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Objectives
Th l f thi t i t l t Id h ’ d t

R i h h i E d F d

The goal of this report is to evaluate Idaho’s endowment 
trust land assets and asset management with appropriate 
indicators of financial performance.  Specific objectives are:

Review the changes in Endowment Fund management 
[constitutional amendment, 2000] that have heightened 
concern for financial performance of land assets (Part 2).
Select appropriate financial performance indicators forSelect appropriate financial performance indicators for 
forest lands and rangelands (Part 3).
Appraise the value of endowment forest lands and 
rangeland assets, and then measure the return on asset 

l id d b t IDL ti (P t 4 d 5)value provided by current IDL operations (Parts 4 and 5).
Discuss managerial flexibility in the context of the Idaho 
Constitution’s goal to provide “maximum long term 
financial return” to the trust beneficiaries (Part 6)financial return  to the trust beneficiaries (Part 6).
Analyze alternative approaches for managing 
underperforming land assets (Part 7).
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State trust lands or “endowment lands” in Idaho were

Key Points
State trust lands, or endowment lands  in Idaho, were 
granted at statehood from the federal public domain 
for the purpose of supporting public schools.  

The trust land management goal, as defined in the 
Idaho Constitution, is to provide “maximum long term 
financial return” to public schools and other 
beneficiary institutions.  

Management is made more difficult by the absence of 
bi d i ll l i d i di tan unambiguous and universally acclaimed indicator 

of performance.

The rate of return on assets (ROA) is widely supportedThe rate of return on assets (ROA) is widely supported 
as a financial performance indicator, but calculation 
methods and appropriate standards or targets are 
somewhat ambiguous
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The 994 000 acres of endowment forest land produced

Financial Returns
The 994,000 acres of endowment forest land produced 
$62.7 million in timber-related net income in 2000, which 
was 93% of all income from endowment lands.  More 
than 1.8 million acres are leased for grazing, providingthan 1.8 million acres are leased for grazing, providing 
$320,600 net income.  

Do forests and rangelands provide an adequate rate of 
return on assets? The reply depends on the value of the 
land assets, and the performance target.  

Appraising endowment land asset value is problematic, 
as is selecting an appropriate standard to judge 
performance.
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Idaho’s Endowment Fund Assets
Idaho, like other states, was granted lands from the federal 
public domain at statehood for the purpose of providing 
financial support to public schools.

Since statehood, more than one million acres of the original 
grant lands have been sold.  Today there are 2,462,621 acres of 
“endowment lands” managed as a trust by the Idaho Depart-g y p
ment of Lands (IDL) under the policies and guidance of the 
trustees, the Idaho State Board of Land Commissioners (Land 
Board).

The Idaho Constitution sets the management goal for endow-
ment lands as providing “maximum long term financial return” 
to the trust beneficiaries, which are the public schools andto the trust beneficiaries, which are the public schools and 
eight other public institutions.
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Our Mission

W illWe will manage 
endowment trust 

lands to maximize 
long term financiallong-term financial 

returns to the 
beneficiary 

institutions andinstitutions and 
provide protection 
to Idaho's natural 

resources. 
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Net Income, 2006             Forest Land   Comm. Real Estate    Ag. Land     Grazing Land     Res. Real Estate     Minerals  Total

$43,677,969                $959,732            $65,957              $161,294        $3,918,654   $1,886,649    $50,670,255
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Forest Asset Valuation Methods
M k t l f t di ti b (IDL)Market value of standing timber (IDL)

Single-purchaser w/ “deep discount”
Capitalized net income (IDL)

Average net income for past ten years
Productivity taxation value (MT)
Land expectation value (U of I)Land expectation value (U of I)

Faustmann formula approach
Capitalized value of annual anticipatedCapitalized value of annual anticipated 
income based on long-term sustained 
yield (as determined by IDL)y e d (as dete ed by )

Policy Analysis Group – College of Natural Resources



Market Value of TimberMarket Value of Timber
In the past IDL staff has assumed for valuation purposesIn the past IDL staff has assumed for valuation purposes 
that one or two large buyers would acquire the entire 
timberland holding, and then staff applied a “deep 
discount” of 40% to 60% to the standing timber inventorydiscount  of 40% to 60% to the standing timber inventory 
value as determined in Table 4-4 (S.F. Hamilton, IDL 
Director, retired, review comments; IDL 2000).  

This would result in a 1999 valuation of somewhere in the 
neighborhood of $900 million to $1.4 billion.
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Market Value of TimberMarket Value of Timber
In the past IDL staff has assumed for valuation purposesIn the past IDL staff has assumed for valuation purposes 
that one or two large buyers would acquire the entire 
timberland holding, and then staff applied a “deep 
discount” of 40% to 60% to the standing timber inventorydiscount  of 40% to 60% to the standing timber inventory 
value as determined in Table 4-4 (S.F. Hamilton, IDL 
Director, retired, review comments; IDL 2000).  

This would result in a 1999 valuation of somewhere in the 
neighborhood of $900 million to $1.4 billion.

When there are other methods available, there is little justi-j
fication for using this approach to determine the value of 
the timberland asset for financial performance measures 
such as return on asset value.
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Forest Asset Valuation Methods
M k t l f t di ti b (IDL)Market value of standing timber (IDL)

Single-purchaser w/ “deep discount”
Capitalized net income (IDL)

Average net income for past ten years
Productivity taxation value (MT)
Land expectation value (U of I)Land expectation value (U of I)

Faustmann formula approach
Capitalized value of annual anticipatedCapitalized value of annual anticipated 
income based on long-term sustained 
yield (as determined by IDL)y e d (as dete ed by )
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Land Expectation Value
L d t f i hi hl d d t thLand asset performance is highly dependent upon the 
valuation of the land asset.  

What is land worth for growing timber?  Foresters 
solved this problem 150 years ago with a discounted 
cash flow technique called land expectation value
(LEV).  

The LEV assumes a series of identical cash flows will 
be produced in perpetuity; the series can be annual, or 
on a longer periodic basis.  g p

Large tracts of timber, such as Idaho endowment 
lands, can be evaluated as one forest management 
entity by considering annual net income even thoughentity by considering annual net income, even though 
individual stands or parcels of land do not provide 
timber harvests each year.  

Policy Analysis Group – College of Natural Resources



Land expectation value (LEV) relies on discounting

Land Expectation Value
Land expectation value (LEV) relies on discounting 
anticipated future cash flows using an interest rate.

The LEV is very sensitive to the discount interest rate andThe LEV is very sensitive to the discount interest rate and 
timber stumpage market price changes.

Selection of an appropriate rate is a key policy decision.  
Simplicity would have the discount interest rate and 
performance target rate of return be one and the same.  

Analysis with a range of rates from 3% to 7% is approp-
riate until the asset manager (IDL) and the trustee (Land 
Board) have developed procedures and systems for 
evaluating financial performanceevaluating financial performance.
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Valuation Methods Comparisonp
Method Discount (“Cap”) Rate

4%                   6%
Market Value of Timber 

(“deep discount”)* $936,000,000 $1,404,000,000

Capitalized Net Income
(10-yr. avg., 1991-2000) $831,000,000 $1,209,000,000

Productivity Tax FormulaProductivity Tax Formula 
(cap. value, MAI @ 80 yrs.)** $1,336,000,000 $2,000,000,000

Land Expectation Value 
( S )*** $826 000 000 $1 239 000 000(cap. value, LT-SY)*** $826,000,000 $1,239,000,000

* 1999 inventory & stumpage value, less “discount” of 10 x cap. rate
** 5-yr. actual stumpage average, uninflated; less management costs
*** LT SY l t t i d i ld
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Total Return on Assets (ROA)
The monetary value of a forest is in land and timberThe monetary value of a forest is in land and timber, 
and is increased by the biological growth of trees and 
by the value of timber “stumpage” in markets where 
prices change through the interaction of supply andprices change through the interaction of supply and 
demand factors.

“Total return” is the appropriate approach to 
performance evaluation It includes not only netperformance evaluation.  It includes not only net 
income realized from land management activities but 
also the unrealized change in land asset value.
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Total Return on Assets (ROA)
The monetary value of a forest is in land and timberThe monetary value of a forest is in land and timber, 
and is increased by the biological growth of trees and 
by the value of timber “stumpage” in markets where 
prices change through the interaction of supply andprices change through the interaction of supply and 
demand factors.

“Total return” is the appropriate approach to 
performance evaluation It includes not only netperformance evaluation.  It includes not only net 
income realized from land management activities but 
also the unrealized change in land asset value.

The change in asset value is the change in Land 
Expectation Value (LEV) from one year to the next.  

To determine the rate of return on asset value, the total ,
return is divided by the previous year’s LEV.
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Forest Land Performance - ROA
The value of forest land generally is determined by:The value of forest land generally is determined by: 

timber growing potential of the land, 
strategies for and investments in managing the 
timber growing stock inventory,timber growing stock inventory, 
the timber stumpage market, and 
the interest rate for guiding decisions.  

Using a 4% discount rate for 1999-2001 period, 
LEV = $1 billion, and 
timber income ROA = 5.7%
total ROA =  − 2.9%

At a 6% discount rate, 
LEV = $700 million andLEV = $700 million, and 
timber income ROA = 8.5%
total ROA = − 0.1%
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Table 1. Financial performance indicators, Idaho endowment forest lands, 1999-2001
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Forest Land Performance
Each 1% increase in the discount rate increases timberEach 1% increase in the discount rate increases timber 
income ROA by 1.5% because LEV is decreased. 

Before a policy decision on the appropriate interestBefore a policy decision on the appropriate interest 
rate is made, the effects on timber stand management 
need careful consideration.  

The higher the interest rate, the earlier trees will be cut.  

Current cutting ages [in 2000] of 80+ years imply a 
management decision guide of less than 2%.
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Improving Underperformance
If land parcels are not meeting the target the firstIf land parcels are not meeting the target, the first 
thing to do is reconsider whether the target is 
appropriate for that land classification, and if not, 
change it.change it.  

Selling or exchanging land is an option for reducing 
management costs.  Sales are constitutionally limited 
to 100 sections or 64 000 acres per yearto 100 sections or 64,000 acres per year.  

Modifications in management policies or practices 
may improve financial performance.  Forest land ROA 
performance of 4% to 9%, varying by discount rate 
and the timber stumpage market in a given year, may 
be enhanced by changing management practices. 
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Table 1. Financial performance indicators, Idaho endowment forest lands, 1999-2001
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Improving Underperformance
If land parcels are not meeting the target the firstIf land parcels are not meeting the target, the first 
thing to do is reconsider whether the target is 
appropriate for that land classification, and if not, 
change it.change it.  

Selling or exchanging land is an option for reducing 
management costs.  Sales are constitutionally limited 
to 100 sections or 64 000 acres per yearto 100 sections or 64,000 acres per year.  

Modifications in management policies or practices 
may improve financial performance.  Forest land ROA 
performance of 4% to 9%, varying by discount rate 
and the timber stumpage market in a given year, may 
be enhanced by changing management practices.

Options include reducing the cutting age from 80+ 
years to 55-70 years, and investing in thinning, 
fertilizing, and planting. 
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“… maximum long-term financial return …”“… maximum long-term financial return …”
In the end, financial performance criteria have limited utility in 
comparing endowment trust land assets to other financial assets.  
An acre of Idaho forest or rangeland just is not the same thing as 
shares of stock in a corporation, because land provides environ-
mental and social values as well as financial return for the bene-
ficiaries.  Policy decisions that guide trust land managers have 
b d lik l ill ti t b b l i f fi i lbeen, and likely will continue to be, a balancing of financial, 
environmental, and social concerns. 
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“… maximum long-term financial return …”“… maximum long-term financial return …”
In the beginning …

“I say that neither I nor you have any definite idea what this land
is worth today which lies under the sun of Idaho or what it is
going to be worth in the future.”

– Mr. Parker, Idaho Constitutional Convention
P di (1889)Proceedings (1889) 

“These school lands should remain to perpetuate the school fund, 
preserving a nucleus around which we may collect something forpreserving a nucleus around which we may collect something for 
not only ourselves who live now, but for those who shall come 
after us.”

– Mr Vineyard Idaho Constitutional ConventionMr. Vineyard, Idaho Constitutional Convention
Proceedings (1889) 
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