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COAL TRUST INTEREST

Revenue Description: Article IX, Section 5 of the Montana Constitution requires that 50.0 percent of all coal severance tax
revenue be deposited in apermanent coal trust fund and that the principal of the trust "shall forever remain inviolate unless appropriated
by athree-fourths vote of each house". Coal severancetax fundsflowing into thetrust fund arefirst used to secure state bonds issued
to finance water resource and renewabl e resource development projects and activities. Through fiscal 2003, the funds are then split 75
percent to the treasure state endowment rust fund and 25 percent to the treasure state endowment regional water system trust fund.
With the enactment of House Bill 610 by the 2001 legislature, beginning fiscal 2004 the funds are then split 50 percent to the treasure
state endowment trust fund, 25 percent to the treasure state endowment regional water system trust fund, and 25 percent to the
permanent trust fund. By statute, interest earned on the permanent trust that is not earmarked to other programsis deposited to the
general fund. When calculating interest earnings, the impact of loans made from the trust, such as for the Montana Science and
Technology Alliance, are taken into account.

Asof October 1, 1995, al fixed-income investments held by the state’s major trust funds were transferred to a newly -created trust fund
bond pool (TFBP). The mgjority of permanent coal tax trust funds areinvested as part of the TFBP. Some funds, however, are invested
on ashort-term basis in the state’ s short term investment pool (STIP). In addition, statelaw providesthat trust funds may be used for in-
state commercial loans to stimulate economic development. The state Constitution prohibits the investment of the permanent trust in
common stock. However, this prohibition isremoved if the constitutional amendment put on the balot by Senate Bill 493 (enacted by the
2001 legislature) is approved by the electorate.

Applicable Tax Rate(s): N/A
Digtribution: Interest earned on the permanent coal tax trust fund is deposited into the general fund.

Revenue Projection:

Tota General Fund GF
Fiscal Collections Collections Percent Coal Trust Interest
Year  Millions Millions Change
A 1979 0.000000 0.000000 %
A 1980 0.000000 0.000000 Not App.
A 1981 7.421901 7.421901 Not App.
A 1982 11.542421 11.542421 55.52% S0
A 1983 18.466762 18.466762 59.99%
A 1984  22.291337 18.947636 2.60%
A 1985 28.672038 24.299902 28.25% w0 b
A 1986 38.168226 32.443208 33.51%
A 1987 39.924866  39.924866 23.06% §
A 1988 37.692796  36.754944 -7.94% |8
A 1989 41.456920  40.806026 11.02% g 30 [
A 1990 45.671428  44.830283 9.86% 2
A 1991  46.999390  46.999390 4.84% =
A 1992 47595927  47.069997 0.15% 20
A 1993 51.247658  49.787658 5.77%
A 1994  41.725015  41.725015 -16.19%
A 1995 36.675110 36.675110 -12.10%
A 1996 41532305  41.532305 13.24% r
A 1997 39.553397  39.553397 -4.76%
A 1998  40.746333  40.746333 3.02%
A 1999 16.697583 16.697583 -59.02% 0
A 2000 39.195203  39.195203 134.74% 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003
A 2001 37.659527 37.659527 -3.92% Fiscal Year
F 2002 36.867000 36.867000 -2.10% o ——cod Furd)
F 2003 36.901000 36.901000 0.09%
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(in millions) Fiscal 2002 Fiscal 2003

HIR Exec LED HIR Exec LED
Estimates $36.401  $36.897  $36.867 $36.276  $37.146  $36.901
Difference - 0.496 0.466 - 0.870 0.625

COMMON SCHOOL INTEREST AND INCOME

RevenueDescription: Landsgranted by the federal government to the state for the benefit of public schools generate income. The
common school trust is actually part of the trust and legacy trust fund that includes nine other trusts. Prior to fiscal 1996, income from
the common school trust was deposited in the state equalization account. Beginning in fiscal 1996, thisincome was deposited in the
general fund, as mandated by SB 83, passed by the 1995 legislature. The common school lands produce two kinds of revenue: 1)
distributable income such asinterest earnings, agricultural rents or crop shares, and timber sale revenue; and 2) permanent incomethat is
returned to the trust such asincome from the sale of minerals, land, and easements. Excluding timber revenue and after deducting 3.0
percent of the revenue for use by the Department of Natural Resources and Conservation (DNRC), distributable revenues are deposited
95.0 percent to the general fund and, due to Senate Bill 48 (discussed below), the remaining 5.0 percent is available to fund the Trust
Land Management Division of DNRC. The 3.0 percent allocation to DNRC is used for resource development purposes. Timber revenue
isallocated: 1) first by DNRC to fund itstimber program in the amount appropriated by the legislature; 2) the amount received above the
value of 18 million board feet is deposited into the state special revenue fund for technology equipment and training and is statutorily
appropriated (House Bill 41 enacted by the 2001 legislature); and 3) any remainder for the support of public schools.

Senate Bill 48, passed by the 1999 |egislature, provides for the diversion of the following funds for the purpose of funding the Trust Land
Management Division in the DNRC: 1) minera royalties; 2) revenues from the sale of easements; and 3) 5.0 percent of interest and
income previously credited to the common school trust. The amount of the money diverted from the common school trust reducesthe
growth of the trust fund balance and, hence, reduces the amount of distributable interest earnings.

Asof October 1, 1995, al fixed-income investments held by the state’ s major trust funds (which includes the trust and legacy fund of

which the common school trust is a part), were transferred to a newly-created Trust Fund Bond Pool (TFBP). The majority of common
school trust funds are invested as part of the TFBP. Some funds, however, are invested on ashort term basisin the state’s Short Term

Investment Pool (STIP). The state Constitution prohibits the investment of common school trust fundsin common stock. However, this
prohibition is removed by House Bill 41 (enacted by the 2001 legidlature) if the constitutional amendment put on the ballot by SaeeBill
493 (enacted by the 2001 legislature) is approved by the electorate.

Senate Bill 495 (enacted by the 2001 legislature) authorizes DNRC to purchase the mineral production rights (with aloan from the coal
severance trust) from the common school trust. Sincethe royaltiesfrom any rights purchased would no longer be deposited to the trust,
interest earnings would decrease. However, additional interest earnings will be generated from the proceeds of the mineral production
rightssale.
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Applicable Tax Rate(s): N/A

Digribution: Asdescribed above, interest and income from common school lands (excluding timber sales and amounts deducted to
fund DNRC) is distributed 95.0 percent to the general fund. The remaining 5.0 percent is available to fund the Trust Land Management
Division with the remainder deposited to the trust fund.

Revenue Projection:

Total Genera Fund GF
Fiscd Collections Collections  Percent Common School Interest
Year  Millions Millions Change
and Income

A 1979 17.122330 17.122330 70
A 1980 21.882375  21.882375 27.80%
A 1981 48.265782  48.265782 120.57%
A 1982 47.478286  47.478286 -1.63%
A 1983 36.398297  36.398297 -23.34%
A 1984 36.982835  36.982835 1.61%
A 1985 62.050661  62.050661 67.78%
A 1986 37.301053  37.301053 -39.89% o
A 1987 35.529619 35.529619 -4.75% %
A 1988 34.078544  34.078544 -4.08% 9_
A 1989 32165382  32.165382 -5.61% 2
A 1990 34.706901  34.706901 7.90% 2
A 1991 35.865505  35.865505 3.34% =
A 1992 39.616168  39.616168 10.46%
A 1993 41673746  41.673746 5.19%
A 1994 40943551  40.943551 -1.75%
A 1995 37.904099  37.904099 -7.42%
A 1996 42.031801 42.031801 10.89%
A 1997 39.538792 39.538792 -5.93%
A 1998 41.129779  41.129779 4.02%
A 1999 41432733  41.432733 0.74% 0 —4———rr——t———
A 2000 44.296034 44.296034 6.91% 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003
A 2001 46.845895  46.845895 5.76% Fiscal Year
F 2002 47.931000 46.331000 -1.10% o Tom —*—Gerora Furd
F 2003 51.028000 50.228000 8.41%

(in millions) Fiscal 2002 Fiscal 2003

HIR Exec LED HIR Exec LED
Estimates $48.703 $47.578 $46.331 $51.233 $48.801 $50.228
Difference - (1.125) (2.372) - (2.432) (1.005)
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TREASURY CASH ACCOUNT INTEREST

RevenueDescription: The Department of Commerce Board of Investmentsis responsible for investing all state funds. Title17,
Chapter 6, MCA, provides guidelines under which the funds must beinvested. Unless specifically stated by statute, all interest earned
on these investments is deposited in the general fund account. Treasury cash is invested in a mixture of short and mediumterm
investments. Consequently, the interest assumptions adopted by the legislature incorporate a blend of short and intermediate-term
rates. When needed to address cash flow problems, the state typically issues tax and revenue anticipation notes (TRANS). The
legislature would then adopt TRANS issuance assumptions, since this affects the average investable balance. TRANS are anticipated at
$20.0 million in each year of the 2003 biennium.

Applicable Tax Rate(s):  N/A
Digtribution: All investment earnings on the treasury cash account (TCA) are deposited into the general fund.

Revenue Projection:

Total General Fund GF
Fisca Collections Collections  Percent Treasury Cash Account

Year  Millions Millions Change Interest

1979 13162236  13.162236
1980 19.216516  19.216516 46.00%
1981  27.739434  27.739434 44.35%

1082  44.818971  44.818971 61.57% .
1983  38.149114  38.149114 -14.88%

1984  30.780603  30.780603 -19.32%

1985 32154906  32.154906 4.46% ok
1986  21.044770  21.044770 -34.55%

1987 22228606  22.228606 5.63%

1988 28512114  28.512114 28.27%
1989  47.124294  47.124294 65.28%
1990 26.725363  26.725363 -43.29%
1991  22.624293  22.624293 -15.35%
1092  28.702764  28.702764 26.87%

Millions of Dollars
]
T

MM>»>»>»>»>>»>»2>2>2>2>2>2>>>>>>2>>>>>

1993 15.534745 15.534745 -45.88% 0 F
1994  13.641728 13.641728 -12.19%
1995 18.270206 18.270206 33.93%
1996  16.294496 16.294496 -10.81% < P
1997  14.924918 14.924918 -8.41% S A S S S S S SR
1998  18.246918  18.246918 22.26% 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003
1999  17.919956  17.919956 -1.79% Fiscal Y eor
2000 16.088271 16.088271 -10.22%
2001 21.531903  21.531903 33.84%
2002 12424000 12424000  -42.30% S ———————
2003  13.370000 13.370000 7.61%

(in millions) Fiscal 2002 Fiscal 2003

HIR Exec LED HIR Exec LED
Estimates $14.671 $13.064 $12.424 $14.102 $13.449 $13.370
Difference - (1.607)  (2.247) - (0.653)  (0.732)
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