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
September 17, 2013

The regular meeting of the Idaho State Board of Land Commissioners was held on Tuesday,
September 17, 2013 in the State Capitol Lincoln Auditorium (Room WW02) 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

For the record, Governor Otter recognized the presence of all Board members.
1. Director’s Report

Interest Rate on Department Transactions — September 2013

Timber Sale Activity and Information Report — August 2013

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

Fire Season Report — August 2013

moo®>

DISCUSSION: Director Schultz stated that the interest rate for Department transactions is 4.25% for
the month of September.

Director Schultz reported from the Timber Sale Activity Report that the Department had 11 timber
sales at auction last month with total net sales representing nearly 50% upbid over the advertised
value. Volume under contract is close to 490 MMBF with a value just over $110 million. Timber
harvest receipts for August were over $9 million ($10 million with interest) which is an exceptional
monthly total. Direct Schultz commented that lumber prices have been inconsistent for the last six
months but Ponderosa pine prices are at a near historic high. Director Schultz noted salvage sales
that are before the Board include a significant component of Ponderosa pine, and to the extent that
the Department can capture that value at a higher price, the result is an obvious benefit to the
endowments. Director Schultz stated the Department has sold about 57% of its sawlog target and
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about 30% of its cedar pole target for FY14. Cumulative harvest receipts are closely approaching
$16.5 million for the first two months and harvest volume is tracking with FY12 in terms of volume
harvested for the year. Timber prices are still holding steady, on average just under $300/MBF.
Governor Otter made a request that graphs and other visuals, such as those in the Timber Activity
Report, be displayed on the projection screens in the Auditorium so the audience can view them as
well. Director Schultz agreed the Department will do so in the future.

Director Schultz mentioned two residential lease assignments on the Lands and Waterways Division
Activity Report. Both were sales; the sale price on Lease R1002 was $100,000 with leasehold value
just over $50,000; the sale price on Lease R1271 was $226,000 with leasehold value of $111,000.

State Forester Groeschl covered the Fire Season Update, stating that as of September 3, the
Department's total costs to date are estimated at $22.8 million. The Department expects to recover
about S 7.8 million as reimbursable with a total net obligation of just over $15 million. Mr. Groeschl
commented the fire season has been very busy and active. The Department this year has used eight
Interagency Management teams: three Type 2 and five Type 3 teams. A considerable number of
agency resources were dedicated to the large fires in southern Idaho; in order to continue initial
attack operations the Department brought in Canadian resources — helicopters with crews and some
engine crews to help assist with this fire season. On the 6.3 million acres under Department
protection, there have been 244 fire starts that represent 68% of the 20-year average. Just over
7,000 acres have burned, representing about 82% of the 20-year average. Mr. Groeschl advised that
Department staff have taken almost 400 assignments off district which contributes to that
reimbursable of almost $8 million. Mr. Groeschl reported that approximately 740,000 acres have
burned this year statewide and estimated costs are around $130 million in total suppression costs
for all agencies.

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
NONE

SOUTH OPERATIONS COUNTY AREA OFFICE

A. Reservoir Breaks Bugs CR-40-1160 1,315 MBF Clearwater Clearwater (Orofino)

B. Blacksmith Ton CR-60-0194 55,344 TON Elmore Southwest (Boise)

C. Prairie Deer Ton CR-60-0195 56,380 TON Elmore Southwest (Boise)

D. Burnt Flat Ton CR-60-0196 30,954 TON Elmore Southwest (Boise)

DISCUSSION: State Forester Groeschl provided a packet to Land Board members of the Prairie Block
fire salvage. The first map in the packet is a vicinity map of the Elk Complex fire and Pony Complex
fire; those two in essence burned together. Most of the Prairie Block burned in that Elk Complex
and that is where the Department is focusing on salvage sales right now. Mr. Groeschl briefly
recapped salvage sales approved by the Board in August, which were modifications to two existing
timber sales within the Prairie Block. The initial Burnt Grade timber sale had about 6.3 MMBF and
7.2 MMBF of salvage was added with the modification; the total salvage on that is estimated to be
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about 13.6 MMBF or a little over 80,000 tons. At a price of $24.28/ton the expected value of that
sale is $1.9 million. The South Williams Resale timber sale was completed just prior to the fire; the
volume still standing after that initial harvest, about 3.5 MMBF or 22,000 tons salvage, was added
with the contract modification. Also at the price of $24.28/ton, estimated revenue is $500,000 for
that sale. Mr. Groeschl stated that both sales are active right now with logging contractors on site.
Mr. Groeschl added those sales were toured by Secretary of State Ysursa, Controller Woolf, Land
Board staff and Department staff on Monday, September 16. The group was able to talk with one of
the logging crews on the Burnt Grade timber sale. Three additional salvage sales are on today's
agenda: the Prairie Deer, the Burnt Flat and the Blacksmith. Mr. Groeschl noted that total volume
to be harvested off the Prairie Block unit is estimated at over 41 MMBF or 245,000 tons. These sales
are on the Southwest Supervisory Area; the Southwest Area typically has an annual harvest
sustained yield goal of around 8 MMBF so this represents about 5 years worth of volume coming off
Southwest in a very concentrated period because of the salvage operations. Mr. Groeschl indicated
the location of each salvage sale in the Prairie Block is shown on the last map in the packet. The
salvage sales are one year contracts; the Department's goal is then to start planting seedlings as
quickly as possible. Mr. Groeschl estimates about 1.6 million trees will be planted on the Prairie
Block unit over the next 3 to 4 years.

Mr. Groeschl thanked the Land Board Commissioners for approving the two timber sale contract
modifications and for their support with all the salvage sales. Mr. Groeschl also recognized
Department staff working together from several areas, including John Sundberg and John
Harrington from Southwest Area; Patrick Hagen from Maggie Creek Area; Chris Clark and several
seasonal employees from Payette Lakes Area; and Bob Helmer, Pete Van Sickle, and Shawn Hartzer
from the Timber Bureau. Mr. Groeschl commended all Department staff who acted quickly to
assess the area and prepare these salvage sales within a very short period of time.

Secretary of State Ysursa commented that Monday's tour was very informative and expressed his
appreciation as well to the Department staff for their coordination and cooperation with each other
and with individuals outside the agency. Secretary Ysursa asked what activity is occurring on federal
lands. Mr. Groeschl replied that the Department benefits from having a very clear mission to
maximize revenue over the long term for endowment beneficiaries, as well as having support of the
Land Board and support of the citizens of Idaho to manage forest on endowment lands in the
manner it does. The Department does not have some of the conflicting laws that its federal
partners operate under. It is very difficult for federal agencies to move forward without being
litigated and projects being stopped.

Controller Woolf also commended John Sundberg and Patrick Hagen and all Department staff,
acknowledging the long hours and hard work put forth by everyone to make these sales happen.

Governor Otter recalled seeing a truck hauling a load of black logs on the Pine/Featherville Road
where it meets Highway 20 as he was driving to Capital for a Day in Fairfield on August 28,
remarking that it was an impressive, beautiful sight to see so soon after the fire was contained.

Governor Otter inquired how many board feet of lumber it takes to make a ton. Mr. Groeschl
replied it is around 4.5 tons per thousand board feet. Governor Otter noted that by his calculations,
on endowment land affected by these fires there was total weight of 245,000 tons on 5800 acres
making the fuel loading well over 300 ton/acre. Mr. Groeschl indicated if all the standing volume
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and the bole of the tree are left out there then fuel loading would be in that range. If there is no
salvage going on whatsoever, that amount of weight is standing. Right now there is still quite a bit
of moisture in the trees but if that timber stands for another year it will probably lose half its weight
as it dries. However, it is a considerable amount of fuel out there especially as the trees start to
topple over onto the ground. Fires can re-burn an area quite easily after a couple years if there is no
salvage. Governor Otter mentioned the Department has about 6.5 million acres under its protection
through an agreement with federal partners and asked if that agreement includes salvage after a
fire. Mr. Groeschl responded that the Department is responsible for doing initial attack and
suppression of fires within its protection boundaries but after the fire is out it is up to federal
agencies to conduct any salvage operations. The Department cannot enter onto those federal lands
and perform salvage. Governor Otter asked if the Department has an option of not signing the
agreement if it can neither provide prevention so money is not spent fighting fires on those
6.5 million acres nor later rehabilitate, which would include harvest operations. Director Schultz
noted the offset agreement being discussed is a voluntary agreement. The Department signs it
because there is mutual benefit to both parties. There are some parcels of endowment land on
which it would not be economical or efficient for the Department to fight fire. It may be a stranded
640 acres in the middle of Forest Service ownership with no other state ownership around. It is
most prudent to address scattered parcels by having the larger entity protect those. The
Department does have the option to enter or not enter into that agreement and reviews it on an
annual basis with both Region One and Region Four (Forest Service). Director Schultz stated to date
it is viewed to be in the state's best interest to continue to participate in that program. Director
Schultz mentioned there seems to be some interest by the Forest Service in stewardship contracting
and stewardship proposals and possibly asking the state to have a role administering stewardship
contracts. Governor Otter reiterated if the Department is responsible for 6.5 million acres and is
only able to fight the disaster once it has started — is not able to maintain a clean and healthy forest
and prevent the disaster from starting; is not able to rehabilitate the area immediately after the
disaster — that seems to be an option on which the Department should insist. Director Schultz
explained the entity that owns the land has jurisdictional authority; the Department does not have
jurisdiction to manage those lands under current law. The Department can encourage, it can set an
example, it can and does cooperate on some rehabilitation efforts but in terms of salvaging on
federal ground — it would require another agreement or another authority outside of what is
currently in place for that to be allowed.

Controller Woolf observed that the Department and Land Board take pride in how well state
endowment lands are managed, and even though the Department does its best, the Prairie Block
still ended up burning. Controller Woolf asked Mr. Groeschl to describe for the benefit of everyone,
as he did during Monday's tour of the area, what happened on the Elk Complex fire. Mr. Groeschl
explained the Elk Complex fire was a series of lightning strikes that grew together to form the Elk
Complex. On the second day after the lightning strikes, the fire took a run of 60,000 acres in one
day, being pushed by 50 mph winds. A fire that burns together of that size and pushed with that
kind of wind creates its own weather around the fire as well. A convection column is created and
the uplift can remove several inches of ash and leave only bare mineral soil. The soils get
hydrophobic in a sense, repel water, and significant erosion occurs when heavy rains fall in those
areas. During salvage operations material is left on the ground where possible; the Department also
plants as quickly as possible to start forest restoration.
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3. Approval of Minutes — August 20, 2013 Regular Meeting (Boise)
4. Approval of Minutes — August 29, 2013 Special 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. Endowment Fund Investment Board Manager’s Report — Presented by Larry Johnson, EFIB Manager of
Investments

A. Manager’s Report
B. Investment Report
C. FY2015 Public School Distributions

EFIB RECOMMENDATION:
1. Approve distribution of $31,292,400 from the Public School Earnings Reserve to the
beneficiary in FY 2015.
2. Direct the EFIB to complete its planned review of Distribution Policy and recommend any
proposed changes to the Land Board.

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

BOARD ACTION: A three-part motion was made by Attorney General Wasden 1) that the Board
approve the distribution of $31,292,400 from the Public School Earnings Reserve to the beneficiaries
in Fiscal Year 2015; 2) that the Board direct the Endowment Fund Investment Board to complete its
planned review of the distribution policy; and 3) that the Board direct Director Schultz to conduct a
review of the mid-term vision and strategy investment policy in coordination with the Endowment
Fund Investment Board review. Secretary of State Ysursa seconded the motion.

A substitute motion was made by Superintendent Luna that the Board set the distribution at
$34,000,000, and include the second and third parts of Attorney General Wasden's motion in the
substitute motion. Governor Otter seconded the motion. The motion failed on a vote of 1-4 (Aye:
Luna; Nay: Ysursa, Wasden, Woolf, Otter).

Attorney General Wasden called for the question on the original motion. The original motion
carried on a vote of 4-1, with Superintendent Luna casting the opposing vote (Aye: Ysursa, Wasden,
Woolf, Otter; Nay: Luna).
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Department of Lands Fiscal Year 2015 Budget — Presented by Patrick Hodges, Division Administrator-
Support Services

DEPARTMENT RECOMMENDATION: Approve the Agency FY 2015 Budget Request as submitted to
the Division of Financial Management and the Legislative Services Office on September 3, 2013.

DISCUSSION: Mr. Hodges noted that two requests were changed from the time the Department
submitted the budget until today's meeting. The Legislative Services Office and the Division of
Financial Management asked the Department to highlight the budgetary impacts of agency
reorganization; structure changes in the agency included a shift between programs. Those will be
pulled out into a separate decision unit as opposed to how they were presented in the Department's
original submission. The other change is that the Granddad Bridge Road request has been
withdrawn from the FY15 budget, resulting in a $20,000 decrease from the original request.
Mr. Hodges advised that the Department will perform additional study into the appropriate funding
source and is working with the Idaho Transportation Department on that request.

Governor Otter inquired if the Department will be paying its share of this year's fire bill in FY2015 or
FY2016. Mr. Hodges responded the estimated $15 million in suppression costs for this fire season
will be a supplemental request in the FY2015 budget. Secretary of State Ysursa asked when the cost
of reseeding and replanting will be seen. Director Schultz replied that the estimated planting needs
are $800,000 for 1.5 million seedlings. The Department has about 20-25% of the seed collected and
will be spending some money growing those seeds over the next year; additional seed will be
collected in the next couple years and contracts will be issued to have seedlings planted. Total
expenditures of about $1.5 million on reforestation of the Prairie Block land will occur roughly over
the next three years.

BOARD ACTION: A motion was made by Attorney General Wasden that the Board approve the
Department recommendation, that is approve the Agency Fiscal Year 2015 Budget Request as
submitted to the Division of Financial Management and the Legislative Services Office on September
3, 2013. Secretary of State Ysursa seconded the motion. Governor Otter noted that the Chair will
not vote on the Department's budget as the Governor's Office also prepares a budget for the
agency. The motion carried on a vote of 4-0, with Governor Otter abstaining.

INFORMATION
NONE

At 10:56 a.m. a motion was made by Attorney General Wasden to resolve into Executive Session

pursuant to Idaho Code § 67-2345(1) subsections (b), (d) and (f) to consider the evaluation of an
employee, to consider records that are exempt from disclosure under Idaho Code § 9-340D and to
communicate 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.

State Board of Land Commissioners

Final Minutes

Regular Meeting (Boise) — September 17, 2013
Page 6 of 8



EXECUTIVE SESSION

Idaho 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: Grouse Creek Mine Bond Release]

Idaho Code 67-2345(1)(b)(d) — to consider the evaluation, dismissal or disciplining of, or to hear
complaints or charges brought against, a public officer, employee, staff member or individual agent,
or public school student, and to consider records that are exempt from disclosure as provided in
chapter 3, title 9, Idaho Code. [TOPIC: Performance Evaluation — Director, Department of Lands]

At 11:45 a.m. the Board resolved out of Executive Session by unanimous consent. No action was

taken by the Board during the Executive Session.

REGULAR
Personnel Action

BOARD ACTION: A motion was made by Attorney General Wasden that the Board's performance
evaluation of Director Schultz, which is exempt from disclosure under Idaho Code § 9-340C(1) be
finalized and placed in his personnel file. Secretary of State Ysursa seconded the motion. The
motion carried on a vote of 5-0.

A motion was made by Attorney General Wasden that Director Schultz be given a 3% salary increase
effective with the next pay period. Secretary of State Ysursa seconded the motion. The motion

carried on a vote of 5-0.

There being no further business before the Board, at 11:46 a.m. a motion was made by Secretary of

State Ysursa to adjourn. Attorney General Wasden 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 October 15, 2013 regular Land Board meeting.
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