Fiscal Analysis Department

Minnesota House of Representatives

To: Representative Wagenius

From: Brad Hagemeier, Fiscal Analyst

Date: September 22, 2017

Subject: Environment and Natural Resources Trust Fund Revenue

This memo is in response to your question concerning the amount of revenue the environment and
natural resources trust fund would have received over the past ten years if the provisions regarding
making loans for water infrastructure in Minnesota Laws 2017, Chapter 96, Section 2, Subdivision 19,
Paragraph (a) and the Minnesota Constitution Article 11, Section 14, were implemented ten years ago.

Using the ten year time frame with the most recent information available (FY 2008-FY2017), the corpus
of the fund has grown from $493.9 million to $1,028.4 million. The amount of income provided by
lottery proceeds was $335.4 million, expenditures totaled $308.3 million and investment gains totaled
$507.4 million (including FY 2008 and FY 2009 which had negative investment returns).

In order to estimate the effect of using five percent of the corpus of the fund for loans, a number of
assumptions needed to be made; a list of assumptions appears on the next page. The figures used in the
following paragraphs and in Table 2 are only estimates to give an approximation to the potential impact
loans would have on the fund and any changes to the assumptions could change these estimates. Given
these assumptions the original amount of loans that would have been made over the last ten years would
be approximately $60.5 million. Over the ten year period; $18.0 million in loan principle would have
been repaid and $3.2 million in loan interest would have been paid.

The net result of this scenario would be total investment gains of $485.2 million and an ending balance
of the corpus being $1,006.2 million. The corpus would include $45.4 million in outstanding loan
principle at the end of FY 2017. This balance is $22.2 million less than what was actually achieved
during the time period with the environment and natural resources trust fund. The estimated reduction of
investment income is a result of the $60.5 million used for loans over the ten year period only receiving
a 1% rate of return compared to the actual average rate of return on the fund of 6.9% over the same time
period.

The lower balance in the corpus would have also reduced the amount of the fund available to
appropriate annually. The “Out-flow” represented in Table 2 is the amount available to appropriate each
year and was not altered for this estimate but would have been different had the loans been made since
these amounts would exceed the Constitutional limit of 5.5% of the corpus of the fund. The reduction to
the amount available to appropriate would vary by year but would be in the range of $3-4 million in total
over the ten year period and would exceed $1 million annually by FY 2017.
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Assumptions:

Five percent of the corpus is used for loans and held as an asset within the corpus, adjusting the
current asset allocation proportionally. Investment gains from the SBI provided chart are reduced
five percent to account for the reduced assets in the current asset allocation.

The full five percent maximum available for loans was used in FY 2008. The amount of loans
and amount available for loans was recalculated each fiscal year. If the amount of outstanding
loans exceeded five percent of the corpus no additional loans were made that year. If the amount
of outstanding loans was less than five percent of the corpus, additional loans were made in the
amount necessary for the loans to meet the five percent maximum.

All loans are made on July 1% of the fiscal year.

All loan payments are made once annually on June 30" of the fiscal year, including the first
fiscal year in which the loan was distributed.

All loans are amortized over 20 years with equal payments (once annually) being made in each
of the 20 years.

All loans earn a 1% annual interest rate.

Returns are not adjusted for inflation.

All loans are repaid on time without any defaults.
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