
Trust Land Management
CHAPTER 2

The Minnesota Legislature has delegated responsibility for managing most
state-owned lands to the Department of Natural Resources (DNR).1   In
1997, DNR managed a total of 5.4 million acres of land in state forests and 

parks, wildlife areas, scientific and natural areas, state trails, and public water
accesses.  A significant portion of this land, 2.5 million acres or 46 percent, was
school trust land.  The department also administered over 12 million acres of
mineral rights in 1997, of which 3.4 million acres or 28 percent was school trust
land.  

Our evaluation focused primarily on DNR’s role as a trustee responsible for
managing school trust land.  We asked the following questions:  

• How has DNR managed school trust land, including forest and
mineral resources, lakeshore and other leases, and land sales?  

• How does DNR determine its forestry management costs?  Are the
assumptions used to determine forestry management costs reasonable
and appropriate?

• How do timber sales from trust land compare with those from other
state-owned land?

• How does DNR reimburse the Permanent School Fund for the use of
school trust land for purposes that do not produce revenue?  What
options are available for compensating the trust?  

To answer these questions, we used the Division of Forestry’s inventory of forest
land to determine the nature and estimate the value of timber on commercial
forest trust land.  We also used the timber sales database to examine timber sales
on trust land.  We talked with DNR staff about trust land, forestry, minerals, and
other management policies and practices, as well as forestry management costs.  

School trust
land represents
46 percent of
DNR-managed
land.

1  Minn. Stat. §84.027, subd. 2. 



POLICY OVERVIEW

While common law fiduciary obligations apply to DNR in exercising its
management responsibilities for school trust land, the department must also
comply with state law.  Our review of DNR policies shows that: 

• DNR applies the same broad natural resource management policies
contained in state law to all types of state-owned land, including school 
trust land.  Consequently, some trust land is managed to secure a
maximum long-term economic return, while other trust land is
managed for natural resource purposes that do not generate revenues.

Laws governing management of state forests, minerals, wildlife, state parks, and
other resources generally apply to all state-owned land, including school trust
land.  For example, state law defines state forests as “all land and waters owned
by the state within state forests, including all lands set apart under the
Constitution.”2  The department conducts annual timber sales on “all state lands,”
including school trust land.3  Similarly, state laws authorizing mineral leasing
activities apply to “any lands owned by the state, including trust fund lands,” or
“land belonging to the state or lands in minerals of which the state has an interest,
in trust or otherwise.”4  The Commissioner of DNR is authorized to “establish,
develop, maintain, and operate recreational areas [such as wildlife management
areas] . . . on any state-owned land under the commissioner’s jurisdiction.”5 

School trust land is managed in accordance with the management plans for the
DNR unit in which it is situated.  In most cases, the plans are consistent with the
statutory goal of securing the maximum long-term economic return from trust
land consistent with sound environmental and natural resource conservation
principles.  

In other situations, natural resource management considerations have the potential 
to restrict or prohibit economic activities on trust land.  By law, some DNR units
manage land, including trust land, to preserve and protect unique characteristics or 
to provide public recreational and educational opportunities.  However, these
goals do not emphasize an economic return to the trust.  

DNR distinguishes between school trust land and other state-owned land when
state law contains specific procedures to exchange school trust land, separate
income for deposit into the Permanent School Fund, determine forestry
management costs for the trust land, or appraise, lease, and sell trust land.6  We
also found that:  
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2  Minn. Stat. §89.001, subd. 6. 

3  Minn. Stat. §90.041, subd. 1.

4  Minn. Stat. §§93.25 and 93.283, subd. 3.

5  Minn. Stat. §84.029.  

6  Minn. Stat. §§16A.125, 92.28, 93.07, and 94.341 to 94.347. 



• In some instances, DNR applies more rigorous standards for revenue
generation on trust land than other DNR-managed land.  

For example, DNR requires cash returns for the use of trust land and excludes
“payment-in-kind” arrangements on trust land that are allowed on other land
types.  It also requires cash payments for “reciprocal access” agreements which
are used with other units of government for trails and right-of-way leases on trust
land.  

The remainder of this chapter examines DNR’s management of school trust land
in forestry, minerals, state parks, and other management units.  It estimates the
amount of trust land that does not produce revenue and discusses options for
compensating the trust for the use of this land.  

FORESTRY MANAGEMENT 

The Department of Natural Resources’ Division of Forestry manages almost all
(about 2.4 of the 2.5 million acres) school trust land.  Timber sales is one of the
largest sources of revenue from trust land, with about $5.2 million in revenues in
1997.  The Division of Forestry is allowed to charge costs to the trust for its
management of forest land; it charged the trust about $4.4 million in 1997.  In this 
section we discuss the characteristics of the trust forest land, DNR’s management
costs for trust land, the likely value and returns from timber management on trust
land, and the proportion of timber sales from trust land. 

Characteristics of School Trust Forest Land
The federal government gave school trust land to the state at different times for a
variety of purposes.  In addition to the original school land grant, Minnesota
received internal improvement land grants to foster railroad and other economic
development, and lands categorized as swamp land.  Not all school trust land is of 
equal value or has an equal capacity to generate revenue for the trust.  In this
section, we describe the characteristics of school trust forest land and estimate its
capacity to generate revenue. 

DNR’s Bureau of Real Estate Management maintains records on the ownership
and administration of over 2.5 million acres of trust land, but the data are of
limited value in describing the land’s current and potential uses.  However, the
Division of Forestry maintains a database, the Cooperative Stand Assessment
(CSA) inventory, that does capture information on most (2.2 million acres) of the
trust fund land.7

The CSA inventory categorizes land by four major types:  commercial forest, non-
forest, non-stocked forest, and unproductive forest.  The inventory also contains
the timber harvest status of the lands, such as whether and under what
circumstances timber harvesting is allowed.  
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7  The Di vi sion of For estry also ad min is ters about 93,000 acres of trust land in the Bound ary
Wa ters Ca noe Area Wil der ness that are not in cluded in the CSA in ven tory.



The major source of revenue on DNR-managed trust land is timber sales.  In
examining the inventory for trust land we found that: 

• More than 30 percent of school trust forest land is unlikely to generate 
timber revenue.

As Table 2.1 shows, commercial forest makes up about 68 percent (1.5 million
acres) of all trust land in the CSA inventory.  About 98 percent of the trust land
classified as commercial forest is available for timber harvest.  The other 2
percent of commercial forest trust land (about 29,000 acres) is unavailable to
harvest for forest policy reasons (for example, it might be old growth forest), or
because it is restricted by county, state, or federal laws or ordinances (for
example, shoreline restrictions).  It is possible that additional lands might become
restricted as the result of the planning process now being undertaken by the Forest 
Resources Council, which is developing guidelines that address riparian, soil
productivity, cultural/historic, and site specific wildlife habitat concerns.8  

An additional 426,000 acres (19 percent) of trust land are categorized as
unproductive and are unlikely to yield commercially viable timber harvests.
Much of this land is low lying, inaccessible, and swampy.  Another 274,000 acres
(12.3 percent) of trust land are categorized as non-stocked forest lands.  Very little 
of the non-stocked land will produce an economically productive timber harvest.
The non-stocked commercial forest type includes a category of “cutover area,”
some portion of which will eventually regenerate.  DNR officials told us that
perhaps 10 percent of the non-stocked forest lands could eventually yield a
commercial timber harvest.  In addition, about 12,000 acres are on non-forest
land, such as water, marsh, or muskeg cover types.  A small portion of trust land
(about 700 acres) is used for agricultural, industrial, or recreational purposes and
is not expected to produce timber sales.
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Table 2.1:  Trust Land by Forest Type and Timber
Harvest Status, 1997

Trust Land Trust Land
Acres Avail able Acres Un avail able

For For Percent
For est Type Tim ber Har vest Tim ber Har vest To tal of Total

Com mer cial For est 1,491,117 29,175 1,520,292 68.0%
Non- Forest 11,288 956 12,244 .5
Non- Stocked For est 272,417 1,891 274,308 12.3
Un pro duc tive 415,090 10,999 426,089 19.0
Un de cided         4,189        62        4,251       .2

To tal 2,194,101 43,083 2,237,184 100.0%

SOURCE:  Of fice of the Leg is la tive Audi tor analy sis of De part ment of Natu ral Re sources
Cooperative Stand As sess ment database.

About 29,000
acres of
commercial
forest trust land 
are not
available for
timber harvest.

8  The Leg is la ture es tab lished the For est Re sources Coun cil in 1995 to serve as a fo rum to dis -
cuss for est re sources is sues and pro vide for est man age ment rec om men da tions to the Gov er nor
and to fed eral, state, county, and lo cal gov ern ments.  Minn. Stat. §89A.



With DNR’s assistance, we categorized the productivity of the 1.5 million acres of 
commercial forest trust land that are available for timber harvest.  We used a site
index for each timber species.  The site index is a common indicator of site quality 
and potential timber volume that is based on tree height and age.9  DNR’s CSA
Forestry Manual distinguishes between “excellent/good” timber sites and
“medium/poor” timber sites.10  Table 2.2 shows that 65 percent of the commercial
forest trust land available for harvest is in the “excellent/good” category.

In summary, although the Division of Forestry administers the majority of trust
land, only about 1.5 million acres are managed as commercial forest land.  About
two-thirds of the 1.5 million acres are excellent/good timber producing land.
About 30 percent of forestry-administered land is unlikely to generate timber
revenue because it is unsuitable for timber production or unavailable for timber
harvest for policy reasons.
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Table 2.2:  Acres of Commercial Forest by Cover
Type and Site Productivity

Site Pro duc tiv ity for Trust Land Avail able for Har vest
Cover Type Me dium/Poor Ex cel lent/Good To tal Acres

Ash 38,599 22,370 60,969
As pen 67,314 403,613 470,927
Balm of Gilead 9,039 13,223 22,262
Bal sam Fir 22,691 51,683 74,374
Birch 3,561 53,452 57,013
Black Spruce, Up land 5,328 4,764 10,092
Black Spruce, Low land 142,133 207,239 349,372
Cen tral Hard woods 0 458 458
Cot ton woods 5 9 14
Jack Pine 2,496 37,008 39,504
Low land Hard woods 6,685 11,401 18,086
N. White Ce dar 80,774 15,105 95,879
North ern Hard woods 22,509 15,227 37,736
Nor way Pine 1,327 46,534 47,861
Oak 4,050 11,811 15,861
Scotch Pine 0 29 29
Tama rack 114,242 40,078 154,320
Un known Code 0 5 5
Wal nut 6 6 12
White Pine 3,211 1,758 4,969
White Spruce 3,888 27,466 31,354
Wil low           20             0             20

To tal Acres 527,878 963,239 1,491,117

Per cent of To tal 35% 65% 100%

SOURCE:  De part ment of Natu ral Re sources, Di vi sion of Forestry.

Two-thirds of
commercial
forest trust 
land is
excellent/good
timber
producing land.

9  See Tho mas Avery and Har old Burk hardt, For est Meas ure ments (New York: McGraw Hill,
1983), 246.

10  Min ne sota De part ment of Natu ral Re sources, For est Sur vey Man ual, Co op era tive Stand As -
sess ment, Phase II In ten sive In ven tory (St. Paul, 1997), 15.



Forestry Management Revenues and Costs
The Minnesota Constitution allows DNR to charge its costs of managing trust
forest resources against the gross revenue produced from the trust land it
manages.11  In this section we examine how DNR determines its trust land forestry 
management revenues and costs.

Historically, expenses incurred for the management of school trust forest land
were paid from the General Fund.  Beginning in 1953, however, the Legislature
allowed forestry management costs to be subtracted from the revenues generated
from school trust forest land.12   Since 1982, all revenues from school trust forest
land are placed in a special account, the Forest Suspense Account.  The costs of
managing school trust forest land are paid out of that account to the General Fund, 
and the remaining balance is transferred to the Permanent School Fund.   Figure
2.1 shows forest management revenues and costs, and the net income deposited
into the PSF from forest management activities.  We found that:
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Figure 2.1:  Forestry Management
Revenues, Costs, and Deposits to the
PSF, 1986-97
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11  Minn. Const., art. XI, sec. 11.  The Con sti tu tion pro vides that trust lands “may be set aside as 
state school for ests” and that “the Leg is la ture may also pro vide for their man age ment on for estry
prin ci ples.”  The Con sti tu tion also pro vides that the net reve nues shall be used for the pur poses
for which the lands were granted to the state.  [Em pha sis added.]

12  Minn. Laws (1953), ch. 741, sec. 60.  Be tween 1953 and 1982, the re im burse ment of for estry 
man age ment costs from trust reve nues was lim ited to $500,000 a year.  



• From 1983 until 1992, management costs for school trust forest land
exceeded revenues earned from that land.  As a result, no revenues
from forestry management activities on trust land were deposited into
the Permanent School Fund.

In 1982, the Legislature passed the Forest Resource Management Act authorizing
payments for forest management costs on trust land out of the Forest Suspense
Account up to the amount of gross revenue.13  According to DNR, prior to 1983
the department did not practice intensive management on trust land which created
a large backlog of forest improvement activities (such as reforestation) for
subsequent years.  Part of the purpose of the Forest Resource Management Act
was to reforest the backlog of trust land.  DNR estimated in 1983 that, due to
investment in forest improvements on trust land, net income to the trust would be
limited until 1998.  As Figure 2.1 shows, school trust forest land revenues have
exceeded DNR forest management costs since 1992. 

As Table 2.3 shows, income from timber sales represents the predominant source
of revenue (76 to 85 percent) to the Forest Suspense Account.   Other revenues
deposited into the suspense account include: state campground fees, sand and
gravel lease fees, 50 percent of lakeshore lease payments, and other lease
payments.  

There is some question about whether revenues from sand and gravel leases on
trust land should be used to pay forestry management costs.  According to DNR
officials, sand and gravel revenues are included in the Forest Suspense Account
for “historical reasons.”  Legally, sand and gravel can be sold and are not mineral
rights subject to the reservation of mineral rights for the state.14  Based on this
interpretation, DNR considers the removal of sand and gravel a land-related use
and its management a forestry management activity.  Statutes are in conflict about
whether the removal of sand and gravel should be considered an extractive use
(and, therefore, not part of the Forest Suspense Account revenues) or a land-
related use that might be considered a part of forestry activities.

There is some rationale for including the sand and gravel revenues in the Forest
Suspense Account:  Division of Forestry personnel inspect the lease sites to
ensure compliance with the lease terms and conditions, although the leases are
negotiated and administered by DNR’s Bureau of Real Estate Management.  Staff
from the Division of Minerals also assist with the planning and management of
sand and gravel leases on trust land.  Given the ambiguity of statutes, DNR has
chosen to consider the costs of managing sand and gravel leases to be forestry-
related costs.

By law, DNR can charge forestry costs to the Forest Suspense Account in five
different areas: protection, improvement, administration, management of state
forest trust land, and construction and improvement of forest roads.15  DNR uses a 
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13  Minn. Laws (1982), ch. 511, sec. 3, subd. 2, and sec. 11. 

14  Min ne sota At tor ney Gen er al’s Opin ion # 311-J, August 13, 1946; and Resler v. Rogers, 139
N.W. (2d) 379,  (1965). 

15  Minn. Stat. §16A.25, subd. 5.
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number of methods to allocate a portion of the forestry division’s costs to the
trust.  Each year the department prepares a report that summarizes the allocation
of costs to the five allowed areas and submits the costs to the Department of
Finance, which approves the costs before they are charged against the Forest
Suspense Account.  

We examined the cost allocation system that the Division of Forestry uses to
calculate the costs charged to the Forest Suspense Account, and we conclude that:

• Overall, the methods used to allocate forestry management costs to
trust land are reasonable, but DNR should consider improving the
way it allocates costs for fire protection and recreation management
activities. 

The major DNR costs are those associated with timber sales and reforestation.
These costs are allocated based on the percentage of total timber sale revenues
that are generated from trust land.  We think using the trust’s proportion of timber
sale revenues is a reasonable way to allocate the actual forest management and
improvement costs incurred.  However, improvements that DNR might consider
in allocating costs for fire protection and recreation management are discussed
below.

DNR is responsible for fire protection (fire prevention and suppression) on over 5
million acres of state-owned lands (including school trust lands) and more than 17 
million acres of other public and private lands.  The costs of fire protection are
allocated to the trust on a per acre basis, although private landowners and local
governments are not charged for fire costs.  DNR’s cost allocation method
apportions a full 10 percent of its total fire protection costs to the trust land’s
Forestry Suspense Account.  This amounted to about $758,000 in fiscal year
1997.  This apportionment is based on the fact that school trust land represents
about 10 percent of the total land for which DNR provides fire protection services. 
However, about 7 percent of the fires over the last 10 years occurred on state-
owned lands and the rest were on other lands.  Since about half of state-owned
lands are school trust lands, it could be surmised that roughly 3.5 percent of fires
on DNR-protected land occurred on school trust land.16   Some fire costs are
clearly associated with the number of fires, however, DNR believes that the costs
of fire suppression and prevention on trust land may be greater than the number of 
fires would suggest. 

DNR has chosen a reasonable method of apportioning fire protection costs, but we 
think that a per acre allocation for fire protection may overstate the actual fire
protection costs incurred on trust lands.  We recommend that:

• DNR should reexamine its cost allocation for fire protection to
determine if a different method could more closely reflect the actual
cost of protecting trust acres.
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16  Since much school trust land acre age is con cen trated in swampy ar eas, the per cent of fires on 
trust land is likely to be even less than this es ti mate.



DNR also charges recreation management costs (mostly related to campground
activities) to the trust’s Forest Suspense Account.  Recreation management costs
charged to the trust have exceeded revenues generated from campgrounds on trust 
lands for fiscal years 1992-97.  In 1997, $264,000 in costs were charged to the
trust compared to $138,000 in revenues.  DNR has interpreted statutes to require it 
to include recreation management revenues and costs as part of “forestry
management.”  However, we are uncertain whether the Legislature wanted the
trust to subsidize the General Fund by over $100,000 per year for recreation
management.  We recommend that:

• The Legislature and DNR should consider whether costs for recreation 
management should continue to be paid from trust revenues.

Recreation management costs could be considered an expenditure that benefits the 
public as a whole and thus an appropriate General Fund expense.  Alternately, the
Legislature and DNR may want to consider whether the amount of forestry
management recreation costs charged to the trust should exceed the revenues from 
recreation activities (campground fees).

DNR charges the trust for its costs of conducting forest management activities,
primarily timber sales, based on the proportion of timber sales revenue generated
from trust lands.  Costs for forest improvement activities (such as reforestation)
also are charged to the trust based on the trust’s proportion of total timber sales
revenue.  In our opinion, using the school trust’s proportion of total timber sales
revenue is probably a reasonable approximation of the actual forest improvement
management costs incurred.

The administrative costs paid by the trust are based on the proportion of costs
from “other categories” (such as fiscal/personnel management and clerical
support) expended from the General Fund by the forestry division.  To the extent
that the department has over- or under-estimated the trust’s share of other cost
categories, the administrative charges will not reflect the true costs.  In fiscal year
1997, the trust paid $702,000 of the Division of Forestry’s administrative costs.

In 1995, the Legislature expanded the allowable categories of costs that could be
recovered from the trust to include forest road construction and improvement.17

DNR determines the trust land acres within 1/4 mile of a forest road as a
proportion of the total acres served by forest roads and multiplies that percentage
times the total state forest road costs.  In fiscal year 1997, the department
determined that the trust’s share of road construction and improvement was about
5.7 percent of the total or $51,000.  We believe the department’s allocation basis
for road costs is reasonable.

The Value of and Return on Asset Value for
Timber on School Trust Land 
The largest sources of revenue from school trust land are mining royalties, land
sales, and timber sales.  Timber sales on school trust land managed by DNR are
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17  Minn. Laws (1995), ch. 220, sec. 26.



one of the largest sources of trust land revenues because timber, unlike minerals
payments and land sales, can continue to produce revenue in perpetuity.  As a
result, we looked at how much income timber was likely to contribute to the trust.

With DNR’s assistance, we estimated the net income likely to be produced from
trust timber land over the next 40 years.  A relatively simple timber income model 
was produced with the assistance of DNR and represents the best judgments of a
number of experts on Minnesota forestry.18  Nonetheless, like any model, it relies
on a number of simplifying assumptions and cannot take into account many
potential external factors.  The model projects the amount of timber harvested
from trust land and the harvest value after DNR’s management costs.  We
modeled several different scenarios to obtain a range for the results.19  We found
that: 

• If DNR forestry management costs do not grow faster than inflation,
the estimated accumulated net income from timber on trust forest land 
over the next 40 years will be between $186 million and $305 million,
with a midpoint estimate of $245 million in 1998 dollars.

These estimates are sensitive to assumptions about the level of DNR forestry
management costs.  For example, if DNR costs increase at a rate of 1 percent
more than inflation, the estimated present value of net timber income over the 
40-year period decreases to between $146 million and $265 million with a
midpoint of $205 million.  If DNR forestry costs were to increase at a rate of 
2 percent more than the inflation rate over the 40-year period, the estimated
present value of net timber income would decline to between $94 million and
$213 million with a midpoint of $153 million.
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18  DNR es ti mated the av er age an nual growth and grow ing stock vol ume of tim ber on trust land 
by spe cies from 1990 fed eral for est tim ber in ven tory data.  The re sult ing tim ber growth es ti mates 
were ap plied to a base vol ume spe cies ta ble de rived from DNR’s Co op era tive Stand As sess ment
(CSA) in ven tory.  In es sence, the amount of tim ber avail able for each spe cies of trees was in -
creased each year be tween 1998 and 2037 to ac count for growth and then ad justed down ward to
ac count for pro jected har vest.  Changes were made in as sump tions about the har vest of as pen
acre age on CSA trust land in 2007, 2017, and 2027 based on the grow ing stock vol ume com po si -
tion avail able on trust land.
The pro jected har vest of trust land tim ber was es ti mated as a sim ple per cent age of the amount of
to tal tim ber har vest in the state.  About 20 per cent of Min ne so ta’s to tal tim ber har vest has his tori -
cally come from state land and about 56 per cent of that tim ber is har vested from trust lands.
DNR of fi cials ex pect these av er age per cent ages to con tinue. The to tal state wide tim ber har vest
was based on cur rent pro jec tions from DNR tim ber mar ket ing of fi cials and are in line with re cent 
trends.  To tal state wide har vest is es ti mated to be 3.82 mil lion cords in 1998 and 1999, 4.1 mil -
lion cords in 2000, 4.34 mil lion cords in 2001- 09, 4.34 mil lion cords in 2010- 25, and 4.7 mil lion
cords in 2026- 2037.  These es ti mates take into ac count cur rently known pro duc tion ca pac ity in -
creases and es ti mates of tech nol ogy ef fects as well as the species- age com po si tion of Min ne sota
tim ber re sources.  The es ti mates are in the mid dle range of har vest sce nar ios evalu ated by the for -
est Ge neric En vi ron men tal Im pact State ment.  Also see Min ne sota For est Re sources, (St. Paul:
Min ne sota De part ment of Natu ral Re sources, Sep tem ber 1997). 
The value of the tim ber har vest was based on cur rent tim ber stump age prices by spe cies, ad -
vanced into the fu ture based on the 30 year av er age an nual per cent age in crease by spe cies. The
value of the pro jected tim ber har vest on trust land by spe cies was ac cu mu lated and dis counted at
a 7.5 per cent rate to put the val ues in 1998 dol lars.  

19  Reve nues were es ti mated based on in creases in prices over the last 30 years plus/mi nus one
stan dard de via tion.



Figure 2.2 presents three scenarios of the value of timber income from trust land.
Because income is expected to grow more rapidly than costs, the net present value 
of timber revenues will be greater several years from now.  In other words, the
present value of trust timber income is dependent on DNR keeping its increase in
costs less than the growth in revenues.

DNR informally has estimated the average value of trust land at between $100
and $250 per acre.  Estimates of trust land value vary with its characteristics:
upland timber acres in northern Minnesota are generally valued at about $250 per
acre; land in the Boundary Waters Canoe Area Wilderness is estimated to be
worth between $300-350 per acre; and some swampy land in Koochiching County 
may be worth as little as $50-75 per acre.  A more exact valuation of trust land
depends on land appraisals that DNR has not conducted.20  A very rough estimate
of forest trust land value is probably in the range of $300 million.  This estimate is 
similar to the value derived above from looking at timber harvest value.

As discussed in the previous sections, the trust fund has not generated significant
net earnings from timber sales on trust land.  The net return on asset value from
timber sales has been less than 1 percent in recent years, and for many years was
zero. 
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Figure 2.2:  Estimated Value of Trust Land
Timber Harvest, 1998-2037
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20  DNR of fi cials note that such ap prais als would be ex pen sive to con duct.



Timber Sales
State laws and policies for timber sales generally apply equally to both school
trust and other state-owned land.21  The Division of Forestry is responsible for
administering the sale of timber from state-owned land, including:  identifying
tracts to harvest, estimating the appraised value of timber to be sold, selling
timber, and supervising the timber harvest.22  DNR’s timber sale procedures are
contained in state law and described in DNR timber sale manuals.23

We examined what proportion of timber sale activity is generated from school
trust land and how timber sale activities on trust land compared with similar
activity on other state-owned land.24  We analyzed timber sales data from fiscal
years 1986 to 1996, reviewed statutes and policies, and interviewed forestry
management staff.

Our analysis is based on timber sale activity by type of land ownership (school
trust and other state-owned land), referred to as “land type.”  During the timber
appraisal process, a forester determines the volume and value of timber on each
40-acre tract.25  The forester also estimates the percentage of the total sale value
within each 40-acre tract assigned to the owners of the tract, such as school or
University trust.  The estimated percentage value of the timber for each land type
depends on how much of the total sale value on a specific tract comes from each
land type.  Our analysis of timber sales data divides timber sale permits into three
categories based on land type:  (1) a “trust” timber sale involves only school trust
land; (2) a “nontrust” timber sale involves other state-owned land, but no school
trust land; and (3) a “partial” trust timber sale involves a combination of school
trust and other state-owned land.  

Tim ber Sales Ac tiv ity

In 1996, DNR accounted for about 44 percent of all timber (excluding fuel wood)
sold by public agencies in Minnesota.26  School trust land timber sales accounted
for more than half of that volume, making the school trust land the single largest
source of timber from Minnesota public lands.  

The volume of state-owned timber sold in 1996 represented a 100 percent increase 
over 1986. Although it fluctuated from year to year, the volume of state-owned 
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21  Minn. Stat. §89.001, subd. 6.

22  Min ne sota De part ment of Natu ral Re sources, Di vi sion of For estry, Min ne sota For est Re -
sources Plan: Pro gram Di rec tion, 1991- 1995 (St. Paul, July 1991), 38. 

23  Minn. Stat. §§89, 89A, 90.  

24  This evalua tion did not fo cus on the over all man age ment of the tim ber sale pro gram or tim -
ber ap praisal pro ce dures.

25  Minn. Stat. §90.061, subd. 4.  Tim ber ap prais ers use land own er ship in for ma tion from the
Bu reau of Land Man age ment, along with aer ial pho to graphs and maps, to de ter mine the land
own er ship for each tract. 

26  Min ne sota De part ment of Natu ral Re sources, Di vi sion of For estry, Pub li c Stump age Price
Re view (St. Paul, 1996).



timber sold increased from 377,000 cords in 1986 to over 757,000 cords in 1996.
The volume sold peaked in 1989, when approximately 814,200 cords were sold.27

Minnesota has benefited from a national increase in timber prices over the past 12
years.  Although timberland in Minnesota may be isolated, the market for timber
resources has become global.28  An index of stumpage prices for common species
in Minnesota increased over 300 percent between 1985 and 1996; after adjusting
for inflation, the index value increased 193 percent.29

We analyzed Minnesota timber sale activities based on the volume and value of
timber sold, and the number of timber sale permits, and found:  

• Timber sales on school trust land accounted for one half of the total
volume and value of state-owned timber sold in Minnesota between
1986 and 1996. 

The volume of state-owned timber sold from school trust land represented an
average of 53 percent of total timber volume in cords sold annually between 1986
and 1996.  Figure 2.3  shows that timber sales on school trust land represented the
largest share of timber volume (in cords) sold every year except 1994.  During
that same time period, the volume of timber sold from nontrust land averaged 39
percent of all timber sold while the volume from partial trust land types averaged
8 percent of the volume sold.

We found a similar pattern in the dollar value of timber sales by land type.
Timber sales on school trust land accounted for an average of 54 percent of the
total value of timber sold between 1986 and 1996.  As Figure 2.4 shows, timber
sales from trust land generated the greatest share of total sale value for every year
examined.  Nontrust land timber sales averaged 39 percent of total timber sales
and partial trust land timber sales averaged 7 percent of the value of timber sold,
during the same period.  Timber sale values reflect the actual value of timber sold
in a fiscal year.  Sale values do not reflect timber sale revenues because a timber
buyer has from 2 to 5 years to harvest the timber purchased.  Revenues are
recognized when the timber is harvested.  Therefore, revenues for a specific fiscal
year are generated from earlier timber sales.

Tim ber Sale Meth ods

DNR uses three primary methods to sell timber from state-owned lands:  regular
auction,  intermediate auction, and informal sale.  Prior to 1996, timber sale 
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27  We cal cu lated the vol ume of tim ber sold us ing the DNR’s tim ber sales da ta base.  The DNR
con verted all tim ber vol umes to cords if they were not al ready meas ured in cords.  The con ver -
sion rate for board feet was 500 board feet per cord for prod ucts meas ured in board feet.  Other
con ver sion rates were used for prod ucts meas ured by the piece, in lin ear feet, or in other units.

28  Sources we in ter viewed told us that tim ber prices in Min ne sota are in flu enced by con di tions
that af fect the world wide mar kets for pa per, lum ber, and other for est prod ucts.  For in stance, a re -
duc tion in the sup ply of tim ber from the Pa cific North west has con trib uted to in creased de mand
and higher prices for tim ber re sources in Min ne sota.

29  Min ne sota De part ment of Natu ral Re sources, Pub li c Stump age Price Re view (St. Paul,
1996), 1.
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methods were defined using dollar values.  In 1996, the state started using volume 
limits in response to the rapid timber price increases in the past decade.  The
timber sale methods are distinguished by the volume of timber that can be sold in
one tract, as summarized below.30

1. Un der the regu lar auc tion method, stands of tim ber not ex ceed ing 6,000
cords are sold to the high est bid der at pub li c auc tion.  The mini mum price
is the ap praised value.  Regu lar auc tions are the least re stric tive method of
sell ing tim ber.  Ac cord ing to DNR, regu lar auc tions should pro vide the
tru est in di ca tion of stump age value be cause log ging op era tions of all sizes
are able to bid.31

2. The in ter me di ate auc tion method, which is used for sales not ex ceed ing
3,000 cords, al lows DNR to auc tion smaller tracts to small busi nesses and
in de pend ent tim ber op era tors.  Busi nesses with more than 20 em ploy ees
are ex cluded from bid ding.  In ter me di ate auc tions en able in de pend ent
tim ber op era tors to com pete more suc cess fully in the auc tion pro cess and
re duce their de pend ence on in for mal per mits.32

3. The in for mal method can be used for any sale not ex ceed ing 500 cords.33

This method al lows DNR to sell tim ber in small tracts with out pub li c
auc tion.  Un der this method tim ber is sold at the ap praised price.  

Figure 2.5 highlights other distinguishing characteristics of each sale method.
Auctions are more effective at generating revenue than informal sale methods.34

Auctions allow for competition between or among potential buyers, and therefore, 
are more likely to result in a competitive price.  An earlier study by the Office of
the Legislative Auditor found that between 1955 and 1980 the state had sold
approximately 67 percent of its timber by volume using the informal method and
33 percent using the auction method.35  Over the past 11 years, DNR has changed
its timber sale methods.  Our analysis of state timber sales shows that:    

• Between 1986 and 1997, DNR sold the majority of state timber
through regular and intermediate auctions.

Figure 2.6 shows that the volume (in cords) of state-owned timber sold by regular
and intermediate auctions increased from about 45 percent in 1986 to 97 percent
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30   Minn. Laws (1996), ch. 295, sec. 6, 7, and 8.  The Ex ecu tive Coun cil has author ity to ap -
prove any sale ex ceed ing 6,000 cords.  See Minn. Stat. §90.031 subd. 4.

31  Minn. Stat. §90.101. subd. 1, and Min ne sota De part ment of Natu ral Re sources, Di vi sion of
For estry, Tim ber Sales Man ual (St. Paul, 1997), F-2.  

32  Minn. Stat. §90.121, and DNR, Tim ber Sales Man ual, F-2. 

33  Minn. Stat. §90.191, subd. 1.

34  D.G. MacKay, Ph.D. dis ser ta tion,  Al ter na tive Tim ber Pric ing Mecha nisms for Min ne so ta’s
State For ests (St. Paul: Uni ver sity of Min ne sota, 1994), 62 and 65;  Ger ald A. Rose, Of fice
memo ran dum, State Tim ber Auc tion Sales, May 9, 1989, De part ment of Natu ral Re sources, Di vi -
sion of For estry, St. Paul, MN, 1; and Of fice of the Leg is la tive Audi tor, Evalua tion of State Tim -
ber Sales (St. Paul, 1982), 28.

35  Of fice of the Leg is la tive Audi tor, Evalua tion of State Tim ber Sales, 20- 22.  At the time of
this study (1982), the state had just re sumed use of the in ter me di ate auc tion method, there fore,
the analy sis fo cused on the regu lar auc tion and in for mal meth ods only. 



in 1996.  During the same period, the value (in dollars) of timber sold by auction
increased from about 50 percent to 98 percent.  DNR increased its use of auctions
for timber sales on both trust and other state-owned land.
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Figure 2.5:  Comparison of Timber Sale Methods 
Regu lar Auc tion In ter me di ate Auc tion In for mal Sale

Maxi mum Ap praisal 
Vol ume Up to 6000 cords Up to 3000 cords  Up to 500 cords

Re quired Down 
Pay ment 25% of ap praised value 25% of ap praised value 100%

Per mit Eli gi bil ity None Only per sons with 20 or less
em ploy ees

None

Sales Per In di vid ual No limit Not more than 6 per mits or 
not more than 25 per cent of 
tracts at first round of bid ding

No more than 2 permits, ex cept 
part ner ships  and cor po ra tions
may hold 2 per mits for each of not
more than 3 part ners 

Per mit Du ra tion 5 years 3 years 2 years

Bond Re quire ments Bond equal to 100% of 
value of tim ber cov ered 
by the per mit mi nus the 
down pay ment

Bond equal to 100% of value 
of tim ber cov ered by the permit 
mi nus the down pay ment

None

Spe cial Ex ten sion 1 year 1 year 1 year

SOURCE:  Minn. Stat. §90, and De part ment of Natu ral Re sources, Di vi sion of For estry, Tim ber Sales Man ual (St. Paul, 1997), F-6.
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Bid Method

The state may use two bid methods to conduct auctions:  oral and sealed bids.
Either bid method may be used with regular and intermediate auctions.  Whether
the auction is by sealed bid or oral bid, DNR is required to sell timber at not less
than the appraised value, also called the minimum allowable price.36  The
appraised value is the starting point for bidding in oral auctions. 

Research demonstrates that sealed bid auctions generate higher sale prices than
oral bid auctions.37  According to a national study on U.S. Forest Service timber
sales, sealed bid auctions were “significantly related to higher bid premiums.”38  A 
“bid premium” is the amount the winning bidder paid over the appraised price.  In 
sealed bid sales, individual bidders assess the likelihood of competing bidders and 
determine their bid accordingly.  With a sealed bid auction, even if a tract of
timber receives only one bid, the bidder does not know this.  There is a greater
potential that bidders will bid according to what they think the timber is worth
rather than basing it on the minimum price, which is the appraised value.39  In oral
auction sales, however, bidders know if anyone else is competing against them.
When there is only one bidder, that  bidder can win the sale by bidding the
appraised price.  Our analysis of DNR timber sales data shows that: 

• Sealed bid auctions comprised a very small proportion of DNR’s total
auctions between 1986 and 1996.  

DNR conducted 7,696 regular and intermediate auctions of Minnesota timber
between 1986 and 1996.  About 98 percent of these auctions were oral bid
auctions.  Only 116 timber auctions (less than 2 percent) used sealed bids during
this time period, and in 1988, 1995 and 1996 no auctions were conducted using
sealed bids.

Auctions that sold above the appraised value are a reflection of increased
competition.  The percentage of oral bid auction sales that sold above the
appraised value increased from about 26 percent in 1986 to 72 percent in 1994,
before declining to 61 percent in 1996.  Between 1986 and 1996, an average of 56 
percent of oral bid auctions sold above the appraised value.40  There is no
significant difference in the distribution of oral bid auctions between trust and
nontrust land.  Of the 116 sealed bid auctions for all land types between 1986 and
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36  Minn. Stat. §§90.101 and 90.191.   

37  Ross W. Gorte, For est Serv ice Tim ber Sale Prac tices and Pro ce dures:  Analy sis of Al ter na -
tive Sys tems, Wash ing ton, D.C.:  Con gres sional Re search Serv ice:  Re port for Con gress, Oc to ber
30, 1995, WWW docu ment, URL http://www.cnie.org/nle/for- 14.html, (De cem ber 2, 1997), 11-
 13; and U.S. Gov ern ment Ac count ing Of fice, For est Serv ice: Fac tors Af fect ing Bids on Tim ber
Sales (Wash ing ton D.C., June 17, 1997), 2.

38  U.S. GAO, For est Serv ice, 2.  Sealed bid auc tions are used al most ex clu sively for tim ber
sales on the Chip pewa and Su pe rior Na tional For ests, ac cord ing to U.S. For est Serv ice staff.  

39  Gorte, For est Serv ice Tim ber, 11

40  We cal cu lated the per cent age above the ap praised value for each tim ber sale us ing the fol -
low ing for mula:  ((to tal sale value mi nus to tal ap praised value)/ to tal ap praised value) x 100.
Sev eral changes in tim ber stump age pric ing and ap praisal method in the past ten years make it
dif fi cult to com pare the fi nal sale prices and per cent ages on a year- to- year ba sis.   



1996, 89 percent sold above the appraised value. The limited number of sealed bid 
auctions precluded our analysis of sealed bid auctions by land type. 

According to DNR staff, the department does not have explicit criteria to
determine when to use sealed- versus oral-bid auction procedures.  The
department has been reluctant to use sealed bids because they are perceived to
involve higher administrative costs.  To facilitate more competition and possibly
receive higher prices for state-owned timber, we suggest that:

• DNR should analyze the costs and benefits of increasing the use of
sealed bid auctions.

In 1996, DNR implemented a new method for establishing the list value of timber
from which appraised values are determined based on sale-specific conditions.
The list value used on auction sales has been determined by taking 67 percent of
the  volume weighted mean auction sales price for the preceding 12 months for
each species and product.  This is done to take into account timber markets that
can be volatile and state law requiring that timber may not be sold for less than the 
appraised price.  Of the 376 auction timber sales conducted between March 1 and
June 30, 1996, 55 percent sold above the appraised value.  DNR recently changed
its timber stumpage pricing methods for auction sales, changing the bid allowance 
from 33 percent to 17 percent.41  

We did not evaluate the Division of Forestry’s overall management of
Minnesota’s timber resources.  We think that a future study of the Division of
Forestry may be timely.  Such a study could focus on timber management policies 
and practices, management costs, the timber appraisal process, and stumpage
pricing methods.42

MINERALS MANAGEMENT 

The Division of Minerals administered about 3.4 million acres of mineral rights
on school trust land, which included about 1 million acres of “severed” mineral
rights in 1997.  Severed mineral rights occur when the state owns the subsurface
rights but not the surface rights to a parcel of land.  School trust mineral rights
represented 28 percent of the 12.4 million acres of state-owned mineral rights.
Most of the school trust land mineral rights are in the northeastern part of the
state; 80 percent are located in 8 northeastern counties.43 
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41  Min ne sota De part ment of Natu ral Re sources, “Min ne sota DNR Tim ber Stump age Pric ing,”
Of fice Memo ran dum, draft re vi sion, De cem ber 10, 1997, St. Paul, Min ne sota, 1-3.

42  The tim ber ap praisal and stump age pric ing meth ods are im por tant be cause: (1) DNR is the
larg est seller of tim ber in the state; (2) prices es tab lished by DNR serve as the mini mum price in
auc tion sales; and (3) prices ul ti mately de ter mine what value will be re ceived for tim ber sold by
DNR. 

43  These coun ties are Koochich ing, St. Louis, Itasca, Ro seau, Ait kin, Cass, Lake, and Cook. 



Minnesota leads the nation in the quantity and value of iron ore produced.44  Iron
ore has dominated Minnesota’s mining activities.  In addition to iron ore and
taconite leases, DNR’s Division of Minerals administers metallic minerals, peat,
and industrial minerals leases.  There were no active industrial mineral leases in
1997.

Like other DNR divisions, the minerals division does not distinguish between
school trust and other state-owned lands in its management of mineral resources.
State law authorizing mineral resource management applies to “any lands owned
by the state, including trust fund lands.”45   Unlike other DNR divisions, however,
we found that: 

• The Division of Minerals is the only DNR division that explicitly
acknowledges its role as a trust agent with a fiduciary responsibility to 
generate income for the Permanent School Fund in the division’s
budget and performance report. 

The division’s budget and performance reports specifically state: 

The Di vi sion of Min er als, as the trust agent for min eral rights and in ter -
ests of the Per ma nent School Fund lands [and other lands], man ages
min eral ex plo ra tion, mine de vel op ment, and mine op era tion to gen er ate
in come and main tain job growth for the state.  As such, it has the fi du ci -
ary re spon si bil ity to ob tain eq ui ta ble rental and roy alty in come for the
state trust funds through leas ing of lands for ex plo ra tion and min ing.
Equally im por tant is the di vi sion’s stew ard ship of state lands for fu ture
gen era tions.46  [Em pha sis added.]   

The Division of Minerals obtains rental and royalty income for school trust and
other land by comparing its rental and royalty rates with those provided by other
landowners.47  As the mineral leases are renegotiated, the division analyzes the
royalty rates received by private owners of mineral rights.48  This results in
negotiated royalty rates for state-owned iron ore and taconite ore comparable with 
those received by the private sector.  If a mining operation involves a 40-acre
section with split land ownership, then the negotiation process requires that the
state receive at least the same royalty rate that private owners of mineral rights in
that section are paid.
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44  Min ne sota pro duced 42,886 met ric tons of iron ore in 1992, com pared with Michi gan, the
na tion’s sec ond lead ing pro ducer of iron ore, which pro duced 12,741 met ric tons of iron ore the
same year.  U.S. Dept. of In te rior, Bu reau of Mines, State Min eral Sum ma ries, 1993 (Wash ing -
ton, D.C., 1994), 67- 70, 71- 73.

45  Minn. Stat. §§93.14, 93.15, and  93.25.

46  1998- 99 Min ne sota Bi en nial Budget, En vi ron men tal and Natu ral Re sources, D- 155, and
Min ne sota De part ment of Natu ral Re sources, 1996 Per form ance Re port (St. Paul, 1996), 6-11.  

47  Other own ers of Min ne so ta’s min er als in clude the fed eral gov ern ment, lo cal gov ern ments,
min ing com pa nies, and other pri vate own ers.  Pri vate par ties hold the bulk of min eral rights in
Min ne sota.  Rents are a flat charge per acre leased.  Roy al ties are a charge per ton of ma te rial
mined.  Min ne sota uses a sched ule of mini mum roy al ties and an ad di tional roy alty which com pa -
nies of fer in com peti tive sealed bids.  

48  This re port did not evalu ate Min ne so ta’s min eral leas ing pro ce dures or the Di vi sion of Min -
er als per form ance in ad min is ter ing the min eral leas ing pro cess.   



Recent Mining Activity
Although Minnesota has a large amount of state-owned mineral rights, only a
small percentage of the state-owned or school trust lands are currently leased for
mining activities.49  We found that: 

• School trust land accounted for about one-third of all acres of state-
owned mineral rights leased and about one-fifth of all revenues from
state mineral leases in 1997.

School trust land accounted for about 11,300 acres (35 percent) of the total 31,837 
acres of leased state mineral rights in 1997, as shown in Figure 2.7.  School trust
land accounted for 52 percent of the acres leased for iron ore and taconite mining;
28 percent of the acres leased for metallic minerals explorations; and 35 percent
of the acres for peat leases.

Of the $7.6 million in total state revenues generated from mineral leasing
activities in 1996, $1.6 million, or 22 percent, was deposited in the Permanent
School Fund.50  Revenues from iron ore and taconite leases represented an average 
of 94 percent of all mineral revenues added to the Permanent School Fund
principal between 1986 and 1997.
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Figure 2.7:  Percentage of Acres of Mineral
Rights by Lease Category, 1997
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49  Min ne so ta’s min eral leases oc curred on school trust, Uni ver sity trust, tax- forfeited, and other 
DNR- owned land.

50  Seventy- three per cent of min eral reve nues were de pos ited in the Uni ver sity trust and the re -
main ing 5 per cent were dis trib uted to lo cal units of gov ern ment pur su ant to Minn. Stat. §93.335,
subd. 4.  



The cost of mineral management on school trust land is financed with a General
Fund appropriation.  Revenues from state mineral leases on trust land do not
finance management costs.

OTHER MANAGEMENT UNITS AND
AREAS  

DNR’s Divisions of Forestry and Minerals administer operations that are designed 
to generate revenues.  The Divisions of Parks and Recreation and Fish and
Wildlife manage land to preserve and protect unique characteristics and provide
public recreational and educational opportunities for the enjoyment of the general
public.  The inclusion of trust land in these areas has the potential to prohibit
revenue generating activity on the land.  We estimate that:

• In 1997, there were about 150,000 acres of trust land in DNR
management units or uses that prohibited the generation of revenue. 

School trust land is located in state parks, scientific and natural areas (SNAs), and
the Boundary Waters Canoe Area Wilderness (BWCAW), as shown in Table 2.4.
In addition, between 85,000 and 95,000 acres of trust land are located in wildlife
management areas (WMAs), which may limit the revenue generating potential of
the land. 

The Minnesota Legislature and DNR recognize the need to compensate the
Permanent School Fund when revenues are diminished.51  In the past, DNR has
compensated the trust by purchasing trust land and exchanging trust land for other 
state-owned land.  However, we found that:

• In recent years, DNR has not given a high priority to compensating the 
trust fund for the use of trust land.  
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Table 2.4:  School Trust Land in Uses That Prohibit 
the Generation of Revenue, 1997
Use Es ti mated Acres

State Parks 5,060
Peat land Sci en tific and Natu ral Ar eas 51,000
Bound ary Wa ters Ca noe Area Wil der ness   93,260

Es ti mated To tal 149,320

SOURCES:  De part ment of Natu ral Re sources, Di vi sions of Parks and Rec rea tion, Fish and Wild -
life, and For estry.
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51  Com mis sioner Jo seph N. Al ex an der to Leg is la tive Audi tor El don Stoehr, June 17, 1981, let -
ter;  Minn. Stat. §84.035, subds. 4 and subd. 9; Min ne sota De part ment of Natu ral Re sources, Rec -
om men da tions for the Pro tec tion of Ecol ogi cally Sig nifi cant Peat lands in Min ne sota (St. Paul,
1984), 27- 30; and Min ne sota De part ment of Natu ral Re sources, Op era tional Or der 1961: Wild -
life Man age ment Ar eas (St. Paul,  June 10, 1983).   



DNR does not have any immediate plans to remove the remaining acres of trust
land from state parks, SNAs, or other management units.  As discussed below,
DNR has given priority to acquiring privately-held land in state parks and other
management units that is threatened with development.  Since school trust lands
are already under state control they are not in danger of being developed.  In past
years, DNR has given higher priority to other private land acquisition projects. 

The DNR is faced with a dilemma as it tries to balance its fiduciary
responsibilities to the PSF with its natural resource management and conservation
responsibilities.  Given the choice of using limited capital bonding and land
acquisition resources to acquire trust land versus acquiring private inholdings
threatened with subdivision and development, the department has chosen to
emphasize the latter.  In these instances, the department has chosen to emphasize
its natural resource responsibilities over its fiduciary responsibilities to the PSF.  

The remainder of this section discusses trust land located in SNAs, state parks, the 
BWCAW, and WMAs.  It also reviews DNR’s efforts to compensate the PSF for
use of school trust land for purposes other than maximizing long-term economic
returns to the trust beneficiaries.

Scientific and Natural Areas 
Scientific and natural areas (SNAs) are established to protect critical habitats or
rare species and natural communities, and to ensure the perpetuation of natural
features possessing exceptional scientific and educational value in an undisturbed
natural state.52  Examples of these features include stands of old growth timber,
geological and fossil formations, flora or fauna from an earlier period, or habitat
supporting a vanishing, rare, endangered or restricted species of plant or animal.
SNAs currently encompass about 29,000 acres and do not contain any school trust 
land.  However, the 146,200 acres of peatland SNAs include about 51,000 acres of 
school trust land, or about 35 percent of the peatland SNAs.  This acreage
represents 2 percent of all acres of school trust land. 

State law requires that the department acquire land before establishing a SNA.53  A 
1984 DNR report recommending protection of ecologically significant peatlands
identified school trust land as an area of concern because the area proposed for
peatland protection contained trust land.  The report stated:  

The DNR goal for man age ment of School Trust Lands is to se cure the
maxi mum long- term eco nomic re turn from the lands con sis tent with
sound natu ral re source con ser va tion and man age ment prin ci ples and spe -
cific pol icy guid ance as pro vided in state law.  When eco nomic ac tivi ties
that would pro vide in come to the Per ma nent School Fund are re stricted
or pro hib ited, the DNR’s pol icy is to com pen sate the fund for eco nomic
value fore gone.  
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52  Minn. Stat. §86A.05, subd. 5. 

53  Minn. Stat. §84.033.  The law pro vides that land may be ac quired by pur chase, lease, or
ease ment. 



For these rea sons, it be came clear that any School Trust Lands within
units of peat land pro tec tion ar eas in which eco nomic ac tivi ties were re -
stricted would re quire com pen sa tion of the Per ma nent School Fund for
the loss of reve nue po ten tial.  There was nearly unani mous agree ment by
mem bers of the [Task Force on Peat lands of Spe cial In ter est] about this
is sue.54  [Em pha sis added.]

Legislation creating peatland SNAs in 1991 specifically stated, “the commissioner 
shall acquire by exchange or eminent domain the surface interest, including peat,
on trust fund lands contained in peatland scientific and natural areas.”55  We found
that:   

• The DNR has not assigned a high priority to transferring school trust
land in peatland scientific and natural areas to a non-trust status.

Although the Legislature directed the commissioner of DNR to acquire the school
trust land in these areas in 1991, the agency has not yet taken action on this issue.
DNR staff told us that since the Legislature did not set a time frame or appropriate 
specific funding for the trust land acquisition, the department did not consider it a
mandate.

The department has estimated the value of school trust land in peatland SNAs at
$3.8 million, an average of about $75 per acre based on county assessor
valuations.56  The SNA program’s 1996 land acquisition priorities included 73,813 
acres of land valued at $15.9 million.  Actual appropriations for land acquisition
from all sources totaled $1.95 million between 1994 and 1997.  In its efforts to
acquire and preserve pristine natural areas, DNR has used its limited resources to
acquire privately-held lands that are in imminent danger of development.  School
trust land is already under state control and is not in danger of being developed.57  

In the past, the SNA program has used some of its land acquisition budget to
acquire trust land.  In 1990, the SNA program acquired 40 acres of trust land
valued at $13,000.  The program has also initiated some land exchanges.  In 1994, 
the SNA program exchanged 46 acres of trust land valued at $54,000 for other
DNR-acquired land to preserve an old growth forest in the Lost Forty SNA.  In
1996, 80 acres of school trust land valued at $36,600 were exchanged for 200
acres of state-owned land to preserve a stand of old growth pine in the Kawishiwi
Pines SNA. 

State Parks
There were about 5,750 acres of school trust land within the statutory boundaries
of Minnesota state parks and recreational areas administered by the Divisions of
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54  Min ne sota De part ment of Natu ral Re sources, Rec om men da tions for the Pro tec tion of Ecol -
ogi cally Sig nifi cant Peat lands in Min ne sota (St. Paul, 1984), 27- 30.

55  Minn. Stat. §84.035, subds. 4 and subd. 9. 

56  Ac cord ing to DNR staff, most of school trust land in peat land SNAs is not of com mer cial
value be cause it is not read ily ac ces si ble or close to com mer cial mar kets.  About 84 per cent of
this land is lo cated in Koochich ing County.   

57  Min ne sota De part ment of Natu ral Re sources, Sci en tific and Natu ral Ar eas Ac qui si tion and
Bet ter ment docu ments, Janu ary 26, 1996.



Parks and Recreation in 1997.  The trust land in state parks comprise 0.2 percent
of all the school trust land and 2.4 percent of the 240,000 acres in state park
boundaries.  

Like other units, DNR’s goals and policies for management of Minnesota’s state
park system do not differentiate between school trust land and other state land in
parks and recreation areas.  Minnesota’s state parks, recreation areas, and
waysides were created to conserve “scenery, natural and historical objects and
wildlife” and to provide for the general public’s enjoyment of these resources in a
manner that will “leave them unimpaired for the enjoyment of future
generations.”58  As part of Minnesota’s outdoor recreation system, state parks are
designed to protect and perpetuate natural areas and to provide recreational and
educational opportunities in natural settings consistent with ecological concerns.59

The above natural resource management goals and policies limit the potential for
revenue generation from school trust lands located in the state parks and
recreation system.  Some timber may be harvested within state parks.  However,
when these lands are logged it is to address land management goals other than
income generation.  The revenues and associated management costs from selected 
timber harvesting on trust land in state parks are included in timber sale revenues
and costs in the Forest Suspense Account for the Division of Forestry.  DNR also
compensates the trust for the 633 acres of trust land in the Hill-Annex Mine State
Park by paying an annual lease fee of $3,000 (or about $5 per acre).     

In the 1980s, there were over 10,000 acres of school trust land in state parks.  A
report by the Office of the Legislative Auditor expressed concern that these trust
lands were not generating revenue for trust beneficiaries.60  During the late 1980s
and early 1990s, DNR addressed this issue by exchanging 5,357 acres of school
trust land in state parks valued at $1.2 million for other DNR-acquired land of
similar value.  The Legislative Commission on Minnesota Resources financed the
state park land exchange, which was finalized in 1992.  The land exchange
program left school trust land in four parks for the following reasons:

1. Ner strand Big Woods State Park.  The 460 acres of trust land in this park
con tain valu able stands of tim ber that were ap praised at a value in ex cess
of $1 mil lion in 1989.  There were no DNR- acquired lands in Rice County
with which to ex change the trust land.

2. Sa vanna Port age State Park.  The 3,050 acres of trust land are lo cated 
in the north ern por tion of this park.  In the late 1980s the de part ment 
con sid ered chang ing the park’s bound ary to elimi nate the trust land from
the park.  The bound ary was not changed. 

3. Hill- Annex Mine State Park.  In the late 1980s, when the park land
ex change pro gram be gan, this area had not yet been des ig nated as a state
park.  Given lim ited re sources, and the fact that park des ig na tion would
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58  Minn. Stat. §85.011. 

59  Minn. Stat. §86A.05, subd. 2. 

60  Of fice of the Leg is la tive Audi tor, A Re view of the De part ment of Natu ral Re sources’ Op era -
tion and Man age ment of the Per ma nent School Fund (St. Paul, 1981), 14- 15.



not pre clude min eral lease reve nues, it was not in cluded in the ex change
pro gram.

4. Itasca State Park.  Ap proxi mately 613 acres of school trust land in Becker
and Itasca coun ties were ex changed.  How ever, the de part ment was not
able to reach an agree ment with Clear wa ter County on the ex change of an
ad di tional 1,000 acres val ued at ap proxi mately $528,000 in 1989. 

We found that:  

• Since the early 1990s, DNR has added school trust land to state parks
without making provisions to compensate the trust by either acquiring 
the trust land or exchanging the trust land for other state-owned land. 

Table 2.5 lists the seven state parks and recreational areas which currently contain
trust land. Since 1991, 601 acres of school trust land have been added to three
state parks through the creation of new parks, boundary extensions, or survey
adjustments.  Mining activities are permitted in the Cuyana County Recreation
Area and may provide revenue to the trust.  DNR staff have estimated the value of 
school trust land remaining in state parks at between $4 million and $5 million.61

According to DNR staff, 

• The department has no immediate plans to either acquire or exchange
school trust land in state parks.

In addition to school trust land, the statutory boundaries of state parks contain
approximately 24,000 acres of privately-owned land, called “inholdings.”  To
prevent uncontrolled development within state park statutory boundaries, the
division’s top priority is acquiring private inholdings that are threatened with
subdivision and development.62  While this may be a reasonable strategy in the
short run, we think that DNR should make specific plans to compensate the trust
for land within state parks over the next 10 years.  

Boundary Waters Canoe Area Wilderness 
The state owns approximately 112,000 acres of the Boundary Waters Canoe Area
Wilderness (BWCAW), most of which (93,260 acres) is school trust land.  The
BWCAW is remote, pristine, and unique.  Development in what is now the
BWCAW has been restricted to some extent since 1926, when the Secretary of
Agriculture declared most of it a roadless area.  Federal laws and wilderness
regulations and state laws have prohibited revenue generating activities, such as 
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61  These val ues are not based on for mal ap prais als, but are es ti mates de vel oped by DNR Di vi -
sion of Parks and Rec rea tion staff.

62  Min ne sota De part ment of Natu ral Re sources, 1996 Per form ance Re port (St. Paul, 1996), 91-
 92, and tele phone in ter view with John Stroh kirch, De cem ber 3, 1997. 



timber sales, minerals exploration, and mining in the BWCAW since 1978 when it 
was designated a wilderness area.63 

Although the Boundary Waters Canoe Area is a unique natural resource, the
state’s responsibility to the school trust should not be forgotten.  Trust land in the
BWCAW has generated little revenue since 1926 and no revenue in the last 20
years.

Several options exist for dealing with school trust land within the BWCAW.  DNR 
has been interested in an exchange of school trust land in the BWCAW for U.S.
Forest Service (USFS) land in Minnesota’s national forests since 1978.  The
USFS, however, has not been interested in a land exchange because a large scale
exchange of land would severely disrupt the Forest Service’s timber harvest plan
for federal timberland in northern Minnesota.  USFS forest plans assign a priority
to exchanging county lands within the BWCAW, but not state lands.  According to 
federal officials, USFS regards the state as a partner in the BWCAW regulation
because of the state’s jurisdiction over the waters in the BWCA, and, therefore,
land exchange with the state has been a low priority.

Recent discussions between state and federal officials indicate that federal
purchase of state land, and particularly school trust land, in the BWCAW may be
feasible.  Preliminary discussions between DNR and federal officials have
estimated the value of trust land in the BWCAW at approximately $35 million.
More precise estimates would require appraisals.  DNR officials are supportive of
a purchase option, and have made efforts to obtain a “down payment” of $10
million from federal Land and Water Conservation funds.  While the state
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Table 2.5:  Acres of School Trust Land in Minnesota
State Parks and Recreational Areas, 1997

To tal Acres
Cur rent Added

State Parks/Rec rea tional Ar eas County Acres Since 1991

Cuyuna Coun tya Crow Wing 52 52
Hill- Annex Mineb Itasca 633 --
Itasca Becker/Clear wa ter 1,000 --
Ner strand Big Woods Rice 460 --
Sa vanna Port age Ait ken/St. Louis 3,050 --
School craft Cass/Itasca 69 69
Tet te gouche Lake    480  480

To tal 5,745 601
aMin ing ac tivi ties in the Cuy ana County Rec rea tion Area pro duce reve nue for the Per ma nent School 
Fund.

bDNR pays an an nual lease fee of about $3,000 to the trust for the use of trust land in Hill- Annex
Mine State Park.

SOURCE:  De part ment of Natu ral Re sources, Di vi sion of Parks and Rec rea tion, un pub lished data.
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with the state.

63  The 1978 BWCA Wil der ness Act (P.L. 95- 495); and Minn. Stat. §84.523.



congressional delegation has been supportive of this request, some Minnesota
state legislators continue to prefer a land exchange to a cash purchase.64  The
Permanent School Fund is the predominant owner of state land within the
BWCAW and has not benefited from the stalemate between the state and federal
government over how to deal with state inholdings in the BWCAW.   We
recommend that:

• DNR should continue to pursue compensation to the PSF for the trust
land in the BWCAW.  If the federal government’s cash purchase of
some or all of the trust land in the BWCAW is the most practical
option, then it should be pursued.

User fees could be another option for compensating the trust.  The USFS has
recently instituted user fees for the BWCA of $10 per trip beginning in 1998.
Additional user fees to compensate the Permanent School Fund for the use of trust 
land in the BWCA are a possibility, although the details of how a state-imposed
user fee might work are unclear.

Wildlife Management Areas
DNR’s Fish and Wildlife Division administers wildlife management areas
(WMAs) to protect lands and waters with a high potential for wildlife production
and to develop and manage these lands and waters for the production of wildlife,
opportunities for public hunting, fishing, and trapping, and other compatible
outdoor recreational activities.65  

A DNR policy document first adopted in 1983, and currently in the process of
being revised, states that trust land within an approved WMA project boundary
will be managed in accordance with the WMA’s management plan.  In addition:

Man age ment ac tivi ties will be evalu ated to de ter mine whether they pre -
clude or limit in come pro duc ing uses of the trust fund land.

To the ex tent that man age ment ac tivi ties pre clude all in come pro duc ing
uses of trust fund land, the de part ment will ini ti ate con dem na tion
pro ce dures.66
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64  State Rep re sen ta tive Tom Ru kav ina, et. al., to United States Rep re sen ta tive James Ober star,
No vem ber 13, 1997, let ter;  James W. Sand ers, For est Su per vi sor, U.S. For est Serv ice, to Rod ney 
W. Sando, Com mis sioner, De part ment of Natu ral Re sources, Oc to ber 21, 1997, let ter;  Rod ney
W. Sando, Com mis sioner, De part ment of Natu ral Re sources, to Un der Sec re tary James R. Ly ons, 
U.S. De part ment of Ag ri cul ture, No vem ber 13, 1997, let ter; Rod ney W. Sando, Com mis sioner,
De part ment of Natu ral Re sources, to Mi chael P. Dom beck, Chief, U.S. For est Serv ice, No vem ber 
13, 1997, let ter; U.S. Sena tor Paul Well stone and the Min ne sota Con gres sional Dele ga tion, to
U.S. Sena tor Rob ert C. Byrd, Rank ing Mem ber, Sub com mit tee on In te rior Ap pro pria tions, No -
vem ber 3, 1997, let ter.

65  Minn. Stat. §86A.05, subd. 7.

66  Min ne sota De part ment of Natu ral Re sources, Op era tional Or der 1961: Wild life Man age -
ment Ar eas (St. Paul,  June 10, 1983).  



In 1997, the department managed 1,288 WMAs containing 753,000 acres of
DNR-acquired land.  Approved WMA project boundaries contained another
797,400 acres.  Approved WMA project boundaries include a variety of land
ownership, such as privately-held, trust, and tax-forfeited lands.  Until the
department begins acquiring title to land within a project boundary designation as
a proposed WMA does not affect land use.

The department estimates that approved WMA project boundaries contained
109,000 acres of school trust land in 1983.  About 15,800 acres were in proposed
projects where DNR had not acquired any land; therefore, these acres were not
managed as WMAs.  Between 85,000 and 95,000 acres of trust land were in
WMA project areas where the department had acquired title to some land.67

About 65 percent of trust land in WMAs was located in Kittson, Marshall, and
Roseau counties and was managed according to WMA policies, which may
restrict the revenue generating potential of the trust land.  While there are some
agricultural and sand and gravel leases on WMA land, there are only selective
timber harvests to meet wildlife management purposes, not to generate income.

In 1983, DNR stated that “it will eventually acquire by condemnation all
remaining school trust land in WMAs as funding and acquisition priorities
permit.”68  DNR staff told us that if WMA management decisions remove trust
land from revenue producing status, such as flooding land to create a wildlife
habitat, then the department condemns the land and compensates the trust fund.
Since 1986, however, the WMA program has initiated only six condemnations
involving 2,037 acres valued at $288,640, and one land exchange.  In addition,
three condemnations initiated in 1995 and 1997 are pending.

Options for Compensating the PSF 
There are many different ways of compensating the PSF for uses of trust land that
result in decreased or foregone income.  DNR can purchase the trust land or
exchange it for other DNR-owned land that generates revenue.  User fees and
lease payments are other options for compensating the PSF.  For example, DNR
could lease the acres of trust land in a management unit or it could pay a share of
the public access fees to the trust fund.  These payments could be determined a
number of different ways.  For instance, lease fees could be calculated on a per-
acre basis or public access fees could be shared based on the share of trust land
acres in a park.  In most situations, however, the lost revenues for DNR divisions
would have to be balanced with General Fund appropriations made by the
Legislature.

Another approach could involve special legislative appropriations for the specific
purpose of acquiring the trust land and compensating the trust fund.  For example, 
the Legislature may want to consider specific appropriations for any trust land
affected by the creation of new state parks or boundary changes that add trust land 
to existing state parks.
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67  The 1983 acre age data was the most cur rent in for ma tion avail able from DNR’s Fish and
Wild life Di vi sion.   The DNR’s GIS/MIS sys tem re ports about 85,000 acres of trust land in
WMAs.

68  Min ne sota De part ment of Natu ral Re sources, School Trust Land Man age ment, 47- 48.



SUMMARY 

The DNR manages some trust land to secure an economic return.  In this chapter
we found that 1.5 million acres of the 2.2 million acres of trust land managed by
the Division of Forestry was classified as commercial forest and was available for
timber harvest in 1997.  We estimated that the accumulated net income of timber
from forest trust land over the next 40 years will be between $186 million and
$305 million in 1998 dollars.  

Timber sales on school trust land accounted for one half of the total volume and
value of timber sold in Minnesota between 1986 and 1996.  Because DNR is
allowed to use revenues from forestry management activities (including timber
sales and leases) to finance its trust land management costs, forestry management
has not generated significant net earnings for the trust fund.  From 1982 to 1992,
nothing was deposited into the PSF principal from forestry management activities
on trust land.  Since 1992, forestry management activities have added $6.5 million 
to PSF principal.  Forestry management costs have averaged 70 percent of
revenues, however, resulting in a net return on asset value of less than 1 percent.  

The department uses a number of methods to allocate a portion of its fire
protection, forest improvement and management, administration, and road
improvement and construction costs to school trust land.  We found that the per
acre allocation of fire protection and suppression costs may overstate the actual
costs incurred on trust land.  We suggest that DNR review whether specific
components, such as sand and gravel and recreation management activities,
should be included with other forestry management revenues and costs.  

We did not examine the Division of Forestry’s overall management of
Minnesota’s timber resources.  We think that a study of Minnesota’s timber
management policies and practices, management costs, and timber appraisal and
stumpage pricing methods may be timely.

Between 1986 and 1997, mineral revenues from school trust land accounted for
$17.1 million or about 40 percent of revenues from all school trust land proceeds
added to the PSF principal.  Revenues from iron ore and taconite leases
represented about 94 percent of all mineral revenues.  Because the value of
Minnesota’s mineral resources is unknown, it is not possible to estimate a return
on asset value for mineral leasing on school trust land. 

We estimate that about 150,000 acres of school trust land are included in areas
that prohibit revenue generating activities, such as state parks, peatland scientific
and natural areas, and the Boundary Waters Canoe Area Wilderness.  Given the
choice of using limited capital bonding and land acquisition money to compensate 
the trust versus acquiring private inholdings threatened with development, DNR
has chosen to emphasize the latter.  In these instances, the department’s natural
resource responsibilities have predominated over its fiduciary responsibilities to
the PSF.  If the Legislature wants to compensate the PSF for the trust land that
does not generate revenue, then it could consider authorizing specific
appropriations for that purpose.
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