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Preface

This assessment was authorized by resolution of the Itasca County Board of Commissioners. The
resolution stated:

WHEREAS, approximately one-half million acres of land have forfeited for non-
payment of taxes since July 1, 1941, and that approximately 300,000 acres remain
tax forfeited;

AND, WHEREAS in 1941 the County Board of Commissioners caused a study
be made that classified all lands and provided a plan that guided the County in the
management and sale of tax forfeited lands;

AND, WHEREAS over fifty years have elapsed and many economic changes have
come to Itasca County during that time and that the directions provided by the
1941 study may need updating;

NOW, THEREFORE, BE IT RESOLVED that the Board of Commissioners call
for proposals to conduct a study which will include securing input from township
officials, county commissioners, forest industry representatives and other
interested parties and prepare a statement of how the county board should manage
the tax-forfeited lands, which may include the sale of lands or timber, retention of
lands for timber and recreational purposes, or any combination thereof and the
economic and/or financial impact of the recommendations.

In order to accomplish the objectives of the Board of Commissioners, a work plan was developed
and approved by the county board in November 1995. The work plan outlined the goals and
objectives of the assessment, which were to:

o  Examine the current circumstances surrounding the sale of tax-forfeited land
in Itasca County,

+ Examine the potential consequences of selling various types and amounts of
Itasca County administered tax-forfeited land, and

« Relate to the county observations and recommendations about possible
changes in land disposal policies and their administration.

This study presents: background information about tax-forfeited land, information about laws
relating to the sale and exchange of tax-forfeited land, input from the public, and detailed financial
analyses of the factors impacting the value of public and private land to the county. This
information, and the observations made in the study, will be useful in the county’s effort to find
appropriate uses for tax-forfeited land.
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Executive Summary

Ttasca County manages some of the best timberland in the state. These valuable tracts generate
substantial revenues for the county under county management. This forested land also would be
desired by private buyers, who would pay substantial sums for the land. Further, in private
ownership, these lands would generate substantial tax revenues for the county. However, for
many tracts managed by the county, current land prices and tax rates appear to be lower than the
benefits provided by continued county management. Some tracts would likely generate more
income for the county under private ownership.

Of the nearly 300,000 acres of tax-forfeited land administered by Itasca County, approximately
three-quarters is forested with a timber producing covertype. These forested lands provide a
variety of benefits to the county, and provide opportunities for both forest industry and
recreationists. Despite not generating property tax revenue, tax-forfeited lands do earn a return
to the county through sale of goods and service from the land and from state payments. The
major product sold from tax-forfeited land is timber, which has increased in price during the last
several years. Total receipts from tax-forfeited land were $1.6 million in 1994, and expenses were
$0.5 million. The county also sells some tax-forfeited land, although the sale program focuses
primarily on selling platted lots rather than natural resources land. The acreage of tax-forfeited
land managed by Itasca County has increased in the last several years, primarily due to the tax-
forfeiture of mining lands. This increase is consistent with the experience of other counties that
manage tax-forfeited land in northern Minnesota.

The sale of tax-forfeited land is a complicated process involving a variety of state laws and
policies and county ordinances and policies. Many different organizations and levels of
government may be involved. The sale of tax-forfeited land with timber requires the approval of
the state commissioner of natural resources. However, most sales of tax-forfeited land are
approved. Under most circumstances, the sale of tax-forfeited land with waterfront is prohibited
by state law. However, the sale of tracts with waterfront can proceed if authorized by special
legislation. The Itasca County Zoning Ordinance also restricts the sale of tax-forfeited land.
Approximately 80 percent of tax-forfeited land is zoned in a manner that prohibits its sale.

Decisions about the sale of tax-forfeited land are complicated, and should be goal driven. For
instance, they should be made in the context of meeting the county’s needs for economic
development and environmental protection. Decisions must also be made with the understanding
that investment in lands can have a substantial impact on the benefits they produce, regardless of
whether the lands are public or private. There is likely to be little financial benefit to the county
to sell lands on which no investment will be made by the private owners, or to retain properties
if no investments are made by the county.

While tax-forfeited land provides financial benefits to the county, there would also be financial
benefits to the county if the land were in private ownership. The primary financial benefits to the
county from selling tax-forfeited land would be the sale price of the land, less sale costs, plus the



tax revenues from the property. Comparing financial benefits under private ownership with
benefits under county management is difficult. For instance, once sold, timberland tracts might
be taxed under either of two different tax systems. However, some general rules for assessing
the financial and other impacts on the county can be developed.

Tracts obviously can vary in many ways (e.g., upland and lowland, timber types, access).
However, some useful generalizations are:

«  The average sale price per acre of forested land (timberland) in Itasca County is likely in the
range of $275 to $300 per acre. Sale prices are typically higher closer to Grand Rapids, and
lower farther away.

« Assuming a 4 percent discount rate, the average present value of the taxes on an acre of
timberland under ad valorem taxes is $98.25 per acre ($3.93 per acre per year). Under the
Tree Growth Tax Law, if the proportion of acreage in each covertype remains the same in
1996, the average present value is approximately $49.75 per acre ($1.99 per acre per year).

+  The present value of state payments based on tax-forfeited land is approximately $20 per
acre.

« The average estimated net present value of timber producing tracts per acre under county
management varies, depending on beliefs about future timber prices. Under three pricing
scenarios used for this report, the average net present value per acre of timberland is $388,
$462, and $548 for the low, medium, and high price scenarios, respectively. Tracts with a
non-timber producing covertype (e.g., lowland, non-productive tracts) are excluded from
these averages -- their main financial benefit to the county would be the payments in-lieu-of
taxes that they generate.

While average values are useful, tracts in Itasca County often are not “average.” Some more
general rules useful for comparing benefits under private and public ownership are:

+  Generally, tax-forfeited lands closer to Grand Rapids will generate higher sale prices and
greater tax revenues to the county under the ad valorem (property) tax system. However,
tax revenues will not be greater under the Tree Growth Tax Law, which does not take into
account a tract’s location.

o+ Tracts that are young, most likely from recent timber harvest, also may generate lower
revenues under county management, compared to private ownership. However, if these
same lands were temporarily unproductive and taxed under the Tree Growth Tax Law, then
tax revenues might be quite low ($0.05 to $0.15 per acre). Further, harvested land in most
cases will have a lower value to the buyer. Typically, this is the condition in which the
county received the land. :



It is unlikely to benefit the county to sell tracts that are mature and with substantial timber
volumes, unless the recreational value of the tract is substantial (e.g., lakeshore). This is
particularly true of pine species, which have a high value under county management. The
value of these sites under county management is likely to be greater than the sale price plus
the tax revenues received off these lands.

Mature, high site index tracts with the covertypes aspen, northern hardwoods, balm of
Gilead, and birch are also more likely to generate greater revenues under county management
than in private hands. However, returns to the county would be impacted by the buyer’s
decision whether to put the tract under the Tree Growth Tax Law (lower taxes) or under the
ad valorem tax system (higher taxes).

Balsam fir and white spruce tracts typically generate substantial value for the county, but the
value is close to the values that would be obtained under private management (sale price plus
the taxes). If the tract were taxed under the Tree Growth Tax Law or taxed under the ad
valorem system and located away from Grand Rapids, Minnesota, it might be more
financially advantageous for the county to manage the land. However, if the tract was closer
to Grand Rapids, with good access and taxed under the ad valorem system, it might benefit
the county to sell the tract and receive the tax revenues.

Covertypes associated with lowland areas, such as lowland hardwoods, tamarack, and
northern white cedar tend to generate the lowest financial benefits to the county under county
ownership. The greatest opportunity to improve the financial benefits to the county would
lie with these tracts -- particularly with the lowland hardwoods. If these tracts were sold to
individuals not particularly interested in the timber production from these lands, then they
might be willing to pay more for these lands than would be justified based on timber values.
Also, if purchased for recreational purposes, these tracts would tend to be taxed under the
ad valorem system, rather than the Tree Growth Tax Law. Tax rates on these covertypes
are substantially lower under the Tree Growth Tax Law. Removal of these lands from timber
production is unlikely to constrain the timber supply.

Sites that do not currently have timber producing potential typically generate little in terms
of financial benefit to the county under county management. Such might not be the case in
certain circumstances (e.g., gravel resources are present) or the tract provides access or
special recreational opportunities. In many cases, the sole financial benefit to the county may
be the payments in-lieu-of taxes that are received. At the same time, these same tracts would
likely generate little interest from private owners and would provide little in the way of tax
revenues. Tracts in this category are taxed at a very low rate under the Tree Growth Tax
Law, and also at a low rate under the ad valorem system. . Some tracts, particularly upland
grass tracts, would generate more revenues from sale and taxes.



« Lakeshore land, if it could be sold for residential purposes, would provide the greatest
financial return to the county, particularly if there is little valuable timber on the site.
However, it is extremely difficult to sell tax-forfeited lakeshore under current state law.

+  Payments in-lieu-of-taxes provide a relatively small benefit to the county on sites where
timber harvesting occurs. At the same time, these payments may provide the only benefit to
the county from some nontimber producing lands. In most cases this benefit would be lower
than the sale price plus tax revenues.

The assessment uncovered several other items of interest:

+ The county should maintain flexibility and preserve some options for the future. Some
counties, such as Pine County, traditionally received low prices for tax-forfeited, natural
resources land. However, land prices in Pine County have increased substantially, as the
influence of the Twin Cities metropolitan region expands. Also, land sold to the private
sector could be very costly to reacquire in the future. Options for future county board and
future citizens should be retained.

¢  The marketing of tax-forfeited lands might be improved. Some interested individuals find
it difficult to find the land auction. At the tax-forfeited land auction in November 1995,
several groups of citizens had difficulty finding the auction site. Several questionnaire
respondents suggested better marketing of tax-forfeited tracts.

«  Zoning affects the sale and uses of tax-forfeited land. Current regulations would prevent the
sale of much of the tax-forfeited land. Zoning (and deed restrictions) could be used to
encourage land uses desired by the county after the tax-forfeited land is sold.

o Rates used under the Tree Growth Tax Law have increased substantially for some
covertypes, particularly pine and other upland covertypes. These increases can be expected
to decrease participation of landowners with these types of lands. This shift could reduce the
amount and quality of recreational access in the county, because private land enrolled in this
program is open for recreational access.

¢  Under current law, it may be difficult for the county to sell valuable tracts, because of the
requirement to appraise both the land and timber on a tract. This appraisal sets the minimum
price at which private buyers may acquire the land. It is likely that the appraised price set by
the county, which reflects the full value of the timber, would make tracts more expensive to
purchase from the county than private sellers, as private sellers may not be aware of the full
value of their land and timber.

+ Many Itasca County residents have been interested in purchasing tax-forfeited land.
However, most want tax-forfeited land sale decisions made carefully. The financial and
economic impact of tax-forfeited land on the county is important to many residents.



Introduction

A fundamental choice of society is whether certain land and related resources should be
privately-owned or publicly-owned and administered by government agencies. The choice is
one of determining which ownership arrangements will further the public’s interest in the use
and management of natural resources. In a Minnesota context, the dilemma has been well-
stated (Dana et. al 1960):

.... advocates of change in every conceivable direction exist. Some think that public
ownership has already gone far enough, perhaps too far. Others see virtue in the
expansion of public ownership at various levels of government. The differences in the
point of view are due largely to the diversity of emphasis placed on different
objectives and to ignorance of the efficiency of various classes of ownership in
attaining those objectives.

Minnesota has a long history of deliberations over the appropriateness of various mixtures of
public and private ownership. Current public policies guiding the use of the more than 12
million acres of land currently owned by public agencies in Minnesota reflect decades of
public debate. In the 1920s and 1930s, the prevailing opinion was that county administered
land should be returned to private ownership as quickly as possible (Barlowe 1951). By the
early 1980s, sentiment had generally moved toward retaining such land in public ownership.?
The land ownership policies resulting from these public debates resulted from intense
discussion of three main issues: (1) whether certain goods and services might better be
produced by public or private ownership, (2) whether the stream of financial benefits to
government would be greater (or less) if land were in public or private ownership, and (3)
whether public or private land owners were better able and willing to make long-term
investments in resource management.

Regardless of their opinions on changes in public land ownership, elected and appointed
officials would probably agree that changes in ownership should be based on an understanding
of benefits and drawbacks associated with public and private land ownership. Public and
private lands both provide benefits to society, and although these benefits may be different,
few are likely to question the need for government to own and manage certain land. However,
achieving consensus on how much land and for what purpose is often very difficult. A clear
understanding of the consequences of public ownership and the alternatives to it is needed to
facilitate a consensus on the appropriate mix of public and private land ownership.

2«1t is the general policy of this state to encourage the best use of tax-forfeited lands, recognizing that some lands
in public ownership should be retained and managed for public benefits while other lands should be returned to private
ownership.” MN State Statutes, Tax-Forfeited Land Sales, Section 282.01 [Subdivision 1].
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Itasca County Lands

Itasca County encompasses approximately 1.7 million acres of land. Of this total area, 78
percent is timberland®. Approximately 55 percent of the county is publicly owned, as is 59
percent of the county’s timberland. The county’s timberland is approximately 40 percent
privately owned, and the county, state, and federal governments each roughly manage 20
percent of the timberland in the county.

Table 1. Approximate timberland and land area by ownership in Itasca County, early 1990s.
(thousands of acres)”.

Category Timberland"® Land
County 256 302
State 254 323
Federal 268 304
Private’ 546 774
Total 1,323 1,703

2 The USDA Forest Service, the Minnesota DNR, and the Itasca County Land Department each use different
definitions to describe forested lands, and the data are slightly inconsistent in several cases.

b USDA Forest Service data.

¢ Inchudes: nonindustrial, private owners; forest industry; corporate; and Native American.

Minnesota has more county-administered timberland than any other state. Total county and
municipal administered timberland was 2,506,000 acres in 1990 (USDA Forest Service 1995).
The 2.5 million acres of county- and municipal-administered timberland in Minnesota is about
17 percent of the state's timberland. The vast majority of county-administered lands in
northern Minnesota came under public ownership because of tax-forfeiture. The state holds
the title to these tax-forfeited lands, but counties retain the authority to manage them. Tax-
forfeiture was common by the mid-1800s and occurred frequently during the 1920s and 1930s.
While it was initially the policy of Minnesota counties to return these lands to private
ownership, by the 1930s they had acquired more than six million acres (Baughman 1982).
Today there are more than 2.8 million acres of county administered, tax-forfeited lands
(including nonforested lands) in Minnesota.

Table 2 lists the fourteen counties in northern Minnesota that administer 98 percent of the 2.5
million acres of timberland. Each has a land department that is primarily responsible for
managing the tax-forfeited land within the county. Among the 14 counties that administer a

3 Forestland that is capable of producing more than 20 cubic feet per acre per year of industrial wood
crops and is not withdrawn from timber utilization.



substantial acreage of timberland, Itasca County manages the third largest acreage (256,000
acres).

Table 2. Area of timberland within selected counties and timberland administered by the
county, 1990.

Area of Area of Timberland
Timberland Administered by County
Thousands of | Thousands of Percent of total

County acres acres in county |
| Aitkin 701 196 28.0
Becker 332 88 26.5
Beltrami 836 139 16.6
Carlton 341 58 17.0
Cass 842 233 27.7
Clearwater 285 67 23.5
Cook 565 9 1.6
Crow Wing 386 90 23.3
Hubbard 400 121 30.3
Itasca 1,323 256 19.3
Koochiching - 1,424 279 19.6
Lake 850 144 16.9
Pine 486 32 6.6
St. Louis 2,699 745 27.6
Total, Minnesota 14,723 2,503 17.0

Source: USDA Forest Service 1993.

Itasca County’s land holding is larger than the amount of timberland as measured by the
USDA Forest Service. The county manages approximately 298,000 acres of tax-forfeited
land. This land consists of a wide variety of tracts that vary by tree species, access, location
of the tract, and a variety of other factors that impact the benefits and costs associated with
each tract.

Detailed information about the types of lands administered by the county is recorded at the
county land department. A tabulation of the data in these records gives a sense of the range
of vegetation types found on tax-forfeited land (Table 3). According to the records,
approximately 80 percent of the county’s land is forested with a timber producing overstory.
The remainder is mostly lowland, although there are approximately 3,000 acres of nonforest
upland covertypes. Of the acres that tend to be timber producing, the most common overstory
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is aspen. An aspen overstory is found on nearly half of the acreage that would tend to be
timber producing. The data on the acreage of the various covertypes is useful, but it can also
be misleading. This is in part because many tracts (e.g., a forty) may have several different
overstory types on different parts of the tract. Also, other tree species may be present along
with the type that is predominant.




Table 3. Acreage of overstory types found on Itasca County tax-forfeited land.

Overstory Type Acres
Timber Producing 228,661
Conifer 79,887
Balsam Fir | 9,203
Black Spruce 22,333
Jack Pine 7,265
Northern White Cedar 8,437
Norway Pine 14,726
Tamarack 10,683
White Pine 187
White Spruce 7,053
Hardwood 148,774
Aspen 108,562
Balm of Gilead 4,049
Birch 12,154
Lowland Hardwoods 16,280
Northern Hardwoods 7,729
Nontimber Producing 61,548
Upland 2,964
Duff 380
Other Upland 118
Upland Brush 797
Upland Grass 1,669
Lowland 55,994
Beaver Pond 490
Lowland Brush 28,383
Lowland Grass 4,600
Marsh/Muskeg 10,229
Permanent Water 4412
Rock Outcrop 65
Stagnant Spruce 6,310
Stagnant Tamarack 1,505
Industrial/Urban 2,590

Note: Data from the Itasca County Land Department GIS system. These categories may not match categories or totals
calculated by other agencies.
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Itasca County Background

The Minnesota State Demographer estimates that in 1994 there were 42,047 people and 16,078
households in Itasca County. The State Demographer predicts a decline in Itasca County’s
population over the next several decades. Population in the year 2000 is expected to be
39,180, and by 2020 the population is expected to drop to 36,600. However, the current
population is exceeding previous estimates. The 1990 census found that 79% of the population
was rural nonfarm, 19% was urban (urban is defined as a city with a population of 2,500 or
more), and 2% was rural farm. The farm population in Itasca County has declined by 94%
over the last 50 years (Minnesota Extension Service 1992).

The median age of Itasca County citizens is 35.9. The median age has increased by nearly 10
years since 1960. The increase reflects a substantial decrease in the portion of the population
under 18, and a substantial increase in the population 65 and over. The total workforce in the
county averaged 20,066 in 1995. Unemployment averaged 9.4 percent.

Ttasca County relies on a variety of industries to support the economy of the region. Two
industries that are directly linked to the status of tax-forfeited land in Itasca County are the
forest products and tourism industries.

Forest industry is an important component of Itasca County’s economy. Despite the
importance of the industry to the county, there is limited information about the economic
magnitude of its importance. This lack of information is in part due to the size of Blandin
Paper Co. in relation to other employers in the county. State agencies release only limited
forest industry information for Itasca County, in part to protect the confidentiality of data
provided by the company. The state has also reduced the amount of economic impact data it
generates related to forest industry, particularly data at the county level. Nonetheless, some
data is available about employment levels in forest industry. A survey conducted by the Itasca
Development Corporation estimated the number of direct forest industry employees at more
than 1,700 in 1990. If this number has remained stable, then the total wages paid by their
employers would likely be close to $50 million annually. The Minnesota Department of
Economic Security estimates that in 1993, there were 3,143 employees in the agriculture,
mining, construction, and manufacturing industries in Itasca County. Forest industry workers
likely made up about half of that total.

Another important industry that likely relies in part on forested lands in Itasca County is the
tourism and travel industry. The Minnesota Office of Tourism estimates the net economic
impacts of travel and tourism on Minnesota, and provides estimates of the net impact by
county. These estimates are produced by the REMI model (named for Regional Economic
Models, Inc., a company based in Massachusetts). The REMI data produced by the
Minnesota Office of Tourism data suggests that travel and tourism from within the United
States (does not include visitors from Canada) generated approximately 1,500 jobs in Itasca
County in 1993. Preliminary data suggests that the number of jobs increased to 1,600 in
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1994. These employment estimates include direct, indirect, and induced employment. Direct
employment is employment directly linked to travel and tourism. Indirect employment
includes employment to install and equip travel facilities and structures. Induced employment
is somewhat broader and may include employment of government workers from expanded tax
revenues. St. Louis and Cook were the only counties in the Northeastern Region where greater
employment was generated due to travel and tourism in 1993. In the North central region of
the state, tourism and travel generated more employment in Cass, Crow Wing, and Stearns
County than Itasca County.

Estimated salaries and wages due to travel and tourism in Itasca County were $29 million in
1993, and the preliminary estimate for 1994 is $33 million. Gross receipts were estimated to
be $75 million in 1993, and $83 million (preliminary) in 1994 (MN Office of Tourism 1996).
These estimates include direct, indirect, and induced impacts.

Data, produced by the Minnesota Department of Revenue, Tax Research, is available on the
number of resorts and their gross sales in Itasca County. In 1993, there were 104 resorts in
Itasca County. The number of resorts has remained constant over the last several years. Gross
sales in 1993 were $3,382,000. Average gross sales were approximately $32,500. Other,
broader data is also available on tourism and travel in Minnesota. The same office estimates
that gross sales of hotels, motels, resorts and other lodging places were $10,348,000 in 1993.
Gross sales by the amusement and recreation industry were $1,963,258 and gross sales by
eating and drinking businesses were $22,375,671 in 1993.
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Tax-forfeited Land Management

Tax-forfeited land management generates a variety of types of income for the county. Sale
of timber, gravel, land, and buildings; various types of leases and easements; state payments
and grants; and grants from various other organizations (e.g., the Blandin Foundation) have
been sources of income. In Itasca County, the largest portion of the revenue from tax-
forfeited land is from timber sales. The collection of receipts from tax-forfeited lands totaled
$1.7 million in 1994 (Table 4). This represents a substantial increase over previous years.
This increase has been primarily driven by increased timber prices, and the resulting higher
timber sale receipts.

Table 4. Receipts, expenses, and apportionment resulting from the management of Itasca
County’s tax-forfeited lands. (dollars)

1991 1992 1993 1994
Adjusted Gross Receipts® 879,238 1,423,653 1,493,026 | 1,619,881
Administrative Expenses 423,722 496,877 504,211 483,644
Total Apportioned 455,516 926,775 988,815 | 1,136,237

* Adjusted for refunds and other miscellaneous adjustments.

: ¢ Tax-forfeited Land Recei

In Itasca County, a portion of the receipts from tax-forfeited land is used to finance land
department activities and a portion is distributed to the county, townships, and school districts.
Most receipts from management activities related to tax-forfeited lands must be allocated
according to an apportionment formula described in Minnesota Statutes Sections 282.08 and
282.09 (Itasca County is subject to legislation that deviates slightly from the apportionment
formula described in 282.08).

Minnesota Statutes Section 282.08 allows the county board some discretion in determining the
proportion of these funds that will be reinvested in forest management rather than returning
the funds to the county for various non-natural resource purposes. Section 282.09 deals with
various administrative expenditures which can be made from tax-forfeited land receipts.

Among the administrative expenses that can be deducted from receipts under Minnesota
Statutes Section 282.09 are:

® Salaries of the land commissioner, assistants, and salaries of clerks needed by
the county board or land commissioner
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° Repair costs for sewers and water mains along the boundaries of tax-forfeited

lands
° Acquisition and maintenance of equipment solely for use on tax-forfeited lands
° Per diem allowances and expenses incurred by county board members
. Various other fees and expenses relating to tax-forfeited land

The land commissioner is generally responsible for administering all of the tax-forfeited and
natural resource lands for the county. Thus, land commissioners are also responsible for
administering land sales, exchanges, leases, and easements. Finding and marking boundary
lines and road maintenance are sometimes time-consuming responsibilities for land
departments. In addition, the land commissioner is responsible for the multiple use
management of county-administered lands. This can involve a wide variety of responsibilities,
including: enhancing recreation opportunities and wildlife habitat on lands managed by the
county, weed control, managing hunting, cross-country skiing, mineral, and miscellaneous
leasing arrangements.

While county land departments incur expenses for all of their land management activities,
many do not generate revenues for the departments. For instance, in the recently developed
management plan for Koochiching County's tax-forfeited land and forest resources (1992),
there is a description of some of the typical activities of a county land department:

The Land and Forestry Department is responsible for the management and sale
of timber, which entails summer and winter forest road development and
maintenance, reforestation and other forest improvement projects. The
department also maintains a number of recreational facilities, administers more
than three hundred seasonal recreation dwelling leases, is in the process of
developing forest walking trails, is involved in wildlife development projects,
peatland development projects, selling sand and gravel by lease, offering public
auction land sales, land exchanges and administering miscellaneous leases and
easements (Koochiching County 1992).

Once these administrative expenses are deducted, any remaining receipts are usually
apportioned according to Minnesota Statutes Section 282.08. Under Minnesota Statutes
Section 282.08, if any tax-forfeited land that has been previously improved by a municipal
subdivision (taxing district) is sold, that subdivision is paid an amount equal to the increase
in land value attributed to the improvement. A municipal subdivision could include an
incorporated county, town, city and school district (Baughman and Ellefson 1983). Remaining
funds are next used to pay for any special assessments charged against the land which were
due or were deferred at the time of tax forfeiture.

If there are still remaining receipts to be apportioned, then the receipts are usually distributed
according to the following formula (from Minnesota Statutes 282.08, Subdivision 4):
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(4) Any balance shall be apportioned as follows:

(a) Any county board may annually or by resolution set aside no more than 30
percent of the receipts remaining to be used for timber development on tax-
forfeited land and dedicated memorial forests, to be expended under the
supervision of the county board. It shall be expended only on projects
approved by the commissioner of natural resources.

(b) Any county board may annually by resolution set aside no more than 20
percent of the receipts remaining to be used for the acquisition and maintenance
of county parks or recreational areas . . . to be expended under the supervision
of the county board.

(c) If the board does not avail itself of the authority under paragraph (a) or (b)
any balance shall be apportioned as follows: county, 40 percent; town or city,
20 percent; and school district, 40 percent, and if the board avails itself of the
authority under paragraph (a) or (b) the balance remaining shall be apportioned
among the county, town or city, and school district in the proportions stated in
the paragraph above, provided, however, that in an unorganized territory that
portion which should have accrued to the township shall be administered by the
county board of commissioners.

Note that the apportionment formula gives the county board some latitude in determining how
much money to reinvest in forest management. That is, while 30 percent of net receipts may
be put into a timber development fund, the county board may choose to put less than the
allowed 30 percent into this fund. Similarly, the 20 percent that is allowed to be set aside for
recreation development is also a maximum. The amount that is actually retained in these funds
varies from county to county.

While most counties follow the general apportionment formula outlined above, there are
exceptions. For instance, special legislation was passed in the 1960s that allows the county
board of Itasca County to set aside up to 30 percent of annual receipts from sales related to
management of tax-forfeited lands in a special planning and development account. These
monies can be used for a variety of purposes, including:

Timber development on tax-forfeited land and memorial forests
Land use planning

Acquisition and maintenance of county parks or recreational areas
Promotion of tourist, agricultural or industrial development

Under Minnesota Statutes Section 459.06, Subdivision 2, the county board can determine that
some county-administered tax-forfeited lands should be treated differently from other county-
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administered tax-forfeited land. The county board can designate such-land as a memorial
forest. The statute states:

Tax-forfeited lands. Any county may by resolution of the county board set
aside tax-forfeited land which is more suitable for forest purposes than for any
other purpose and dedicate said lands as a memorial forest and manage the
same on forestry principles. Any moneys received as income from the land so
dedicated and set aside may be expended from the forfeited tax fund for the
development and maintenance of the dedicated forest.

Funds generated on memorial forests may be kept by the land department for reinvestment in
the management of the memorial forests. As with timber development and parks and
recreation funds, however, how much is retained for forest management is at the discretion
of the county board.

A primary reason for creating memorial forests is that such a designation is a commitment to
keep those lands as forest land. The creation of a memorial forest is not permanent, and land
designated as part of a memorial forest can be withdrawn from that status under certain
conditions (Minn. Stat. Section 459.06, Subd. 3). However, it is more difficult to change the
designation of memorial forest land than other lands. In 1992, Itasca County had 240,622
acres of memorial forest (MacKay et. al. 1993).

Ordinarily, any funds remaining after set-asides for memorial forests and timber, recreation,
and other development funds are apportioned according to the general apportionment formula,
with 40 percent turned over to the county, 40 percent to school districts, and 20 percent to the
township, village, or city. In Itasca County, the total amount of tax-forfeited receipts
apportioned has increased in recent years, increasing the amounts apportioned to the various
accounts (Table 5).

16



Table 5. Tax-forfeited adjusted gross receipt apportionment

1991-1994. (dollars)

Apportionment 1991 1992 1993 1994
Planning and 110,430 228,114 235,527 273,339
Development (Parks)

County Forests 85,654 165,447 203,725 225,107
Revenue (County) 103,067 212,906 219,825 255,116
Unorganized Townships 19,453 35,238 52,415 56,897
(Road and Bridge)
Townships 28,285 61,370 50,541 64,724
Cities 5,561 10,795 6,956 5,937
School Districts 103,067 212,906 219,825 255,116
| Total 455,516 926,775 988,815 1,136,237

Note: Columns may not sufn due to rounding.
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; Linked to Tax-Forfeited Land

Ttasca County receives two types of state payments that depend on the amount of tax-forfeited
land administered by the county. Payments in-lieu-of-taxes (sometimes called PILT) are paid
annually for each acre of tax-forfeited, natural resources land administered by the county.
County forest road fund payments (also called unrefunded gas tax payments) are paid annually,
and in part depend on the acreage of tax-forfeited, commercial forest land in the county.

Payments In-Lieu-of-Taxes

The State of Minnesota pays counties, including Itasca County, a sum based on the acreage
of "natural resource lands" to which the state holds title within each county. These natural
resource lands are generally lands to which the state holds title, and are not located within a
city. The rationale for these transfers is that these public lands do not pay property taxes to
the counties, so in-lieu-of-taxes payments compensate counties for the loss of these potential
revenues. The basis for these distributions is Minnesota Statutes, Section 477A, Subdivisions
11 through 14. Total payments under this program to Minnesota counties were more than
$5.0 million in state FY 1995.

The amount distributed through in-lieu-of-taxes payments to each county annually depends on
the type and use of the state land in the county as well as the number of acres. Minnesota
Statutes Section 477A contains the formula which is used in calculating the annual payment
to the counties. Two types of land are defined for the purposes of State in-lieu-of-taxes
payments: acquired land and other land. Acquired land is land to which the state holds title,
and where the state obtained the title either by purchase, through a gift, or through
condemnation (DNR 1991a). According to the formula, the state must pay the county $3.00
for each acre of acquired land. Other land, which can be tax-forfeited, Trust Land*, Con-Con
land, or Exempt Acquired Land’, earns the county 37.5 cents per acre if the land is
administered by the Minnesota Department of Natural Resources (DNR) and 75 cents per acre
if the land is administered by the county (DNR 1991a). Payments for each type of land within
the county are totaled to generate a gross in-lieu-of-taxes payment.

The following adjustments to the gross payment, described in Minnesota Statutes Section
477A, may reduce in-lieu-of-taxes payments to counties:

1. Receipts to be allocated to the county under Minnesota Statutes Section
97A.061, which directs the distribution of receipts from the game and fish fund

*Trust land is lands that is administered by the state and was transferred to the state upon statehood, with the
stipulation that any receipts generated from these lands be used for specified purposes.

SExempt Acquired Land is land that is DNR administered and was acquired from a tax-exempt ownership.
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to counties which have public hunting areas, are deducted from the gross
payment.

2. Rent receipts on acquired lands returned to the counties under Minnesota
Statutes Section 272.68, Subdivision 3, are deducted from the gross in-lieu
payment.

The two adjustments to gross in-lieu-of-taxes payments are relatively small. Receipts
disbursed to Itasca County under Minnesota Statutes Section 97A.061 for public hunting
grounds totaled $2,218 in state FY 1995. Rental payments, most likely made by the
Minnesota Department of Natural Resources and the Minnesota Department of Transportation,
totaled $536 in FY 1995. When these adjustments are calculated and subsequently subtracted
from the gross in-lieu-of-taxes payment, the net in-lieu results. In state FY 1995, total state
payments-in-lieu to Itasca County were $399,246. Of this total, $223,913 was attributable to
tax-forfeited land managed by Itasca County.

In certain circumstances under state law, payments in-lieu-of-taxes would not be paid if the
tax-forfeited land were leased to a business, or if the lease is for at least one year. In
applicable situations, leased tax-forfeited lands would be subject to property taxes to be paid
by the lessee.

Proposals to eliminate payments in-lieu-of-taxes have appeared in at least two of the
Governor’s recent budget recommendations. The 1992 Governor’s Supplemental Budget
Recommendation recommended outright elimination of the payments for tax-forfeited land.
The recommendation stated:

...counties managing tax-forfeit land receive all land and timber sale revenues
from those lands, and the state receives no benefit. Making payments-in-lieu
of taxes in essence represents a duplicate payment that the state cannot afford
in the current fiscal climate.

A similar item appeared in the state FY 1996-97 Budget Initiative (the Governor’s proposed
biennial budget). However, in this case the proposal included eliminating payments in-lieu-of-
taxes, but would have increased the amount of control given to counties to manage tax-
forfeited lands within their boundaries. Specifically, the Governor proposed:

. elimination of the review of tax-forfeited platted lots sales (those bordering public
waters or in established DNR management units would remain withdrawn from sale
and be handled through special legislation).

. sale of land within corporate city limits would not be reviewed for sale approval,
except as above.

. timber appraisals on tax-forfeited land would no longer be subject to DNR review and
approval. '
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. the DNR would no longer have to approve the removal of lands from county memorial
forests.

The stated reasons for eliminating PILT on tax-forfeited land included:

. counties receive both land management/land sale revenues and PILT payments; this
dual subsidy is difficult to justify in the current fiscal climate.
. PILT on tax-forfeited land is an inappropriate property tax relief mechanism. The

major state local aid programs should be the focus of state involvement for assistance
to property taxpayers. Furthermore, the PILT formula of a fixed payment per acre is
an ineffective way of providing tax relief because of disparities in effective “tax" rates
based on variations in land values.

Minnesota Statutes, Section 477A, directs the allocation of the net in-lieu-of-taxes payment,
dividing the funds among the county general fund for property tax relief, organized townships,
and the natural resource allocation (DNR 1991a). The natural resource allocation is of
particular interest here as it provides funds for county land management agencies. Minnesota
Statutes, Section 477A mandates that for each acre of tax-forfeited land outside of city limits,
37.5 cents is to be allocated to activities related to natural resources lands. The statute states
that this portion of the in-lieu-of-taxes payment to a county is for use in "resource
development, forest management, game and fish habitat improvement, and recreational
development and maintenance.” In state FY 1995, the natural resource allocation in Itasca
County would amount to approximately $110,000. Individual counties are responsible for
making these calculations and distributing the in-lieu payments accordingly.

Calculating the present value (incorporating the benefits from future payments) of the
payments in-lieu-of-taxes for county administered tax-forfeited lands depends on several
factors. On a per acre basis, the value depends on the number of years that payments in-lieu-
of-taxes will be paid to the county, the amount of those payments, and the discount rate used
to calculate their present value. The number of payments to be made under this program is
somewhat uncertain -- it has been considered for elimination repeatedly. However, one way
to determine the present value of these payments is to consider that they will be made in
perpetuity. This could represent the maximum value of these payments to the county. Given
that they would be a perpetuity, and given a discount rate of 4 percent, the present value of
payments-in-lieu-of-taxes for tax-forfeited land is approximately $18.75 per acre.

County Forest Road Funds

Distribution of County Forest Road Funds began in 1988. In state FY 1991, $275,000 was
distributed to counties with a land department and a land commissioner. These funds originate
from unrefunded taxes paid on gasoline and special fuels used to operate motor vehicles on
forest roads (DNR 1991a). The allocation of these funds is based on the relative proportion
of commercial forest land administered by the county. Funds from this account are distributed
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to the county land department for "constructing, reconstructing, acquiring, and maintaining
county management access roads, including the acquisition of rights-of-way or easements as
may be needed” (MS 89.72). In Itasca County, the amount of payment under this program
in 1992 was $25,140. This amount was based on 240,938 acres of tax-forfeited, commercial
forest land administered by the county, as determined by the Minnesota DNR. The most
recent distribution (state fiscal year 1996) was $29,043. While the amount of money received
under this program varies from year to year, it averages between $0.10 to $0.12 per acre of
tax-forfeited commercial forest land per year.

As with the payments in-lieu of taxes, it is possible to estimate the value of these payments
to the county assuming that they will be made well into the future. At approximately $0.10
per acre, and assuming a discount rate of 4 percent, the present value per acre is a $2.50 per
acre. This amount would only apply for tax-forfeited land that is considered commercial
forest land -- it would not be paid for unproductive, tax-forfeited land.

Tax-forfeited Land Sale Expenses

Total administrative expenses deducted from tax forfeited land management receipts were
$483,644 in 1994 (Table 4). Land sale expenses were a relatively small portion of this total.
Salary expenses related to land sale and exchange totaled $17,533 in 1994, up from $9,039
in 1993. The data collected by the land department were not used to estimate land sale
expenses for this study, because the data include expenses related to land exchanges (often
quite time consuming for the land department) and for the sale of platted lots.

Instead, costs to sell tax-forfeited, natural resources land were estimated based on the amount
of work required by the land department to put up a tract for sale. The land department was
asked to estimate the amount and types of effort required to sell a tract of tax-forfeited
timberland. The estimate was based on the activities required to appraise and sell a 40 or 80-
acre parcel of timberland. The land department was not asked to estimate the costs associated
with platted lots, because the focus of this study is natural resources land.

The estimates provided by the department were rough, but covered three different types of
expenses. It was estimated that the cost to appraise a 40-acre tract of timberland was
approximately $184. This includes salary and fringe for approximately eight hours worth of
work, including travel time. It was determined that the amount of effort to appraise a 40 and
an 80-acre tract was nearly the same. A further cost noted by the land department was
completing paperwork (generating maps, etc.) associated with the sale at the office. In this
case the amounts of effort (and therefore, time) expended was about two hours ($46) to
prepare the paperwork for a 40-acre tract. It was estimated that the additional time to prepare
paperwork for an 80-acre tract was one hour, bringing the total cost to ($69). The land
department also incurs other costs during the land sale process. For instance, approval from
the Minnesota DNR must be received (requires paperwork) and adjacent owners must be
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located and notified. Given these estimates, the total sale preparation cost for 40 acres would
be approximately $280. This estimate may be low. It only covers the variable costs
associated with land sales -- it does not include fixed costs at the land department or at the
auditor’s office. Further, the total costs of sale preparation to the county might be greater than

this when measured by acres sold -- some tracts for which the sale preparation tasks are
completed may never sell.
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County Land Use Policies

The county has some general policies related to land use that might impact the potential sale
of tax-forfeited land. Some are very brief and general. For instance, the Itasca County
mission statement declares: “The Mission of Itasca County Government is to preserve and
enhance the quality of life, the environment, and economic well-being within the community.”
However, other policies are more formal in that they place restrictions on the uses to which
land may be put. One of the most important county policies that impact the use of forested
land is the Itasca County Zoning Ordinance.

The purpose of the Itasca County Zoning Ordinance is “to promote the health, safety,
convenience and general welfare of the inhabitants by dividing the county into zones and
regulating therein the uses of land and the construction of all structures with a view to
encouraging the most appropriate use of land in the county.” County zoning regulations apply
to areas outside the incorporated limits of cities and villages. Itasca County, outside the limits
of incorporated cities and villages, is currently divided into 11 zoning districts. These eleven
are residential, seasonal residential, farm residential, recreational commercial, light industrial
commercial, heavy industrial, public, open, waterfront public, rural residential, and special
protection overlying district. These districts may change in the future, as the county is
currently reviewing the number and types of zoning districts.

The county zoning office estimates that approximately 80 percent of tax-forfeited land is zoned
as a public district. Due to recent zoning changes, more detailed data is not currently
available. The Itasca County Zoning Ordinance defines a public district as:

Areas established for public services, public recreation, public access,
agriculture and forestry research, memorial forests, and outstanding natural
features. This district is to preserve and protect public lands, and to prevent
certain lands, lakes, rivers, and streams from being land-locked by private
ownership. However, exchange of lands between public agencies and/or
private agencies is permitted. The sale of County owned or County controlled
tax forfeit lands is prohibited.

Most of the remaining tax-forfeited land is zoned as Open District. The Itasca County Zoning
Ordinance states:

The purpose of this district is to protect and foster the development and
multiple use of forestry and associated resources including wildlife, water,
game, fish, and agriculture including livestock. -Isolated settlement with its
cost to government and hardship to the individual is regulated by prohibiting
year-long residential public services.
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Limited amounts of tax-forfeited land are found in several other zones, including waterfront
public district, which would be applied in some cases where the tax-forfeited lands are on a
lake. An area zoned waterfront public district is zoned to promote the best development of
Itasca County’s inland waters by maintaining natural conditions of shorelines.

The zoning of the majority of tax-forfeited lands as “public district” prevents the sale of tax- .
forfeited in these areas, and therefore prevents the majority of tax-forfeited land from being
sold. However, tax-forfeited lands zoned public could be sold if the lands were re-zoned or
if the Itasca County Zoning Ordinance was amended. Given the history of Itasca County
zoning activities it is likely that re-zoning tax-forfeited lands would take considerable time (re-
zoning occurred nearly 30 years after the initial zoning effort). However, amendments to the
zoning ordinance occur with greater frequency (annually, or more often).

Tax-forfeited lands zoned “open district” are not expressly prohibited from sale. However,
further zoning efforts may shift tax-forfeited land from open district to “public district.” The
practice of the latest zoning effort was to move a substantial portion of open district tax-
forfeited lands to “public district.”

Zoning not only impacts the current status of tax-forfeited lands, it would also impact the use
of tax-forfeited lands once they are sold. If land is zoned seasonal residential district, year-
long residential public services are prohibited. According to the ordinance, these services are
prohibited because isolated settlements result in costs to government and hardship to the
individual. Government would incur some costs for isolated settlement. The county budgets
approximately $1,000 to $1,200 per mile for routine maintenance for roads that carry up to
50 to 100 people per day. The bulk of these costs are for grading and snow plowing. Costs
for road building are substantial -- they may total much more than $150,000 to $300,000 (or
more) per mile. However, if the land is used to develop a subdivision, developers might
provide these services at their own expense. Such a developed area might have to be re-zoned
in the future to a residential district. Some zones also provide increased protection to the
environment. The Itasca County Zoning Ordinance also provides for a “Special Protection
Overlying District.” According to the Itasca County Zoning Ordinance:

The purpose of this district is for the preservation and management of areas
unsuitable for development in their natural state due to constraints such as
shallow soils over groundwater or bedrock, highly erosive or expansive soil,
steep slopes, susceptibility to flooding, or occurrence of flora or fauna in need
of special protection.

The special protection overlying district is applied on an “as needed” basis. Currently there
no land in the county is zoned this way.
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County Forestland Ownership Transfer Studies

The policy of counties owning substantial amounts of tax-forfeited lands has received only
modest attention in Minnesota. In the early 1940s, land use and the disposition of tax-
forfeited land was examined in Itasca County (Itasca County Land Use Committee 1942).
More recently, in 1983, the state Office of the Legislative Auditor reviewed the status of state-
owned land generally, including county administered land (Office of the Legislative Auditor
1983). Major concerns of the review were the procedures used to identify surplus state land
and the results of past attempts to sell such land (Office of the Legislative Auditor 1983). Also
in 1983, an assessment was undertaken of local and regional impacts of placing large parcels
of tax-forfeited land in private ownership (600,000 acres, 900,000 acres, and 2,030,000 acres)
(Baughman and Ellefson 1983). The assessment concluded that significant changes would
occur in long-term revenues flowing to county governments.

The most intense review of tax-forfeited land sales in Itasca County occurred in 1980 (Palm
and Ellefson 1980). Owners of land sold by Itasca County (ten acre or larger parcels) during
the period 1960 through 1977 were identified and contacted. Of interest was the use to which
the land was being put, the magnitude and type of forestry investments being made in the land,
and the changes that had occurred in the ownership of the land. Of the 130,000 acres sold by
Itasca County during the period in question, 33,000 acres were purchased by individuals and
families. The land was being used primarily for the location of a permanent residence or for
recreational hunting. During the 17-year period, some parcels of land previously owned by
Itasca County had changed ownership more than eight times. A summary of the findings and
conclusions of this assessment is presented below in terms of implications for public access,
production of forest outputs, land tenure, and use of forestry services.

Public Access. Consumption of certain public benefits produced by private owners of forest land
may have been thwarted by sale of tax-forfeited land to individuals and families. One out of every
four acres of Itasca County tax-forfeited land was sold to individuals and families that were intent
on using the land for their own personal use, such as permanent residence, farming, or ranching.
Thirty-five percent of the landowners cited such uses for the future. Owners using land for these
purposes had a desire for privacy, a need to keep crop damage to a minimum, a fear of being
liable for trespassers’ actions, and a concern over possible hazards resulting from discharge of
firearms. Use of the newly acquired property for these purposes probably curtailed the
landowner’s interest in providing free and easy access to persons interested in using and enjoying
many of the benefits that the landowners’ forests might be capable of producing (e.g., hiking,
hunting, fishing). In addition, the practice of “posting” land to preclude recreational activities
deemed undesirable by a landowner probably further curtailed opportunity for consumption of
these public benefits. Almost one-fourth-of the landowners had posted part or all the land which
Itasca County once owned. This was equivalent to 16 percent of the land sold to individual and
family landowners between 1960 and 1977.
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Production of Forest Outputs. Public interest in encouraging the production of a high level of
various forest resource benefits may not have been served by the sale of tax-forfeited land to
individuals and families. Most individuals and families acquiring tax-forfeited land were not
actively involved in the management of their forest for purposes of timber, recreation, wildlife or
scenic beauty. Roughly half the owners failed to undertake any forest management activities, nor
did they plan to do so in the future. Management activities that were undertaken involved only
10-15 percent of the acreage sold between 1960 and 1977. In some respects this poor track
record was probably reflective of the limited availability of forestry services for the landowner.

Land Tenure. Presuming that the frequent sale of forest land makes long-range forest
management plans difficult to implement, the sale of tax-forfeited land to individuals and families
probably posed difficulties for public interest in securing long-term commitments to forest
management. One-third of the parcels studied had been owned by two owners, sometimes three
or four, within the 18-year study period. The average length of ownership was only five to six
years.

Forestry Services. Individuals and families acquiring tax-forfeited land in Itasca County had only
a limited understanding of the forestry services that are available to them. In most cases, more
than half the owners had not heard of the forestry services offered by a variety of public and
private forestry organizations. The most often used organization had been used by only 14
percent of the landowners. Ten percent of the owners indicated they were committed to
preparing a forest management plan within the next five years while another 25 percent said they
might prepare a plan. County residents that had purchased tax-forfeited land tended to more
actively seek out forestry services. In reality, however, relatively few of the new owners had
~ sought out advice (or had planned to) on how to improve the condition of their newly acquired
forest.

A review of the potential consequences of selling tax-forfeited land in Minnesota was also
undertaken in 1981 (Baughman and Ellefson 1983). In this case, the focus was on county-
administered forest land in general (Itasca County was not the sole focus of the study) and the
consequences of transferring various types and amounts of forest land to private owners (more
than 30 different combinations). Considered were such options ranging from selling 2 million
acres and retaining 720,000 acres, to selling 600,000 acres and retaining 2 million acres. Also
considered were the consequences of selling/retaining various combinations of different types and
characteristics of land to different categories of potential owners. For example, sell land within
boundaries of state and federal forests; sell land in parcels of less than 320 acres; sell commercial
forest land (for example, 2 million acres to forest industry); and retain parcels with high wildlife
and recreation qualities sell commercial forest land. The consequences of these options were
judged in terms of their impact on six objectives that might be of interest to county government,
namely net income to county government, employment in counties, increased supplies of timber,
expanded availability of nontimber benefits, additional wood-based manufacturing firms, and
flexibility in county land allocations. Such are summarized below.

26



Net Income. If counties wished to increase total annual net revenue from county-produced
timber, counties would be wise to retain land which has higher-than-average timber growing
potential. Each county would need more than 30,000 acres of commercial forest land. Land
should be retained in units of at least 80 acres and preferably more than 320 acres. Counties
should retain blocks of land regardless of the mix of hardwoods and softwoods. Land with lower
than average timber growth potential should be retained if it helps consolidate county ownership
around more productive land. Counties should dispose of noncommercial forest land, as well as
land suited mainly for recreation, aesthetics, and wildlife. If land is retained for such purposes,
management should be funded from sources other than timber sale revenue. Counties should also
dispose of small tracts (e.g., less than 320 acres) of land which are inside the boundaries of state
or federal forests and parks.

Employment. Resource base stabilization resulting from a transfer of land to the timber industry
could permit increased employment in that industry. Almost any major land disposal would
increase employment, although the greatest impact would be obtained by disposing of highly
productive land, especially land suited for softwood timber production. The parcels should be
reasonably large (e.g., 320 acres). It would be more important to dispose of a block of land than
to dispose of land on the basis of species composition or site quality, factors which may be quite
variable over a parcel. Counties should probably retain some land which is intermingled with
state and federal land since the diversity of timber sale policies among agencies gives timber
buyers more flexibility to acquire wood in an area. Counties should also retain land suitable for
agriculture but currently covered by forest in order to stabilize the forest resource base.

Timber Supply. In order to increase available timber supplies counties would need to retain
nearly all currently owned commercial forest land. Counties should dispose of noncommercial
forest land and any other land which is not suited for timber production but which requires
expenditures of timber sale revenue for its management. For example, counties could dispose of
forest land where timber harvesting is curtailed in order to provide for recreation, aesthetics, and
wildlife habitat. Counties should concentrate forestry investments on relatively large, productive
sites. Even small tracts or sites of low productivity should be subject to harvest for firewood or
pulpwood, but investments of time and money should be minimized.

Nontimber Outputs. If counties wish to increase nontimber outputs, they should retain nearly
all their land. Disposal to any other landowner, except a public agency, would curtail public
recreational use of the land and reduce some wildlife populations. Where counties own
agricultural land or forest land suitable for agriculture, counties should lease some of the land for
agriculture to create a mix of forest and farm land suited to the wildlife species desired. Counties
should dispose of land to other agencies where other agencies can more efficiently manage for
recreation and wildlife. Counties should retain even small tracts (e.g., 20 acres) if such tracts are
the only public land in the area. Urban land should be retained or disposed of to a local
government if needed for, recreation. Land with deposits of minerals, gravel, or peat should be
retained and leased in a manner which protects the ecosystem. River and lake access should be
retained.
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Entry of New Firms. Disposal of either softwood tlmber-producmg land or large areas of
average or lower timber site quality might increase the size of existing wood-based firms but
would not induce new industries to move into Minnesota. Disposal of large forest areas which
have high timber production potential would seem to induce new firms to locate in the state.
Leasing land to wood-based firms might induce new firms to utilize excess timber.

Flexibility. Counties that wish to maintain flexibility in allocating land among different uses
should probably retain all current land holdings. Whenever counties sell land, they lose power
to influence land use. Deed restrictions and zoning are powerful tools to control land use, but
they are less direct than county ownership. Special caution is suggested when considering the
disposal of land with recreation, wildlife, mining, peat, or gravel potential, or access to waterways
and public land. If land is sold at auction, counties cannot be certain who will buy it. A county
might intend to sell land for agncultural use, but it still might not stop some land uses which
increase county government service costs. Counties might want to expand the use of deed
restrictions or study land sale procedures to find out how best to get land into the hands of
persons who would use it for a purpose desirable to the county.
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Land Sales Policies and Practices

A variety of state laws and policies and practices in Itasca County impact Itasca County land
exchanges and sales. Some of the major laws and policies related to tax-forfeited land sales
are described below. A description of the tax-forfeited land exchange process appears in
Appendix A.

Most laws related to the management of tax-forfeited lands are found in Minnesota Statutes
Section 282. Section 282 of state statutes contains a broad policy directive to guide decisions
related to tax-forfeited land:

It is the general policy of this state to encourage the best use of tax-forfeited
lands, recognizing that some lands in public ownership should be retained and
managed for public benefits while other lands should be returned to private
ownership.

One of the first activities the county must perform when receiving tax-forfeited land is to classify
the land as “conservation” or “nonconservation” land. State law provides guidance to the county
in this area:

In making the classification the board shall consider the present use of adjacent
lands, the productivity of the soil, the character of forest or other growth,
accessibility of lands to established roads, schools, and other public services, their
peculiar suitability or desirability for particular uses and the suitability of the forest
resources on the land for multiple use, sustained yield management.

The purpose of classifying lands this way is described in state statute:

The classification, furthermore, must encourage and foster a mode of land
utilization that will facilitate the economical and adequate provision of
transportation, roads, water supply, drainage, sanitation, education, and
recreation; facilitate reduction of governmental expenditures; conserve and
develop the natural resources; and foster and develop agriculture and other
industries in the districts and places best suited to them.

The county may obtain input on the appropriate classification from a variety of sources:
In making the classification the county board may use information made available
by any office or department of the federal, state, or local governments, or by any

other person or agency possessing pertinent information at the time the
classification is made.
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The county board also may reclassify tax-forfeited lands administered by the county at its
discretion (it cannot reclassify tracts administered by the state). According to state statute:

The lands may be reclassified from time to time as the county board may consider
necessary or desirable, except for conservation lands held by the state free from
any trust in favor of any taxing district.

If the lands are located within the boundaries of an organized town, with taxable valuation in
excess of $20,000, or incorporated municipality, the classification or reclassification and sale must
first be approved by the town board of the town or the governing body of the municipality in
which the lands are located. Approval for classification and reclassification must also be received
from the Minnesota DNR (Minnesota Department of Revenue 1994).

Once classified as nonconservation land, and subject to the successful completion of several
additional requirements, tax-forfeited land may be sold.

All parcels of land classified as nonconservation, except those which may be
reserved, shall be sold as provided, if it is determined, by the county board of the
county in which the parcels lie, that it is advisable to do so, having in mind their
accessibility, their proximity to existing public improvements,. and the effect of
their sale and occupancy on the public burdens.

One important requirement is that all parcels must be appraised before they can be sold. Tracts
can be reappraised at any time. Under state law, the appraisal must consider both the value of
the land and the value of standing timber. A synopsis of the steps used in appraising tax-forfeited
land appears in Appendix B. The appraisal must be approved by the commissioner of natural
resources. The law states:

In an appraisal the value of the land and any standing timber on it shall be
separately determined. No parcel of land containing any standing timber may be
sold until the appraised value of the timber on it and the sale of the land have been
approved by the commissioner of natural resources.

In practice, the county board has some leeway in setting an appraised value for tax-forfeited land.
The board has the authority to set sale prices that are realistic for the sale of the parcel and prices
that would improve the chances of selling the property (Minnesota Department of Revenue
1994). However, no tract can be sold at less than its appraised value. If the commissioner of
natural resources declines to give approval for the appraised value, the county board may appeal
the decision. Tax-forfeited parcels may be grouped or subdivided if such enhances the chances
for sale of the property.

There are a variety of restrictions on the types of tax-forfeited land that may be sold. Perhaps the
primary restriction is the prohibition of selling tax-forfeited land “which borders or is adjacent to
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meandered lakes and other public waters and watercourses.” Public waters have been interpreted
to include lakes, rivers, and creeks. However, the county may sell the land if the land has 50 feet
or less of waterfront. Such a sale would require the approval of the commissioner of natural
resources. The sale of tax-forfeited land adjacent to public waters can also proceed through
special legislation by the Minnesota Legislature. The legislation is usually authored by a local
legislator and must authorize the sale of specific parcels of tax-forfeited land. The Minnesota
DNR reviews the proposal and provides recommendations to the Legislature. When land is sold
through this process, it must follow the sale procedures outlined in Section 282, unless those
provisions are superseded by the special law itself (Minnesota Department of Revenue 1994),

Another restriction on the sale of tax-forfeited land applies to nonforested marginal land and
wetland on unplatted tax-forfeited land. Such land cannot be sold unless notice of the existence
of nonforested, marginal land or wetlands is provided, and unless a restrictive covenant will be
added to the deed which prevents the future enrollment of the land in a state-funded program for
conservation of marginal land or wetlands.

There are a few other general restrictions on tax-forfeited land sales. For instance, all minerals
and mineral rights are reserved in the name of the state when tax-forfeited land is sold. This does
not apply to sand and gravel on the land (Minnesota Department of Revenue 1994). Other state
laws might also impact tax-forfeited land sales, particularly if a large acreage or sensitive area is
offered for sale (e.g., the Minnesota Environmental Rights Act).

The procedures for selling tax-forfeited land, including notice and location requirements, are
described in detail in state law. Tracts of natural resources, tax-forfeited land must be sold by the
county auditor at public auction. (In extremely limited circumstances, usually substandard platted
lots, the county may offer tax-forfeited land to adjacent landowners at a private sale.) If a parcel
of tax-forfeited land does not sell at an auction, it may be purchased on an over-the-counter basis
at the appraised price until the county board reappraises the timber or withdraws it from sale.
The receipts from the sale of tax-forfeited land are deposited in the county’s tax-forfeited sale
fund.

Sale to private owners is not the only option to transfer management of tax-forfeited lands. Land
classified as conservation land may be sold privately to a governmental subdivision of the state,
it may be leased, and it may be conveyed to the Minnesota DNR for conservation purposes.
According to state statutes, with approval of the commissioner of natural resources, it may also
be declared suitable for timber production and sold to a private party for timber production.

Mi DNR Review P

The County Auditor formally transmits to the Minnesota DNR the proposed list of tax-
forfeited parcels to be sold. The Commissioner of Natural Resources must approve the sale
of tracts of tax-forfeited land, either conservation or nonconservation land, if it contains any
standing timber. According to the DNR, the parcels proposed for sale are reviewed by a
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variety of DNR units, including Fisheries, Forestry, Minerals, Trails and Waterways,
Wildlife, and Waters. Consensus must be achieved among the units before the list of tracts is
presented to the commissioner for approval. The Minnesota DNR reviews the list of parcels
submitted by the county to assure:

. the parcel is not located within a State Park

. the tax forfeited land does not border a water body or water course
. the parcel is not in a DNR minerals unit

. the parcel is not in a defined peat area

. no state managed land is involved

If a parcel meets any of these conditions, the sale of the parcel is not approved. The DNR
also examines the list of parcels to determine other parcel attributes. For instance, if the tract
for sale is in a memorial forest, it must be removed from this status before it can be sold. The
DNR also ensures that the timber on the tract has been appraised by the county. Further,
DNR-Minerals may advise the county on the mineral values of properties outside a mining
unit.

The Minnesota DNR estimated that the agency approves approximately 85 percent to 90
percent of the parcels submitted by Minnesota counties. This figure may be high -- the DNR
may do an informal review of the list of tracts before it is officially transmitted to the DNR.
Some nonqualifying tracts may be removed at that time. As for rejections, the DNR has
indicated that, in the northern counties, most parcels are rejected because they are located
along watercourses. The definition of watercourses is broad, and encompasses many wet
areas, including ditches. According to the DNR, parcels cannot be subdivided if the original
tract is on water, and the division makes a portion of the original tract eligible for sale. There
have been no state challenges to tax-forfeited land sales made by Itasca County, at least in
recent years.

Contacts within the Minnesota DNR have expressed the opinion that the DNR would like to
be freed from review responsibility for tax-forfeited tracts. Review procedures are time
consuming and funding for the staff to conduct such reviews is limited. One suggested option
would be to have the counties notify the DNR about potential sales, rather than have the DNR
approve them. This process would put the burden on the county to comply with state statutes
related to tax-forfeited land sales. Such a position would be consistent with recent proposals
to reduce state oversight of tax-forfeited tracts in return for terminating payments in-lieu-of-
taxes. Some also suggest that in the future the DNR may buy some tax-forfeited lands that
would otherwise be denied approval for sale. This rarely happens, but it can occur.
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Land Sale Policies of Other Organizati

Organizations within and outside Minnesota have developed a variety of policies to deal with
the often difficult issue of deciding whether to retain or sell public lands. For instance, Pine
County, Minnesota has developed classification guidelines to assist in classifying tax-forfeited
lands (Appendix A). The guidelines are in addition to state law, and provide more structure
to the selection of an appropriate classification (conservation and nonconservation).

The Minnesota DNR, Division of Forestry has a variety of policies that relate to land sales.
One major thrust of the agency’s stated policy is to make land administration more efficient.

The Division’s lands include a mix of large contiguous blocks and small
isolated parcels. This checkerboard pattern of public land ownership is
inefficient to manage for some purposes. Therefore, one objective of the
Division’s land administration activities is to consolidate scattered lands into
larger more contiguous units for more efficient management. The Division
recognizes that the optimal land ownership patterns vary by resource
management objectives and that some scattered parcels have significant
mineral, wildlife and other resource values and therefore should not be
consolidated (MN DNR 1991b).

The USDA Forest Service also has broad land administration policies. The USDA Forest
Service, like the MN DNR, sells natural resources land only on a very limited basis. A recent
statement in the draft USDA Forest Service Long-Term Strategic Plan illustrates some of the
policies driving USDA Forest Service land sales (USDA Forest Service 1995).

The Forest Service has a full range of authorities necessary to provide a
consolidated landownership base suitable to meet management needs. Although
authority to sell NFS [National Forest Service] land is limited to very specific
situations, land exchange, land purchase, acceptance of donations, and transfers
and interchanges with other Federal agencies are used by the Forest Service to
acquire or dispose of any land, or interest in land, necessary to meet
landownership objectives.

Land exchange is one of the best means to improve and consolidate NSF
ownership patterns. Management efficiency is improved significantly by
trading isolated, fragmented, or encumbered lands that are of limited value in
meeting the Forest Service mission for non-Federal lands that meet critical
needs. While resource benefits are frequently the most compelling
justification, administrative benefits can also be substantial. The need for
establishing landlines, rights-of-way, and special use authorizations can be
reduced or eliminated. Road management and fire protection responsibilities
are simplified, and encroachments are resolved.
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In the early 1980's the USDA Forest Service did conduct a detailed review of which lands it
manages that might be sold. It classified some of these lands into three groups (General
Accounting Office 1984):

Group 1 -- Lands likely to have the broadest base of public benefit and public
support for disposal. These lands include unneeded administrative and research
sites, land essential for community expansion, and recreational residence tracts.

Group 2 -- Lands in special-use permit areas for which higher or better public
use is not reasonably foreseeable, the sale would not cause undue adverse
consequences to nearby retained lands, the permittee has permanent
improvements, there is only one permittee, and the use is not a right-of-way.
Examples of these lands include ski areas, cabin resorts, and church camp sites.

Group 3 -- Scattered tracts for which further study is needed to determine if the
lands contribute substantially to national forest system objectives and where a
change in ownership could be beneficial to federal or nonfederal purposes.
Such lands would include scattered, isolated, or checkerboard ownership areas.

Similar criteria were used by the USDI Bureau of Land Management in the early 1980's,
during a major review of land managed by that agency that might be sold (General Accounting
Office 1985). Three criteria were used to classify lands for possible sale:

-- because of its location or other characteristics, is difficult and uneconomic
for BLM to manage as part of the public lands, and is not suitable for
management by another federal department or agency

-- the tract was acquired for a specific purpose and the tract is no longer
required for that or any other federal purpose

-- disposal of the tract will serve important public objectives, such as

community expansion and economic development, that outweigh benefits
derived from continued federal ownership
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Tax-Forfeited Land Sales

Itasca County has a long history of selling and receiving tax-forfeited land. Substantial
amounts of tax-forfeited land were sold in the early 1960s to mid-1970s (Table 6). Perhaps
three quarters of this land was sold to forest industry, and one quarter to private individuals.
The amount of land sold each year has declined substantially in the last 20 years. In part, this
is because the focus of the county’s land sale program has shifted from selling natural
resources land to selling platted lots. Tax-forfeited land can aiso be repurchased by the private
owner that failed to pay the property taxes on the land. Repurchasing has occurred every year
for the last 10 years. Tax-forfeiture of private lands has increased in recent years in Itasca
County (Table 6). This increase has been primarily due to the tax-forfeiture of mining lands.

The slight increase in tax-forfeited, natural resource lands administered by Itasca County is
consistent with trends in other counties that manage substantial acreages of tax-forfeited lands.
Other counties with a land department and a substantial acreage of tax-forfeited land include:
Aitkin, Becker, Beltrami, Carlton, Cass, Clearwater, Crow Wing, Hubbard, Itasca,
Koochiching, Lake, Pine, and St. Louis. The total tax-forfeited, natural resource lands
administered by these counties was slightly more than 2,785,000 acres in 1994 (Figure 1).
Of the thirteen counties, only two showed a decline in the amount of land managed. The total
increase was approximately 38,500 acres. The reasons for the increase are unclear, although

other counties are also experiencing increased tax-forfeiture of mining lands. Land sales and
~ exchanges by the counties tend involve only a small portion of their total landholding. For
each of the thirteen counties, the average amount of land sold or exchanged each year
(between 1989 to 1994) did not exceed more than 1 percent of the county’s total, tax-forfeited
land. .
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Table 6. Tax-forfeited lands received, sold, and repurchased, Itasca County, 1960-19935. (acres)

Year Forfeit Sold Repurchased

1960 1,912 2,552 40
1961 708 23,559 40
1962 1,339 1,789 160
1963 2,341 20,716 80
1964 2,527 17,319 363
1965 1,917 5,840 126
1966 1,663 15,126 37
1967 1,039 14,860 230
1968 420 3,510 85
1969 437 11,560 0
1970 124 28,032 3
1971 95 4,051 40
1972 92 2,226 4
1973 128 3,346] 0
1974 146 3,019 75
1975 264 1,025 43
1976 147 1,806 63
1977 185 735 140
1978 45 583 80
1979 42 326 87
1980 359 194 80
1981 124 130 124
1982 121 75 30
1983 57 19 0
1984 113 1 98
1985 41 3 0
1986 473 6 124
1987 323 0 76
1988 531 0 108
1989 1,174 8 17
1990 1,289 88 80
1991 2,881 10 405
1992 4,984 216 70
1993 1,762 108 10
1994 657 113 35
1995 1,830 53 59
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Figure 1. Total tax-forfeited, natural resources land
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Financial Analysis of Tax-Forfeited Land Sale Options

In order to understand the financial implications for the county of decisions to sell or retain
tax-forfeited land, it is useful to review the various factors that impact the financial benefits
and costs of land sale transactions. Some factors could result in a substantial financial return
for the county, while others could result in a loss to the county.

Financial Benefits of Tax-Forfeited Land Sal

Two main types of financial benefits accrue to the county from the sale of tax-forfeited land:
the sales price that the county might receive for properties, and the value of tax benefits
received from these properties. These benefits must be evaluated differently. The sales price
(less the cost to sell the land) is a one-time financial benefit to the county, but taxes on private
land will continue to be paid well into the future. Therefore, decisions today about tax
receipts must take into account the future flows of property taxes generated by private lands.

Land Sale Prices

There is limited information available on the sale prices of public, natural resources land in
Itasca County. Data on the sale of tracts from the county land department are not appropriate,
because they focus primarily on selling platted lots. Relatively few timberland tracts have
been sold. This is in contrast to the 1960's and early 1970's when substantial amounts of
timberland were sold. Data on the average sale prices for tax-forfeited, natural resources land
in Itasca County have been recorded for this more active period, but the information is out-of-
date (Table 7).

Table 7. Average selling price of tax-forfeited land in Itasca County, 1960 to 1974. (dollars
I acre).

1960 | 1962 | 1964 | 1966 | 1968 | 1970 | 1971 1972 1973 | 1974

20 12 25 19 15 21 19 26 60 81
Source: USDA Forest Service 1978.

Another potential source of land sale information is the Minnesota DNR, which does
occasionally sell natural resource land in northern Minnesota. However, such sales are rare --
only one sale every two or three years -- and usually involve isolated forty-acre tracts. The
state has sold some lots that had been leased by private individuals. Individuals involved in
this process at the DNR indicate that the sale of these lots was extremely difficult and very
expensive for the state. The lots were substandard (often too small by today’s standards) and
by state law had to be sold at the appraised price at public auction. The appraised price
(which reflected high land values and included improvements made to the property), coupled
with the fact that any citizen might be able to buy a lot at auction, caused considerable concern
among the original lessees.
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In contrast to the limited amount of current data related to public natural resources land sales,
a substantial amount of information exists about the private market for natural resources land
in Itasca County. Data on land sales was available from two sources: the Itasca County
Assessor’s Office and the Sales-Ratio Unit at the Minnesota Department of Revenue. These
organizations collect data from the Certificate of Real Estate Value that is filled out after each
land sale transaction. These agencies review the land transactions to find those that are likely
to have been made at arms-length (e.g., not between family members) and primarily for the
land itself, rather than for the stumpage on the land. These arms-length transactions are useful
to estimate the market value of timberland in Itasca County.

The Certificate of Real Estate Value records only limited information about each tract. Some
of it is quite useful. For instance, the sale price, terms, names of buyer and seller, along with
the number of acres and location of the tract. However, data is not available on the timber
species and volumes found on the tract.

In order to estimate land prices, 119 arms-length timberland sales (occurring between late
1993 and mid-1995) were analyzed. The average sale price for the 119 tracts was $275 per
acre. The average price for timberland varied by region within the county (Table 8).
However, there is a wide variation in the price paid per acre, even within each valuation zone.
Land valuation zones are areas used by the assessor to reflect regional land price differences
within the county. In general, the zones are centered around Grand Rapids, Minnesota, where
land is estimated to have the greatest market value. Typically, land in Zone 4 is closer to
Grand Rapids than Zone 5, and Zone 5 closer than Zone 6.

Table 8. Private timberland sale prices in Itasca County, late 1993 to mid 1995.

Land Standard
Valuation | Number of Average Sale Deviation Minimum Maximum
Zone Sales Price ($/acre) ($/acre) ($/acre) ($/acre)
4 16 384 246 157 1,000
5 46 307 223 49 1,263
6 45 208 125 63 737
All Other 12 257 123 75 500

In order to increase the probability that the 119 sales do reflect the market for timberland in
Itasca County, 26 sales to known timber users were examined. These records were not
selected randomly. Rather, they were selected because each tract was purchased by one of
several well-known timber companies. The average sale price of the tracts to known timber
companies was $301 per acre. The minimum sale price in the sample was $75 per acre and
the maximum was $610 per acre. The size of the tracts in the sample ranged from 37 acres
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to 798 acres. These figures suggest that the data from arms-length sales are an approximation
of the average per acre price of land sold for its timber.

Timberland prices are typically lower than the price per acre of property used for seasonal
recreational residential use. Fifty-four sales of seasonal recreational residential property
(unimproved) that took place between 1993 and 1995 were examined. Only tracts with more
than 10 acres were included in the analysis. The average sale price was $969 per acre. These
tracts differ from timberland tracts in that they may have waterfront and have evidence of
recreational use, including temporary structures. Waterfront property can be quite valuable
in Itasca County, and is best valued on a case-by-case basis.

A variety of other sources are available to gather information on land prices in Itasca County.
For example, the assessed value of properties, because they are based on market values,
provide information about the factors that impact sale price. Further, the Itasca County Land
Department appraised ten tracts of tax-forfeited land to illustrate how the appraisal of tax-
forfeited natural resources land is accomplished. Finally, anecdotal evidence is available from
many of the organizations and individuals contacted for information about land prices.

Tax Revenues from Private Lands

Another major financial benefit that the county would receive from the sale of tax-forfeited
land is tax revenue. The actual tax revenues generated would depend on a variety of factors,
including the use of the land and the tax rates that would be applied to the property. In part,
this would depend on the wishes of the purchaser and the policies of county government. If
tax-forfeited land is presumed to remain primarily used for timber, projections of revenues are
still difficult because there are two major tax programs for forest land: the ad valorem tax
system (property taxes) and the Tree Growth Tax Law. These programs are quite different,
and the revenues to the county may vary widely between the two programs. A further
complication in valuing the stream of tax revenues to the county is that the county should
consider the present value of future tax payments in weighing the financial benefits to the
county of private ownership. However, calculating future tax rates under these programs is
difficult. The rates may increase or decrease in reference to a variety of factors, many of
which cannot be forecasted.

Currently, private forest properties in Itasca County are taxed under three different systems,
(1) ad valorem taxation (property taxes), (2) the Tree Growth Tax Law, and (3) the Auxiliary
Forest Tax Law. The Auxiliary Forest Tax Law is currently being phased out. In Itasca
County, the combined acreage of land devoted primarily to timber production under these
three programs was 391,117 acres in 1995. More than half of this total is enrolled under the
Tree Growth Tax Law (55%), 39% is under the ad valorem system, and 6% is under the
Auxiliary Forest Tax Law. Nearly all the land covered under the Auxiliary Forest Tax Law
will be enrolled in the Tree Growth Tax program in 1996.
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Ad Valorem Tax System

Most land in the United States is taxed under the ad valorem (property) tax system. Under
the ad valorem system, property is classified according to its use, and the county assessor
determines the estimated market value for each parcel of land. The total assessed value of
private property (land and buildings) assessed under the ad valorem system in Itasca County
was more than $1.5 billion in the 1995 tax year. In Itasca County, unimproved natural
resources land is typically placed in one of two property classifications: (1) timberland and (2)
seasonal or seasonal recreational residential. ’

Timberland property is defined by state statute as “land that is rural in character and used
exclusively for growing trees for timber, lumber, and wood and wood products.” Parcels with
buildings (or other strong evidence of seasonal habitation) are not allowed in this class.
Seasonal recreational residential property is property that typically contains cottages, cabins,
or waterfront and where land is often used for recreation. Specifically, it is land and buildings
devoted to seasonal and temporary occupation for recreational purposes, and not devoted to
commercial purposes more than 225 days in the year preceding the year of the assessment
‘(Baughman and Rathke 1992). Most timber that is harvested from lands taxed under the ad
valorem system in Itasca County is thought to come from land classified as timber or as
seasonal recreational residential unimproved (a subset of seasonal recreational residential).
The acres and market values enrolled in each classification are shown in Table 9.

Table 9. Acres and market value for land enrolled in two property classifications, Itasca
County, 1995.

Property Class Acres Market Value
Timberland 154,243 $34,497,275
Season Recreational Residential (Unimproved) 18,833 $27,669,600

If sold, much of the tax-forfeited, natural resources land would likely initially fall under the
timberland or season recreational residential unimproved classes. The tax rates under these
two classifications are slightly different. The rate (payable 1997) on timberland under the ad
valorem system is 0.015 and for seasonal recreational residential unimproved is 0.0175 (up
to the first $72,000). Under current law, the rates for taxes payable 1998 will both be set at
0.015. While the tax rates for these types of tracts are similar, the average assessed values
on these types of land are quite different. In Itasca County in 1995, the average assessed acre
per for timberland was $224 per acre, while seasonal recreational residential unimproved was
assessed at an average of $1,469.

Under the ad valorem tax system, property taxes are calculated based on the total market value
of the property. The estimation of the market value of the vacant land is based on the Itasca
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County Land Schedule. The land schedule is derived from a review of arms-length land
transactions in seven land valuation zones. The transactions used to determine the price paid
for land in each zone are screened to remove tracts that were sold primarily for timber (timber
is not valued during assessment). The prices paid for land are also sorted based on the land
type, the size of the tract, the quality of the access to the tract, and finally whether the tract
is lakeshore or non-lakeshore. Itasca County uses four land types: upland, lowland, non-
productive, and field. Access is determined using three levels. Tracts that are rated with the
best access (level 1) are typically tracts on a maintained road. These tracts are valued
substantially higher than the other categories. The next level (level 2) of access is by far the
most common, according to the county assessor. Tracts assessed at this level of access
typically do have access, but it is often by a logging road or trail. It may be the second forty
of two. The third level of access (level 3) is used only when the tract has extremely limited
access. These tracts have no road to them at all —- in fact it may be necessary to cross a lake
to get to them. Finally, the valuation process takes into account the size of the tract. Smail
tracts are typically appraised at a higher rate per acre than larger tracts.

Tree Growth Tax Law

The Minnesota Tree Growth Tax Law differs from the ad valorem system in that property
taxes are based on the annual growth of timber on the property, rather than on the value of the
land. Property owners enrolled in the program must agree to a variety of requirements,
including that the land will be open to the public for hunting and fishing and that the land will
“be used exclusively for the growing of continuous forest crops in accordance with sustained
yield practices” (Baughman and Rathke 1992). Itasca County does not offer the tax credits that
are available under this law. Under the Tree Growth Tax Law, three major types of land are
recognized: (1) commercial forest land, (2) temporarily nonproductive forest lands, and (3)
- permanently nonproductive land.

Commercial forest land is defined as land with at least three cords of standard pulpwood or
saw timber per acre, or 500 stems of commercial tree species per acre. Commercial forest
land is categorized into nine classes: (1) spruce-fir, (2) swamp spruce, (3) swamp conifers,
(4) jack pine, (5) Norway and white pine, (6) aspen and birch, (7) upland hardwoods, (8)
lowland hardwoods, and (9) stagnant spruce. Each type of commercial forest land is taxed at
a different rate. The rates payable in 1996 are found in table 10. Tax rates under the Tree
Growth Tax Law have increased (Table 11), because the rates are linked to stumpage prices,
which have increased substantially.

43



Table 10. Tax (payable 1996) collected under the Tree Growth Tax Law, Itasca County.

Forest Type Acreage Rate Coll:‘;);d %

Spruce/Fir 19,627.75 1.05 20,608.90
Swamp Spruce 10,746.21 0.91 9,778.90
Swamp Conifers 7,891.26 0.53 4,182.27
Jack Pine 1,708.10 4.01 6,849.48
Norway/White Pine 2,022.00 7.08 14,315.73
Aspen/Birch 108,992.41 1.45 158,037.49
Upland Hardwoods 16,435.26 0.56 9,203.53
Lowland Hardwood 11,486.27 0.34 3,905.15
Stagnant Spruce 3,430.62 0.30 1,029.15
Temp Nonproductive 9,658.65 0.05 482.71
Temp Nonproductive 9,861.53 0.15 1,479.11
Perm Nonproductive 13,180.51 0.05 658.58
Total 215,040.57 230,690.00

Temporarily nonproductive forest land is land that is capable of producing a commercial
forest, but that currently contains insufficient timber volume to be so classified. This land is
taxed at a flat rate of $0.05 per acre, under the condition that the owner reforests the property
within 10 years. If the owner does not reforest the land within 10 years, the land is taxed at
$0.15 per acre per year.

Permanently nonproductive land is land that is unable to support commercial forest types.
These lands include marsh land, muskeg, and rock outcrops. This land is taxed at $0.05 per
acre per year.

The average tax collected per acre was approximately $1.07. If the proportions of acres in

each covertype remains the same, the tax collected per acre under the new rates will rise to
an estimated average $1.99 per acre.
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Table 11. Tree Growth Tax Rates Payable 1997 and 1998.

Forest Type Rate

Spruce/Fir 2.08
Swamp Spruce 1.43
Swamp Conifers 0.52
Jack Pine 5.34
Norway/White Pine 9.00
Aspen/Birch 2.93
Upland Hardwoods 0.86
Lowland Hardwood 0.50
Stagnant Spruce 0.30
Temp Nonproductive 0.05-0. 15
Perm Nonproductive 0.05

Auxiliary Tax Law

The Auxiliary Forest Tax is being phased out in Minnesota. However, in 1995 there were
21,834 acres enrolled in the program in Itasca County. The total tax paid on these lands in
1994-1995 was $10,539. Nearly all the forest land enrolled in this program will be covered
under the Tree Growth Tax Law in 1996.

Tax Program Comparison

Given the data available about the different tax systems, it is possible to identify some
instances when one tax system would yield more revenue to the county than the other. Given
that the average market value for timberland (as determined by the Itasca County assessor) is
approximately $224 per acre, and that the average county tax rate is 1.17, then the average
annual timberland tax under the ad valorem system is approximately $3.93 per acre. This
value is only an average. The actual tax depends on the location, access, and type of tract.
However, it is possible to compare this average with the rates under the Tree Growth System.
The $3.93 per acre collected annually is greater than all but two covertypes, Norway-white
pine and jack pine. The rate is lower for aspen-birch forest and spruce fir forests, and
substantially lower for non-productive less productive lands.
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Given the tax rate for timberland (0.015) and the county average tax rate (1.17), it is possible
to determine the approximate assessed value that would set the tax equal under the two tax
laws (Table 12). Again, the actual rate would vary, because the tax rate charged in different
townships varies under the ad valorem system. However, the approximate values are useful
because they suggest the points at which private landowners might prefer one tax system to
another. It also gives an indication of the amount of tax revenues that would be collected for
different covertypes.

Table 12. Comparison of Tree Growth Tax Rates and with Assessed Values Under the Ad
Valorem Tax System.

Tree Growth Approximate Equivalent
Forest Type Tax Rate ($/acre) Valuation ($/acre)
Spruce/Fir 2.08 118.52
Swamp Spruce 1.43 81.48
Swamp Conifers 0.52 29.63
Jack Pine 5.34 304.27
Norway/White Pine 9.00 512.82
Aspen/Birch 2.93 166.95
Upland Hardwoods 0.86 49.00
Lowland Hardwood 0.50 28.49
Stagnant Spruce 0.30 17.09
Temp Nonproductive 0.05-0.15 2.85 - 8.55
Perm Nonproductive 0.05 - 2.85

The data suggest that sites with low timber values would be taxed lower under the Tree
Growth Tax Law than under the ad valorem system. However, for pine covertypes, it is only
advantageous to put tracts close to Grand Rapids and with good access in the Tree Growth
program. The sites would also most likely have to have excellent access. Aspen-birch acreage
is lower than the pine rates, and therefore it is still advantageous to private landowners in
many cases. However, a review of the 1995 Itasca County Land Schedule suggests that the
tax under the ad valorem system might be lower than the tree growth rate if the land is a large
contiguous tract in Land Valuation Zone 6. It is likely that there are many acres of aspen-
birch covertype that meet these conditions.
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Financial Benefits of C M

While many tangible financial benefits accrue to the county when a tract of tax-forfeited land
is sold, several types of financial benefits do accrue to the county when the county retains and
manages tax-forfeited, natural resources land. Two primary financial benefits accrue: (1) the
revenues from timber sales on tax-forfeited land, (2) state payments related to the amount of
tax-forfeited land. In order to judge today’s value to the county of these benefits, given that
many will continue into the future, a net present value approach is appropriate.

Timber Sale Revenues

The most complicated calculation is the net present value of timber on tax-forfeited lands
managed by the land department. However, what was once an extremely difficult calculation
has been made easier thorough a number of technological advances. One factor that facilitated
the conduct of the analysis is the detailed information recorded at the county land department
about tax-forfeited tracts. This data is recorded in computerized format in a geographic
information system. The data recorded includes detailed information about the acreage and
location of each tract, the types of tree species found on each tract, and the timber volumes
found on each tract. At the same time as the amount of recorded information has increased,
the ability to process this data and forecast timber growth has increased. Fortunately, the
software to calculate the value of timber tracts in Itasca County had been developed for the
recently conducted Generic Environmental Impact Statement and for an Extended Rotation
Study conducted by the Minnesota DNR (Jaakko Poyry Consulting, Inc 1992 and Hoganson
and Kapple 1995). An additional benefit of the software is that it also estimates the value of
timber to be produced in future rotations. That is, it calculates a value for the current tree
species, but it also takes into account the value of future timber that will grow after the first
stand is harvested.

The net present value for tax-forfeited tracts was calculated under three price scenarios (Table
13). For simplicity, these scenarios were labeled low, medium, and high. The computer
software calculates the value of a tract based on prices paid at the mill. Therefore, the prices
in table 13 reflect prices paid at the mill, rather than stumpage prices. Also, for simplicity,
the price per cord of all timber species was linked with aspen prices at the mill. In other
words, if aspen prices were projected to increase, the prices paid at the mill for other species
would increase by the same proportion. The average price per cord of aspen pulpwood may
currently exceed $55 per cord in Grand Rapids, suggesting that the price scenarios may be
conservative. Prices were forecasted for 10 decades (100 years). Many tracts managed by
Itasca County will not be harvested for 50 years or more.
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Table 13. Future aspen pulpwood prices (paid at the mill) used to estimate tract net present
value, by decade. ($ per cord).

Scenario 1 2 3 4 5 6 7 8 9 10

Low 50 50 50 50 50 50 50 50 50 50
Medium 50 55 60 62 63 63 63 63 63 63
High 50 60 70 75 75 75 75 75 75 75

A review of the data suggests that Itasca County manages some of the most valuable
timberland in the state. This is due to a variety of factors, including the quality of tracts, the
proximity of major wood-using industries, and the accessibility of most tracts. A rough
estimate of the total net present value of Itasca County’s timberland under county land
department management and under the low, medium, and high price scenarios would be $80
million, $96 million, and $114 million, respectively. These estimates do not take into account
several factors that would have to be valued on a tract by tract basis. These factors include
proximity to water, access quality, and location within the county. Further, this estimate does
not take into account the 61,548 acres categorized as nontimber producing. Finally, the
computer software used to calculate the estimated net present value estimates the maximum
financial value of the tract. Timberland owners, whether public or private, often adopt
policies (e.g., even flow) or encounter circumstances (e.g., lack of staff or knowledge) that
make the maximum financial value difficult to achieve. Appraisals of tracts for sale would
have to be conducted on a tract by tract basis.

Estimates of the net present value of each timber producing covertype were generated for each
acre of tax-forfeited land. The NPV for each acre of land might vary for a variety of reasons,
including the amount of standing and size of timber, site index, age, and location. Charts
detailing the estimated NPV by covertype are found in Appendix D. The charts detail the
percent of acreage in each covertype that fall below various net present values under the three
price scenarios: low (1), medium (2), and high (3). The charts estimate value under county
management. Actual sale price on a tract might be considerably lower (or higher, particularly
if lakeshore).

The medium price scenario provides insights into the relative value of different covertypes
managed by the Itasca County. Under this scenario, the most valuable timberland (on a per
acre basis) are red (Norway) and white pine lands. Approximately two-thirds of the county’s
acres in this covertype generate a maximum NPV of $500 per acre or greater -- some
considerably greater. Nearly 75 percent of the county’s Jack Pine acreage area estimated to
have an NPV of $500 per acre or more. Many of these acres would likely have an NPV
substantially higher than the sale price of the land plus the tax receipts from these lands
(particularly if the land would be taxed under the ad valorem tax system).
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Generally speaking, the next most valuable covertypes on a per acre basis are northern
hardwoods, aspen, balm of Gilead, and birch. Under the medium scenario, approximately 50
percent of the northern hardwood acres have a maximum NPV greater than $475 per acre.
Lands classified as aspen and balm of Gilead each have about half their acreage with maximum
NPVs greater than $400 per acre. Approximately half of the balsam fir and birch acreage has
a maximum NPV greater than $350 per acre. However, some birch stands are worth
substantially more -- these lands typically have high volumes of more valuable species.

The spruces and lowland hardwood covertypes likely represent the next tier in terms of
maximum NPV per acre, although white spruce lands are typically worth more than black
spruce. Approximately half of Itasca County’s white spruce acreage has a maximum NPV
greater than $250, and approximately half the lowland hardwood acreage has a maximum NPV
greater than $200. Of the timber producing covertypes, the lowest tier in terms of maximum
NPV per acre is tamarack and northern white cedar. A substantial portion of the acreage in
these covertypes has little or no timber value. Nontimber covertypes were assumed to have
no timber value.

State Payments for Tax-Forfeited Land

Payments in-lieu-of taxes are another source of income resulting from the county’s
management of tax-forfeited land. As mentioned earlier, these payments are made by the state
to counties. Currently, the state annually pays each county an amount approximately equal
to $0.75 per acre of tax-forfeited land. Theoretically, these payments from the state to
counties will continue indefinitely. However, in recent years the state has proposed phasing -
out these payments. If these payments are assumed to continue indefinitely, at a discount rate
of 4 percent the present value of these payments to the county is $18.75 per acre.

County forest road payments are a similar source of income to the county, that is in part based
on tax-forfeited land. After reviewing payments made to Itasca County under this program,
the present value of these payments to the county is likely between $2.50 and $3.00 per acre.
This assumes a 4 percent discount rate and an annual payment of between $0.10 and $0.12 per
acre. A difference between these payments and payment in-lieu-of-taxes is that these
payments are made based on the amount of commercial forest land managed by the county.

Comparison of State Payments and Tax Payments

It is possible to compare payments in-lieu-of-taxes with tax revenues received under the ad
valorem and the Tree Growth Tax Law. For instance, since the state payments are relatively
stable, their maximum value is estimated to be approximately $20 per acre. Also, while tax
rates under the ad valorem tax system vary by distance from Grand Rapids, local taxing
districts, type of land, access, and the size of the contiguous tract, it is possible to identify the
types of tracts where the state payments would be greater (or lower) than tax receipts. For
instance, given current ad valorem tax rates, a timberland tract assessed at about $50 per acre
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would yield about the same amount of money to the county as state payments. There are
relatively few situations where a tract of private land would be assessed at this relatively low
value. In each case, the tract would have to be non-productive and have extremely limited
access. Also, such a tract would most likely be a large tract located further away from Grand
Rapids. An examination of the Itasca County Land Schedule suggests that even most large,
lowland tracts with poor access would yield greater tax revenues for the county than state
payments.

A review of taxes paid for timberland under the Tree Growth Tax Law suggests a different
situation for tracts under this system. Under this tax law, taxes are paid based on fixed rates
per acre, so it is relatively straightforward to compare tax and state payments. Under this
system, state payments would likely yield greater benefit to the county than taxes for certain
covertypes. Again, if state payments are approximately $0.85 to $0.87 per acre per year
(payments in-lieu-of-taxes plus county forest road funds) then these payments would be greater
than payments for tracts with the covertypes: swamp conifer (30.52 per acre), lowland
hardwoods ($0.50 per acre), stagnant spruce swamp ($0.30 per acre), and non-productive
areas ($0.05 to $0.15). However, the state payments are substantially less than forest land in
the covertypes spruce fir ($2.08), jack pine ($5.34), Norway-white pine ($9.00), and aspen-
birch ($2.93). However, the state payments are nearly equal to the tax rate for upland
hardwoods ($0.86).
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Financial Comparison of Public and Private Ownership

In order to examine and illustrate the impact of selling or retaining tax-forfeited land, ten
tracts of tax-forfeited land were selected (Table 14). These ten tracts were not selected
randomly. Instead, they were selected because they illustrate some of the fundamental
financial issues in deciding whether to keep or sell tax-forfeited land. Some of the criteria
used in selecting the tracts were: covertype, access, type of land (e.g., lowland or upland),
and location within the county.

For each tract the financial benefits of public ownership to the county are estimated, including
the estimated net present value of timber revenues and the present value of payments in-lieu-
of-taxes and county forest road payments.

The financial benefits accruing to the county under private ownership are also projected.
These include the estimated sale price of the tract. The estimated sale price of the tract was
developed from the average market prices paid for timberland in the appropriate area of Itasca
County. The estimated value of taxes that would be collected under the two major tax systems
for land used primarily to grow timber are also shown. The present value of each is shown,
calculated as if the payments were a perpetuity and using a 4 percent discount rate. These
payments were treated as a perpetuity, because it is likely that taxes would always be paid on
private timberland. The actual taxes may vary from year to year, however forecasting these
changes would be extremely problematic. Data used to calculate taxes appear in Appendix E.

In order to provide a check on the estimated present values for each tract, the Itasca County
Land Department was asked to appraise each of the ten tracts. These appraisals are for
illustrative purposes only, and were based on timber and land data recorded by the Land
Department in a computerized format. If the tracts were to be appraised for sale, each tract
would be visited for a more thorough analysis.

The information in Table 14 presumes that only a limited amount of tax-forfeited land would
be sold. A sale of a substantial acreage of tax-forfeited land would likely depress land sale
prices in the county, and ad valorem tax rates might fall due to a substantially increased
property tax base.
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Table 14. Illustration of the financial value of ten tracts to Itasca County. Financial impacts
compared for both public and private ownership.

Note:

. Table 14 includes pages 52 through 62.

. Public ownership means management by the county land department.

. Private ownership means tax-forfeited land sold to private individuals or companies.

. Scenario 1 is the low price scenario.

. Scenario 2 is the medium price scenario.

. Scenario 3 is the high price scenario.

. Payment In-lieu means payments in-lieu-of-taxes paid by the state to Itasca County.

. Forest Road Payments are payments from unrefunded gas taxes from the state.

. Ad valorem taxes are standard property taxes.

. Tree Growth means the Tree Growth Tax Law.

. NPV is net present value.

. PV is present value.

. Sale cost is the variable cost to the land department to sell the tract.

. Average market sale price is the average price paid for timberland in that area.

. Estimated Assessed Value means that the sale price was estimated using the assessed
value of the tract.

. Land Dept. Appraisal is an informal estimate made by the county land department.
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A general review of the ten tracts indicates the relative importance of each factor on the
financial flows to the county. On these ten tracts, state payments and land department costs
are relatively minor. The factors that typically impact the stream of benefits to the county are
the timber values, land prices, and tax revenues. When the timber values on a tract are high,
given current land prices and tax rates, the financial flows are often greater to the county
under county management. However, when the timber values are low on a tract, the land
price plus tax revenues from private ownership might be greater.

Another observation related to the relationship between timber values and land prices is that
the county land department is required under state law to appraise both the land and timber on
each tract. On a tract with high timber values, the appraised price set by the land department
(which is also the minimum sale price) is likely to be greater than the average market price
per acre for tracts sold by private individuals and companies. This suggests that private buyers
may choose to purchase tracts on the private market, because they can be purchased at a lower
cost per acre than tracts from the county.

While the ten tracts are useful to appreciate the range of factors that can influence the impact
of tax-forfeited land sales, it is also useful to develop some general rules that might help
facilitate tract analysis and to illustrate the different financial benefits received under county
and private management. These averages are quite rough. Tracts obviously can vary in many
ways (e.g., upland and lowland). Some generalizations might be:

. The average sale price per acre of forested land (timberland) in Itasca County is likely
in the range of $275 to $300 per acre. Sale prices are typically higher closer to Grand
Rapids, and lower farther away.

. Assuming a 4 percent discount rate, the average present value of the taxes on an acre
of timberland under ad valorem taxes is $98.25 per acre ($3.93 per acre per year).
Under the Tree Growth Tax Law, if the proportion of acreage in each covertype
remains the same in 1996, the average present value is approximately $49.75 per acre
($1.99 per acre per year).

. The present value of state payments based on tax-forfeited land is approximately $20
per acre.
. The average estimated net present value of timber producing tracts per acre under

county management is $388, $462, and $548 for the low, medium, and high price
scenarios, respectively. Tracts with a non-timber producing covertype (e.g., lowland,
non-productive tracts) were excluded from this average -- their main financial benefit
to the county would be the payments in-lieu-of taxes that they generate.
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Distribution of Benefits

In addition to the changes in the magnitude of revenues received by the county from a shift
from public to private ownership, there would be differences in the distribution of funds within
the county. One redistribution could result in a net decrease in financial benefits to the
county. If a substantial portion of the tax-forfeited acreage were sold, there would be a shift
from tax-forfeited receipts apportioned to the school districts to a greater reliance on property
tax revenues. Discussions with contacts at school district 318 and the Minnesota Department
of Education revealed that funds distributed to the school districts through the tax-forfeited
receipt apportionment formula are not deducted from other school aid payments. Rather, they
are in addition to these payments. This is in contrast with an increase in Itasca County’s tax
collections, would be shared by school districts in other counties. Other redistributions would
also occur within the county (particularly between the county, townships, and school districts),
due to the formulas that are used to distribute funds. However, it is nearly impossible to
predict the actual allocation of funds in part because some of the allocation would be at the
discretion of the Board of Commissioners.

icinated T Tax S  Pri I

Given the increase in the rates for properties managed under the Tree Growth Tax Law, it is
less likely that buyers of tax-forfeited land would put those acres into the Tree Growth tax
program. This is true of tracts with a substantial proportion of pine or other upland
covertypes. This would be particularly true in areas farther away from Grand Rapids, on
lowland sites, and sites that do not have access to a maintained road.

If purchased for recreational purposes, a tract might soon fall into the seasonal recreational
category. Tracts in this category (less than $72,000) will soon be taxed at the same rate as
timberland. However, improvements in the property may greatly increase the assessed value,
increasing property tax revenues. Such changes would depend on a variety of factors,
including the wishes of the purchaser and zoning regulations.

Changes in property tax status have an impact on recreational access. The increases in the
Tree Growth Tax rates suggest that fewer landowners will have an incentive to take advantage
of this program, resulting in less private land in the county available for recreation by county
residents and tourists. This same trend would apply to tax-forfeited tracts that are sold.
Further, the characteristics of land available for recreation might change. Increases in the
Tree Grow Tax rates for pine suggest that landowners would likely shift these sites to the ad
valorem system. This trend would be most pronounced on upland sites away from to Grand
Rapids (where ad valorem rates might be lower). Lowland and unproductive areas are still
taxed lower under the Tree Growth Tax Law than under the ad valorem system. Therefore,
purchasers of lowland property would still have a financial incentive to allow access to their
land.



Citizen and Stakeholder Perspectives

In order to gain the insights of Itasca County residents and institutions, two primary types of
public input were solicited. One was a questionnaire mailed to a random sample of 400 Itasca
County residents, the other consisted of informal and formal meetings with several groups and
organizations with a strong interest in the use and management of tax-forfeited lands.

Juestionnai

A questionnaire was selected as a tool for gathering input from the general public. The sample
of households to be sent the questionnaire was developed by Survey Sampling Inc. in
Fairfield, Connecticut. Survey Sampling drew a random sample of 400 households from
telephone records The sample size was limited to 400. Drawn from telephone records, the
sample was deemed to be representative of Itasca County’s household population. Census data
(1990) indicates that 96% of Itasca County households have at least one telephone. Also,
Ttasca County appears to have a relatively small number of unlisted phone numbers. The
questionnaires were accompanied by a cover letter addressed to the name and address listed
in the phone records. While the questionnaire was sent to the individual listed in the phone
book, the cover letter stated that the questionnaire could be returned by any adult household
member.

The questionnaire (Appendix F) was designed with the assistance of the Minnesota Extension
Service and the Minnesota Center for Survey Research. Knowledgeable individuals in both
organizations consented to briefly review the questionnaire and suggest changes. The
questionnaire was designed to gain insight into the knowledge and attitudes of Itasca County
residents related to tax-forfeited land sales. Comments from the respondents were welcomed.

Of the 400 questionnaires mailed to Itasca County, 347 were deliverable and 53 were
undeliverable. A questionnaire was considered undeliverable (respondent moved, refused
delivery, or incorrect address) when the questionnaire was returned by the U.S. Postal
Service, and subsequent efforts to identify the individual’s address were unsuccessful. A
follow-up mailing consisting of a reminder postcard was sent one week after the questionnaire
was mailed. Of the 347 questionnaires that were deliverable, 227 (65 %) were returned.

The average respondent age was 56, ranging from 23 to 88. The age of respondents was
greater than the age of Itasca County’s population, for various age categories (Table 15). This
was in part because the questionnaire excluded non-adults. Few responses from respondents
less than 25 years were expected. Many of the respondents were 65+. The average number
of years that respondents had lived in Itasca County was 35 years (ranging from 1 to 86).

65



Table 15. Comparison of age of questionnaire respondents with Itasca County’s population,
individuals younger than 25 excluded.

Age (in years) Population (%) Questionnaire (%)
25-34 16.9 8.6
35-44 24.1 16.3
45-54 18.9 22.2
55-64 14.3 20.4
65+ 25.8 31.7

Note: Columns may not sum to 100 due to rounding.

The questionnaire asked a variety of closed and open-ended questions. Several questions asked
the about the respondent’s interest in and knowledge about tax-forfeited land sales (Table 16).
More respondents were aware that the county received tax-forfeited land (81%) than were
aware that the county sold it (66%). Seven percent indicated that they had purchase tax-
forfeited land, and slightly more than half (52 %) indicated that they had once had an interest
in purchasing tax-forfeited land. The respondents reported that they used tax-forfeited land
for a variety of outdoor activities (Table 17).

The questionnaire also asked about issues that ought to be considered in deciding whether to
keep or sell tax-forfeited land (Table 18). Nearly three-quarters (72%) of the respondents
rated water quality as a very important issue to consider. Another issue that was often rated
most important was the effect of the sale on wildlife in the county (62%). Most respondents
felt it was at least somewhat important to consider the financial benefits and costs to the
county. Three issues most commonly cited as not important were: the impact of the sale on
tourism (22%), and the benefits (24 %) and costs (26%) to businesses in the county. However,
in general, at least three-quarters of the respondents thought that each issue was at least
somewhat important to consider.

The questionnaire asked questions designed to probe attitudes toward public and private land
ownership (Table 19). Nearly half of the respondents (49%) at least somewhat agreed that
financial benefits and costs to the county should be the most important criteria in deciding
whether to keep or sell tax-forfeited land. Sixty-seven percent at least somewhat agreed that
public lands can provide benefits that private lands cannot, however, slightly more than half
(52%) at least slightly agreed that the general policy of the county should be to return tax-
forfeited lands to private ownership. Many respondents wrote useful comments that clarified
their answers and opinions about tax-forfeited land sales. These comments appear in
Appendix G.
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Table 16. Questionnaire responses related to knowledge and interest in tax-forfeited land sales.

1.

Before receiving this questionnaire, were you aware that ltasca County receives tax-
forfeited land each year? (circle one)

Yes No No response
81% 17% 2%

Before you receiving this questionnaire, were you aware that ltasca County sells tax-
forfeited forest land each year? (circle one)

Yes No No response

66% 31% 3%

Have you ever purchased tax-forfeited forest land from ltasca County? (circle one)
Yes No No response

7% 91% 2%

Have you ever been interested in purchasing tax-forfeited land from Itasca County?
(circle one)

Yes No No response

52% 44% 4%

Note: Percentages may not sum to 100 due to rounding.
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Table 17. Questionnaire responses related to respondent uses of tax-forfeited land.

How have you made use of Itasca County’s tax-forfeited land? (Circle all that apply).
a. biking (12%)

b. boating or canoeing (31%)

c. camping (29%)

d. cross-country skiing (21%)

e. cutting Christmas trees or collecting boughs (12%)

f. fishing (41%)

g. harvesting wood or timber (20%)

h. hunting (57%)

nature study, observation, or photography (19%)

j. off-road vehicle riding (22%)

=

. picking berries or mushrooms (38%)
I.  snowmobiling (30%)
m. walking and hiking (39%)

n. not sure {17%)
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Table 18. Questionnaire responses related to the importance of issues in determining whether to
sell a tract of tax-forfeited land.

In your opinion, how important should the following issues be in determining whether to sell a
tract of tax-forfeited land? Please circle your answers.

not somewhat very no
important important important  response

a. financial benefits of the

sale to county government 14% 41% 41% 4%
b. financial costs of the

sale to county government 15% 41% 40% 4%
c. impact of the sale on

wildlife in the county 7% 28% 62% 3%
d. recreational value

of the tract 10% 44% 43% 3%
e. wishes of nearby

landowners 13% 38% 46% 4%
f. effect of the sale on tourism 24% 44% 28% 4%
g. effect of the sale

on water quality 4% 14% 78% 3%
h. effect of the sale

on the beauty of the forest 7% 36% 55% 2%
I. effect of the sale on

the natural environment 5% 26% 67% 3%
j- benefits to businesses

in the county 22% 52% 24% 3%
k. costs to businesses

in the county 26% 48% 23% 3%

Note: Percentages may not sum to 100 due to rounding.
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Table 19. Questionnaire responses related to attitudes toward public and private ownership.

How strongly do you agree or disagree with the following statements.
a. The financial benefits and costs to county government should be the most important

issue in deciding whether Itasca County should keep or sell tax-forfeited land. Circle
your answer.

Agres Strongly Agree Somewhat Neutral Disagree Somewhat Disagree Strongly
23% 26% 1% 19% 16%
No Response: 4%

b. Public ownership of tax-forfeited land can provide benefits that would not be provided
by private ownership. Circle your answer.

Agree Strongly Agree Somewhat Neutral Disagree Somewhat Disagree Strongly
31% 36% 12% 15% 4%
No Response: 3%

c. The general policy of Itasca County should be to return tax-forfeited land to private
ownership. Circle your answer.

Agree Strongly Agree Somewhat Neutral Disagree Somewhat Disagree Strongly
19% 33% 14% 18% 12%

No Response: 3%

Note: Percentages may not sum to 100 due to rounding.
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Stakeholder Perspectives

A variety of individuals and organizations were contacted to gather information for the
assessment. For instance, the it was useful to meet with an individual from a school district in
order to find out how school districts would be financially impacted by the sale of tax-forfeited
land. Similarly, townships could also offer input on how they would be financially impacted.
Also, some organizations agreed to provide more general input and advice about issues that the
county ought to consider when deciding to sell tax-forfeited land. The input offered by each
organization appears in Appendix H.

List of organizations contacted that agreed to offer information or input:

» Associated Contract Loggers

o Timber Producers Association

* Blandin Paper

+ Potlatch

* Rajala Companies

o Ttasca County Township Association

s Itasca County Park and Recreation Commission
» Itasca County Resort and Travel Association
* Minnesota Deer Hunters Association

¢ Minnesota Department of Natural Resources
» Ruffed Grouse Society

o Trails Task Force

* School District 318
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Observations

Itasca County manages some of the best timberland in the state. These valuable tracts generate
substantial revenues for the county under county management. This timberland also would
be desired by private buyers, who would pay substantial sums for the land. Further, in private
ownership, these lands would generate substantial tax revenues for the county. However, for
many tracts managed by the county, current land prices and tax rates appear to be lower than
the benefits provided by continued county management. Some tracts would likely generate
more income for the county under private ownership.

It is difficult to develop general principles for determining which tax-forfeited tracts would be
most beneficial to sell. This is because of the many factors that impact the financial revenues
to the county, including the two different tax laws for timberland, the mix of species and
conditions typically found on tracts in Itasca County, and finally the location of the tract in
relation to roads, lakes, and Grand Rapids. Nonetheless, if the county were to sell tax-
forfeited, natural resources land, then it would make the greatest sense for the county to sell
land that would generate more revenue for the county (and thereby reduce taxes) in private
rather than public ownership.

Some general observations about tax-forfeited land sales:

« The sale of tax-forfeited land is a complicated process involving a variety of state laws and
policies and county ordinances and policies. The process is cumbersome to administer and
many different organizations are involved. Responsibility for some decisions are unclear
-- sometimes the county can decide, sometimes the state must be involved, and in some
cases even the state legislature must be involved.

» Land disposal decisions should be goal driven. Decisions about tax-forfeited land sales
should be made in the context of meeting the county’s needs for economic development
and environmental protection.

 The benefits produced by Itasca County’s forests (including tax-forfeited land) are related
to the investments made in them. If greater outputs are desired, more investments must
be made. The level of investment can have a powerful impact on the decision to sell or
retain lands. There is likely to be little financial benefit to the county to sell lands on
which no investment will be made by the private owners.

» The county should maintain flexibility and preserve some options for the future. Land sold
to the private sector could be very costly to reacquire in the future. Also, land prices may
increase in the future. Options for future county board and future citizens should be
retained.
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There are also some more specific observations about tax-forfeited land sales:

Generally, tax-forfeited lands closer to Grand Rapids will generate higher sale prices and
greater tax revenues to the county under the ad valorem (property) tax system. However,
tax revenues will not be greater under the Tree Growth Tax Law, which does not take into
account a tract’s location.

Tracts that are young, most likely from recent timber harvest, also may generate lower
revenues under county management, compared to private ownership. However, if these
same lands were temporarily unproductive and taxed under the Tree Growth Tax Law,
then tax revenues might be quite low ($0.05 to $0.15 per acre). Further, harvested land
in most cases will have a lower value to the buyer. Typically, this is the condition in
which the county received the land.

It is unlikely to benefit the county to sell tracts that are mature, on good sites, and with
substantial timber volumes, unless the recreational value of the tract is substantial (e.g.,
lakeshore). This is particularly true of pine species, which have a high value under county
management. The value of these sites under county management is likely to be greater
than the sale price plus the tax revenues received off these lands.

Mature, high site index tracts with the covertypes aspen, northern hardwoods, balm of
Gilead, and birch are also more likely to generate greater revenues under county
management than in private hands. However, returns to the county would be impacted by
the buyer’s decision whether to put the tract under the Tree Growth Tax Law (lower taxes)
or under the ad valorem tax system (higher taxes).

Balsam fir and white spruce tracts typically generate substantial value for the county, but
the value is close to the values that would be obtained under private management (sale
price plus the taxes). If the tract were taxed under the Tree Growth Tax Law or taxed
under the ad valorem system and located away from Grand Rapids, Minnesota, it might
be more financially advantageous for the county to manage the land. However, if the tract
was close to Grand Rapids, with good access and taxed under the ad valorem system, it
might benefit the county to sell the tract and receive the tax revenues.

Covertypes associated with lowland areas, such as lowland hardwoods, tamarack, and
northern white cedar tend to generate the lowest financial benefits to the county under
county ownership. The greatest opportunity to improve the financial benefits to the county
would lie with these tracts -- particularly with the lowland hardwoods. If these tracts were
sold to individuals not particularly interested in the timber production from these lands,
then they might be willing to pay more for these lands than would be justified based on
timber values. Also, if purchased for recreational purposes, these tracts would tend to be
taxed under the ad valorem system, rather than the Tree Growth Tax Law. Tax rates on
these covertypes are substantially lower under the Tree Growth Tax Law.
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+ Sites that do not currently have timber producing potential typically generate little in terms
of financial benefit to the county under county management. Such might not be the case
in certain circumstances (e.g., gravel resources are present) or the tract provides access
or special recreational opportunities. In many cases, the sole financial benefit to the
county may be the payments in-lieu-of taxes that are received. At the same time, these
same tracts would likely generate little interest from private owners and would provide
little in the way of tax revenues. Tracts in this category are taxed at a very low rate under
the Tree Growth Tax Law, and also at a low rate under the ad valorem system. Some
tracts, particularly upland grass tracts, would generate more revenues from sale and taxes.

+ Lakeshore land, if it could be sold for residential purposes, would provide the greatest
financial return to the county, particularly if there is little valuable timber on the site.
However, it is extremely difficult to sell tax-forfeited lakeshore under current state law.

« Payments in-lieu-of-taxes provide a relatively small benefit to the county on sites where
timber harvesting occurs. At the same time, these payments may provide the only benefit
to the county from some nontimber producing lands. In most cases this benefit would be
lower than the sale price plus tax revenues.

The assessment uncovered several other items of interest:

¢ The marketing of tax-forfeited lands might be improved. Some interested individuals find
it difficult to find the land auction. At the tax-forfeited land auction in November 1995,
several groups of citizens had difficulty finding the auction site. Several questionnaire
respondents suggested better marketing of tax-forfeited tracts.

» Zoning affects the sale and uses of tax-forfeited land. Current regulations would prevent
the sale of much of the tax-forfeited land. Zoning (and deed restrictions) could be used
to encourage land uses desired by the county after the tax-forfeited land is sold.

» Rates used under the Tree Growth Tax Law have increased substantially for some
covertypes, particularly pine and other upland covertypes. These increases can be
expected to decrease participation of landowners with these types of lands. This shift
could reduce the amount and quality of recreational access in the county, because private
land enrolled in this program is by law open for recreational access.

» Under current law, it may be difficult for the county to sell valuable tracts, because of the
requirement to appraise both the land and timber on a tract. This appraisal sets the
minimum price at which private buyers may acquire the land. It is likely that the
appraised price set by the county, which reflects the full value of the timber, would make
tracts more expensive to purchase from the county than private sellers, as private sellers
may not be aware of the full value of their land and timber.
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Trends in the amount of tax-forfeited acreage managed by Itasca County are generally
consistent with trends in other northern Minnesota counties that manage tax-forfeited land.

Many Itasca County residents have been interested in purchasing tax-forfeited land.

However, most want tax-forfeited land sale decisions made carefully. The financial and
economic impact of tax-forfeited land on the county is important to many residents.
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Appendix A. The Tax-forfeited Land Exchange Process

(Excerpted from the Delinquent Tax and Tax Forfeiture Manual, published by the
Minnesota Department of Revenue.)

The procedure for exchanging tax-forfeited land is outlined in the Delinquent Tax and Tax
Forfeiture Manual issued by the Minnesota Department of Revenue. Section 6722 of the
manual states:

All tax-forfeited land which is held in trust for the local taxing districts and held under the
control of the county board for classification, appraisal, and sale may be exchanged for other
property located within the county.

The exchange of tax-forfeited land is controlled by the provisions of M.S. 94.344. These are
the general provisions for all Class B land exchanges in the state. An outline of these
provisions, as they related to the exchange of tax-forfeited land, is presented below.

1. Tax-forfeited land may be swapped for any public or private land located in the same
county in Minnesota (M.S. 94.344, Subd. 1)

2. Tax-forfeited land may not be given in exchange if either of the following conditions
exists: (a) it has not been classified for sale, or (b) it is located in a district or zone with use-
restrictions which will prevent the private owner from using the land for any use for which
the land is otherwise suitable. (M.S. 94.344, Subd. 2)

3. The proposal for a tax-forfeited land exchange may come from two sources. The county
board may by resolution direct the county auditor to make a proposal for exchange to a
landowner. Or any landowner may make a proposal for exchange to the county board by
submitting a proposal to the county auditor. Forms for such proposals are available from the
Department of Natural Resources. (M.S. 94.344, Subd. 8).

4. The county board must determine the value of the tax-forfeited land subject to the approval
of the DNR and the Land Exchange Board during the application process as mentioned in item
#13 below. (M.S. 94.344, Subd. 3)

5. The tax-forfeited land may be worth less than the private land, but only if the private
landowner agrees to waive the difference in value. (M.S. 94.344, Sub. 5)

6. The tax-forfeited land may be worth more than the private land, but only if the private

landowner agrees to pay the difference in value to the county. The amount of the difference
may be paid in a lump-sum cash payment or in installments. (M.S. 94.344, Subd. 6)
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7. If the county accepts installments, the county must issue a certificate of sale, and the install
agreement must be subject to the same provisions as the sale of tax-forfeited land under
installments with one exception. The county may set up a different time schedule for making
the payments. (M.S. 94.344, Subd. 6)

8. The proceeds from the payment of the difference in value must be distributed according
to the same schedule as the proceeds from the sale of tax-forfeited land. (M.S. 94.344, Subd.
6)

9. The Department of Revenue (DOR) will not issue a state deed to the tax-forfeited land until
all installments are paid. The issuance of a state deed must follow the same procedures as for
the issuance of any other state deed for the sale of tax-forfeited land. (M.S. 94.344, Subd.
6)

10. The mineral rights in the tax-forfeited land must be reserved to the state just as if the tax-
forfeited land were being sold at public auction. The tax-forfeited land may also carry with
it any other written restrictions, reservations, and easements which the county board may
decide is necessary. The private land may also be burdened by its owner. These restrictions
will not prevent the exchange. This will only be important to the question of the value of the
exchanged lands. (M.S. 94.344, Subd. 6)

11. The county attorney must examine and approve the title to the private land before it can
be accepted in exchange. (M.S. 94.344, Subd. 9)

12. The county board must hold a public hearing before giving final approval by resolution
to the exchange. At least two weeks before the hearing, the county auditor must post a notice
of the hearing in the auditor’s office. The notice must contain a description of the lands being
proposed for exchange. (M.S. 94.344, Subd. 9)

13. Every proposal for an exchange must be submitted to the Department of Natural
Resources (DNR) in order to obtain the approval of the DNR and the Minnesota Land
Exchange Board. (M.S. 94.344, Subd. 1) The items submitted with the proposal must
include: (a) the approving resolution by the county board, and (b) the county attorney’s title
opinion with the title abstract and other evidence of title. (M.S. 94.344, Subd. 10)

14. After approval of the exchange by the DNR and the Land Exchange Board, the DNR
must direct the Department of Revenue (DOR) to issue a state deed for the tax-forfeited land
being traded away. The DOR will not issue the state deed until after the county auditor
certifies that full payment has been made and the deed to the private land has been received.
Then the state deed will be issued in the name of the party of the exchange and sent to the
county auditor. The county auditor must record the state deed and the deed to the private land
before giving the state deed to the party of the exchange. (M.S. 94.344, Subd. 10)
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15. After an exchange has been completed, the county board may pay the local taxing districts
where the tax-forfeited land was located a fair reimbursement for the lost land. This
reimbursement must be made from the forfeited tax sale funds accruing to the local taxing
districts in which the private land lies. The amount of compensation is to be fixed by the
county board, but may not be more than the local taxing districts would have received if the
tax-forfeited land had been sold for the appraised value at a public auction. The private land
must be held in trust for the local taxing districts in which it is located and become subject to
all laws relating to tax-forfeited land. (M.S. 94.344, Subd. 11)
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Appendix B. Synopsis Itasca County’s Tax-Forfeited Land Appraisal Process

(Text provided by the Itasca County Land Department.)
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Synopsis of steps to appraising tax-forfeited land

for sale in Itasca County.

Land parcels appraised for the annual land sale may or may not

have been requested to be offered for sale.

A priority is put on considering parcels requested for sale.

Some items looked at in considering whether a tract will be
appraised are:

4
¢

]

Is the tract within Memorial Forest boundaries?

Is the parcel adjacent to or does it contain public
water?

Is the parcel adjacent to a public road and if not, how
will a private owner access the property i.e., will the
public possibly be required in the future to build and/or
maintain another public road?

Are surrounding lands in public or private ownership and
what are adjacent land uses?

Is the parcel good, productive upland soils conducive for
resource management?

what is the size of contiguous county ownership?

Are adijacent County administered lands accessed through
this parcel?

Is gravel possibly present on this parcel?

The above points are considered and if it is legal to sell the
parcel and believed to be in the public’s best interest to be in
private ownership, the appraisal is done.

A recent aerial photo is used to map the parcel showing roads
and timber types. The parcel is cruised to acquire timber vaiues
and quality of timber. In the office, the cruise is tabulated and
values put on standing timber.

When appraising the value of the timber, the following points
are considered:

¢
¢

What is the marketability of the species present?
What timber values are present, i.e., is there at least
a truckload?

Does timber volume offset road building costs?
84
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Land
following

¢

¢

what percent are sawbolts, sawlogs, veneer, cabin logs,
posts, poles, etc.?

What prices have been recently paid for similar timber?
Is the timber mature or is it just becoming of commercial
size?

values are assigned. When assigning land values the
points are considered:

How close to a public road is the parcel?

How much lowland, high land, and unproductive land is
theré?

What is the assessor’s estimated market value?

Is the value reasonable for cutover land as compared to
other land sales?

The timber value and land value are added, and if structures
of value exist, their value is also added. The result is the

appraised

price of the land.
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Appendix C. Classification Guidelines for Pine County’s Tax-Forfeited Lands

(Text of guidelines provided by the Pine County Land Department.)

CLASSIFICATION GUIDELINES
for

PINE COUNTY'S TAX-FORFEITED LANDS

As required by Minnesota Statute 282.01, lands becoming the property of the

state, due to tax-forfeiture, must be classified as conservaticn (retain) or
nonconservation (to be sold). This classification is done to encourage the best
use of tax-forfeited lands as stated by state statute and the Plan for the
Management of Pine County's Tax-forfeited Lands.

Conservation (Retain)

1.

Resource Management: These tracts, because of their resource characteristics,
location and surrounding public ownership pattern, can be adapted to a specific
or multiple-use type of long-range conservation use for which a management plan
can be applied or developed. Generally, these lands are best suited to public
management and could include one or more of the following: forest producticn,
watershed protection and/or certain characteristics which could qualify the
lands for scientific and natural area or solitude area.

Game and Fish: These tracts, because of their resource characteristics and
location, are best suited to a specific type of long-range fish and/or wildlife
habitat use for which a management plan can be applied or developed.

Generally, these lands are best suited to public management and could include
habitat which provides production and/or retention of waterfowl, farm game,
forest game and fisheries. Other conservation practices and uses could be
applicable only if complementary to this end. Lands in localities where few

. public lands remain and management is feasible should also be considered.

Recreation or Aesthetic: These tracts that are ten (10) acres or larger,
because of their resource characteristics and location, are best suited to a
specific type of long-range recreation use for which a management plan can be
applied or developed. Generally, these lands are best suited to public
management and could include campgrounds, picnic grounds, geological/historical
interpretation sites, trail corridors, and water-related recreational
activities such as accesses, beaches, and scenic protection.

Access to Lake or Other Land: These tracts, because of their leocation, serve

as valuable accesses and the disposal of such would jeopardize accesses to
lakes or other lands.

Commercial Peat or Gravel: These tracts, because of commercial deposits of
peat or gravel, should be retained because of the revenue that can be derived.

Mining: These tracts, because of known minerals or mineral potential, are the

highest possible use the land may be put to. The value derived from this land
for minerals would give classification the highest priority. However, the
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secondary use which the land may be put to until actual mining cperations
begin may be listed. It is also possible that adjacent lands should be
classified as mining in order to facilitate the actual mining operation.

Exchange: Tax-forfeited lands will be retained for exchange, with other
governmental units and private individuals which have potential for exchange,

with lands which would consolidate county ownership patterns or provide other
resource benefits.

Agricultural (pasture and open): These tracts of land, because of soil and
roads, have been used for agriculture after the area has been abandoned for
general agriculture. This category could also include lands suitable for wild
rice growing if the following criteria are met: nearby water supplies and
storage areas are sufficient; the site is relatively free of wood fiber

vegetation; and soils are suitable for rice growing, holding water and periodic
drainage to allow tilling and replanting.

Nonconservation (To Be Sold)

l.

Urban Development (which includes areas that are platted, subdivided, less than
ten (10) acres, or within city limits): These tracts, because of soil, public
utility, roads, schools, railroads, location and the needs of the community
near villages, towns or cities, are best suited for some type of urban
development, including residential, recreational, industrial or commercial use.
Good and ample water, sewage disposal, fire protection, police protection and
other developments have bearing when using this classification. It is possible
that lands classified as urban may have another classification such as
agricultural or conservation; but in most instances, urban would be the proper
classification. To properly classify the land, it must carry the highest
possible use within the framework of the county planning and zoning ordinance.
In some instances, it may be the highest use to classify this land for public
use if this land were needed for access, park or other such recreational use.

Agriculture (cultivation): These tracts,. because of soil, vegetative cover,
drainage, roads, public utilities and adaptability, are best suited to
agricultural development and should be so classified. A sufficient
concentration of this classification is necessary to justify roads, public
utilities and school bus services. In classifying this type, due consideration
must be given to land that has a cover type not generally associated to the
agricultural practices of the area, but has soil, drainage and features
suitable for conversion to agriculture. Also, it may adjoin established farms;
and, because it is too small to manage in another classification, it should be
classified agricultural. In other instances, it may be highly desirable to
classify this land as recreational, game cover or another conservation use to
preserve it in a predominantly farming area. These may be given either a
permanent or provisional rating. Marginal lands lying between defined
agricultural areas and other classified land, such as conservation, can be

retained provisionally with extensive management until a positive determ1nat10n
can be developed.



Appendix D. Percentage of Tax-Forfeited Land Below Various Net Present Values per
Acre

Note: This analysis assumes:

« County management of tax-forfeited land.
« Three price scenarios (low, medium, and high).
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