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October 31, 2016

Select Committee on Capital Financing & Investments
State Capitol
Cheyenne, WY 82002

RE: Spending Policy Modification Recommendations
Dear Chairman:

In accordance with Wyoming State Statute 9-4-719(p), the State Treasurer, in
consultation with the State Loan and Investment Board, is to provide annually, not
later than November 1, recommendations to the Select Committee on Capital
Financing and Investments regarding modifications to the spending policy for the
eamings on the Permanent Wyoming Mineral Trust Fund (PMTF), the Common
School Account within the Permanent Land Fund (CSPLF) and the Excellence in
Higher Education Endowment Fund (Higher Ed Fund).

Spending Policy Amount

The Legislature has established the same annual spending policy amount for
earnings from the PMTF, the CSPLF and the Higher Ed Fund, which currently is
five percent (5%) of the rolling five year average of the market value of the corpus
of each such Fund.

Permanent Mineral Trust Fund

To the extent earnings exceed the spending policy amount set in statute for the
PMTF in any fiscal year, the excess flows to the PMTF reserve account. If the
earnings are less than the spending policy amount for a fiscal year for the PMTF,
monies in the PMTF reserve account are not utilized to make up the difference
under current legislation. If the PMTF reserve account in a fiscal year reaches more
than ninety percent (90%) of its spending policy amount, the excess reserves are
placed in the PMTF.

Common School Permanent Land Fund

For the CSPLF, eamings in excess of the spending policy amount in a fiscal year
flow ultimately to the School Foundation Program account; however, an automatic
appropriation is made from federal mineral royalties which would otherwise be
deposited into the School Foundation Program account in an amount equal to the
excess earnings to the CSPLF reserve account. If the earnings are less than two and
one-half percent (2.5%) of the rolling five year average of the market value of the
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CSPLF, then the difference between the earnings and such amount are transferred from the
CSPLF reserve account into the common school account within the permanent land income fund.
If the CSPLF reserve account in a fiscal year reaches more than ninety percent (90%) of its
spending policy amount, the excess reserves are placed in the CSPLF.

Excellence in Higher Education Endowment Fund

To the extent earnings from the Higher Ed Fund exceed the spending policy amount, excess
earnings flow to the Higher Ed Fund reserve account. If earnings are less than the spending
policy amount, the legislature has provided for a continuous appropriation from the Higher Ed
Fund reserve account in the amount of such difference to supplement the spending from the
earnings of the Higher Ed Fund. Once the Higher Ed Fund reserve account reaches more than
seventy-five percent (75%) of the spending policy amount, the excess reserves are placed in the
Higher Ed Fund.

Reserve Account Spill Over to Corpus

For fiscal year 2016, there were no earnings in excess of the spending policy amount for the
PMTF, the CSPLF or the Higher Ed Fund. Thus, no monies flowed to the reserve accouats for
the PMTF, the CSPLF or the Higher Ed Fund and therefore, no monies from any of the reserve
accounts spilled over fo the PMTF, the CSPLF or the Higher Ed Fund.

Attached are spreadsheets from the Treasurer’s Annual Report for each of the spending policy
reserve accounts which display cash flows for the previous five years.

Recommendations Regarding Modifications to Spending Policies

In accordance with W.S. 9-4-719(p), 1 as State Treasurer offer the following recommendations.

First, for the purpose of further securing the State’s financial health, it would be best to reduce
the annual spending policy amount for all three Funds. Successfully reaching a five percent (5%)
spending policy amount has become less likely for the next few years. After careful analysis
with our investment consultant, RVK Inc,, a more realistic amount would be four percent (4%),
still using the rolling five year average of the market value of the corpus of each Fund. If the
State determines that four percent (4%) is a more reasonable amount, I suggest that a phased
approach be considered to smooth the shift; e.g. 4.75% the first fiscal year, 4.5% the fiscal year
thereafter, etc., until the target rate of four percent (4%) is reached.

For the PMTF and the CSPLF, this change would not result in spending cuts currently but rather
would place a ceiling on spending going forward. However, for the Higher Ed Fund, this
reduction could result in spending cuts since at present their earnings are supplemented from the
Higher Ed Fund reserve account. This is why I am recommending the stair step approach. As
previously reported in 2015, the Higher Ed Fund reserve account is likely to run out of funds in
January 2017.
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Secondly, I would also recommend reducing the spillover percentage for the PMTF reserve
account and the CSPLF reserve account from ninety (90%) to seventy-five percent (75%) as it
would also serve to enhance the State’s long term health. This would increase the amount in the
corpus over time to a point where these funds could operate more like an endowment, providing
the State a more stable income and mitigating her reliance on severance taxes and other volatile
income streams.

T understand that in a low return environment it may be difficult to make these changes even if
they move the State towards better long term financial health, However, it is my
recommendation as Treasurer and in accordance with W.S. 9-4-719(p) that the State position
itself to move in the direction recommended as these changes will help to inflation proof the
corpus and provide a more stable income to meet future spending needs.

Sincerely,

s patle—

Mark Gordon
State Treasurer

Attachments

cc: Governor Matt Mead
Kari Jo Gray, Chief of Staff, Governor’s Office
Kevin Hibbard, A&I Budget
Matt Obrecht, LSO
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