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Transportation Funds Forecast

The purpose of this document is to serve as the official guide to the Minnesota
Department of Transportation (MnDOT) forecast for the six transportation funds:

Highway User Tax Distribution Fund
Trunk Highway Fund

County State Aid Highway Fund
Municipal State Aid Street Fund
Transit Assistance Fund

State Airports Fund

The primary focus is on comparing the most current forecast with the prior forecast.
Background information on the transportation funds and the forecast process is also
provided. In addition, planning estimates are provided for fiscal years 2016 and
2017.

February 2013 Forecast Executive Summary

The February 2013 forecast estimates for the three principal highway user taxes
have all changed since the November 2012 forecast. For the three year
period including FY 2013-15, revenues have changed by:

e Motor Fuel Excise Tax — 2.5% less
e Motor Vehicle Registration Tax — 3.7% more
e Motor Vehicle Sales Tax — 0.7% more

Released March 1, 2013

The percentage change for the entire Highway User Tax Distribution (HUTD) Fund
(which includes several minor sources of revenue in addition to the three sources
discussed above) is 0.2% more. Over the three years of the forecast period, FY
2013-15 (FY 2012 amounts are now actual revenues), the estimated revenue for the
HUTD Fund is $8.6 million more than in the November 2012 Forecast. This revenue
flows through to the Trunk Highway, County State Aid Highway, and Municipal State
Aid Street Funds.

February 2013

The February 2013 forecast also includes planning estimates for FY 2016 and 2017.
Compared with estimates for the FY 2014-15 biennium, revenue is forecast to
change as follows:

e Motor Fuel Excise Tax — 0.9% less
e Motor Vehicle Registration Tax — 7.4% greater
e Motor Vehicle Sales Tax — 12.1% greater
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Total estimated revenue to the HUTD Fund for FY 2016-17 is approximately $173 million greater than is
forecasted for the FY 2014-15 biennium, or an increase of 4.6%.

Forty percent of the motor vehicle sales tax revenue is currently dedicated to the Transit Assistance Fund, and
this revenue increased by the same 0.7% as the amounts dedicated to the HUTD Fund.

Estimates of investment income in all funds except the County State Aid Highway Fund have decreased over
the three year forecast period. All reductions and increases are relatively minor. A significant increase is
expected in FY 2016 and 2017, when interest rates on invested cash are projected to increase.

The estimated revenue in the State Airports Fund has decreased by a minor amount, less than 1%. The
revenue estimated in this forecast is not sufficient to fully fund the legally authorized level of spending.
Estimated revenue for the FY 2016-17 biennium is 1.6% higher than is forecasted for the FY 2014-15
biennium.

There is a 2.3% increase in estimated revenue from the sales tax on motor vehicle leases. One-half of this
revenue is credited to the County State Aid Highway Fund and the other half is credited to the Greater
Minnesota Transit Account in the Transit Assistance Fund.

It should be noted that this forecast does not take into account any effects of a potential failure to address the
sequestration currently scheduled to begin on March 1, 2013. The Department of Minnesota Management and
Budget (MMB) believes that while sequestration will probably have some effect on Minnesota’s economy, this
effect would not be as significant as in other parts of the country, because Minnesota does not rely as heavily
on federal government spending as other states.

Sequestration would not materially affect any of the funds discussed in this forecast document. There would
be some effect on Minnesota’s transportation programs. Although the federal highway trust fund is exempt
from sequestration, Minnesota’s share of other funding from the Federal Highway Administration would be
reduced by an estimated $500,000 to $1 million. No short term impact is anticipated on federal funding for the
greater Minnesota transit program, funding from the Federal Rail Administration, or funding for airport
improvement grants from the Federal Aviation Administration (the federal aviation trust fund is also exempt
from sequestration). It is expected that four air traffic control facilities would be closed (Anoka County-Blaine,
Flying Cloud, Crystal, and St. Cloud).

Introduction to Transportation Funds

MnDOT, in consultation with MMB, prepares fund statements for six transportation funds. These fund
statements are prepared in November and February of each fiscal year. Additional updates are prepared
each year at the end of the legislative session to incorporate law changes impacting the transportation funds.

MnDOT prepares fund statements for the following funds:

e Highway User Tax Distribution Fund
e Trunk Highway Fund
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County State Aid Highway Fund
Municipal State Aid Street Fund
Transit Assistance Fund

State Airports Fund

These forecasts are prepared based on the same statutory requirements as the state’s General Fund forecast
(M.S. 16A.103) and are also based on the statutory requirement in M.S. 174.03, subdivision 9.

The vast majority of state funding for highways in Minnesota is provided by funding from the Trunk Highway
Fund (THF), the County State Aid Highway Fund (CSAH), and the Municipal State Aid Street Fund (MSAS).
These three funds receive funding from the Highway User Tax Distribution Fund (HUTD). All four of these
funds were created in Article XIV of the Minnesota Constitution.

Highway User Tax Distribution Fund

The Highway User Tax Distribution Fund (HUTD) receives revenues from sources dedicated to highways and
transit by Article XIV of the Minnesota Constitution. These revenue sources are:

e Motor Fuel Excise Tax
¢ Motor Vehicle Registration Tax
e Motor Vehicle Sales Tax

With the exception of the revenue from the Motor Vehicle Sales Tax that is constitutionally dedicated to public
transit (currently set at 40% by statute), revenues from these three taxes are all constitutionally required to be
deposited into the Highway User Tax Distribution Fund. From there they are subsequently transferred, in
accordance with formulas in Article XIV of the Minnesota Constitution and in statute, to the Trunk Highway
Fund, the County State Aid Highway Fund, and the Municipal State Aid Street Fund.

Of the total revenue to the Highway User Tax Distribution Fund, 95% is allocated by a formula in the
constitution to:

e Trunk Highway Fund — 62%

e County State Aid Highway Fund — 29%

e Municipal State Aid Street Fund — 9%

The remaining five percent, referred to as the five percent set aside, is all allocated to the County State Aid
Highway Fund in accordance with M.S. 161.081. This funding is further allocated to Township Roads,
Township Bridges, and the Flexible Highway Account, as shown in the chart below.

Across FY 2012-17, motor fuel excise taxes comprise approximately 45% of revenue, motor vehicle
registration taxes comprise approximately 34% of revenue, motor vehicle sales taxes comprise approximately
21% of revenue, and other sources such as investment income comprise less than 1% of the revenues for the
HUTD fund.
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Motor Fuel Excise Tax

According to article XIV of the Minnesota Constitution, “...The legislature may levy an excise tax on any means
or substance used for propelling vehicles on the public highways of this state...” This tax is commonly referred
to as “gas tax.” It is levied on gasoline, diesel fuel, compressed natural gas, and a variety of other special fuels.

The current gas tax rate in Minnesota is 25 cents per gallon plus a 3.5 cent per gallon debt service surcharge.
This surcharge is intended to cover the debt obligations for capital projects on the trunk highway system as
authorized in the Laws of 2008, Chapter 152. The final debt service surcharge increase of a half cent was
implemented on July 1, 2012.

The table below provides information about how Minnesota’s motor fuel tax rates compare with those in the
surrounding states and with federal tax rates.

Comparison of January 2013 Motor Fuel Tax Rates (per gallon)

Cents per gallon Federal MN Wi SD 1A ND
Gasoline 18.4 28.5 30.9 22.0 21.0 23.0
Diesel 24.4 28.5 30.9 22.0 22.5 23.0
Gasohol (10% blend) 18.4 28.5 30.9 22.0 19.0 23.0




The following table shows historical motor fuel tax rates:

Year Historical Motor Fuel Excise Rates in Minnesota

1975 Increased from 7 to 9 cents per gallon

1980 9to 11 cents

1981 11 to 13 cents

1983 13 to 16 cents (for eight months) and then to 17 cents beginning January 1, 1984

1988 17 to 20 cents

1994 Phased out 2-cent gasohol credit over 4 years

Chapter 152 authorized a number of changes to the fuel tax rates from 2008 to 2012;
including a general rate increase of 5 cents phased in by October 1, 2008, and a debt service
surcharge that increases to 3.5 cents by 2012.

2008

2008 Apr 1| 20 cents to 22.0 cents (2 cent general increase)

2008 Aug 1| 22.0 cents to 22.5 cents (debt service surcharge)

2008 Oct 1| 22.5 cents to 25.5 cents (3 cent general increase)

2009 Jul 1| 25.5 cents to 27.1 cents (debt service surcharge)

2010 Jul 1| 27.1 cents to 27.5 cents (debt service surcharge)

2011 Jul 1| 27.5 cents to 28 cents (debt service surcharge)

2012 Jul 1| 28.0 cents to 28.5 cents (debt service surcharge)

Motor Vehicle Registration Tax

According to article XIV of the Minnesota Constitution, “...The legislature may by law tax motor vehicles using
the public streets and highways on a more onerous basis than other personal property...” These taxes are
commonly referred to as “tab fees.”

Motor Vehicle Sales Tax

According to article XIV of the Minnesota Constitution,"“...revenue from a tax imposed by the state on the sale
of a new or used motor vehicle...must be allocated for the following transportation purposes: not more than
60% must be deposited in the highway user tax distribution fund, and not less than 40% must be deposited

in a fund dedicated solely to public transit...” Current statutes provide that 60% of this revenue is deposited in
the HUTD fund and 40% is deposited in the Transit Assistance Fund.

HUTD Revenue Forecast Detail

Motor Fuel Excise Tax Forecast

The outlook for fuel consumption is affected by:

the economy and world oil prices

long-term policy (e.g. corporate average fuel economy (CAFE) standards)
consumer trends toward more fuel efficient vehicles

utilization of other transportation options
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To forecast the motor fuel excise tax, MNDOT consults the U.S. gasoline consumption macroeconomic
forecasts produced by Global Insight (GIl). Global Insight is the same macroeconomic consultant that the state
uses to assist with forecasting the General Fund. MnDOT also reviews regional forecast information from the
federal Energy Information Administration (EIA). Finally, a comparison is made of actual local consumption
versus previous forecast information provided by Gll and EIA.

The most current forecasts from both EIA and Gll are for lower consumption of motor fuels over the forecast
period, as compared to the November 2012 forecast. The specific forecasts are shown in the tables below.
MnDOT uses an average of the consumption forecasts by EIA and Gll as its consumption forecast. These
amounts are then multiplied by the motor fuel tax rate, resulting in the estimated revenue. Revenues are
approximately 2.5% less than the November 2012 forecast for the FY 2013-15 forecast period (FY 2012
amounts are now actual revenues), which is approximately $66 million. Revenues for FY 2013 are 1.8% less
than forecast in November 2012, for FY 2014 are 2.6% less, and for FY 2015 are 3.1% less.

Energy Information Administration (EIA) Changes, Feb 13 vs. Nov 12
Feb 13 Forecast MNov 12 Forecast
Annual Energy Outlook 2013 Early Release Annual Energy Outlook 2012
Delivered Motor Delivered Motor

Gasoline Consumption, Growth Gasoline Consumption, Growth
Year o o Change

All Sectors (quadrillion | ([Year overYear] | All Sectors (guadrillion | (Year over Year)

BTU) BTU)

2008 1.30 1.30
2009 1.20 -0.4% 1.20 -0.4% 0.0%
2010 1.20 0.0% 1.20 0.0% 0.0%
2011 1.27 -1.6% 1.29 -0.8% -0.8%
2012 1.26 -1.4% 1.27 -1.2% -0.3%
2013 1.24 -1.2% 1.26 -0.8% -0.5%
2014 1.20 -3.0% 1.25 -1.2% -1.8%
2015 1.17 -2.4% 1.23 -1.2% -1.2%
2016 1.16 -0.8% 1.22 -1.2% 0.4%
2017 1.15 -0.8% 1.20 -1.2% 0.4%




Global Insight (Gll) Changes, Feb 13 vs. Nov 12
Feb 13 Forecast Mov 12 Forecast
Vear Gl Highway Consumption of Fuel Gll Highway Consumption of Fuel Change
Year over Year Growth Year over Year Growth
2008 -0.95% -0.95% 0.00%
2009 -2.82% -2.82% 0.00%
2010 0.43% 0.43% 0.00%
2011 -0.82% -0.82% 0.00%
2012 -1.87% -1.87% 0.00%
2013 -0.76% 0.31% -1.07%
2014 1.22% 1.05% 0.17%
2015 0.14% -0.02% 0.16%
2016 0.20% 0.05% 0.14%
2017 0.75% 0.64% 0.11%

The estimated revenue included in the February 2013 forecast from the motor fuel excise tax is shown below:

Motor Fuel Tax Revenues

($ in millions)

State Fiscal Year Feb '13 Fest Mov "12 Fest S Change
2012 5847 M 5847 M 50.0M
2013 859 875 -15.7
2014 853 876 -22.8
2015 843 870 -27.2
2016 841 865 -24.7
2017 5840 M 5863 M -$22.3 M

Fiscal Years 2016 and 2017 Planning Estimates

The planning estimates for FY 2016 and 2017 show decreases in revenue. Revenue for FY 2016-17
combined is estimated to be 0.9% less than the forecast for FY 2014-15 combined. A reduction of 0.3% is
expected in FY 2016 compared with FY 2015, and a reduction of less than 0.1% is expected in FY 2017
compared with FY 2016. The total reduced revenue for the FY 2016-17 biennium is $15.1 million as compared
to the FY 2014-15 biennium.

Since the overall trend for the forecasts for both the FY 2013-15 forecast period and the planning estimates is
for continued reduced consumption, it appears that increases in overall vehicle fuel efficiency are beginning to
overtake flat to slight increases in miles driven.
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Motor Vehicle Registration Tax Forecast

The policy for taxes on passenger motor vehicles is described in M.S. 168.013, subdivision 1a. Vehicles are
taxed based on $10 plus 1.25% of the vehicle’s value, depreciated over time until the 10" year of registration,
after which the tax is $35. Revenue from these taxes comprise about 80% of the total revenue from motor
vehicle registration taxes. The remaining motor vehicle registration tax revenue is provided by taxes on
commercial vehicles. The policy for this taxation is generally based on vehicle weight and age. This passenger
motor vehicle registration tax policy was instituted in 2008, and included a provision that the tax on any
passenger vehicle when calculated using the new policy would not be greater than paid previously; this
provision resulted in a phase-in of the full impact of this policy change.

The following chart depicts the unit sales rate for new light vehicles, from 1995 through the forecast period. All
data are provided by GII and reflect national levels. The dashed red line reflects the current forecast, which has
increased slightly since the November 2012 forecast (the solid red line).

Unit Sales of New Light Vehicles

History and Global Insight Forecast
Millions of Units (Millions of Units, Annual Rate)
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MnDOT has a model to forecast revenue from passenger vehicles that is largely based on forecasts of the
purchase of new passenger vehicles. Forecasts of the sales of new vehicles are provided by Gll. The chart
suggests that new vehicle sales will be slightly greater than was assumed in GllI's prior forecast. Estimated
revenues for the three year forecast period are 3.7% greater than was forecast in November 2012. This is an
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increase of approximately $66 million. In addition to the slight increase in estimated sales of new vehicles, the
increase is also based on a significant increase in the number of passenger vehicles included in the detailed
information supplied by the Department of Public Safety that MNDOT uses in its model to forecast revenue
from passenger motor vehicles. MNnDOT assumes that an additional $105 million per year of motor vehicle
registration tax revenue is received from taxes on various other types of vehicles, primarily on heavy trucks.
This assumption is unchanged from the November 2012 forecast.

The estimated revenue for both passenger vehicles and non-passenger vehicles included in the February 2013
forecast from the motor vehicle registration taxes is shown on the next page:

Motor Vehicle Registration Tax Revenues

($ in millions)

State Fiscal Year Feb "13 Fest Mowv "12 Fest S Change
2012 5580 M 5580 M 50.0 M
2013 599 593 5.8
2014 624 601 227
2015 646 608 37.8
2016 670 618 51.5
2017 5693 M 5630 M 5631 M

Fiscal Years 2016 and 2017 Planning Estimates

The estimate for FY 2016 and 2017 is for continued growth in revenue compared with revenue for FY 2014
and 2015. Revenue for FY 2016 and 2017 is estimated to be 7.4% greater than the forecast for FY 2014 and
2015. Anincrease of 3.7% is expected in FY 2016 compared to FY 2015, and an increase of 3.5% is expected
in FY 2017 compared to FY 2016. The total additional revenue for the FY 2016-17 biennium is approximately
$94 million, compared with revenue forecasted for the FY 2014-15 biennium.

Motor Vehicle Sales Tax Forecast

As mentioned previously, the HUTD Fund receives 60% of the revenue from the motor vehicle sales tax. This
is a 6.5% tax on the sale of new and used motor vehicles. MMB prepares the official forecast of this revenue,
which is largely based on input provided by Gll. One factor considered in this forecast was the expiration of
the 2% reduction in the payroll tax rate at the end of 2012. This was previously worth about $1,000 to
individuals making $50,000 a year. The larger tax bite will reduce discretionary (after-tax) income and is likely
to dampen consumer spending in early 2013 and thus car sales. Slower vehicle sales this year means slower
MVST revenue growth. Similar to the forecast for passenger motor vehicles, this forecast is largely based on
estimates of sales of passenger vehicles, so the trend is similar to that described previously for motor vehicle
registration tax revenue.

Compared with the November 2012 forecast, estimated revenue in the February 2013 forecast is 0.7% greater
for the FY 2013-15 forecast period, an increase of approximately $8 million. The estimated revenue included in
the February 2013 forecast that will be received by the HUTD Fund from the motor vehicle sales tax is shown
below:
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Motor Vehicle Sales Tax Revenues

($ in millions)

State Fiscal Year Feb "13 Fest Mowv "12 Fest S Change
2012 5335 M 5335 M 50.0 M
2013 359 353 5.7
2014 373 370 3.3
2015 394 395 -0.8
2016 418 422 -3.2
2017 5441 M 5447 M -55.9 M

Fiscal Years 2016 and 2017 Planning Estimates

The estimate for FY 2016 and 2017 is for moderate growth in revenue compared with revenue for FY 2014 and
2015. Revenue for FY 2016 and 2017 is estimated to be 12.1% greater than the forecast for FY 2014 and
2015. Anincrease of 6.1% is expected in FY 2016 compared to FY 2015, and an increase of 5.5% is expected
in FY 2017 compared to FY 2016. The total additional revenue for the FY 2016-17 biennium is $92.5 million
compared to the FY 2014-15 biennium.

Total HUTD Revenue

When the three revenue sources described above are combined, in addition to other smaller revenue sources,
revenue to this fund is estimated to be 0.2% greater than was forecasted in November 2012 for the three year
forecast period, an increase of approximately $9 million. The total estimated revenue for the HUTD Fund is
shown below:

HUTD Revenues

($ in millions)

State Fiscal Year Feb '13 Fest MNow "12 Fest S Change
2012 51,764 M 51,764 M 0.0 M
2013 1,820 1,825 -4.2
2014 1,853 1,850 3.1
2015 1,887 1,877 9.8
2016 1,933 1,910 22.9
2017 51,980 M 51,946 M 534.1 M
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Fiscal Years 2016 and 2017 Planning Estimates
The estimate for FY 2016 and 2017 is for growth in revenue compared with revenue for FY 2014 and 2015.

Revenue for FY 2016 and 2017 is estimated to be 4.6% greater than FY 2014 and 2015. An increase of 2.4%
is expected in FY 2016 compared to FY 2015, and an increase of 2.5% is expected in FY 2017 compared to
FY 2016. The total additional revenue for the FY 2016-17 biennium is $173.2 million, compared with revenue

forecasted for the FY 2014-15 biennium.

Below is a chart that summarizes total HUTD revenues for FY 2012-17, for both the November 2012 forecast
and the current February 2013 forecast:

Highway User Tax Distribution (HUTD) Revenue Forecast
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The chart below provides a 10 year history of actual revenues, for FY 2003-12, to the HUTD fund for the 3
principal taxes (gas, tab fees, MVST):
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Minnesota Highway User Tax Revenue
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Trunk Highway Fund

The Trunk Highway Fund receives revenue from various sources. Across FY 2012-17, transfers from the
HUTD Fund comprise approximately 70% of revenue, federal aid agreements comprise approximately 26% of
revenue, and other sources, such as investment income, comprise approximately 4% of revenue.

The Trunk Highway Fund has unique constitutional authority (see Article XIV, section 11 of the Minnesota
Constitution) to sell authorized trunk highway bonds. The debt service on these bonds (payment of principal
and interest) is specified as the first obligation of the fund. In recent years the amount of debt service
expenditures (transfers to the state Debt Service Fund) has been substantial and is forecasted to become even
greater in the future. The debt service transfer in FY 2013 was approximately $120 million and is forecasted to
grow to approximately $180 million by FY 2015, or nearly 16% of revenues to the fund, not counting federal aid
agreements. Compared with the November 2012 forecast, forecasted debt service has decreased significantly
- a decrease of nearly $58 million for the combination of FY 2014 and 2015. This is a decrease of 15% over
the two year period. Below is a chart that summarizes these changes to the estimated debt service transfer:

12
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There were several significant changes incorporated into the February 2013 forecast, compared with the
November 2012 forecast for the Trunk Highway Fund. First, the estimated debt service transfer cost
decreased as described above. This is due to a change in the way premiums are treated in the forecast. Laws
of 2011, First Special Session, Chapter 12 amended Minnesota Statute 16A.641, subd. 7, by permitting a
reduction to the overall size of bond sales rather than reducing the debt service transfer by the amount of bond
premiums. It was assumed in the November 2012 forecast that this law applied to both the sale of various
purpose general obligation bonds and to the sale of Trunk Highway general obligation bonds. However, bond
counsel has since clarified that this law does not apply to Trunk Highway general obligation bonds. All general
obligation bonds are issued under the authorization of Article 11 of the Constitution but Trunk Highway Bonds
have the additional authorization and security of Article 14 of the Constitution. Thus, the debt service transfer
amounts in the February 2013 forecast include reductions for the estimated bond premiums.

Second, revenue received by this fund via transfer from the HUTD Fund is estimated to be 0.2% greater than
was forecasted in the November 2012 forecast for the same reasons as described earlier for the HUTD Fund.
This is an increase of approximately $5.5 million over the three year period.

Lastly, there was a $10.5 million change in prior period adjustments that was made as part of the final financial
statement for FY 2012 (in November 2012, the financial statements were considered preliminary).

13
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The forecasted changes for both the FY 2012-13 and FY 2014-15 biennia, along with the total impact on fund
balance, are shown in the table below:

Trunk Highway Fund Balance Changes
2013 Feb vs. 2012 Nov
(5 in millions)

FY12-13 FY14-15
State Revenues (HUTD) (52.8) M 58.2 M
Federal Aid Agreements 0.0 0.0
Other Revenue (0.2) (0.8)
Prior Year Adjustments 10.5 0.0
Total Revenue Impact 7.5 7.5
Transportation Expenditures 0.0 0.0
Other Agencies 0.0 0.0
Debt Service Transfer 0.0 (57.8)
Total Expenditure and Transfer Impact 0.0 (57.8)
Fund Balance Change 7.4 65.3
Total Cumulative Change 574 M 5727 M
Fund Balance
Nov 12 Forecast 5218.7 5168.0
Feb 13 Forecast 226.1 240.7
Change 574 M 5727 M

MnDOT’s Trunk Highway Fund is governed by four financial policies. The two most relevant to this forecast
are the debt service and fund balance policies. The debt policy states that debt service (which includes
repayments of Local Government Advances in accordance with M.S. 161.361 and transportation revolving loan
repayments in accordance with M.S. 161.04, subdivision 4, in addition to the debt service transfers described
in this section) should not exceed 20 percent of annual state revenues to the Trunk Highway Fund. The debt
service percentage and comparison to 20 percent debt service policy is shown below for the forecast period.
Both policies are included in the Appendices at the end of this document.

14




Minnesota Department of Transportation
Debt Management Policy

(S in millions)

Total Debt Ectimated Variance from 20%

Year Service Current % Paolicy Limit (2)
2012 $80.5 M 7.5% $133.6 M
2013 129.8 11.7% 92.4

2014 158.4 14.0% 67.4

2015 189.8 16.5% 40.1

2016 201.5 17.1% 34.6

2017 210.0 17.2% 34.3

2018 212.5 17.4% 31.8

2019 $210.7 M 17.2% $33.7 M

11
" Includes bond debt transfers, transportation revalving loans, and local area advances

2) Represents amount of additional debt service to reach 20% limit

Fiscal Years 2016 and 2017 Planning Estimates

Estimated revenues for FY 2016 and 2017 are slightly greater than the amounts forecasted for FY 2014 and
2015. Transfers from the HUTD for FY 2016 and 2017 combined are estimated to be $102 million more than
FY 2014 and 2015 combined, an increase of 4.7%. FY 2016 is estimated to be 2.5% greater than FY 2015,
and the amount for FY 2017 is estimated to be 2.5% greater than FY 2016.

The only other forecast revenue changes for the Trunk Highway Fund are for investment income as compared
to the November 2012 forecast. The forecasts of investment income assume continued low interest rates
through FY 2016, with rates beginning to increase in FY 2017. This results in lower estimates of about
$300,000 for FY 2014, $500,000 for FY 2015, and approximately $7 million in both FY 2016 and 2017. The
estimated investment income is still significantly greater in FY 2016 and 2017 compared with FY 2014 and
2015, but not by as much as was forecasted in November 2012. The estimates for federal aid agreement
revenues are unchanged from the November 2012 forecast, and are estimated to be approximately $42 million
(5.5%) less in the FY 2016-17 biennium as compared to the FY 2014-15 biennium. Note that there is a high
degree of uncertainty about the estimates of federal aid agreements.

Expenditure forecasts are generally based on the current law budget, with expenditures in FY 2016 and 2017
being the same as those in FY 2015. This is not the case with projected debt service expenditures (transfers
to the state debt service fund), which are based on estimated cash flow for projects to be funded with bond
proceeds, which in turn are the basis for the amount of bonds that are projected to be sold. Total debt service
is forecasted to be $63.2 million (19.2%) greater in the FY 2016-17 biennium than in the FY 2014-15 biennium.
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County State Aid Highway (CSAH) Fund

The County State Aid Highway Fund receives almost all of its revenue through transfers from the HUTD Fund.
The CSAH Fund also receives a share of revenue from the sales tax on motor vehicle leases (see below) and
investment income. This revenue is distributed annually through the Commissioner’s Order process, as
governed by M.S. Chapter 162.

The forecasted revenue in February 2013 for transfers from the HUTD Fund is 0.2% greater than was
estimated in November 2012 for the same reasons as was described previously in the HUTD section. This is
an increase of approximately $3 million over the three year forecast period.

The forecast for investment income is slightly greater than was estimated in the November 2012 forecast. This
estimate is developed using interest rates provided by MMB and projections of cash balances in the fund. The
forecast for investment income was increased by about $100,000 for the entire three year period.

In 2008, the Legislature statutorily dedicated a new source of revenue to transportation — revenue from the
sales tax on motor vehicles leases. One-half of this revenue, greater than $32 million in fiscal year 2013 and
beyond, is allocated to the CSAH Fund and one-half is allocated to the greater Minnesota transit account in the
Transit Assistance Fund. The forecast for the motor vehicle lease sales tax is provided by the Department of
Revenue and projects an increase of approximately $900,000 over the three year period compared with the
November 2012 forecast. This is an increase of 2.3% for FY 2013-15. This revenue is allocated to five of the
seven metropolitan counties, not including Hennepin and Ramsey counties.

Of the revenue transferred from the HUTD fund, 95% is allocated to apportionments for highway construction
and maintenance to Minnesota’s 87 counties and 5% is allocated for purposes described in M.S. 161.081:
30.5% is allocated to Township Roads, 16% is allocated to Township Bridges, and 53.5% is allocated to the
Flexible Highway Account, which has a number of prescribed uses. This forecast will result in slightly more
revenue being available for these three areas.

Fiscal Years 2016 and 2017 Planning Estimates
Estimated revenues for FY 2016 and 2017 are greater than the amounts forecasted for FY 2014 and 2015 in
each of the three revenue sources.

First, transfers from the HUTD for FY 2016 and 2017 combined are estimated to be $56.5 million more than is
forecasted for FY 2014 and 2015 combined, an increase of 4.7%. FY 2016 is estimated to be 2.5% greater
than the amount for FY 2015, and the amount for FY 2017 is estimated to be 2.5% greater than the amount for
FY 2016.

Second, revenue from one-half of the motor vehicle lease sales tax is estimated to be $7 million greater in the
FY 2016-17 biennium than in the FY 2014-15 biennium, an increase of 25%. FY 2016 is estimated to be 15%
greater than the amount for FY 2015, and the amount for FY 2017 is estimated to be 5% greater than the
amount estimated for FY 2016.

Third, investment income in FY 2016 and 2017 combined is estimated to be $12 million more than is
forecasted for FY 2014 and 2015 combined, nearly a three-fold increase. FY 2016 is estimated to be 93%
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greater than the amount for FY 2015, and the amount for FY 2017 is estimated to be 188% greater than the
amount for FY 2016.

Municipal State Aid Street (MSAS) Fund

The Municipal State Aid Street Fund receives almost all of its revenue through transfers from the HUTD Fund.
In addition, this fund receives investment income revenue. This revenue is distributed annually to
municipalities with population greater than 5,000 through the Commissioner’s Order process for street
construction and maintenance, as governed by M.S. Chapter 162.

The forecasted revenue in February 2013 for transfers received from the HUTD Fund is 0.2% greater than was
estimated in November 2012 for the same reasons as was described previously. This is an increase of
approximately $800,000 over the three year forecast period.

The forecast for investment income is lower than in the November 2012 forecast. As previously described, this
estimate is developed using interest rates provided by MMB and projections of cash balances in the fund. The
forecast for investment income was reduced by about $35,000 over the three year period.

Fiscal Years 2016 and 2017 Planning Estimates

Estimated revenues for FY 2016 and 2017 are greater than the amounts forecasted for FY 2014 and 2015.
Both revenue sources are projected to be greater in the FY 2016-17 biennium than in the FY 2014-15
biennium.

First, transfers from the HUTD for FY 2016 and 2017 combined are estimated to be nearly $15 million more
than is forecasted for FY 2014 and 2015 combined, an increase of 4.7%. FY 2016 is estimated to be 2.5%
greater than the amount for FY 2015, and the amount for FY 2017 is estimated to be 2.5% greater than the
amount estimated for FY 2016.

Second, investment income in FY 2016 and 2017 combined is $3.7 million more than is forecasted for FY 2014
and 2015 combined, almost a three-fold increase. FY 2016 is estimated to be 93% greater than the amount for
FY 2015, and the amount for FY 2017 is estimated to be 188% greater than the amount FY 2016.

Transit Assistance Fund

The Transit Assistance Fund was created (M.S. 16A.88) to provide a fund to receive the transit portion of the
constitutionally dedicated revenue (currently 40%) from the motor vehicle sales tax. By statute (M.S. 297B.09),
36% of motor vehicle sales tax is allocated to the metropolitan area transit account (administered by the
Metropolitan Council) and 4% is allocated to the greater Minnesota transit account (administered by MnDOT).

The forecast for this fund was affected by two factors. First, the forecasted revenue for the motor vehicle sales
tax (as previously discussed) resulted in an increase of about $5.5 million for the FY 2013-15 forecast period,
an increase of approximately 0.7%. Of this increase, $4.9 million impacts the metropolitan area transit account
(administered by the Metropolitan Council), and $0.5 million impacts the greater Minnesota transit account
(administered by MnDOT).
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Second, the forecast for the motor vehicle lease sales tax, provided by the Department of Revenue, projects a
slight increase of approximately $900,000 over the three year period as compared with the November 2012
forecast. This is an increase of approximately 2.3% for FY 2013-15. Current law provides that the actual
receipt of this revenue does not occur until after the close of a specific fiscal year. Because of this, all of the
estimated revenue from this source is assigned as a balance forward to the subsequent fiscal year on the fund
statement.

The overall effect of these two factors is an increase in revenue of $6.4 million for the entire Transit Assistance
Fund for the three year forecast period. The total estimated revenue for the Greater Minnesota portion of the
Transit Assistance Fund is shown below:

Greater Minnesota Transit Revenues

{$ in millions)

State Fiscal Year Feb '13 Fest Mov '12 Fest 5 Change
2012 532 M 532 M 50.0 M
2013 35 35 0.2
2014 38 38 0.9
2015 42 41 0.3
2016 45 45 0.2
2017 548 M 547 M 50.4 M

Fiscal Years 2016 and 2017 Planning Estimates
Both revenue sources in this fund are projected to be greater in the FY 2016-17 biennium than in the FY 2014-
15 biennium.

First, Motor Vehicle Sales Tax revenue is estimated to be approximately $62 million greater for the FY 2016-17
biennium than in the FY 2014-15 biennium, an increase of 12%. FY 2016 is estimated to be 6.1% greater than
the amount for FY 2015, and FY 2017 is estimated to be 5.5% greater than the amount for FY 2016.

Second, revenue from one-half of the motor vehicle lease sales tax is estimated to be $7 million greater in the
FY 2016-17 biennium than in the FY 2014-15 biennium, an increase of 25%. FY 2016 is estimated to be

14.6% greater than the amount for FY 2015, and the amount for FY 2017 is estimated to be 5.1% greater than
the amount for FY 2016.

State Airports Fund

The State Airports Fund was statutorily created (M.S. 360.017) to carry out statutory aviation functions. This
includes costs for airport development and assistance grants, aeronautic planning, administration, and
operations. Three funds make up the total consolidated State Airports Fund:

e State Airports Fund
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e Hangar Revolving Loan Fund
e Air Transportation Services Revolving Fund

Ending balances in the two revolving funds are not included in the consolidated fund statement ending
balance, because their receipts are dedicated to their specific functions.

The remainder of the section only addresses the individual State Airports Fund.

The State Airports Fund receives most of its revenue from three primary sources: airflight property tax (46%),
aircraft registration tax (34%), and aviation fuel tax (19%) across FY 2012-17.

Compared with the November 2012 forecast, the estimated revenue in the February 2013 forecast for the
State Airports Fund for the FY2013-15 forecast period combined is lower by $256,000, which is a reduction of
0.4%.

For the aviation fuel tax forecast, MNnDOT relies on forecasts made by the Federal Aviation Administration and
the General Aviation Manufacturers’ Association. The current guidance is for an increase of 2% per year in
consumption, which is unchanged from the November forecast. The Aircraft Registration Tax forecast is based
on MnDOT estimates, which take into account assumptions about the number and value of purchases of new
airplanes. The Airflight Property Tax is based on a certification made by MnDOT to the Department of
Revenue in accordance with M.S. 270.075. This law requires MnDOT to determine the property tax portion of
revenue for the State Airports Fund, which is defined as the difference between the “...total fund appropriation and
the estimated total fund revenues from other sources for the state fiscal year in which the tax is payable...” In
December 2011, $8.0 million was certified, and the same amount was certified in December 2012. However, a
shortfall of $713,000 was experienced in FY2012 due to nonpayment by two airlines in bankruptcy
proceedings.

Two additional factors contributed to changes in the fund statement for this fund. First, the forecast for
investment income was reduced by about $43,000 over the three year period compared to the November 2012
forecast. Second, MnDOT reduced expenditures in FY 2012 and is expecting additional reductions in FY 2013
due to efficiencies in operations. The total estimated revenue for the State Airports Fund is shown below:

State Airports Revenues (State Airports Fund Only)

($ in millions)

State Fiscal Year Feb '13 Fest Mov "12 Fest S Change
2012 517 M 517 M 50.0 M
2013 22 22 0.0
2014 18 18 -0.3
2015 18 18 0.0
2016 18 18 0.1
2017 $18 M $19 M $0.1 M
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Fiscal Years 2016 and 2017 Planning Estimates
Estimated revenues for this fund for FY 2016 and 2017 are slightly greater than the amounts forecasted for FY

2014 and 2015. An increase of $589,000 is estimated for the FY 2016-17 biennium compared to the FY 2014-
15 biennium, an increase of 1.6%. The amount for FY 2016 is estimated to be 0.7% greater than the amount
for FY 2015, and the amount for FY 2017 is estimated to be 1.5% greater than the amount for FY 2016.
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Appendix 7

%
¢ Mn/DOT POLICY
Q
OF TRP‘P Date: July 1, 2010
Reference: Debt Management
Financial Administration
No.26

Position Statement:

I. Debt service for the trunk highway fund should not exceed 20 percent of annual state
revenues to the trunk highway fund.

II. Additional debt service should not reduce the adopted statewide transportation
improvement program.

III. Use of trunk highway bonds will be m accordance with statewide policies as to limits and
purpose, and shall also only be used for capitalizable assets with useful lives exceeding the
term of the bonds.

IV. Actions:

A Mn/DOT shall not propose additional bonding that would exceed this debt service
limit.

B. If any forecast projects that this debt limit shall be exceeded withm 10 years after
the fiscal year of the forecast and:

1. More than five years later, the commissioner shall formally notify
Minnesota Management and Budget and advise the Legislature, providing
options to bring the debt service into compliance with the policy;

2. More than two years but five or fewer years later, the commissioner shall
formally notify Minnesota Management and Budget, consider actions to
bring the debt service into compliance with the policy, and advise the
Legislature of actions taken or provide the reasons for not so doing;

3. Two or fewer years, the commissioner shall propose or take actions to
bring debt service into compliance by the end of the next legislative
session.

4. In all cases, Mn/DOT will restrict usage of the fund balance by an amount
estimated for the future debt service funding shortfalls for years where
debt service is projected to exceed 20 percent of annual state revenues.

Guideline:

Debt service and state revenue to the trunk highway fund shall be estimated with each state
forecast in November and February, and after any legislative session that changes debt
authorizations or revenue estimates. The time period for this estimate shall extend beyond the
formal forecast period to a total of 10 years for purposes of this policy. Responsible party: chief
financial officer.

5$51055.docx Page 10f2 2-107
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Background:

The state of Minnesota 1s authorized to 1ssue general obligation bonds for trunk highway purposes
under Article XIV of the constitution. Mn/DOT is also authorized to enter into loan agreements
using the transportation revolving loan fund under M.S. 161.04, and to enter into local advance
agreements under M.S. 161.361. This policy sets limits on the overall obligations that these uses of
debt financimg should place on the state revenues mto the trunk highway fund for the next 10-year
period, but long-term planning should aim for debt service to not exceed 15 percent of state
revenues. Mn/DOT is exploring financing mechanisms other than obligation bonds. Before using
any new financing mechanism. Mn/DOT, in consultation with Minnesota Management and
Budget. will evaluate its applicability to and impact on this and other state capital investment
policy, as well as any amendments to these policies. All applicable related state and federal
policies must also be followed, and guidelines set by Mn/DOT’s fund balance and cash forecast
policies must also be considered.

Statutory or Other References:
See Background section above.

Definitions:

Debt service — required annual payments of interest and principal to fully amortize the loan
according to the loan agreement. Debt service mcludes future obligations for trunk highway bonds,
borrowings from the transportation revolving loan fund, advances from local governments and any
other similar obligations on the trunk highway fund.

Trunk highway bonds — bonds sold to investors to acquire funds for construction of trunk
highway improvements. These general obligation bonds must be repaid from the trunk highway
fund.

Trunk highway fund — constitutionally dedicated source of revenue that must be used for the
trunk highway system.

State revenues — revenue into the trunk highway fund from sources created by Minnesota statute
or constitution, such as motor fuel tax, motor vehicle registration tax and motor vehicle sales tax.

ahebjam, Deputy Commissioner
and Chief Engineer

Any questions regarding this policy should be directed to:
Chief Fmancial Officer, MS 120, Transportation Building

395 John Ireland Blvd., St Paul, MIN 55155

651-366-4816
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Reference: Financial Administration
No.2.3
Fund Balance

Position Statement:
I. The trunk highway fund should maintain an undesignated, unreserved fund balance of not
less than the sum of:
a. 6 percent of annual projected state revenues to the fund, plus
b. 2 percent of authorized but unissued debt, plus
c. An amount estimated for the future debt service funding shortfalls for years where
debt service 1s projected to exceed 20 percent of annual state revenues.

II. If any forecast projects that the fund balance target shall not be met, Mn/DOT shall propose
actions, including biennial budget submissions that achieve the target by the end of the next
biennium, unless the commissioner finds that an emergency warrants a longer period of
adjustment.

Guideline:

The trunk highway budgetary fund balance shall be estimated with each state forecast in November
and February, and after any legislative session that materially changes fund balance components.
The time period should cover each biennium included in the state forecast. Responsible party: chief
financial officer.

Background:

The state’s trunk highway fund is the principal operating fund for Mo/DOT. The trunk highway
fund 1s a governmental fund that accounts for public monies used to construct, mamtam, and
operate most of the Minnesota trunk highway transportation mfrastructure. It also accounts for
transfers to pay trunk highway debt. In governmental funds, undesignated, unreserved fund balance
1s a reserve to allow for emergencies (natural and financial), and permut orderly adjustment to
revenue fluctuations.

Maintaining an unreserved fund balance while plannmng for spending of funds creates a reserve that
can be used to mitigate significant deviations from expected future events. Revenue forecasts and
projected spending levels are all subject to significant uncertainty due to several economic,
operating, and legal uncertainties concerning the future operating environment. The state of
Minnesota (MS 16A.152) requires its general fund to maintain reserves for cash flow and budget
reserves, and includes other fund balance guidelines.
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Statutory or Other References:
See Background section above.

Definitions:
State revenue — Revenue into the trunk highway fund from sources created by Minnesota statute or
constitution, such as motor fuel tax, motor vehicle registration tax and motor vehicle sales tax.

Fund balance — The amount of revenues less appropriations. reserves and other uses in the trunk
highway fund at the end of a fiscal year and year end balances forecast in the trunk highway fund
budgetary fund statement for future years.

Federal funds — Federal appropriations for transportation purposes recerved on a reimbursable
basis through the Federal Highway Administration.

ahebjam, Deputy Commissioner
and Chief Engineer

Any guestions regarding this policy should be directed to:
Chief Financial Officer, MS 120, Transportation Building,

395 John Ireland Blvd., St Paul, MN 55155

651-366-4816
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