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Introduction:  This worksheet is organized into four parts.  Part A, the assumptions, is the hard part.  Once the assumptions have been entered, the numbers are automatically crunched in Parts B (formulas), C (Annual Expenses), and D (Endowments Needed to Fund Annual Expenses).  And, finally in F., the estimate of the annual monitoring costs and the size of the endowment needed both to produce the income to fund those costs and to put some funds back into the endowment to try to keep pace with inflation is calculated.

Basic Premise:  Key to this worksheet is that each land trust has some staffing and an office.  Even if they don’t now, if the Board is successful, it will in the future.  And, if the land trust doesn’t survive, the easement will be transferred to another land trust which does.  Therefore, always, always estimate the costs of monitoring an easement by including the staff and overhead costs.

The Easy Assumptions:  Some of these are very straightforward:  annual salary, reimbursement per mile, hours worked per year.  Some involve some experience and careful thought: how many staff hours does it take to complete post-monitoring record-keeping, what is the overhead per staff member per hour.

The Not-so-Easy Assumptions:  These aren’t as tough as they look.  Calculating the not-so-obvious costs of approving a reserved right or the chance of a potential violation can be done.  These events occur infrequently, but they do happen and each land trust needs to budget for them.  It is easy to see that the Stewardship Endowment needs to produce a steady income stream to pay for monitoring costs and to account for the effects of inflation.  But, imagine if approving a reserved right costs $300 one year.  The Endowment can’t be expected to produce an extra $300 additional in that one year alone to cover this one event.

So the Solution is Risk Analysis:  In risk analysis, two things are calculated:  the cost of the ‘event’ and the likelihood the ‘event’ will happen over a set number of years  For example, what is the estimated cost of approving a reserved right and how often will the land trust have to do this?  Assume that it costs $300 in staff and travel time to approve a reserved right and this ‘event’ is estimated to occur once in 20 years.

Illustration: What a car insurance company does in their situation is figure out from a driver’s age, gender, and driving record how often the driver is likely to total a car and what replacing the car will cost.  Dividing the cost of replacing the car by the estimated frequency of the accident, they add on a specific amount to each premium which, taken over time, will reimburse the company for the costs of replacing your car.

The same concept applies here.  In the above example, divide $300 by 20 years.  Each year, the Endowment needs to produce $15 extra to compensate the land trust for the time and effort expended in that once in 20 years when something extra needs to be done.

Does this mean that in calculating the annual amount produced by the Endowment Fund for monitoring or approving a reserved right, special information needs to be given to the bookkeeper about which easement was this year’s time-consumer?  No.  When a land trust has enough easements, like the car insurance company with enough automobile insurance policies, the revenues will average out because not all easements are likely to need special, time-consuming attention at the same time.

Investment Vehicle:  No land trust in their right mind would invest their stewardship or defense funds in a 30-year Treasury bond.  It is not a sufficiently liquid asset to be useful in an easement defense situation.  because there is a penalty for early withdrawl.  I chose to use it because it is a very stable investment vehicle and the annual return is easily found and reliably calculated.
Easement Defense:  I punted on this by adding in an approximate $2,000 to defend the easement.  Again, the same concept of risk analysis prevails.  Your defense fund is your ‘pooled’ risk fund as not all easements will be violated in one year.  Remember - This spreadsheet was done prior to the Alliance’s easement defense program coming on line.  Until there is a track record of how the program works in reality, it is my belief that it is appropriate for every land trust to build a good sized easement defense fund.  It’s easier to worry about having too much money in the easement defense fund at some point in the future than it is to find that its size is inadequate to defend an easement violation in the present.
