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 F I S C A L    I M P A C T    R E P O R T 
 

 
SPONSOR Miera 

ORIGINAL DATE  
LAST UPDATED 

01/26/12 
02/13/12 HJR 15a/HJC 

 
SHORT TITLE Permanent Funds for Education, CA SB  

 
 

ANALYST Smith 
 
 

REVENUE (dollars in thousands) 
 

Estimated Revenue Recurring 
or 

Nonrecurring 

Fund 
Affected FY12 FY13 FY14 

 $124,564.0 Recurring General Fund 

 $24,436.0 Recurring 
Other LGPF 
Beneficiaries 

 $149,000.0 Recurring 
Land  Grant 

Permanent Fund
 (Parenthesis ( ) Indicate Revenue Decreases) 

 
Duplicates SJR 9 
 
SOURCES OF INFORMATION 
LFC Files 
 

Responses Received From 
State Investment Council (SIC) 
State Land Office (SLO) 
Department of Finance and Administration (DFA) 
Attorney General’s Office (AGO) 
Public Education Department (PED) 
 
SUMMARY 
 

Synopsis of HJC Amendment  
 

The House Judiciary Committee amendment to House Joint Resolution 15 strikes the phrase 
“public schools or pursuant to contracts between the state and private entities" and replaces it 
with the word “state” wherever it is found in the resolution. The effect of the amendment is to 
conform the resolution to a recent AGO opinion which would allow an increased distribution to 
public schools.   

 

Synopsis of Original Bill  
 

House Joint Resolution 15 amends Article 12, Section 7 of the State Constitution to make 
permanent the current 5.5% annual distribution from the Land Grant Permanent Fund (LGPF) to 
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public schools and other LGPF beneficiaries starting in FY 2013.  It also calls for additional 
distributions from the LGPF of 1.5% specifically earmarked for early childhood education 
programs, to be operated by the public schools or through contracts with authorized private 
administrators.  
 
The proposal allows that should the 5-year average of the LGPF drop below $8 billion, the 
additional 1.5% be suspended for the fiscal year. The proposal also allows the additional 1.5% to 
be suspended by a 3/5 vote by both House & Senate. 
 
If approved by the legislature, the constitutional amendment would be brought to voters in the 
next general election or at a special election for this purpose. 
 
FISCAL IMPLICATIONS  
 
In the short term, additional contributions from the LGPF will produce significant revenue to the 
general fund and other LGPF beneficiaries, primarily being public education. In the long term, 
and taking into consideration Fund contributions from the oil and gas revenues, as well as 
expectations for general inflation and fluctuations in investment income, this proposal increases 
the risk that the LGPF will not be able to deliver the same benefits to the general fund and other 
beneficiaries as the Fund does today.  
 
The Public Education Departments Reports that “This policy has dangerous potential to 
drastically reduce the value of the fund as the levels contained in the joint resolution remain 
unsustainable”. 
 
This increased distribution will deplete the fund over time. Under the distribution schedule of 
7.0% which ratchets down to 5.5% in 2025, SIC notes the following:  
 

 20 years after implementation, the LGPF has $5.5 billion less in its corpus than it would 
under current expectations 

 That translates to more than $275M/yr less in distribution at 5% rate after 2031 
 The LGPF growth rate is significantly decreased 

 
Among other issues, the AGO has opined on the ability of the Legislature to reorder the 
percentages each current beneficiary receives (see attached). It is a truism that an increase to the 
public schools is necessarily at the expense of other beneficiaries regardless of the short run 
increase in the payout rate. Further, the majority of these beneficiaries receive the bulk of their 
operating monies from the General Fund. Therefore, the ultimate fiscal impact of this resolution 
is to put additional long-run pressure on the General Fund.  
 
PED notes that “This policy has dangerous potential to drastically reduce the value of the fund as 
the levels contained in the joint resolution remain unsustainable.” 
 
SIGNIFICANT ISSUES 
 
In 2007, New England Pension Consultants studied the effect that the current spending rate will 
have on the real (inflation adjusted) value of the Land Grant Permanent Fund.  The study focused 
on the likelihood that the LGPF will maintain its real value over the next 10 years with the higher 
spending levels to maintain intergenerational equity for future citizens of New Mexico. They 
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concluded that the scheduled increases as shown in Table 1 were not likely to permanently erode 
the real value of the LGPF as long as the rate was permanently set at 5% at 2017. However, they 
also concluded that the probability of a real (inflation adjusted) erosion of the fund is very high 
at a 5.8 % distribution rate.  
 

Table 1. Current Payout Rates for the Land Grant Permanent Fund 
 

FY2010 5.8% 
FY2011 5.8% 
FY2012 5.8% 
FY2013 5.5% 
FY2014 5.5% 
FY2015 5.5% 
FY2016 5.5% 
FY2017 5.0% 

 
As can be seen from Table 2 below, the average spending rate for U.S. higher education 
endowments above $1B was 4.6% in 2009. It is probably much lower today because of the 
deterioration of the market.  That is a figure much smaller than the LGPF’s current payout of 
5.8%.  While this comparison is not exact, these colleges and universities have a very similar 
goal to the LGPF, maximizing current payout while ensuring that the value of the fund does not 
erode in real terms.  Many other similar funds either pay-out all dividends and income while 
retaining capital gains to maintain the corpus (Oklahoma Tobacco Trust), pay out a percentage of 
all earnings while retaining the rest in the fund (Wyoming Mineral Trust – 52%), or in the case 
of the Alaska Permanent Fund pay out a flat 5%.  Against any of these measures, the 5.8% 
payout ratio is high. 
 

Table 2 
Annual Reported Spending Rates for US Higher Education Endowments 

Size of Fund  2009 2008 2007 2006 2005 2004 2003 2002 

 % % % % % %  % % 
Over $1 Billion  4.6 4.2 4.4 4.6 4.7 5.2 5.3 4.9 

$501 Million to $1 Billion  4.9 4.5 4.4 4.5 4.8 5.2 5.3 5.1 

$101 Million to $500 Million  4.4 4.2 4.5 4.6 4.7 4.9 5.2 5.1 

$51 Million to $100 Million  4.7 4.6 4.8 4.7 4.7 4.9 5.2 5.3 

$25 Million to $50 Million  4.3 4.3 4.8 4.8 4.7 4.8 5 4.9 

Under $25 Million  3.9 4.1 4.6 4.6 4.8 4.6 4.8 4.7 
 
 
The AGO has also opined that while an increased public school distribution is permissible, it 
must be used by the public schools.  Distributions to other beneficiaries, such as private early 
childhood providers and sectarian organizations, are ineligible and would violate the anti-
donation clause.  The HJC amendment substitutes “state” for public schools or pursuant to 
contracts between the state and private entities.” Presumably public schools, which are a 
currently allowable beneficiary would still be the only allowable beneficiary under the term 
“state” though it is not entirely clear.    
 
However, the concept of a perpetual endowment is not in itself “good policy”. Julius Rosenwald 
was President of Sears and Roebuck and major 20th century philanthropist. He wrote that “I am 
opposed to the permanent or what might be styled the never-ending endowment… Permanent 
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endowment tends to lessen the amount available for immediate needs; and our immediate needs 
are too plain and too urgent to allow us to do the work of future generations.” 
 
In short the decision to deplete an endowment is a policy decision rather than a financial dictum 
or “best practice”. The real question is whether the benefits of the expenditures today will 
outweigh the benefits of greater income tomorrow.  
 
The incremental increase in funds distributed due to the 1.5 percent increase for early childhood 
program would provide significant increases for early childhood services through public schools. 
A 2009 LFC report found that in FY08, eighteen major state and federal programs invested an 
estimated $300 million on services for pregnant women and very young children, not including 
Medicaid.  These included programs such as federal Head Start Public, state and local funded 
preschool and child care subsidies among others. 
 
Public schools currently provide education to school age children, but also operate 
prekindergarten (PreK) programs for four year old children through separate state appropriations 
and federal funds.  Public schools provide preschool services to children with developmental 
delays ages 3 and 4; and full day kindergarten for 5 year olds which are already funded through 
the State Equalization Guarantee program. The amount of funding made available through this 
amendment could conceivably fund a full expansion of PreK and still have substantial excess 
funding.  Currently, the state appropriates about $14.5 million for the NM PreK program that 
serves, depending on the county, between 0 and about 20 percent of four year olds.  About 13 
percent of four year olds are enrolled in Bernalillo County according to data compiled by the 
Center for Education Policy and Research.  Assuming a per student cost of $3,000, the cost to 
serve every four year old would be about $75 million.  However, this amount would likely be 
substantially less given that many four year olds are already enrolled in federal Head Start and 
NM PreK programs.  Universal PreK delivered through public schools likely would have an 
adverse impact on the day care industry.  Public schools would have to expand their service 
delivery beyond school age, or preschool age, children to provide other early childhood services. 
The impact to private business or nonprofits could be negative if public schools expand their 
service delivery further into early childhood care and cannot use this distribution to contract with 
private or sectarian providers.   
 
SS/svb 












