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2017 Tax Reform - Implications for Timber and Timberland

Abstract

The potential impacts for U.S. timberland owners of the federal tax reform signed into law at the end of 2017
should in general be favorable. The tax reform does curtail some deductions for homeowners (mortgage
interest and property taxes), which could provide a headwind for the housing recovery. However, these lost
tax incentives will be limited to a particular slice of the income spectrum, and should be largely offset by the
favorable positive economic effects of reduced corporate and individual tax rates on overall economic growth.
The new legislation left intact provisions of the tax code that specifically support investment in timberland,
and the reductions in the U.S. corporate tax rates should encourage increased investment in the U.S. forest
product sector, boosting demand for timber from U.S. forests.

Takeaways

A

Key tax provisions specific to timberland
investment and operations were retained: capital
gains treatment of timber revenue; treatment of
timberland as real property for REIT rules;
deductions for timber growing costs; and the
deduction and amortization of reforestation costs.

New limits on the deductibility of State and
Local Taxes (SALT) and property taxes and the
Mortgage Interest Deduction (MID) could have a
negative impact on a limited segment of the
housing market in particular states. The new
legislation limits SALT and property tax
deductions to $10,000 and lowers the cap on the
deductibility of interest to mortgages up to
$750,000 in value, down from $1,000,000.
Potential impacts will be concentrated in states
like New York, New Jersey and California which
have high state income tax rates and inflated
home costs.

Buyers in the lower-end of the housing market
will largely not be affected by the reduction in

1FEA Macroeconomic Advisor, December 2017

the MID, and although some may face some
additional taxes due to the limits on the
deductibility of SALT and property taxes, this
should be relatively minor. With the near
doubling of the standard deduction to $12,200
for singles and $24,000 for couples, the number
of people filing itemized deductions will drop
drastically. Zillow estimates that only 14% of
homeowners are going to itemize their taxes in
2018, compared to 44% in 2017".

The high end of the housing market should also
experience limited impacts. In the past decade,
high-end home buyers have been the healthiest
segment of the housing market, even though the
MID was capped at $1 million. Although buyers
at the high-end of the market will feel the loss of
the SALT and property tax deductions, this
segment of the market will also benefit from the
lower personal income tax rates, the reduced
corporate tax rates, and the changes to the
Alternative Minimum Tax (AMT).

(Continued on page 2)
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A The upper-mid-range of homes in certain markets

will be more exposed to the tighter limits on
SALT and MID, possibly leading to some
softening in sales of homes in the $750,000 to
$1.5 million price range. Potential buyers in this
price range will also probably be less likely to
reap substantial gains from changes to the AMT
or corporate taxes.

Concerns have also been raised that changes to
the limits on SALT, property taxes and MID
could result in dropping home prices, particularly
in states with high tax rates, such as California,
New York, New Jersey, Pennsylvania and
Illinois. However, any localized moderation in
home price appreciation must be put in
perspective with the 40% run-up in the Case-
Shiller 20-City Index of home prices over the last
five years, and the support to housing demand
that would result from an easing in home prices
and improved affordability.

The consensus view as reflected by the stock
market is that the recently enacted tax package
promises to raise economic growth substantially.
Cutting income taxes on individuals powers
economic growth in the short run, and
substantially lowering tax rates for businesses
does the same over the long run. An improved
economic outlook has the potential to boost
employment and income, supporting stronger
demand for new homes (particularly for new
entrants to the housing market) and spending on
residential repairs and alterations.

The Tax Policy Center’ estimates that the
weighted-average marginal tax rate from
individual income and payroll taxes will fall in
2018 by 3.2 percentage points and that this
downward adjustment will be delivered across
most of the income distribution in 2018. This cut
in individual tax rates is in the range of
magnitude of the major tax cuts of the past 50
years: Kennedy-Johnson 1963-65, 3.6 points;
Regan 1986-88, 4.5 points; and George W. Bush
2002-03, 2.1 points.

2Tax Policy Center, Microeconomic Analysis of the Tax Cut and, Debsnbet 20, 2017
3WSJ, Tax Reform Will Pay Growth Divjdamdsy 4, 2018

2017 Tax Reform — Implications for Timber and Timberland (Continued from page 1)

A Robert Barro and Charles Redlick in an article

published in February 2011 in the Quarterly
Journal of Economics, estimated that cutting the
average marginal tax rate for individuals by 1
percentage point increases annual GDP by 0.5%
over the next two years. With the tax bill®
average cut of 3.2 points, the U.S. economy
should realize extra growth of 0.8% a year over
the next 2 years. This growth effect is temporary,
but what it adds to the level of GDP will be
permanent.

The recent legislation® cuts to corporate taxes
are significant, with the main rate on corporations
dropping from 35% to 21%. Corporations will
also benefit from changes to rules governing
expensing business investments. For equipment,
the effective expensing rate at around 80% is
already high, and the new law moves this rate up
to 100%. The new tax law does not change
depreciation schedules for most structures, such
as factories and office buildings. However, the
lower corporate tax, when applied to the output
associated with the investment in new buildings,
effectively lowers the user cost of new structures,
and encourages investment.

With the new corporate tax code, companies will
be more motivated to provide workers with more
equipment and structures to do their jobs. Robert
Barro® rough estimate is that GDP per worker
will rise by about 6%’ over the long run. This
increased productivity provides the basis for real
gains in wages and rising household income that
will support new residential construction and
spending on home repairs and remodeling.

The lower corporate tax rates should also
reinforce and possibly accelerate the current
wave of investment in U.S. lumber and wood
panel capacity (particularly in the U.S. South)
that is occurring at both new and existing
facilities. New and expanded facilities to produce
lumber and plywood should increase demand for
timber in the U.S., as well as improve the cost-
competitive position of the U.S. forest product
sector in global markets. &
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Disclosures

Investing involves risks, including the loss of principal. Financial markets are volatile and can fluctuate significantly in response to company, industry, political, regulatory, market, or
economic developments. These risks are magnified for investments made in emerging markets. Currency risk is the risk that fluctuations in exchange rates may adversely affect the
value of a fund’s investments.

The natural resources industry can be significantly affected by events relating to international political and economic developments, energy conservation, the success of exploration
projects, commodity prices, and taxes and other governmental regulations.

The information provided herein does not take into account the suitability, investment objectives, financial situation or particular needs of any specific person. You should consider the
suitability of any type of investment for your circumstances and, if necessary, seek professional advice.

This material, intended for the exclusive use by the recipients who are allowable to receive this document under the applicable laws and regulations of the relevant jurisdictions, was
produced by and the opinions expressed are those of Manulife Asset Management as of the date of this publication, and are subject to change based on market and other conditions.
The information and/or analysis contained in this material have been compiled or arrived at from sources believed to be reliable but Manulife Asset Management does not make any
representation as to their accuracy, correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis
contained herein. The information in this material may contain projections or other forward-looking statements regarding future events, targets, management discipline or other
expectations, and is only as current as of the date indicated. The information in this document including statements concerning financial market trends, are based on current market
conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. Manulife Asset Management disclaims any responsibility to update such
information.

Neither Manulife Asset Management or its affiliates, nor any of their directors, officers or employees shall assume any liability or responsibility for any direct or indirect loss or damage or
any other consequence of any person acting or not acting in reliance on the information contained herein. All overviews and commentary are intended to be general in nature and for
current interest. While helpful, these overviews are no substitute for professional tax, investment or legal advice. Clients should seek professional advice for their particular situation.
Neither Manulife, Manulife Asset Management™, nor any of their affiliates or representatives is providing tax, investment or legal advice. Past performance does not guarantee future
results. This material was prepared solely for informational purposes, does not constitute a recommendation, professional advice, an offer or an invitation by or on behalf of Manulife
Asset Management to any person to buy or sell any security or adopt any investment strategy, and is no indication of trading intent in any fund or account managed by Manulife Asset
Management. No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. Unless otherwise specified, all data is sourced
from Manulife Asset Management.

Hancock Timber Resource Group
Hancock Timber Resource Group is a division of Hancock Natural Resource Group, Inc., a registered investment advisor and wholly owned subsidiary of Manulife Financial
Corporation.¢Hancock Natural Resource Group, Inc.

Manulife Asset Management

Manulife Asset Management is the global asset management arm of Manulife Financial Corporation (“Manulife”). Manulife Asset Management and its affiliates provide comprehensive
asset management solutions for institutional investors and investment funds in key markets around the world. This investment expertise extends across a broad range of public and
private asset classes, as well as asset allocation solutions.

The material issued in the following countries by the respective Manulife entities - Canada: Manulife Asset Management Limited, Manulife Asset Management Investments Inc.,
Manulife Asset Management (North America) Limited and Manulife Asset Management Private Markets (Canada) Corp. Hong Kong: Manulife Asset Management (Hong Kong) Limited
and has not been reviewed by the HK Securities and Futures Commission (SFC). Indonesia: PT Manulife Aset Manajmen Indonesia. Japan: Manulife Asset Management (Japan)
Limited. Malaysia: Manulife Asset Management Services Berhad. Philippines: Manulife Asset Management and Trust Corporation. Singapore: Manulife Asset Management
(Singapore) Pte. Ltd. (Company Registration Number: 200709952G). Taiwan: Manulife Asset Management (Taiwan) Co. Ltd. Thailand: Manulife Asset Management (Thailand)
Company Limited. United Kingdom and European Economic Area: Manulife Asset Management (Europe) Limited which is authorised and regulated by the Financial Conduct
Authority. United States: Manulife Asset Management (US) LLC, Hancock Capital Investment Management, LLC and Hancock Natural Resource Group, Inc. Vietnam: Manulife Asset
Management (Vietham) Company Ltd.

Manulife, Manulife Asset Management, the Block Design, the Four Cube Design, and Strong Reliable Trustworthy Forward-thinking are trademarks of The Manufacturers Life Insurance
Company and are used by it, and by its affiliates under license.
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