} ?I:]d Govt. spent $150 | How should incentives for
tax subsidies. irect payments of up to oofthe m in subsidies in other aspects of forest
cost of reforestation
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Tax-based Incentives

Jurisdic. Program Incentive Description Success Notes/ Applic. to Canada

e Further payments available for 20 year period management be linked to
additional silv. activities prior to 2000, but | initial incentive for

e Exemptions on property and this was afforestation?
inheritance taxes on reforested lands. | responsible for

e Special central Bank line of credit for | catalyzing $4
reforestation billion in

e Planting subsidy removed in 1994 investments.

Chile Laws to Tax credits * Recent new laws a_llow fo_r one .t|me One time credits may not be
protect forest tax credit for following activities: as appealing as longer-
environment reforestation of fragile soH_s, maf?‘h?& duration incentives.

etc; recovery and forestation activities
for eroded non-arable dry soils; and
sand due stabilization and forestation

Costa Rica | Income Tax Income tax ¢ T ax incentives targeted at large Incentives may Should there be separate
deduction incentives Investors alloyve(_j them to d_edu_ct_ the have been so incentives targeting large
Program c?sttoft_establlsrlmg atndf malr;rt]a[mng high as to landowners/forestry

ﬁ]ggn?;(:g;qi\;ﬁ”?en S Fgmd helr encourage cutting | companies from those
. . y, provided that of natural forest targeting farmers/small
portion was invested in govt.- and then landowners?
prescribed activities. establishing '
e Tax grant valued at US$800/ha plantations.
Incentive did not
address small
landowners as
only large
landowners pay
income taxes
Costa Rica | tax incentives | 1993 * Above Incentives modified to include 10,000 -50,000
small-medium land owners. ha planted
Costa Rica | Income Tax Write-off of tax * Up o 16% of income tax liabilities can May be appealing to
ArborVitae Environmental Services Ltd. 43
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Tax-based Incentives

Jurisdic. Program Incentive Description Success Notes/ Applic. to Canada
Act 4465 liabilities be written off if invested in landowners with liabilities,
reforestation. but would be more if
Can be used by individuals and liabilities could be written of
companies who own land for more than they were
worth if invested in
afforestation. - can this be
done?
Costa Rica | Forestry Bonds used for Bond can be l.Jsed to pay any kind of 600 businesses Likely not applicable
Bonds (CAF) tax payment tax. Payment is made when investor participated and
provides proof that a plantation has
been established approx. 38,000 ha
reforested
Costa Rica | Fossil Fuel Tax payment to One-thlrfd of the tax on f%SS'I fuel_s In 1997 and 1998, | Likely not applicable
Tax (part of forest owners ?hoeesatlomo;ﬁfitnox?c?rr;t\g ticc;nmay Invest these funds were
PSA program) manpagyement of natural foreéts or investeq in
forest protection ' reforesting 13.9%
' of the total
planted area.
USA General Capital gains Timber cpu:d b.e tfreated as a long- Not really an afforestation
taxation policy | treatment for term' caplta gain or.tax purposes incentive
timber starting in 1944 This measure ' '
applied to individuals and Capital gains treatment of
corporations; previously applied only farm woodlots exists under
to individuals who occasionally sold Canadian Tax policy; the
timber. same treatment is not
Meant that only 40% of timber sale available to non-farm
income was taxable woodlots
Preferential tax treatment of capital
gains ended in 1986, re-instated in
1996. Since improved under Bush
government.
USA General Tax credit for For up to $1O’OOQ/ yearoof_plantmg Beéween 1977 Similar credit could exist in
taxation policy | tree planting — expenses, there is a 10% investment | and present, Canada.
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Tax-based Incentives

Jurisdic.

Program

Incentive

Description

Success

Notes/ Applic. to Canada

both for
reforestation
and
afforestation

credit and 95% of expense is
amortized over 8 years
Started in 1980, continues to present

planting rate grew

at 2.4% per
annum; not sure
how much is
afforestation vs.
reforestation

Stumpage prices

generally stable

during this period

Mississippi

Reforestation
Tax Credit

Income Tax
credit

Applies to reforestation of agricultural,
pasture, cutover or idle land.

Only applies for individuals, groups or
associations; companies not eligible.
Tax credit is for 50% of the actual cost
of approved reforestation practices or
50% of the average cost of approved
practices as established by Miss.
Forestry Commission, against the
taxes imposed for the tax year in
which the costs are incurred.
Maximum of $10,000 lifetime

Costs included: seeds, seedlings,
planting, site preparation

Owners must have a reforestation
plan prepared by a registered forester

Similar system could be
applied in Canada

Ireland

Afforestation
Grant and
Premium
Schemes

Tax incentives

Planting grants received under the EU
Forest Grant and Premium Scheme is
exempt from Income Tax.

Capital Gains Tax: The land is liable
while the crop is exempt.

Capital Acquisitions Tax: Transfers
between parent and child are exempt
up to a threshold. This was € 422,148

Established in
1990

Having capital gains
applicable to land, but not to
crop would be new for
Canada, but in theory it
could work. Similar
systems exist in forest
tenure, where companies
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Tax-based Incentives

Jurisdic. Program Incentive Description Success Notes/ Applic. to Canada
in 2002. have ownership rights to
Established in 1990 trees, but not land.
New Incentives for Increased 12;3:% ’etr(')? gr%\;etir:m;?; reec)?gorlltzed Tariffs on log Not really afforestation
Zealand the export of Exports industr 9 g exp imports were low | incentives. While
logs Taxation T yI . . to minimal but increasing export incentives
Incentive (IETI) . wo(;aar y de_xplort mceqﬂve; . | were higher (from | may lead to increased
and Market '1”;%00,“06 n “C.‘f’.me fax ctin gary 20-40%, with planting, the link is likely
Development S: ndot specitic to orgdstry. h ne lower rates from tenuous given that private
Expenditure was a reducuon n tfax paid on the developing landowners are of interest
Scheme 'Tgrela_si revenu de rom e;pc(j)rts_ countries, here.
(MDES) E) 21 the ﬁeqon was a de uction Australia and
ase onl;[/lgérécrease in export Canada) on chips,
revenue ( ) HW pulp, boards
_Export Devglopment Grants _ and plywood.
introduced in 1975 (a 40% deduction . .
of costs incurred to promote exports) | Price spike of
and New Market Increased Export 1993-94 led to
Taxation Incentive allowed another surge in log
15% deduction equal to 15% of the exports;
increase in export sales to new government
markets. resisted calls to
Another five export incentive limit exports. Note
measures from the early 1980’s are that export of logs
listed, ranging from convertible loans, | Of mqlge.nous
grants, tax deductions to increased Species Is
depreciation on machinery purchased | controlled.
to produce goods for export. All export
incentives were terminated in mid-late
1980’s, including those on agriculture.
Qo Immediate full deduction of plantation | Private land Lo
;l::l/an d D@g;’gfglty of establishment expenses from taxable | planting peaked in Could be applied in Canada
gstablishment income eliminated in 1983. 1985 at 36,000 ha
costs In 1984, forest establishment costs then fell to 15,000
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Tax-based Incentives

Jurisdic. Program Incentive Description Success Notes/ Applic. to Canada
became fully deductible against hain 1992, rose
income; this measure was removed to 50,000 ha in
again in 1987 and restored in 1991. 1993 and 98,000

ha in 1995.

Australia New Taxation | Favourable tax Reduc_tlon of tax costs from plantation On July 1, 2000,
System, treatment of establishment through transport and government
introduced plantation costs; manuchture . ended “13 month
July 1 2000 by Immediate deduction for select rule”, and
the Australian 12 month rule prepaid expenses in a plantation required activities
Taxation Non-commercial mgmt agreement; must t?e completed | 5 he yndertaken
Office losses (NCL); within 12 months of start; does not in same fiscal

apply when prepaid expenses relate year as pre-

Capital gains to a plantation under tax shelter rules payments

There are a number of very _ _ collected. This

favourable treatments of capital gains | g4 to high

from plantations planting rate in
2000, sharp
decline in planting
rate in 2001 and
collapse of one
public company;
“12 month rule”
announced in Oct
2001 and passed
in March 2002
(iied).

Australia Landcare Immediate deduction for ex.pend|tures Soil conservation measures
deduction related to solil co_nservatloon, . could include planting, but
(1985); Offset E‘_IIOWS claim _Of 30% of c_apltal likely not directly relevant to
landcare offset expendltures_ for soil conservation, afforestation incentives
(1997) etc. (aIFernatNe to landcare

deduction)
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Other Incentives

Jurisdic. Program Incentive Description Dates Success and Notes
Forestr Es;ab |IS|hed by 199? Farm GLD;(I; ; From 1974 to Incentives for both planting and
. 1 edera’ government pays 557 0 1994, FIP cost- stand improvement applicable to
United Incentives Federal the costs of tree planting and stand shared more Canada - afforestation incentives
States Program Government improvement to a maximum of than $200 should cover more than
direct payment $10,000 per year if the landowner million. for establishment
of costs. agrees to maintain practices for at approx’ 3.32
least 10 years. _ million acres of
Intended to take marginal tree planting,
agricultural land out of production. 1.45 million
Program has run since 1996, acres of stand
although earlier versions of the improv. and 0.27
program extend back to 1974 million acres of
site preparation
on non-industrial
private forests.
United Stewardship Federal Govt. Established by 1996 Farm Bill Sgt\/ilggngé?l— Incentives for good stewardship
States Incentives direct payment Funds and technical assistance are ' ' should be part of afforestation
Program of costs and provided to landowners who hectares incentive program
provision of develop Forest Stewardship Plans (372,881 acres)
technical (including afforestation). Federal of trees were
assistance govt covers 75% of the costs up to | planted. The cost
$10,000 per year if the landowner of the program
agrees to maintain the planned during this same
practices for 10 years. period was about
Intended to take marginal $23.5 million.
agricultural lands out of production.
Program has run since 1996
Conservation | Federal Govt. ?:Agi&i”ggﬁ;%r?;Tgroer];?s?r:ally As of October Although funds received are
United Reserve direct payment return for renFt)aI and cost-)éharing 1999, 12.5 partially tax Qeductible, .the main
States Program of costs. payments and technical assistance million ha of featu_re of this program is cost-
(CRP) Govt. funds " | cropland were sharing arrangement
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Jurisdic. Program Incentive Description Dates Success and Notes
received are e Federal govt provides up to 50% of | enrolled in the
partially tax- the costs of a cover crop to a CRP
deductible maximum of $10,000 per year.
e Funds received under these
programs are partially tax-
deductible.
e Enacted in 1985 and expanded in
1990
Europe Directive Direct Payment ¢ én EU |n|t|2t|v¢ 'T Wh:Cg t'r:je 1 million ha of Only somewhat applicable to
2080/92 by EU member u(;ogean ,?”leJ tu(;a}_ uidance i agricultural land | present interest; main intent is to
states 32% ol;?rﬁncggtsugf reIPo?reKs:?z;igrr)] (;)f were afforested retire poor agricultural land
. between 1994 although incentives are provided
poor z_igrlgultural Ignds. The and 1999 for several stages of forest
directive is comprised of many management
individual programs which include: '
Aid for afforestation, aid for
investment in new plantations,
premiums for maintaining new
plantings, permanent protection of
forest against clearing. Fast growing
species only funded on farm land.
Hardwood funded on all land.
Belgium 2080/92 Direct financial |*  SuPportfor planting, income Over the period
regulation instruments compensation, a_nd extra support for 1997 - 2000
Flanders afforesting marginal agricultural 343 private
Joint land.
. . owners and 85
programmes e Variable payments depending on public owners
for public and species (900-3700 Euro/ha) benefited from
private * 200 - 500 Euro/ha/annum extra the programme
owners support for the first five years for
maintenance, depending on the tree
species used 1997 — 2000
e minimum area of 0.5 ha Output: 662 ha
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Other Incentives

Jurisdic. Program Incentive Description Dates Success and Notes
e land must have existed as farmland | Initial target:
before July 1992, 12,000 ha
o the afforested land must stay
afforested for a period of at least 20 Considerable
éiirri:me underachieveme
[ ] . H
EFI: EVALUATING FINANCING OF ?atrgeel?tlve o
FORESTRY IN EUROPE
Country Level Report BELGIUM:
JOINT PROGRAMMES FOR PUBLIC
AND PRIVATE OWNERS
1997 - 2000
El‘i%uer?s National _Dlrect financial tiOZOSESrE{J hri /];?; ?oiﬁféi;ggg’lis up Between 1991 -
forest instruments species (as pedunculate oak) 1999 285 private
assisting dre): endin Op the t g d forest owners
programs p g on the tree species used. | .. g
total afforested area should be at financial support
least 0.5ha. for afforestation,
Same source as above 1832 private
forest owners
used support for
reforestation
Considerable
underachieveme
nt relative to
targets
Belgium National Direct financial ngr:ggﬁcr:tgils)éfori/eigleeds;‘g\r“g(])me over the period
Walloon fore_st instruments species (42 total) 1991 - ;999
Region assistance e for conifers, financing only if 10 % 1249 pnvate. land
programs ' owners obtained
of the regenerated area are financial support
regenerated with broadleaved
species
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Other Incentives

Jurisdic.

Program

Incentive

Description

Dates

Success and Notes

in case of planting, the minimum
and maximum amount of plantation
per are for each tree species should
be respected

regeneration of indigenous species
are subsidized for cultural reasons
or to enhance biodiversity
agricultural land:

minimum area afforested: 1 ha
Source: EFIl: EVALUATING
FINANCING OF FORESTRY IN
EUROPE,

Country Level Report

BELGIUM: NATIONAL FOREST
ASSISTANCE PROGRAMS

Belgium

Walloon
Region

Public forestry
sector:

afforestation
of new forest
land and

reforestation
after cuttings

Direct financial
instruments

practices that can be subsidized
are: soil preparation before planting
or natural regeneration, purchasing,
transporting storage, planting, game
protection, cleaning and
maintenance, the first clearance by
hand or mechanical, except for
chemical clearance.

the financial support is calculated
on the costs, limited to 3470 Euro/ha
Very similar financial incentives and
restrictions to above program

Same source as above

over the period
1990 — 1999

1 province, 113
municipalities,
around 7 health
care
organisations
and another

6 other public
institutions did
use this financial
support

It is not clear,
which part of this
program refers to
afforestation/refo
restation
according to the
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Jurisdic. Program Incentive Description Dates Success and Notes
Kyoto Protocol

Denmark The Forest Direct payment :rcetahg\s/ear g(r)]zl ttrzg%%t::Zrz?oLorESt 30 -35% of target

Act subsidies (5000 ha / yr). Subsidies are given by 2000.
for nature conservation in private Competition for
forests, afforestation particularly for | agricultural uses
urban, recreation broad-leaf forests | constrained
and forest improvement and implementation.
afforestation on private land. Also Disincentive EU
planting subsidy of up to 75% of :
direct costs (broadleaf in target agnc_ul_tural

subsidies.

areas).

France Afforestation/ | subsidies Usyally 20 — 40 % of the overall Over the period Efficiency:
reforestation- expenditures 1990 — 1998 average 1990 — 1998:
Law of . 0 . more than 6,600 | Financial value of output: 6,6 M
September Low-interest mteorest rate ~ 0‘254’ covering up to public owners Euro/an
30, 1946 loans ?30 /° of the gxpendnures (for 0 have benefited Administrative costs: 2,4 M
(creation of individual private ov.vn.ers),.loo % from the Euro/annum
the National for communes and joint private programme ( =
Forestry Indexed and owners more than 50 %

Fund) postponed loans repaid to the bank when the | of the French

loans crop is realised communes)

over the period
1990 — 1998
more than
35,500 private
owners benefited
from the
programme
(‘almost every
private owner
has been helped
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Jurisdic. Program Incentive Description Dates Success and Notes
through this
programme)
Program reached
86% of target
objective
Finland Field Direct payment Sut_)5|c|jt|es T)audéor ?uspensf:con O‘; d Goal in 1995 was | Shows pattern that activity very
Reservation of subsidies ?glr(ljcuf ura ﬁrolgc lon In afforeste to afforest high at start of a program and falls
Act ields for up fo Lo years. between 10,000 | of dramatically thereafter.
Initiated in 1969; subsidy increased and 20,000 ha /
in 1977 yr. Actual results
were 42% of
goal. Currently
Govt. has
abandoned its
afforestation
programs
Finland Forest Direct payment Allows for 100% subs[dy for the cost Finland
Improvement | of subsidies to a}fforest areas unsuitable for
Act agriculture.
Initiated in 1969
Finland Act Direct payment Payment for costs of afforestati_on to
Concerning farmers who agree to afforest fields.
Agricultural Initiated in 1977
Production
Regulation
and Balancing
Germany Investment Direct payment Federal and State governments . Afforestation rate decreased as
subsidies of 100% of share complete costs for promotion available land was used up.
within the costs of forest manage_mer_n on private
Joint Scheme Iands_. Afforestation is among the
for the practices covered.
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Jurisdic. Program Incentive Description Dates Success and Notes
Improvement
of Agricultural
Structure and
Coastal
Protection
Germany Afforestation Direct ég?eunés();nir?ggtei:)nnefo\g%?r/s and Incentive varies depending on soll
bonus payments : P . quality, and tree species
forest owners for loss of income due
to set-aside land (up to 20 years).
Amounts also vary depending on
soil quality and tree species.
1991-present
Ireland Forest Compensation @22“;' fglrrm'r?cngr;oecﬂgﬂﬁnsate for From 1990-1997, | Negative impacts due to planting
Operational payments afforestation. Neaative impacts due 143,00 ha of bogs and unsuitable land
Programme . - Veg pac reforested (estimated 20% of total)
to planting of bogs and unsuitable
land
reland Revised Government Attractive grants a_nd premiums to
: promote afforestation. As well,
granting grants, returns from forestry are tax-free
mechanisms remiums and ’ :
prefmii Grants of C$3100 to C$ 8200 / ha
tax-holidays . :
paid for afforestation. 75% upon
establishment. 25% paid after 4
years. As well, premiums of C$185
— C$275/ ha/ year paid to non-
farmers and C$300 — C$700/ ha/
year paid to farmers. 1992- present
@)
reland Native Direct financial Grgnt payment is depgndgnt on the Introduced in
Woodland ; achievement of the objectives set
instruments for . 2002.
Scheme the out in approved plan.
Element 2: establishment Non-native species are excluded
under the scheme.
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Jurisdic. Program Incentive Description Dates Success and Notes
Native of new native e  Operations eligible for funding:
Woodland woodlands surveys, management plan prep;,
Establishment site prep, forest protection (fencing,

etc.), clearance of exotic species,
purchase of native stock, planting,
regen, maintenance

e A second instalment of 25% of total
is paid four years after the first
instalment, on verification of
successful establishment and the
achievement of the required
stocking levels and species mix
specified in the management plan,
Payments for oak are higher
Payments to farmers are higher
than to non-farmers

e Premiums are payable for 20 years
in the case of farmers and 15 years
in the case of non-farmers.

Ireland Afforestation Afforestation Afforestation Grants Established in
Grant and grants , e Grants cover the costs associated 1990
Premium with plantation establishment
Schemes Forest e payable after planting
premiums,

e payment rate determined by the type
of land and the species planted.

e The second instalment is payable
four years after the date of planting
based on a successful inspection

Annual Forest Premium:

e To compensate farmers and non-
farmers for the loss in income
earning potential from the

ArborVitae Environmental Services Ltd. 55
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grants (WCG)

broadleaved)
= Prerequisites: special

grants is that

Jurisdic. Program Incentive Description Dates Success and Notes
afforestation of their land
e Payable for a period of up to 20
years in the case of farmers or 15
years for non farmers.
e Payment rate determined by land
status and the species planted.
Minimum plantation areas:
e A conifer plantation must be not
less than 1 hectare.
e A broadleaf plantation must be not
less than 0.1 hectare.
Norway | Forest ot [ Provde for Gouerment ndng o
Protection Act | payments 80%) of costs.
e Initiated in 1965
Sweden Agricultural Grants e Grants provided to afforestation of 14,000 ha
Realignment arable land. afforested
Program between 1990-
1993
Sweden Forestry Act Legal e Disused agri_cu_ltural land must be
responsibility refqre;ted vv_|th|n three years of
falling into disuse
ned [ TreEngisn | B e e e on | Arew
Kingdom Woodland . . g for woodiand creation programme,
Grant instruments will be supported using the same starting 2005
WCG grant and same payment
(Sé:\?v%n;e) structure:
= 5 Woodland categories A pronosed
Woodland (standard, small standard, brop
creation native, community, special change to the
y ’ current WGS

ArborVitae Environmental Services Ltd.
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Other Incentives

Jurisdic. Program Incentive Description Dates Success and Notes

conditions for stems per net unimproved land
hectare required at outside Less
establishment and spacing Favoured Areas

= Depending on wood size, tree will not be
species used, purpose (i.e. eligible for WCG.
designed for public access) This change

= variable payment rates for supports the
broadleaves and conifers protection of

= extra payments provided for these areas and
Woodland establishment within | reduces the risk
5 miles of 100.000 people or of their loss.
within the Community and
National Forest areas or
Woodland establishment with Source:
agreement to provide for public
access and where there is an Www.forestry.gov
; o .uk/pdf/fcconsult
identified need .

=  payments in two instalments, atlondocl.pdf/$FI
with 2" paid if results are LE/fcconsultation
satisfactory docl.paf

= Obligation period: Normally 10
years (in case of new woodland
intended for public access that
access must be allowed for 30
years)

Ei?\l::]%%m The English Direct financial ﬁrgglrjna; F;Zy;ng;tjl tt%fogf§§$é?t?§90f A new Benefit to offset loss of income -
Woodland instruments : - programme, could this be incorporated into a
Grant agricultural land to woodland with starting 2005 tax incentive scheme?
Scheme WCG suppqrt under EWGS.

(EWGS) Farm The annual income forgone

woodland payments will be made over 10 or The EWGS Farm
payment 15 years _(dependmg on Woodland
(FWP) composition of woodland) Payment (FWP)
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Jurisdic. Program Incentive Description Dates Success and Notes
e payment varies for land class - most | will replace the
for arable land, less for other current FWPS
improved land, and least for (below)

unimproved land

e Agreement holders must undertake
to maintain the woodland concerned
for 30 years in case of mainly
broadleaved plantings and 20 years
in the case of mainly conifer
plantings.

e The minimum total area per
application will be 1 hectare per
farm business but this need not be
planted as a single block.

e Payments rates and land categories
subject to review

e Encourages farmers to convert
productive agricultural land. Makes
annual payments to offset foregone
agricultural income.

e Payments are for 10 or 15 years. To
receive the latter, afforestation must
use broadleaf trees or Scots pine
within the native range of Scots
pine. Wood must not be harvested
for 30 years. Amount of payment
depends on quality of land
reforested.

e Amount of payments are reviewed
every five years to se if income is
comparable to agricultural land

Direct e Grants for woodland expansion.

Payments of Annual payments as above and

Good data on
success

United Farm Annual
Kingdom Woodland Payments
Premium
Scheme

United Scottish
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Jurisdic. Program Incentive Description Dates Success and Notes

Kingdom Forestry costs afforestation is subsidized between
Grants 60% and 90% of a standard cost.

Scheme ¢ Emphasis on native woodlands on
wet, nutrient poor sites.

Austria Sonderricht- Direct financial | ° 60 % .Of the overall expenditures will As almost half of
linie instruments for be pa.'d as well as an an_nual Austria is already
betreffend die | the premium for compensation of covered with
Umsetzung . income loss forest
der afforestation of | e  Only applicable in regions with low affore’station will

agricultural land forest cover (Burgenland, Styria,
SRLC IV Lower Austria) hardly lead to
X : ) i much further
. ﬁ;fl);ed sum is paltlj, o':ege(?dln? on carbon
e tree species planted (low for ;
and conifers, high for broadleaved sequestration.
species)
e The subsidies are paid for a
Austrian maximum of 20ha/annum
Programme e Afforestation has to be evaluated by
for the a nature conservation agency
Development o )
of Rural Areas Source: www.lebensministerium.at
Poland Act on Direct financial |*® IThS !ncgr;]t|ve can be claimed ifthe | rpo act on
Forestry instruments as and Is either .

well as lower o0 infertile N affore_statlon of
taxes after four o of low fertility . _ ma_rgmal
to five years for o flooded from time to time agncultgral land
the o] degraded was valid
afforestation of o orifit has a slope of at least between 2001
marginal 15_0/_0 and 2004.
agricultural land | The minimum area afforested must

be 0.4 ha, the maximum area

subsidized is 30 ha

e Species and density standards The afforestation
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Jurisdic. Program Incentive

Description

Dates

Success and Notes

defined in overall directions.
Afforestation defined as 70% land
cover with trees

Payments/ha vary with area
afforested

Higher payments if afforestation has
led to cessation of agricultural
activity by the owner

If the forest is damaged by the
owner, payment is stopped. The
owner is forced to give back more
than what he got

After four to five years, the land is
considered forest and lower taxes

apply

programme was
very successful.
There is no
information about
how many
people have
used it, but the
government went
out of money to
pay more grants
— so the initial
target was more
than reached.

Chile Various Payments and

tax subsidies.

Tax exemptions for plantations, and
direct payments of up to 75% of the
cost of reforestation

Further payments available for
additional silv. activities
Exemptions on property and
inheritance taxes on reforested
lands.

Special central Bank line of credit
for reforestation

Planting subsidy removed in 1994

Govt. spent $150 m in subsidies in
20 year period prior to 2000, but
this was responsible for catalyzing
$4 billion in investments.

Low interest
“soft” loans

Costa Rica | Banking

system loans

National banking system
established soft loans for
reforestation with an 8% interest
rate and 10 year grace period.
Payment periods as long as 30
years, depending on the species
planted

ArborVitae Environmental Services Ltd.
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Services
(PSA)

national and global community.

Landowners receive compensatory

payments for:;

e Reducing greenhouse gas
emissions (by fixing, reducing,
binding, storing and absorbing
them),

e Protecting water for urban, rural
or industrial use,

e Protecting biodiversity to
conserve it and ensure its
sustainable use for scientific
and pharmaceutical purposes,
and

e Protecting ecosystems, forms of
life, and natural beauty for

Jurisdic. Program Incentive Description Dates Success and Notes
Costa Rica | Forestry Loan | Bonds for Thisis a redegmable bqnd for small
Certificates plantation landowners with plantations of less
(CAFA) establishment than 25 ha. The bond was worth
US$520 per ha with 50% paid upon
confirmation of contract and the
remainder spread over next 4 years.
Costa Rica | Fondo de Payment of Similar to CAFA. FDF pays the cost
Desarrollo reforestation for the first 5 years of plantation
Forestal costs activities. Requires participation of
local farmer organizations.
(FDF) grant Organizations receive 70% of
reforestation costs on the
assumption that the remaining 30%
of the cost will be contributed in the
form of farmer’s labour.
Costa Rica | Payment for Direct Lanqlowners compensate_d for
Environmental | Payments services that forests provide to the
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Jurisdic. Program Incentive Description Dates Success and Notes
tourism and scientific purposes.
USA Soil Bank Direct * US Dept of Agriculture paid part of | gg4 500 p of
Program payments Ziiguigrpg?gfogsz 723r:?0?222al private croplands
years were planted,
. mostly in the US
e Program was designed to take land Southy
out of agricultural production and
put permanent cover on it — trees or
grass Program driven
« Ran from 1956 to 1960 by kel
reduce surplus
agricultural
production and
reduce federal
govt agricultural
subsidies
USA Forest Cost share ¢ fs:t(;it dsi?r?rfovért;gﬁtplammg and Cost sharing
Incentives funding P appears to have
Program e In 1996, federal program enlarged stimulated
and broadened the Stewardship afforestation. but
Incentive Program, that promotes it is not clear, how
stewardship of multiple forest much of the cost
resources. share planting
e 18 states also have cost share was afforestation
programs, sharing from 50 -75% of | \ 5 reforestation
tree planting costs
About 40% of
non-industrial
private planting
was cost-share
from 1951 - 96
1 0,
USA Conservation | Cost share y Fede'ral govt prpwdes 50% of 920,000 ha have
planting/ establishment costs to
ArborVitae Environmental Services Ltd. 62
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Costs of establishment, including
tending, spent within a five-year

the 20 years of

_ _ < the Grant
establishment period, were eligible. scheme. with
Land area between 5 and 100 20.000 y’,a
acres; planted.

Half of loan and interest refunded
after 20 years if plantation
successful.

Government tinkered with program
continuously. Two years after start,
interest rate was lowered to 3% and
interest charged only on non-
refundable half of loan; 100 acre
limit removed; municipal
governments became eligible
Replaced after 7 years by a grant
program for individual landowners
and small companies; municipal

Jurisdic. Program Incentive Description Dates Success and Notes
Reserve funding retire land from agricultural planted under
Program production this program
Started in 1986 (probably from
In 1990, a Forest Stewardship 1986 to 1999,
Program started, in which federal which seems to
and state forest staff provide be date of most
technical advice and plan recent info),
preparation — directed at non- largest area
industrial private landowners planted under
any cost share
program during
this period
New Forestry Low interest Loan ratg of (5%) for up to a twenty Nearly 200
Zealand Encourageme | loans year period to cover establishment Loans were
nt Loans costs. approved over
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The land must not have been
covered in forest as at 31
December 1989

The new forest must be direct
human induced

Emission units will be free to sell to
whomever the landowner wishes
Amount of units received will be
equal to the increased CO, stored
in the forest for the period between
2008 and 2012

It is anticipated that companies or
countries with obligations under the
Kyoto Protocol may be interested in
purchasing emissions units.
Contracts will be in perpetuity but
will be able to be changed with the
mutual consent of the Parties
(landowner and the Crown)

The program will get started in 2004
After 35 years and on a continuous
canopy basis, trees can be
harvested

use/climate/

http://www.climat
echange.govt.nz/
policy-
initiatives/sink-
credits.html

Jurisdic. Program Incentive Description Dates Success and Notes
governments remained eligible for
loans.
New | The tuure | Tadablo kyoro |© Foresnen (epecab o roeh
Zealand forests Protocol errganent ‘non-harvest’ Source:
programme compliant P : : . . :
s . commercial forest sinks will receive .
emission units http://www.maf.g
fully tradable Kyoto Protocol
; 0 .y ovt.nz/mafnet/rur
compliant emission units in al-
proportion to the carbon nz/sustainable-
sequestered in their forests T
resource-
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Other Incentives

Jurisdic.

Program

Incentive

Description

Dates

Success and Notes

Clear-fell plantation forests are not
included

the landowner will be required to
replace emission units for the CO,
released, plus make a penalty
payment if the forest was harvested
for sale outside of the allowable
limits.

There are no restrictions on eligible
species.

The program is principally designed
to allow greater economic benefit to
be derived from land, especially
marginal land.

New
Zealand

Forestry
Encourageme
nt Grants

Tree planting
grants

Began in 1970.

Cash grants would be paid for up to
50% of the establishment costs on
approved planting plans, for
individuals, trusts, small companies
whose annual qualifying
expenditure was less than
$200,000.

Maximum grant of $750/ha
Minimum area of 2 ha.

Per hectare financial limits removed
in 1980.

In 1982, gov't introduced a
simplified grant program and
eliminated forest encouragement
loans

Terminated in 1984.

Over the 13-
year life of the
program, nearly
3,000 grants
were made,
resulting in
100,000 ha
planted.
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Other Incentives

Jurisdic. Program Incentive Description Dates Success and Notes
Eliminated deductibility of forestry
expenditures from taxable income.
Australia Commonwealt | Loans provided Sr?]zevz/?alspt%r?)(z;inifepr?z:ggnﬁlIthlself- Plantation area
h Softwood to State gov'ts S i y rose from
Forestry at favourable sufficient in SOﬁWOOd’. focus was on 170,000 ha to
Agreements rates to SOMOOdS to replace_ imports and nearly 900,000
(CSFA) establish and native forest harvesting ha; private sector
care for Under Softwood Forestry planted 10,000
softwood Agreement. Acts, Commc_)nwealth halyr in late
plantations was committed to provision of low- 1970’s, mainly
mte_rest loans to States _ for industrial pulp
No interest charged for first 10 and paper
years, repayment over 20 years
starting in year 15; 35-year cycles | Total expenditure
coincides with rotations was $78 million
Planting and tending monitored by | ($390 million in
Australian Forestry Council 2002 dollars)
CSFAs were offered from 1967 to Expansion was
1982 accompanied by
No incentives offered to private expansion of
sector at this time; majority of markets,
private plantings were of P radiata. | infrastructure, R
& D, and risk
reduction.
Australia National Plurpto?_e was to .eigpalnd gardwood Program cost
e oosaion | 519 millon G
Program; in over first five
1989 replaced Tqrgeted to State govt and large years (1987 —
by Save the private growers; d_|d not address 92):
Bush and One underlying institutional obgtacles_or
Billion Trees &%anolxrr]];&r smaller, non-industrial
programs Established in 1987
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Other Incentives

Jurisdic. Program Incentive Description Dates Success and Notes
Subsequent programs had sharper
focus on biodiversity
Australia National Policy statement that guides
Forest Policy subsequent approaches —
Statement recognizes long-term nature of_
(1992) plantations and need for security
Australia Bushcare Aggregatloq of other programs funding totaled
Programme Natural Herltag_e Trust restructured $350 million from
in 2002 to provide more focus on 1997 — 2002
Part of environmental benefits, funding
Natural raised
Heritage Trust
1
Australia Removal of Progressive removal of export
export controls controls on unprocesseq wood from
plantations (logs and chips) after
review of forestry in 1990
Australia National Farm | Annuities Intended to encourage addition Of_ Between 1995-
Forestry tree growing into far_mmg systems; 99,
Programme promoted for diversification benefits establishment of
and also benefited investors in farm forestr
. . y
annuity schemes and with plantations rose
plantation investments from approx
Operated between 1996 and 2001 10.000 ha to
Effectiveness reduced because 23:000 ha
program did not overcome initial
cost req’ts and long time to maturity
of investments; uncertainty over
future markets and tax rates, and
general lack of awareness
Australia Victoria State | Low interest Ran from 1967 to 19_9 2 A total of 8,300
Govt Farm loans Low interest loans with payments ha planted during

ArborVitae Environmental Services Ltd.
2004-11-17

67




Evaluation of Tax Incentives that Promote Afforestation and Fast Growing Tree Plantations
NRCan-04-0923

Other Incentives

Jurisdic.

Program

Incentive

Description

Dates

Success and Notes

Forestry
Programme

deferred for first 13 years, for
planting softwood

the 15 years,
administrative
costs were high

Some
participants had
difficulty with
repayments
when unable to
sell thinnings

Australia

Plantation for
Australia: the
2020 vision

Partners
include state
and national
govts,
Plantation
Timber Assn
of Aust., Aust.
Forest
Growers, Natl
Assn of
Forest
Industry

Released in 1997

Designed to create internationally
competitive plantation growing and
processing industry, market
oriented with majority of
participation from private sector
Intention is to treble plantation area
from 1.1 million ha (1997) to 3.3
million ha

Approach is increase land
availability, get incentives right,
improve information flow, and
establish private plantation culture.

Vision reviewed
in 2002 and
revision
increased
emphasis on
social and
environmental
benefits,
reducing Aust
net emissions of
greenhouse gas,
contribution to
rural
employment, and
contribution to
foreign exchange
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