STATE BOARD OF LAND COMMISSIONERS

C. L. "Butch" Otter, Governor and President of the Board
Ben Ysursa, Secretary of State

Lawrence G. Wasden, Attorney General

Brandon D. Woolf, State Controller

Tom Luna, Superintendent of Public Instruction

Tom Schultz, Secretary to the Board

Final Minutes
State Board of Land Commissioners’ Regular Meeting
July 16, 2013

The regular meeting of the Idaho State Board of Land Commissioners was held on Tuesday,
July 16, 2013 in the State Capitol Lincoln Auditorium (Room WWQ02) at 700 West Jefferson, Boise,
Idaho. The meeting began at 9:03 a.m. The Honorable Governor C. L. "Butch" Otter presided. The
following members were present:

Honorable Secretary of State Ben Ysursa

Honorable Attorney General Lawrence Wasden

Honorable State Controller Brandon Woolf

Honorable Superintendent of Public Instruction Tom Luna (via teleconference)

For the record, Governor Otter recognized the presence of all Board members, with
Superintendent Luna joining the meeting via conference phone.

1. Director’s Report

Interest Rate on Department Transactions — July 2013

Timber Sale Activity and Information Report —June 2013

Division of Lands and Waterways Activity and Information Report — June 2013
Legal Matter Summary —June 2013

Fire Season Report —June 2013

Forecast/Revenue Update

Mmoo wr

DISCUSSION: Director Schultz noted that the interest rate on Department transactions is 4.0%
for July, which is an increase of 0.5% from the last month.

Referring to the Timber Sale Activity report, Director Schultz remarked that the Department sold
10 timber sales at auction last month with a 65% upbid over advertised value. Prices have been
fluctuating between $200-$300/MBF for the past few months, from a high of $300/MBF in May
to a low of $200/MBF in June, and again appear to be on the increase. Director Schultz
mentioned that Controller Woolf and staff attended a timber sale auction at the Payette Lakes
Area last week and witnessed vigorous bidding that resulted in sales over $300/MBF.
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The Department has nearly 430 MMBF of timber under contract, valued at slightly over
$91 million. The Department generated receipts in excess of $60 million in FY2013 which was
close to a record, with harvest volume this year again in excess of 330 MMBF. Director Schultz
expressed appreciation for the work of Department staff, those on the ground in the field and in
the bureau, in bringing these sales to auction. As mentioned earlier, market trends indicate
prices may have bottomed out and be on the rise again. Director Schultz reported the
Department exceeded FY2013 timber sale targets for sawlogs and cedar poles, ending at 103% of
goal on both. The Department is at approximately 36% of its target for FY2014 sawlog sales.

Director Schultz noted on the Lands and Waterways Activity report that numerous mineral leases
were issued to |-Minerals; these were new instruments issued and leases are located in the
Ponderosa Supervisory Area. The Director commented there was one residential assignment due
to settlement of a family situation. The Department also issued an easement on endowment
land and one disclaimer that was approved by the Land Board last month.

Referring to the Director's earlier report on cumulative timber harvest volume, Attorney General
Wasden recalled the Department set out to increase the volume of harvest a number a years ago
because of advancing forests and asked how the Department is doing in terms of that increased
volume cut. Director Schultz replied that the Department is making inroads in that 2 billion
board feet excess volume. Director Schultz said he and State Forester Groeschl have discussed
the matter and the Department may in the future do additional modeling and potentially
increase future harvest levels. Director Schultz conveyed that stocking density will remain
relatively high because as more timber is cut, growth is improved. The Department is currently
cutting in excess of growth to address this issue; FY2014 harvest level target is 247 MMBF.
Governor Otter remarked that level may have to be moved up even more.

Director Schultz had no additional comments to the Legal Matter Summary.

Director Schultz stated the focus of the Fire Season report is the Department's cost to date for
suppression on its protection area, and fire occurrence on endowment land. The Department
has had an expenditure of over $2.8 million, with just under $1 million being reimbursable. The
Department's net obligation of approximately $1.9 million includes $1.7 million in fixed costs for
aviation contracts; aviation costs are incurred every year. Director Schultz noted that the fire
occurrence as listed is already outdated; as of today there have been 50 fires and 400-plus acres
burned on endowment land. Department employees have taken 138 assignments in several
western states; these assignments generate salary savings for the Department's budget while
supporting other cooperators around the country. Director Schultz briefly discussed a handout
that was given to Board members, showing a map of the state with several of the fires that have
burned to give a sense of where fire activity has been. Director Schultz commented on a second
handout recapping firefighting assistance given by the Rangeland Fire Protection Associations
(RFPAs). The Department has received significantly positive feedback from the Bureau of Land
Management (BLM) in the role that the RFPAs have played in providing initial attack and assists.
The RFPAs have done a phenomenal amount of work; members are professional, well-trained,
wearing personal protective equipment and using radios provided to them. The Mountain Home
RFPA assisted on three fires; the Owyhee RFPA assisted on one fire; the Saylor Creek RFPA also
assisted on three fires.
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Director Schultz gave an update on the Pine Creek fire just north of town; it is 3 miles north of
Highway 21 off Grimes Creek Road, east of Shaffer Butte, southwest of Idaho City. The fire is
estimated at 800 acres; no structures are immediately threatened. There are 200 firefighters
working on the fire and a Type 2 management team has been ordered. Weather forecast calls
for lightning in the area today. Initial indications are that this was a human caused fire and not a
lightning caused fire. Attorney General Wasden asked if the Department was in charge of that
fire. Director Schultz responded that it is under the Department's protection. Director Schultz
clarified it falls within the Department's protection, but is on Forest Service ownership, not
endowment land. The Department cooperates with the Forest Service and other entities, rural
fire districts are also involved, but there will be a unified command assembled this morning.
Attorney General Wasden remembered at least one incidence during fire season last year that
involved dangerous conditions. Attorney General Wasden recognized that there is inherent risk
in firefighting but inquired if the Department has addressed those risks to the best of its ability.
Director Schultz offered assurance that the Department is prepared for this fire. There is a good,
unified command system in place, the ICS model; a Type 2 team will be in place with well
qualified folks to support that team. Communication is key on any fire; an in-briefing will be held
tonight on the Pine Creek fire.

Director Schultz provided a summary of the Land Revenue Forecast. The Department generated
on average between $40-560 million net revenue over the past 7-10 years. Total revenue for
FY2013 was $75 million which exceeded last year's high forecast by $7 million. Approximately
80% of the net revenue came from timber; about 10% came from the management of the
cottage sites. The range of net revenue forecast for FY2014 — FY2017 is roughly $40-$60 million.
Department expenses to manage endowment lands have averaged about $20 million per year;
presently they are about $22 million per year.

Endowment Fund Investment Board Manager’s Report — Presented by Larry Johnson, EFIB Manager
of Investments

A. Manager’s Report
B. Investment Report

DISCUSSION: Mr. Johnson reported that endowment reserves are strong and there are no issues
to report. Based on the land revenue forecast that Director Schultz just provided, the Investment
Board will be developing a final recommendation on FY2015 distributions. Mr. Johnson added
that the Investment Board will be closing books for FY2013 in the next couple of weeks; that and
the Department's land revenue forecast will give the Investment Board a basis to provide a good
recommendation at the next Land Board meeting on what distributions to budget for FY2015.

Mr. Johnson noted that as part of an Environmental Protection Agency (EPA) Superfund action
the Department of Environmental Quality (DEQ) may as soon as September receive $50 million
to establish an endowment fund to support clean up of groundwater in the Bunker Hill area.
Once the details are worked out, the DEQ and the Investment Board will seek Land Board
approval for the Investment Board to manage that endowment, perhaps as early as August.
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Mr. Johnson remarked that the Endowment Fund lost 2% in June, but the progress made the
previous five months resulted in a fiscal year to date return of 14.3%; a very good FY2013. The
Endowment Fund is up about 3% thus far in July, recovering losses from June, so FY2014 is
showing improvement. Mr. Johnson mentioned that long term expectation for endowment
earnings was in the range of 6-7% over a ten year period. In the last 6 months the Fund has
earned close to 12-13%. Mr. Johnson commented that perhaps a bit of a breather is due in the
financial markets relative to those 6-7% expectations. All investment managers are performing
as expected; the Investment Board will be doing a thorough review of them at its August
meeting. Attorney General Wasden spoke to Mr. Johnson's comment that markets may be in
line for a breather in terms of earnings and asked how the Endowment Fund is positioned to go
through that pause period that is expected. Mr. Johnson responded that neither the Investment
Board, nor he, believes that they have the expertise or foresight to play the market, which is why
significant reserves are maintained for the endowments. Currently all the endowments are at
5 years of reserves with the exception of Public School which is at 4 years. The Endowment Fund
is in very good shape to weather any type of downturn, either in the financial markets or
something unexpected in the timber markets.

Controller Woolf referred to Mr. Johnson's report about the potential of DEQ receiving
S50 million for groundwater cleanup and the Investment Board managing an endowment fund
on their behalf. Controller Woolf inquired if the Investment Board sees any risks or issues with
that undertaking. Mr. Johnson replied that no risks are anticipated, other than typical risks
associated with managing an investment. The Department of Environmental Quality is
controlling this transaction, working with the EPA and the court that is overseeing the Superfund
site; the Attorney General's Office is also providing oversight. Governor Otter added that under
the Record of Decision, authority to manage the $50 million is given to the Governor, along with
the agencies in the water quality clean up. It was determined that having the Investment Board
manage the fund is the best way to maintain its value.

CONSENT

Timber Sales for Approval — Staffed by Eric Besaw, Regional Operations Chief-North, and Kurt Houston,
Regional Operations Chief-South

NORTH OPERATIONS COUNTY AREA OFFICE

A. Thorn Mash OSR CR-30-0603 4590 MBF Benewah St. Joe (St. Maries)

SOUTH OPERATIONS COUNTY AREA OFFICE

B. Wagon Bay North Ton CR-50-0173 20,128 TON Valley/ Payette Lakes (McCall)
Adams

DISCUSSION: Governor Otter asked what the primary species is that the Department plants
following a clearcut. Director Schultz replied that it really depends on the site. Larch and
Douglas fir are planted; on the drier sites in the south, Ponderosa pine is planted. White pine is
also planted. Grand fir tends to be the primary species harvested, but typically Grand fir is not
replanted as it regenerates very well on its own.
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4. Approval of Minutes — June 18, 2013 Regular Meeting (Boise)

CONSENT AGENDA BOARD ACTION: A motion was made by Attorney General Wasden that the
Board approve the Consent Agenda. Secretary of State Ysursa seconded the motion. The motion
carried on a vote of 5-0.

e REGULAR

5. Auction of Revised Unleased Lots at Priest Lake — Presented by Thomas Felter, Program Manager-
Commercial Office/ Retail/ Industrial

DEPARTMENT RECOMMENDATION: Allow the Department to withdraw the three vacant lots
previously approved at its June 18, 2013 meeting. Allow the Department to proceed with
auctioning up to three vacant sites at Priest Lake at the discretion of the Department, in a market
savvy manner.

DISCUSSION: Attorney General Wasden asked for clarification; will the Department be coming
back and asking the Board for approval to market a number of lots, or is this recommendation
intended to allow the marketing of those lots. Mr. Felter responded that it is intended to allow
the marketing of those lots. The Department would start with the process now to achieve the
minimum six months of open market exposure. Attorney General Wasden requested certainty
that Department staff will be on site, getting a site view of these lots in order to go through that
marketing as opposed to repeating the same situation of the last 30 days. Mr. Felter assured the
Board that there will be an on-site review of each of the lots to make sure that they fit within the
general property type of the entire portfolio; the Department will get a real representation of the
overall portfolio.

Secretary of State Ysursa inquired if the Board were to grant carte blanche discretion, at what
point the Department will inform the Board which lots are selected. Mr. Felter replied the Board
will be informed as soon as the three lots are determined that best fit within the overall portfolio
make-up type. Mr. Felter noted that auctioning these vacant lots will fulfill the Department's
market savvy mandate, which is 1) disposal; 2) obtain a good return, at minimum the appraised
value; and 3) use that return as a comparable for future sales.

Director Schultz mentioned that Governor Otter and Controller Woolf visited some cottage site
lots at Payette Lake in the past week and offered to arrange a tour at either of the lakes for any
of the Board members interested in an on-the-ground look at the sites.

BOARD ACTION: A motion was made by Attorney General Wasden that the Board approve the
Department recommendation; that is to allow the Department to withdraw the three vacant
lots previously approved at the June 18th meeting and allow the Department to proceed with
auctioning up to three vacant sites at Priest Lake at the discretion of the Department, in a
market savvy manner. Secretary of State Ysursa seconded the motion. The motion carried on a
vote of 5-0.
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At 9:33 a.m. a motion was made by Attorney General Wasden to resolve into Executive Session
pursuant to Idaho Code § 67-2345(1) subsection (f) for the purpose of communicating with legal
counsel regarding legal ramifications of and legal options for pending litigation, or controversies not
yet being litigated but imminently likely to be litigated. Attorney General Wasden requested that a
roll call vote be taken and that the Secretary record the vote in the minutes of the meeting.
Secretary of State Ysursa seconded the motion. Roll Call Vote: Aye: Ysursa, Wasden, Woolf, Luna,
Otter; Nay: None; Absent: None.

e EXECUTIVE SESSION

A. ldaho Code 67-2345(1)(f) — to communicate with legal counsel for the public agency to discuss
the legal ramifications of and legal options for pending litigation, or controversies not yet being
litigated but imminently likely to be litigated. [TOPIC: SW Payette Lake Cottage Sites]

At 10:12 a.m. the Board resolved out of Executive Session by unanimous consent. No action was
taken by the Board during the Executive Session.

e REGULAR

6. Southwest Payette Lake Lot Solutions (CC&Rs, Association Membership and Disposition Plan) —
Presented by Kate Langford, Strategic Business Analyst-Planning

DEPARTMENT RECOMMENDATION: The Department recommends that the Land Board:
1. Approve the concepts outlined in the Southwest Payette Lot Solutions package.
2. Direct the Department to circulate the draft association bylaws and covenants,
conditions and restrictions for comment by lessees and deeded owners; and report the
results to the Board at a future meeting.

DISCUSSION: A verbatim transcript is available by request to the Department of Lands,
Attn: Land Board Recorder, PO Box 83720, Boise, ldaho 83720-0050 or by email to
public_records_request@idl.idaho.gov.

BOARD ACTION: A motion was made by Attorney General Wasden that the Board approve the
Department recommendation; that is that the Land Board approve the concepts outlined in the
Southwest Payette Lot Solutions package and that the Board direct the Department to circulate
the draft association bylaws and covenants, conditions and restrictions for comment by lessees
and deeded owners and report the results to the Board at a future meeting. Controller Woolf
seconded the motion. The motion carried on a vote of 5-0.

e INFORMATION

NONE

There being no further business before the Board, at 10:39 a.m. a motion was made by Attorney
General Wasden to adjourn. Secretary of State Ysursa seconded the motion. The motion carried on
a vote of 5-0. Meeting adjourned.
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IDAHO STATE BOARD OF LAND COMMISSIONERS

/s/ C. L. "Butch" Otter
C. L. "Butch" Otter
President, State Board of Land Commissioners and
Governor of the State of Idaho

/s/ Ben Ysursa
Ben Ysursa
Secretary of State

/s/ Thomas M. Schultz, Jr.
Thomas M. Schultz, Jr.
Director

The above-listed final minutes were approved by the State Board of Land
Commissioners at the August 20, 2013 regular Land Board meeting.

State Board of Land Commissioners
Final Minutes

Regular Meeting (Boise) — July 16, 2013
Page 7 of 7



