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DATE: November 14, 2005

TO: Susan Thornton, LCMR

FROM: Jim Heidelberg, State Board of Investment

SUBJECT:  Projections of Assets in the Environmental Trust Fund

Enclosed are a new projection of the growth of assets and available withdrawals
from the Environmental Trust Fund (through 2025) and a copy of a September
1998 projection the SBI provided the LCMR (shown through 2035).

The new projection differs from the seven year old projection you currently have.
In the 1998 document, the ETF is projected to grow to $2,068,355, 044 by the end
0f 2025. In the new projection, the ETF is projected to grow to $1,262,324,921
by the end of 2025. The differences in asset totals and withdrawal amounts in the
two projections arise from the following:

e The starting point for the 2005 projection is lower than the amount
projected for FY2006 in the 1998 projection. Beginning total market
value for the Fund for FY2006 in the 2005 projection is $377,512,976,
which 1s the actual Fund balance as of June 30, 2005. Beginning total
market value for the Fund for FY2006 in the 1998 projection is a projected
$525,724,190. During fiscal years 1999 through 2005, the fund did not
grow at the rate projected in the 1998 projection.

e Rates of return assumptions are lower in the 2005 projection. In 1998,
the SBI used an annual rate of return of 11.0% for stocks and 8.0% return
for bonds. In the 2005 projection, the SBI used the return assumptions of
9.25% for stocks and 6.5% for bonds, which are the return assumptions
the SBI used 1n its 2003 asset allocation study for pension fund assets.
The ETF is projected to grow at a slower rate in the 2005 projection than
in the 1998 projection.

For these reasons, withdrawal amounts in future years are also projected to be
lower in the 2005 projection.

Note that the estimate of the amount of contributions placed in the Fund each year
through 2025 is assumed to be the same $24 million as used in the 1998
projection. This amount is confirmed by information about lottery proceeds
provided to the SBI by the LCMR.



70%Stocks/30%Bonds
5.5% Spending Rule

Withdrawal is at FY beginning
Contribution is at FY end

Fiscal

Year

Stock
Beginning
Mkt Value

264,025,356
288,992,266
315,813,719
340,387,869
367,032,380
392,867,351
420,878,808
448,039,368
477,488,097
506,042,064
537,001,702
567,020,670
599,568,736
631,127,870
665,345,861
698,524,181
734,497,774
769,378,355
807,197,625
843,867,804

Rate of
Return

0.0925
0.0925
0.0925
0.0925
0.0025
0.0925
0.0925
0.0925
0.0926
0.0925
0.0925
0.0925
0.0925
0.0825
0.0825
0.0925
0.0925
0.0925
0.0925
0.0925

Withdrawal

13,212,954
13,212,954
17,369,755
17,369,765
20,186,781
20,186,781
23,148,340
23,148,340
26,261,845
26,261,845
29,535,094
29,635,094
32,976,280
32,976,280
36,594,022
36,504,022
40,397,378
40,397,378
44,395,869
44,395,869

Stock
Ending
Mkt Value

274,012,549
301,288,898
326,050,031
352,897,289
378,928,827
407,153,522
434,520,645
464,193,448
492,964,680
524,159,888
554,407,269
587,202,992
619,002,258
653,480,611
686,911,384
723,158,698
758,304,684
796,411,718
833,360,018
873,423,088

ENVIRONMENTAL TRUST FUND
Projections of Annual Growth
{Contributions Through 2025)

Bond
Beginning
Mkt Value

113,487,620
123,853,828
135,348,737
145,880,515
157,299,596
168,371,722
180,376,675
192,018,872
204,637,756
216,875,170
230,143,586
243,008,859
256,958,030
270,483,373
285,148,226
209,367,506
314,784,760
329,733,581
345,941,839
361,657,830

Rate of
Return

Withdrawat

5,662,695
5,662,605
7,444,181
7,444,181
8,651,478
8,651,478
9,920,717
9,920,717
11,255,077
11,255,077
12,657,897
12,657,897
14,132,692
14,132,692
15,683,152
15,683,152
17,313,162
17,313,162
19,026,801
19,026,801

Bond
Ending
Mkt Value

114,833,546
125,873,557
136,218,352
147,434,606
158,310,246
170,102,060
181,535,595
193,032,405
205,952,554
218,985,400
231,622,259
245,323,774
258,608,985
273,013,475
286,980,303
302,123,837
316,807,253
332,727,746
348,164,516
364,901,833

5.5% Total
Withdrawal

18,875,649
18,875,649
24,813,935
24,813,935
28,838,259
28,838,259
33,069,067
33,069,057
37,616,922
37,516,922
42,192,991
42,192,991
47,108,972
47,108,972
52,277,175
52,277,175
57,710,539
57,710,539
63,422,671
63,422,671

Contributions
Stocks&Bonds Mkt Value

24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000
24,000,000

11/14/2005

Total

377,512,976
412,846,095
451,162,456
486,268,384
524,331,986
561,239,073
601,255,582
640,056,240
682,125,853
722,917,234
767,145,288
810,029,528
856,526,766
901,611,243
950,494,087
997,891,687
1,049,282,535
1,089,111,936
1,153,139,464
1,205,525,434
1,262,324,921
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